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 In its fourth year of publication, the Public Policy and Governance Review is 
pleased to release Issue One of the 2012-2013 academic year. As always, there is no 
shortage of policy issues to discuss and debate and no deficit of analysis.
 The Fall 2012 Issue adds insights and analysis to current public policy topics, both 
domestically and internationally. An exploration of the causes and implications of youth 
underemployment and a case study of municipal labour negotiations in Canada’s largest 
metropolis shine a light on Canada’s labour market in the 21st century. The changing labour 
market is also a key driver of inequality; as one author argues, inequality in the US is 
partially to blame for the 2007-2008 financial crisis. We continue with an examination of 
how Canadian fiscal autonomy is constrained and the corresponding effect on sovereignty. 
Sovereignty is also viewed through an alternative lens, with an analysis of the interaction 
between free trade and the right to food. We take a first hand look at The Fall Institute on 
Key Issues in Finance and Governance for Health presented by the School of Public Policy 
and Governance. Finally, Maurice Bitran, as Ontario’s Chief Negotiator, gives his unique 
perspectives on the Canada-EU Comprehensive Economic Trade Agreement. 
 This issue builds on the hard work and dedication of all previous Editors-in-Chief 
and Editorial Boards. A special thank you to our current Editorial Board for their enthusiasm, 
dedication, and talent. In addition to our Volume 4 Issue 1 contributors, we would like to 
recognize our online contributors, who have shared their insights and analysis on the 
PPGR blog (ppgreview.ca). We hope you enjoy the Fall 2012 Issue of the Public Policy and 
Governance Review.

Sincerely,

Max Greenwald and Adina Serbanescu

Editors-in-Chief
Public Policy and Governance Review
www.ppgreview.ca

Editors’ Note

Max Greenwald is a Master of Public Policy Candidate at the School  of Public Policy 
and Governance. He also holds a BA (Honours) from the University of Guelph in Political 
Science. 

Adina Serbanescu is a Master of Public Policy Candidate at the School of Public Policy 
and Governance. She also holds a BA (Honours) from the University of Toronto in Political 
Science and History.
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Inequality and Labour
The Incidence and Persistence of Youth 
Underemployment:
The Canadian Context
Layton Reynolds

Layton Reynolds is a Master of Public Policy Candidate at the School of Public Policy and 
Governance, University of Toronto. He co-chairs the 2013 Ford-SPPG Policy Conference, 
an annual meeting of students, faculty, and staff from the Gerald R. Ford School of Public 
Policy and the School of Public Policy and Governance. Layton is actively involved in 
university affairs, serving on the University of Toronto Governing Council as a member of 
the Academic Board and the Planning and Budget Committee. From Moncton, NB, Layton 
received his B.Phil. from the University of New Brunswick in 2011. His research interests 
include comparative economic prosperity, unemployment and underemployment, and 
decision-making theory.

This paper presents the incidence, causes, and consequences of youth underemployment 
in Canada. Underemployment includes unemployment, involuntary part-time employment, 
over-qualification, involuntary temporary employment, and low-wage employment. In all 
forms of underemployment examined, underemployment rates were significantly higher for 
persons aged 15-24 than for persons aged 25-54 during the 1997 to 2011 period. Although 
underemployment declines over time, there is strong evidence that underemployment 
leaves workers with permanent “scars,” including psychological distress, poor physical 
health, lower future wages, and slower career progress. Policymakers would benefit from 
further research and analysis that improves our understanding of the direction of causality 
of different types of underemployment and their adverse psychological and social effects. 

Introduction
Structural changes in the labour market over the past few decades have significantly altered 
the employee-employer relationship. Industrial restructuring, workplace reengineering, 
downsizing, and flexibility have transformed the nature of workers’ rights, obligations, 
expectations, and values. These structural changes have given rise to an increasingly 
diverse set of employment relationships and a labour market that is generally more 
deregulated, decentralized, tenuous, and transitory than it was in the decades following 
the Second World War (Davidman, Lowe, and Schellenberg 1999). Fewer social benefits, 
job insecurity, low job tenure, and low earnings characterize many new forms of work, 
and have led researchers to question the concept of “unemployment” as an accurate 
measure of labour market tightness, community resilience, and individual wellbeing 
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(Wilkins and Wooden 2011; Prause and Dooley 2011). No longer is the distinction between 
employment and unemployment so black and white; rather, new research has focused on 
the adequacy of employment. Here, the quality of employment is measured on a continuum, 
with unemployment and full-time, permanent, well-paying employment marking each end 
(Harvey and McKee-Ryan 2011). Between each end lies underemployment—employment 
that is less than adequate. Underemployment has become an area of great concern among 
economists, community psychologists, sociologists, and management scholars; each bears 
a distinct perspective of underemployment’s causes, consequences, and policy implications. 

Underemployment varies by gender, ethnicity, age, industry, and occupation (Claes 
and Ruiz-Quintanilla 1996; Jefferson and Preston 2010). While a great deal of 
underemployment literature in Canada has focused on immigrant performance, youth 
underemployment has received little research and attention in academic and policy 
spheres. Although underemployment is less prevalent in older age groups, it is possible 
that early underemployment can leave “scars” on those who experience it. The “scarring 
effect” refers to permanent increases in levels of psychological distress, decreases in future 
wages, slower career progress, and decreases in physical health that are a result of past 
underemployment (Frenette 2004; Prause and Dooley 2011). Youth may be particularly 
prone to scarring due to their “developmental stage.” Youth are less experienced in the job 
search process, less financially secure, and more prone to psychological distress. Given 
the considerably higher incidence of underemployment among youth, and the potential 
persistence of underemployment’s adverse effects beyond time spent underemployed, 
youth underemployment warrants discussion in the Canadian context.

The purpose of this paper is to begin a serious debate over the prevalence and 
consequences of youth underemployment in Canada. Part one of the paper defines 
underemployment, taking a comprehensive view that incorporates research and analysis 
from academic fields of community psychology, labour sociology, and labour economics. 
Youth underemployment is measured over the period of 1997 to 2011 in order to capture 
the current incidence and longer-term trends of underemployment, as well as any effects 
of the business cycle. Part two discusses the consequences of youth underemployment, 
including higher levels of psychological distress, increased substance abuse, lower future 
real wages, and slower career progress; and the persistence of these effects over time 
(Prause and Dooley 2004). I conclude with a discussion of the direction of causality between 
the incidence of underemployment and its negative consequences. The theory of social 
selection and the theory of social causation are presented and measured empirically against 
the consequences of underemployment mentioned above. Additionally, the opportunity for 
development of a comprehensive underemployment index is discussed with respect to the 
frequency and quality of available data. 
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Definitions and Data
Underemployment is a phenomenon that interests actors from a range of social 
sciences, including economics, sociology, and psychology; however, most studies on 
underemployment are discipline-specific (Harvey and McKee-Ryan 2011). Economists study 
the underutilization of labour supply and human capital that result from underemployment, 
including unused skills, education, and time, all of which indicate an inefficient labour market 
(Wilkins and Wooden 2011). Sociologists study the institutional and environmental contexts 
that influence workplace interaction, most notably the rise of “non-standard employment,” 
and measure the effect of changes in labour market structure on social interaction and 
socialization (Claes and Ruiz-Quintanilla 1996). Community and industrial psychologists 
observe the impact of changing labour market structures on the behaviour of firms and 
individuals (Prause and Dooley 2011).

Researchers have attempted to integrate the various discipline-specific conceptions 
of underemployment and its causes and consequences into a comprehensive model of 
underemployment (Dooley and Grzywacz 2003). Two of the first to do so were Clifford 
Clogg, Mutchler, and Sullivan in the late 1970s and early 1980s. They argued that the 
unemployment rate is insufficient as a social indicator in the modern workforce and in 
turn developed a new set of social indicators that measure the adequacy of employment, 
called the Labor Utilization Framework (LUF) (Clogg, Mutchler, and Sullivan 1986). The 
LUF defines underemployment as sub-unemployment, unemployment, and economically 
inadequate employment. Actual measurements of these employment concepts vary for 
practical reasons such as the availability of data, but generally include involuntary part-
time work, discouraged searchers, poverty wage employment, and temporary employment 
(Clogg et al.1986). Daniel Feldman explored the concept of adequate employment 
further, theorizing the causes and consequences of underemployment, in “The Nature, 
Antecedents, and Consequences of Underemployment.” Feldman developed a framework 
similar to the LUF that measures underemployment in terms of education, work duties, 
field of employment, wages, and job permanence (Feldman 1996). Characteristics of 
underemployment include over-education, low pay, low hours, skill/knowledge mismatch, 
and skill underutilization. Further research has led to the inclusion of other characteristics 
of underemployment, including work-status congruence, perceived over-qualification, and 
relative deprivation (Harvey and McKee-Ryan 2011). 

For the purpose of measuring youth underemployment in Canada, I define “youth” as 
persons aged 15-24, and adults as persons aged 25-54. Persons 55 and older were 
excluded as they face distinct challenges to adequate employment that differentiate them 
from the adult population (Tasci 2005). I draw on concepts from Feldman and Clogg to 
measure the underutilization of time, education, and skills. Labour Force Surveys (LFS) 
allow for the measurement of the incidence of involuntary part-time work, unemployment, 
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discouraged searchers, and persons waiting for recall or reply through the Supplementary 
Unemployment Rate. Temporary employment is also measured (separately) by the LFS. I 
draw on Statistics Canada’s Perspectives on Labour and Income reports to measure the 
proportion of working poor, defined here as persons working in minimum wage employment. 
Finally, I present data and analysis of the incidence of over-education in Canada from Marc 
Frenette, who measured perceived over-qualification using data from National Graduates 
Surveys. The Survey asks graduates: “When were you selected for that job?” and “What 
level of education was needed to get the job?” Due to potential overlap of persons counted 
in more than one of the indicators above and differing sample populations, indicators are left 
disaggregated. Below is a visual representation of underemployment indicators:

Figure 1: Underemploytment Indicators

Youth Underemployment in Canada
Supplementary Unemployment Rates

Fifteen-year supplementary unemployment rate (SUR) trends for youth and adults suggest 
that unemployment rates and SURs are affected by the same cyclical factors. In 2011, the 
youth unemployment rate was 14.2% and the youth SUR was 19.7%. Comparatively, the 
adult unemployment rate was 6.2%, and the SUR was 8.8%. An examination of business 
peak years of 2000 and 2007 suggests that supplementary unemployment declined 
modestly in recent years; however, the most recent recession was considerably harder on 
youth. From 2007 to 2009, the youth SUR rose from 15.4% to 20.3%, an increase of 4.9 
percentage points. The adult SUR also increased from 7.2% to 9.8%, an increase of 2.6 
percentage points. Finally, there is evidence to suggest that the youth SUR recovers at a 
slower rate than the adult SUR: From years 2009 to 2011, the youth SUR declined from a 
peak of 20.3% to 19.7%, with the adult SUR declining from 9.8% to 8.8%, a rate three times 
faster than the rate of change for the youth SUR.
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Figure 1: Underemploytment Indicators

Youth Underemployment in Canada
Supplementary Unemployment Rates

Fifteen-year supplementary unemployment rate (SUR) trends for youth and adults suggest 
that unemployment rates and SURs are affected by the same cyclical factors. In 2011, the 
youth unemployment rate was 14.2% and the youth SUR was 19.7%. Comparatively, the 
adult unemployment rate was 6.2%, and the SUR was 8.8%. An examination of business 
peak years of 2000 and 2007 suggests that supplementary unemployment declined 
modestly in recent years; however, the most recent recession was considerably harder on 
youth. From 2007 to 2009, the youth SUR rose from 15.4% to 20.3%, an increase of 4.9 
percentage points. The adult SUR also increased from 7.2% to 9.8%, an increase of 2.6 
percentage points. Finally, there is evidence to suggest that the youth SUR recovers at a 
slower rate than the adult SUR: From years 2009 to 2011, the youth SUR declined from a 
peak of 20.3% to 19.7%, with the adult SUR declining from 9.8% to 8.8%, a rate three times 
faster than the rate of change for the youth SUR.

Figure 2: Unemployment and Supplementary Unemployment
Rates by Age Groups in Canada

Source: CANSIM Table: 282-0086

Temporary Workers

Data on temporary workers in the Canadian labour force show that the proportion of 
temporary workers roughly follows the same trend as the unemployment rate and SUR 
with a one or two year lag. The proportion of temporary youth workers hit a local minimum 
in 2008 at 27.2% but has since risen steadily to a current rate of 30.5%, a change of 3.3 
percentage points. Growth in the number of adult temporary workers was slower: it rose 
from 8.8% to 10.1%, a change of 1.3 percentage points. Unfortunately, the Labour Force 
Survey does not collect data on voluntary or involuntary temporary employment (Statistics 
Canada 2012). As such, temporary employment figures probably overstate the difference 
in involuntary temporary employment, as a proportion of youth temporary workers are likely 
entering temporary work voluntarily due to education and training. 
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Table 1: Temporary Workers as a Proportion of the Labour Force by Age Group
Youth Adult Youth 

(Goods 
Only)

Adult 
(Goods 

Only)

Youth 
(Services 

Only)

Adult 
(Services 

Only)
1997 25.1 8.6 26.5 24.7 8.3 8.6

2008 27.2 8.8 24.8 27.7 8.0 9.0

2011 30.5 10.1 29.7 30.6 9.7 10.3

% Change 
(08-11)

12.2 15.6 19.6 10.7 20.7 14.0

% Point 
Change 
(08-11)

3.3% 1.3% 4.9% 2.9% 1.7% 1.3%

Source: CANSIM Table: 282-0080

Minimum Wage Workers

The number of minimum wage workers increased significantly during the past decade. In 
2009, persons younger than 25 years of age filled 60% of minimum wage jobs. Minimum 
wage employment is most prevalent for workers aged 15-19; however the vast majority of 
workers in this age group (85%) are still attending an educational institution. The incidence 
of minimum wage declines to 10.3% for workers aged 20-24, an age group where 44% 
are still attending an educational institution. The incidence of minimum wage employment 
is much lower for workers aged 25-54 than for workers under 25. In 2009, only 2.6% of 
workers aged 25-54 were employed at minimum wage (Statistics Canada 2010).

Table 2: Proportion of Labour Force Occupying Minimum-Wage Jobs
Incidence of Minimum Wage (%)

2003 2009
Age 15-24 15.0 20.7

     Age 15-19 30.1 37.8

     Age 20-24 5.9 10.3

Age 25-54 1.7 2.6
Source: Perspectives on Labour and Income: March 2004, March 2010

There are several issues with the use of minimum wage to define the “working poor.” 
First, the increases in workers employed for minimum wage listed above do not account 
for changes in real minimum wages. The aggregate (un-weighted) averages of nominal 
provincial minimum wages for 2003 and 2009 were $6.60 and $8.78, respectively. Adjusting 
for inflation leaves average minimum wage levels at $6.42 and $7.67. Thus, in real terms 
the average minimum wage rose roughly 20% during this period. As such, using minimum 
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wage as a proxy for the “working poor” may distort comparisons. Average household 
income may serve as a better descriptor of purchasing power; however, the unit of analysis 
of underemployment is the individual. 

Over-qualification

It is argued that over-education has been on the rise for decades (Levin and Tsang 1985). 
The incidence of over-education is particularly noteworthy in new college and university 
graduates and immigrants (Fang and Wald 2008; Frenette 2004). Frenette was the first to 
measure the incidence and persistence of academic over-qualification in Canada, using 
data from the National Graduates Surveys for students graduating from college, bachelor, 
master, and PhD programs in cohort years 1982, 1986, and 1990. The study asks graduates 
to comment on their employment two years and five years after graduation. Contrary to 
popular belief during this time period, the incidence of perceived over-qualification dropped 
from 35% in 1987 (the 1982 graduate cohort) to 30% in 1995 (the 1990 graduate cohort). 
Over-qualification varied by discipline, with arts and humanities, social sciences, technology, 
and correctional services graduates having relatively higher rates of over-qualification than 
the average. Frenette also found that persons over-qualified two years after graduation 
have a 75% chance of remaining over-qualified after five years, which suggests the 
effects of over-qualification may persist over time. Other Canadian studies found that the 
persistence of over-qualification declines steadily after age 30. Using longitudinal data from 
the Survey of Labour and Income Dynamics from 1993 to 2001, researchers Li, Gervais, 
and Duval found that the incidence of continual over-qualification declines from 48% for 
persons under 30, to 25% for persons 30-39, to 20% for persons aged 40-49, and to 18% 
for persons 50 and over (2006, 7). They also found that the longer a worker remains over-
qualified, the higher the chance that they continue to be over-qualified in the future. This 
supports Frenette’s data on the persistence of over-qualification for those who begin their 
employment careers over-qualified.

Summary

All indicators examined suggest that underemployment is considerably higher for youth than 
for the adult working population. Youth are at higher risk of labour-underutilization, temporary 
work, and minimum-wage employment. Long-term unemployment and supplementary 
unemployment trends suggest youth are more susceptible to adverse economic climates, 
as evidenced by higher volatility in youth data. During the period examined, temporary 
employment increased steadily among youth and adults. The incidence of minimum wage 
also increased; however, after adjusting for inflation the real average minimum wage in 
Canada increased 20% from 2003 to 2009. While a great deal of underemployment is 
temporary, as evidenced by the disparity in underemployment between youth and adult 
workers, over-education seems to have a lasting effect on graduate employment outcomes. 
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Consequences of Underemployment and their Persistence
High youth underemployment rates may not be as serious a policy concern if the 
consequences of youth underemployment are only temporary. Conversely, if the adverse 
effects of underemployment are persistent, a stronger policy response from government 
may be justified. Unfortunately, there is a great deal of evidence that suggests the adverse 
effects of underemployment are more severe and more persistent for youth than for 
adults (Dooley and Prause 2011). Adverse effects of underemployment include labour 
market outcome effects, such as higher turnover, wage penalties, and higher incidence 
of future unemployment and underemployment; and personal health outcome effects, 
including low self-esteem, anxiety, depression, substance abuse, poor physical health, and 
criminal behavior (Harvey and McKee-Ryan 2011). Below is a discussion of the persistent 
consequences of youth underemployment. 
 
Wage Penalties

Underemployment has both present and future wage penalties. Two common wage 
measures are used in the literature: (1) the wage penalty of reemployment after a spell of 
unemployment; and (2) the wage penalty of over-education. Although little research has 
been conducted to measure the wage penalty for youth unemployment in particular, other 
research suggests that the first spell of unemployment has the largest impact on future 
wages. A study of the “scarring” effect of unemployment in the UK found that men who 
become involuntarily unemployed earn 20% less in reemployment (Gregg et al. 2001). 
Subsequent spells of unemployment also carried a wage penalty, but at a considerably 
lower rate (10%). Similarly, a separate UK study of unemployment found the average wage 
penalty of reemployment to be between 18 and 35% (Hejzen et al. 2010). 

Over-education also bears a large and persistent wage penalty. A study using panel data 
from Sweden from 1974 to 2000 found that over-educated workers are penalized by a lower 
rate of return to their education than workers in jobs that match their skill levels (Korpi and 
Tahlin 2009). This analysis is supported by recent evidence from Canada. Frenette (2004) 
estimates that the average rate of return of a year of education and training in Canada is 
12%; however, the rate of return for a year of over-qualification is 2.6%. 

Career Outcomes

Evidence suggests that youth unemployment increases the probability of experiencing 
unemployment in adulthood after controlling for educational attainment and the local 
unemployment rate (Gregg 2001). An analysis of the National Child Development Survey in 
the UK found that the consequences of youth unemployment are worse for males than for 
females: “There [is] a positive association between the cumulative months of unemployment 
between ages 16 and 23 years and the percentage of time spent unemployed 5-10 years 
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later (at age 28-33 years old) for males but not for females” (Dooley and Prause 2011, 71). 
Over-education also has adverse effects on career outcomes. Although still a positive return 
to an individual’s education investment (2.6%), over-education is associated with slower 
career progress and fewer opportunities for professional skill development relative to others 
with similar levels of educational attainment who are adequately employed. In addition, 
unemployment and over-education have also been associated with “careerist” attitudes and 
“cynical and career-enhancing behaviours,” including manipulation and image management 
(Harvey and McKee-Ryan 2011).

Others have found positive effects of youth underemployment. Researchers Thomas Mroz 
and Timothy Savage found that there is empirical evidence of a “catch-up” effect among 
youth, where unemployment increases the probability of re-training. For persons aged 22, 
a spell of unemployment increased the incidence of pursuing training or re-training by 10-
20%. The increase in the incidence of retraining lowers over time and is nonexistent for 
persons aged 30 (2006). 

Psychological Distress and Physical Health

Unemployment, labour underutilization, poverty wages, and over-qualification are associated 
with adverse psychological health outcomes. A study of Swedish youth found that those who 
experienced unemployment for six months or more from the age of 16-21 had higher levels 
of anxiety and depression at age 30 than persons that experienced less than six months 
of unemployment during their youth (Dooley and Prause 2011). Others studies support this 
conclusion. A US study by Krysia Mossakowski used National Longitudinal Youth Survey 
(NLYS) data to examine the relationship between unemployment and depression, following 
individuals for fifteen years from ages 14-22 to 29-37. Mossakowski (2009) found a 
statistically significant positive relationship between the number of years of unemployment 
and the future incidence and persistence of depression. 

Labour underutilization, over-education, and poverty wages also have negative mental health 
effects, including higher incidences of depression, personal frustration, job dissatisfaction, 
and overall stress (Johnson and Johnson 1996). A US study of the psychological wellbeing 
of underemployed persons found that different types of underemployment have different 
psychological effects (Friedland and Price 2003). The study found that low-income workers 
were more likely to have poor health and experience depression; hours-underemployed 
workers (similar to involuntary part-time workers) were more likely to have poor self-esteem; 
and over-educated workers were more likely to develop chronic and mental illnesses and 
have lower self-esteem.
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Substance Abuse 

Underemployment is associated with higher probabilities of future smoking and alcohol 
abuse. A separate study by Mossakowski measured the relationship between unemployment 
and future heavy drinking, defined as drinking more than five drinks at once within the 
past month. Using the same data set from the NLYS, Mossakowski found that poverty 
and unemployment are strong predictors of future alcohol abuse after controlling for 
previous drinking habits (2008). Further, Mossakowski’s regression analysis suggests that 
the incidence and frequency of heavy drinking increases with the duration of poverty and 
involuntary unemployment.

There is some evidence to suggest that alcohol abuse persists even after a positive change 
in employment status. Dooley and Prause, using data from the 1984 and 1989 NLYS, found 
that improved employment status (moving to adequate employment) reduced alcohol abuse 
after controlling for prior drinking habits (1997). However the study also notes that a change 
in employment status from unemployed to underemployed has no beneficial effects, as the 
risk of binge drinking and alcohol abuse for persons underemployed is similar for persons 
unemployed.

Summary

Although adverse effects are also persistent among all age groups for many of the studies 
examined above, the incidence and severity of underemployment is higher for youth 
than for adults in general. Youth have less experience dealing with economic hardship 
and psychological stress, which makes them more vulnerable to the adverse effects of 
underemployment (Dooley and Prause 2011). Research suggests that the adverse 
effects of underemployment are persistent. As seen in the data above, different types of 
underemployment pose different challenges and different consequences for today’s youth. 
Low-wage employment is generally associated with higher levels of material deprivation 
and lower levels of physical health (Friedland and Price 2003). Unemployment and 
underemployment pose significant long-term mental health risks, including depression and 
anxiety, and are also associated with subsequent alcohol abuse, lower future wages, and 
higher risks of future unemployment and underemployment (Gregg et al. 2001; Mossakowski 
2008). Lastly, over-education carries persistent wage penalties relative to others with similar 
educational attainment, slows career progress, and leads to lower levels of self-esteem and 
mental health (Frenette 2004; Korpi and Tahlin 2009; Harvey and McKee-Ryan 2011).

Discussion
Direction of Causality: Social Selection and Social Causation

A central debate in the underemployment literature is the direction of causality of 
underemployment. Does underemployment cause poor psychological health and substance 
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abuse? Or, is underemployment caused by poor psychological health and substance abuse? 
There are two competing hypotheses that attempt to answer these questions. The first, 
called the “drift” or “selection” hypothesis, states that poor psychological health increases 
the risk of experiencing underemployment. The second, called the “social causation” 
hypothesis, states that underemployment causes stress that leads to poor psychological 
health (Dooley and Prause 2011). The answer to this causality problem is particularly 
important to policymakers attempting to address underemployment. If the selection 
hypothesis is correct, then policymakers would want to focus on preventing “predisposition” 
factors from developing in young people, such as substance abuse and material deprivation. 
Lowering predisposition factors among youth would lower the risk and thus the incidence 
of youth underemployment. On the other hand, if the social causation hypothesis is correct, 
then policy options would focus less on predisposition factors and more on preventing 
and mitigating the occurrence of underemployment directly, through youth employment 
programs, re-training, or underemployment counseling. Unfortunately, the answer is not 
black and white, and proponents of both hypotheses have built strong bodies of evidence 
that validate their claims, albeit with some difficulty. As Prause and Dooley note, “[b]ecause 
most employment research is conducted using correlational designs, it is not possible to 
causally link underemployment and poor psychological health” (2011, 65). It is possible, 
however to control for initial levels of psychological and physical health, substance abuse, 
and other symptoms of underemployment. This allows researchers to isolate the effect of a 
bout of underemployment and measure changes in psychological and physical health that 
occur during underemployment. 

Empirically, both hypotheses seem to contribute to an understanding of the causes of youth 
underemployment. As underemployment is a broad term that encompasses many different 
employment situations, it may be the case that each hypothesis is more or less right on 
specific aspects of underemployment, or in certain environmental conditions (Friedland and 
Price 2003). For example, aptitude test scores and socioeconomic status have been found to 
increase the probability of future unemployment, supporting the social selection hypothesis 
(Dooley and Prause 2011). Meanwhile, hours of underemployment (analogous to involuntary 
part-time employment) have been shown to increase the probability of depression after 
controlling for initial symptoms; this is an indication of social causation (Friedland and 
Price 2003). Understanding the relative empirical weight of selection and social causation 
hypotheses on adverse effects of different types of underemployment is arguably a crucial 
research gap in the literature, and of particular importance for policymakers with scarce 
resources. 

Underemployment Index?

Currently, the only type of underemployment that is frequently indexed and monitored is the 
supplementary unemployment rate, measured by Statistics Canada’s Labour Force Survey 
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and America’s Current Employment Statistics Survey. These figures exclude key sources 
of underemployment, including low-wage employment, temporary employment, and over-
education. Over time, frameworks have been developed to capture underemployment more 
comprehensively by attempting to aggregate these factors into a single index (Clogg et al. 
1986; Feldman 1996). Given the data observed in this report, data availability and quality 
may be a constraint. Statistics Canada gathers data on a monthly basis on supplementary 
unemployment rates, temporary workers, and employee wages. Over-qualification data can 
be collected from the National Graduates Survey approximately every five years; however, 
the sample populations of the National Graduates Survey and the Labour Force Survey are 
different, making data aggregation and comparisons between age groups less valuable. 
A more viable alternative may be to use the Survey of Labour and Income Dynamics, 
which uses the Labour Force Survey as a sample frame and tracks individuals for up to six 
years. Although samples would not be paired, the characteristics of workers would be more 
similar than if using National Graduates Survey data, as both the Survey of Labour and 
Income Dynamics and the Labour Force Survey draw samples from the same population 
(Li, Gervais, and Duval 2006). New research and analysis may benefit from exploring the 
development of a comprehensive index that aggregates all forms of underemployment.

Conclusion
This paper measured the incidence of youth underemployment in Canada, including the 
incidence of involuntary part-time workers, discouraged searchers, temporary workers, 
working poor, and overeducated workers. Supplementary unemployment rates and the 
incidence of temporary workers, minimum-wage labour, and perceived over-qualification 
are used to measure underemployment. In all forms of underemployment examined, 
underemployment rates were significantly higher for persons aged 15-24 than for persons 
25-54 during the 1997 to 2011 period. Although underemployment declines over time, there 
is strong evidence that underemployment leaves workers with permanent “scars,” including 
psychological distress, poor physical health, lower future wages, and slower career 
progress. Policymakers would benefit from further research and analysis that attempts to 
better understand the direction of causality of different types of underemployment, as well 
as the development of a comprehensive underemployment index. This research would aid 
policymakers in the development and improvement of youth employment policy. 
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What is actually said by negotiators in the formal context of municipal labour negotiations is 
significantly less important than one might imagine. External forces often exert a remarkable 
influence on the ultimate outcome of labour negotiations in the municipal context, serving 
to shift language and focus away from the merits of each party’s demands or arguments 
to the more political (and sometimes personal) discussions that take place outside of the 
negotiating room. This article addresses the external influences in two recent Toronto 
labour negotiations, and attempts to explain both how and why they are more useful for 
determining the success of each negotiating party than even what the parties themselves 
bring to the table.

Introduction
In municipal labour negotiations, what often matters most is not what is said around the 
negotiating table. Instead the individuals involved, their relative political positions and 
influence, and public opinion are all typically more important than the content of the 
negotiations. As a result in attempting to determine the potential success or failure of a 
given labour negotiation in the municipal political context, it is equally if not more important 
to examine these external factors, as well as the political backdrop against which the 
negotiation is taking place. These factors play an influential role in predicting whether 
a settlement will be reached. Moreover, in certain situations, these external factors are 
sufficient to explain why one side emerged victorious in the event that no settlement was 
reached.

A body of scholarship has developed recently in an attempt to use external factors or 
influences to explain the outcomes of negotiations and mediations. In addition, the work of 
a number of scholars focused on multilateral disputes provides a unique window into the 
intricacies of municipal labour negotiations. A brief overview of these areas of scholarship 
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follows this introduction, with a view to situate this analysis in relief against these two bodies 
of work. These theoretical views will be brought to bear specifically on the important external 
factors that influence complex multi-party municipal labour disputes in Toronto.

Why should we care?
If the substantive content of negotiations that take place in the context of municipal labour 
disputes in Toronto is less important relative to less substantive external influences, it 
may well be the case that municipal negotiations in other areas—and labour negotiations 
at other levels of government—exhibit a similar phenomenon. This is important for both 
academics and policymakers. First, the actual content of negotiations may be less useful 
than previously thought for understanding both the law and the politics that underlie such 
negotiations. Further, it is exceedingly difficult for provincial and municipal lawmakers to 
design and implement policies that take into account the perhaps less tangible external 
factors that may ultimately and more profoundly influence a given negotiation. In short, 
if the substance of a negotiation is less influential than other factors, planning for and 
understanding negotiations will be a much more challenging task.

Following the brief literature review, this analysis will attempt to explain the outcomes of 
two municipal labour negotiations that took place in Toronto in 2008 and 2009: the Toronto 
Transit Commission strike and the Inside-Outside City Workers strike, respectively. In 
particular, this analysis will look at public opinion, the balance of power between the parties, 
perceptions among the parties of each others’ trustworthiness, and each party’s use of 
language. In doing so, this analysis will discuss the differences between each labour dispute 
in terms of these factors, and will attempt to describe how each dispute ended the way it did. 

What do the scholars say?
In their examination of social cognition in negotiations, Druckman, Olekalns, and Smith 
suggest that interpretation often plays a deciding role in negotiations (Druckman et al. 
2009). The content of negotiations is therefore often less important than the manner in 
which what is said by one party is interpreted by the other. In essence, what matters most 
are two factors: first, how the relationship between the parties impacts interpretation (what 
Druckman, Olekalns, and Smith call “person-based cues”) and second, how the political 
or cultural atmosphere impacts interpretation, which the authors call “context-based cues” 
(Druckman et al. 2009, 16).

The authors’ main proposition is that, when either of these cues encourages negative 
interpretations, parties to the negotiation will be less inclined to reach a settlement. 
Furthermore, when both person- and context-based cues are congruent—that is, when 
both cues encourage negative interpretations—their impact is amplified (Druckman et al. 
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2009, 17). The authors suggest that these cues are based on the perceptions of the other 
party that are rooted in notions of trustworthiness and power; specifically, that “perceptions 
of trust and power serve to filter interpretations of events that [lead to] turning points [in the 
negotiations]. These interpretations also influence negotiating outcomes” (Druckman et al. 
2009, 35). Therefore, these cues encourage negative interpretations.

The authors found that a low level of trust between parties amounted to a person-based 
cue, which led to negative interpretations. Furthermore, a relatively even power balance 
and a positive political atmosphere that collectively led to positive interpretations were 
insufficient to counterbalance the negative interpretations caused by the pre-existing lack 
of trust (Druckman et al. 2009, 36-37). More revealing perhaps is the finding that, although 
outcomes are unaffected by the power balance and the political context when trust is low, 
a high level of trust did have the converse effect when combined with a highly uneven 
power balance and a negative political atmosphere (Druckman et al. 2009, 36-37). In other 
words, although both trust and power are important, the former is significantly more so; the 
perceived trustworthiness of each party is therefore an overwhelmingly influential factor in 
the success of a negotiation, irrespective of what is said while at the actual negotiating table.

In her discussion of critical moments during negotiations, Putnam provides some additional 
insights into the importance of interpretation (Putnam 2004). Putnam notes that shifts in 
levels of language can lead to concurrent shifts in interpretation. More specifically, Putnam 
identifies five kinds of language shifts: specific to general; concrete to abstract; part to 
whole; individual to systemic; and literal to symbolic (Putnam 2004, 278). For Putnam, a 
language system exhibits patterns of broad categories, in which terms differ in vertical levels 
of abstraction. These lines of abstraction in turn provide another plane or dimension in 
which a conflict could be engaged (Putnam 2004, 278). A shift in language, specifically from 
individualistic language to systemic language, changes the scope of the negotiations. For 
example, a City of Toronto negotiator could choose to move the discussion away from the 
merits of the labour union’s arguments to an assertion that the City has many responsibilities, 
and is therefore unable to acquiesce to the union’s demands. This is an example of the City 
negotiator shifting language from the individual to the systemic and, in the process, taking 
hold of the conversation in such a way as to preclude the union from using what would likely 
be their strongest argument, whatever it may be. Ultimately, it may not matter what the union 
negotiator argues: the City negotiator can find strength in the language shift away from the 
specific policy questions to questions of a more political nature.

Another possible example in the context of municipal labour negotiations is that of a union 
negotiator evoking images of the working class Canadian and juxtaposing them against the 
allegedly corporate-minded Toronto City Council or provincial cabinet. This is an example 
of a shift towards symbolic language, which similarly allows the union negotiator to gain 
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control of the conversation in an effort to distract from what may be an unreasonable union 
demand.

Putnam argues that a shift in language typically leads to changes in the attitudes, cognitions, 
and orientations of individuals, or changes in relationships among parties (Putnam 2004, 
277). As a result, shifts in language—especially of the sort in the above examples—can 
lead to negative person-based or context-based cues. Specifically, Putnam’s language 
shifts have the ability to change the power dynamic significantly, profoundly affecting the 
relationship between the two parties. These language shifts do not have to take place within 
the negotiation itself. Language shifts do the most damage to the power balance between 
parties when they take place outside the negotiation, such as in the press or in public 
addresses made by either party (Putnam 2004, 281).

McKersie and Cutcher-Gershenfeld build on this scholarship in their work on labour-
management relations in the context of alternate dispute resolutions (McKersie and 
Cutcher-Gershenfeld 2009). They argue that a given negotiator’s core functions are twofold: 
they must be at turns competitive and collaborative depending on the context. McKersie and 
Cutcher-Gershenfeld argue that the main tool at the negotiator’s disposal is a finely-tuned 
ability to structure attitudes or, as they put it, to be a “relationship shaper” (McKersie and 
Cutcher-Gershenfeld 2009, 501). They speak of what they call the natural inclination of 
parties to a negotiation between management and unions:

Managers assume...that unionization will bring a turn for the worst rather 
than an opportunity to be the best. Unions themselves too often assume 
that management does not accept their legitimacy and will distrust even 
those well-intentioned managers who are genuinely interested in partner-
ship (McKersie and Cutcher-Gershenfeld 2009, 504).

The authors conclude on this basis that there are a number of deeply-held assumptions 
that “cast a shadow over the negotiations process,” and that frequently lead to unsuccessful 
negotiations (McKersie and Cutcher-Gershenfeld 2009, 504).

The interesting connection between the arguments posed by McKersie and Cutcher-
Gershenfeld and those of Druckman et al. and Putnam is that the natural inclination of 
parties to municipal labour negotiations would appear to lead to negative person-based and 
context-based cues. Assuming the worst of one’s counterpart in a negotiation can only lead 
to a reduction in trust and an increase in the desire to swing the power balance in one’s 
own favour, both of which are negative person- and context-based cues. As mentioned 
earlier, when both person- and context-based cues are congruent (in this case, negative) 
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their effect is augmented. Therefore, the natural inclination of negotiators in the context of 
municipal labour disputes is to not reach a settlement.

However, the negotiators in Toronto labour disputes themselves are, in practice, not the only 
parties present at municipal labour negotiations. The press, the voting public, the members 
of the union in question, and numerous Toronto city councilors are all typically involved in 
any given municipal labour dispute. Any of these parties have the ability to influence the 
negotiation in one or more of the ways noted above and, as a result, negotiations in the 
context of municipal labour disputes tend to take on a somewhat multilateral nature. In 
his work on multilateral negotiations, Thomas Kochan points to some important external 
factors that play a profound role in explaining a negotiation’s outcomes (Kochan 1974). 
Kochan’s main proposition is that the greater the extent of internal conflict among either of 
the two core parties to the negotiation, the more likely that multilateral bargaining will be 
unsuccessful (Kochan 1974, 526). Kochan points to the fact that in the event of internal 
conflict, each party has two options at their disposal: the party could resolve its differences 
internally, or each dissenting individual or group within the party could represent itself by 
intervening in the negotiation (Kochan 1974, 528).

By way of an example, in Toronto the negotiating team for the City is often comprised of a 
number of managers who have the authority to negotiate on behalf of the City, and whose 
political leanings are unimportant: they are civil servants who act on instructions from their 
political masters. However, Toronto City Council is rarely in agreement about what course 
of action is best for the City to take in any given strike negotiation. As a result, councilors 
who oppose the mayor, or oppose the majority City position, tend to speak out against the 
mayor or the City publicly.

Furthermore, third-party commentators and interested third-parties, such as the provincial 
government, other unions likely to be engaged in labour negotiations with the City in 
the near future, taxpayers’ interest groups, and others typically get involved by similarly 
speaking out in favour of one side. Unfortunately, each additional group or individual that 
speaks publicly does so with slightly different (or sometimes completely different) political 
and personal motivation from those of the two core negotiating parties. As a result, the 
negotiation expands to include groups and individuals with positions that differ and that are 
inconsistent with the positions of the original two parties. 

Kochan agrees with Druckman, Olekalns, and Smith, when he concludes that “the nature 
of the collective bargaining process in city governments is a natural outgrowth of the 
political context in which it operates” (Kochan 1974, 542). Furthermore, he asserts that 
“the bargaining process in the public sector responds to the nature of the relationships that 
exist among the diverse interests that share power over bargaining issues” (Kochan 1974, 
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542). Simply put, external factors such as relationships between members of each core 
negotiating party—as well as the actions taken by those members when they realize that 
their exact interests can only be fulfilled through an individual intervention on their part—
play profound roles in the success or failure of a given negotiation, irrespective of what 
actually happens inside the negotiating room.

What actually happened in the two labour disputes?
In recent years the City of Toronto has seen its share of labour disputes, two of which had a 
significant impact on the City and its citizens. The 2008 Toronto Transit Commission (TTC) 
strike ultimately led to a settlement where TTC drivers became the highest paid transit 
workers in North America. In 2009, all City of Toronto employees commenced a strike action 
that became notorious for images of uncollected garbage rotting during one of Toronto’s 
hottest summers. For all their similarities, however, the two strike actions were different, 
in that the political atmosphere and notions of power were far more important external 
influences in the 2008 TTC strike, and the perception of trustworthiness between the parties 
as well as language shifts were far more influential factors in 2009.

In terms of the political atmosphere, public opinion of the TTC went from begrudging 
tolerance prior to the strike to outright animosity during and immediately following it (Fleet 
2008). The situation was slightly different in 2009. For various reasons, contrary to the 
situation only a year previously, fewer citizens of Toronto were outraged by the striking 
workers’ tactics (Dale 2009).

The power balance surrounding the TTC strike was particularly important. During the strike, 
the City of Toronto was able to ask the Ontario Legislature to draft back-to-work legislation 
immediately, which the latter did within days (Ferguson et al. 2008). Since legislation of this 
sort precludes the union’s use of its strongest tactic in negotiations—a strike that, in this 
case, would have crippled Toronto had it continued—the City had a very strong position 
against the union. By contrast, the 2009 strike saw a much more balanced power dynamic; 
if any imbalance existed it was in the union’s favour, as a result of less inflamed public 
opinion (Dale 2009).

The perception of trustworthiness amongst parties was a crucial external influence in 2009. 
Prior to the strike in 2009, labour negotiations had been proceeding for months, and the City 
and the unions had been in a protracted state of disagreement (CBC News 2009). Once 
the strike did happen, several union representatives made it quite clear that the City had in 
fact acted in bad faith (CBC News 2009)—a clear sign that the union was not in a position 
in which it felt it could trust the City.
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Finally, the 2009 Inside-Outside strike saw a number of language shifts, primarily from 
the merits of each side’s arguments to the political landscape of the City of Toronto. The 
strike took place under David Miller’s mayoralty, in the year before Toronto’s most recent 
mayoral election. Informal campaigning for that election began shortly after the strike ended 
(Coyle 2009). As a result, a number of councilors, commentators, activists, lobbyists, and 
academics saw the strike as a defining moment in David Miller’s term as Mayor of Toronto. 
A significant number of language shifts during the 2009 Inside-Outside strike were from 
systemic language to individual language, which shone a spotlight on Mayor Miller and, in 
turn, distracted from the merits or shortcomings of each side’s demands or offers (Weese 
and Peat 2009; Gee 2009).

Beginning with a brief overview of the facts, this analysis will address each labour dispute 
through a discussion of each of the following factors: the political atmosphere, the power 
balance, perceptions of trustworthiness, and the use of language. Ultimately, the aim of 
this analysis is to recognize the importance of these external factors in determining the 
outcome of negotiations in the municipal labour context, and to acknowledge that what 
happens within the confines of the formal negotiation itself is significantly less important to 
the eventual outcome.

The 2008 TTC Strike
The Facts

Beginning just after midnight on April 26th 2008, the TTC strike—a legal strike action by 
TTC unionized employees1—suspended all bus, streetcar and subway services. Citizens of 
Toronto and TTC employees were given approximately 90 minutes notice before the strike 
began, although in some cases no notice was given until subway station doors were locked, 
at which point signs were posted informing would-be commuters of the strike (Mathieu et 
al. 2008).

The City of Toronto had initially offered TTC drivers and vehicle operators a 3% annual 
wage increase over three years, which the unions did not accept. In addition, the unions 
found two other causes for concern: the injury compensation package and the proposal 
that some TTC employee jobs be contracted out by the City to private companies (Topping 
2008). 

In reaction, the City of Toronto asked the Provincial Legislature to consider back-to-work 
legislation, which they implemented the very next day, April 27th. The Legislature passed 
Bill 66, the Toronto Public Transit Service Resumption Act, 2008, which ordered the TTC

1  The employees in question were represented by two unions: Amalgamated Transit Union 
Local 113 and Canadian Union of Public Employees Local 2.
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employees to resume their work or face a daily fine of $2,000, and ordered follow-up 
arbitration to resolve the remaining disagreements between the City and the unions (Fleet 
2008).

While the strike was quickly crushed, during the lead-up to the strike and during the strike 
day itself there were a number of very important external influences that put the City of 
Toronto in a position to be able to ask the Ontario Legislature for the assistance that the 
latter ultimately provided. The first and most important external influence was the political 
atmosphere surrounding the TTC at the time.

Atmosphere: Politics and public opinion

For several months leading up to the 2008 TTC strike, Toronto commuters were increasingly 
dissatisfied with the value they received for the ever-increasing amount of money they paid 
to use the TTC’s services (Mathieu et al. 2008). In several instances, TTC employees 
bore the brunt of commuters’ distress. A 2008 TTC press release asserted that, “in 2007, 
there were 667 assaults and threats against operators. Some have been threatened with 
death, punched, choked, or spat on” (Toronto Transit Commission 2008). In the weeks 
leading up to the TTC strike, employees of the TTC began to feel significantly more at 
risk of harassment or violence. As a result, although “the union had promised 48 hours’ 
notice before walking out, [the] president of the union local said ‘threats and abuse’ from 
passengers had prompted an immediate strike” (New York Times 2008). The president also 
stated that the union had “assessed the situation and decided that [it would] not expose 
[its] members to the dangers of assaults from angry and irrational members of the public” 
(Kalinowski and Javed 2008).

Rather than soothing an already antagonistic ridership, the union increased the level of 
resentment and negative attitudes that commuters and Torontonians in general felt towards 
the TTC. John Tory, the Leader of the Official Opposition in Ontario, called the strike 
“outrageous” (Fleet 2008) and the Toronto Star suggested that Torontonians had been 
“hijacked by a transit strike” (Kalinowski and Javed 2008). In addition, much of the political 
anger that followed the strike was actually directed at the leaders of the TTC union, who 
were portrayed as responsible for putting their workers in the line of fire of disgruntled 
commuters. One prominent politician even suggested that the union leaders should 
be “horsewhipped” for their behaviour (Ferguson et al. 2008). Ultimately, irrespective of 
whatever offers or counter offers may have been made around the negotiating table, the 
union lost its most potent weapon—the ability to strike—simply by virtue of its inability to 
handle the external political situation.
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Power: Relationships between and within the parties

As a result of the union’s inability to handle the political situation, it found itself in a position 
of very low power relative to the City of Toronto. Still, it was the power balance within the 
union that actually caused the strike. Prior to the decision to strike, an offer by the City had 
been ratified by transit commissioners and recommended to TTC employees by the union. 
However, as the Toronto Star reported, “it was no sooner ratified by transit commissioners on 
Wednesday, when cracks began to emerge in the union’s support for the deal” (Kalinowski 
and Javed 2008). Essentially, powerful divisions in the ranks of the union helped to derail 
the ratification as members of the rank and file intervened on their own behalf, in a classic 
example of Kochan’s multilateral negotiation model.

TTC mechanics feared for their job security, as the new offer involved bus repairs being 
done outside of the TTC, and a number of maintenance workers were unhappy about not 
being included in the new payment structure, which would have seen TTC vehicle operators 
become the best paid drivers in the region (Kalinowski and Javed 2008). As a result of these 
rumblings, the union as a whole was unable to reach an internal agreement on the offer 
proposed by the City and was therefore left with no option other than to strike.

More internal cohesion may have afforded the union more bargaining power. It may have 
even averted the strike and allowed the union to save face. Unfortunately, because of the 
lack of internal cohesion and agreement, in addition to the union’s inability to effectively 
handle the political situation, the union ultimately lost more than if the formal negotiations 
had been the only factor at play. Because of the existence of these external influences, 
whatever may have happened inside the negotiating room and around the negotiating table 
was immaterial; the external factors were sufficient to preclude settlement.

The 2009 Inside-Outside Workers Strike
The Facts

The 2009 Inside-Outside Workers strike was a legal strike action undertaken by two 
Toronto unions: CUPE Local 79 (representing the inside workers), and CUPE Local 416 
(representing the outside workers). It commenced shortly after midnight on June 22nd and 
approximately 24,000 City of Toronto employees were involved (CBC News 2009).

According to the City of Toronto, the strike affected many services including garbage 
collection from single detached dwellings, low-rise residential dwellings and some small 
commercial businesses; parks and recreation, including pools and grass cutting in parks; 
daycare facilities; public health, including regular health inspections of restaurants, public 
pools, city beaches, health clinics and dental offices; and many other services (Toronto Star 
2009).



Volume 4, Issue 1, Fall 2012

28 Public Policy and Governance Review

The strike concluded on July 27th, when the City and the outside workers reached a deal 
favourable to the union, which was followed shortly thereafter by a deal between the City 
and the inside workers, also favourable to the union (Globe and Mail 2009). As in the 2008 
TTC strike, there were a number of very important external influences that, in this case, put 
the union in a position to be able to reach a favourable settlement. The most important of 
these was the use of language in public statements made by both the City and the union, 
as well as in the press.

Language: Taking hold of the conversation

Mark Ferguson, president of CUPE Local 416, spoke to the media several days before the 
strike:

We initially called for a strike vote in hopes that that would focus the 
minds and get the City truly negotiating. That didn’t work. We then asked 
for a no-board report hoping that was going to get the city moving and 
truly negotiating. That didn’t work. We’ve had 17 days to try and effect a 
deal, and that does not appear to be working, so in our mind there is no 
reason to extend the deadline at this point (CBC News 2009).

According to several commentators who expressed agreement with Ferguson, the frustration 
on the part of the union was that the City was stalling negotiations and appeared unwilling 
to move forward on a number of issues without good reason. One commentator wrote the 
following:

The union contract with the City expired on December 31, 2008. Since 
that time city council has prevaricated and stalled, awarded themselves 
increased salaries and continued to accept perks, raised taxes and found 
various ways to reach deeper into the taxpayers’ pockets. At latest count 
the city has had almost six whole months to settle this (CBC News Com-
ment 2009).

Ferguson’s comments, in light of the general tenor of political opinion about the City’s 
bargaining strategy, placed the union in a favourable position with taxpayers. More 
specifically, the obvious frustration in his language served to shift the dialogue away from 
the merits of his union’s demands and requests to the notion of bad-faith negotiation on the 
part of the City.

In terms of Putnam’s model of language shift in negotiation, Ferguson’s comments are a 
classic example of a shift from specific language to general language. In moving away from 
the details of the negotiation, Ferguson took control of the conversation—as evidenced by 
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the fact that a number of political and news commentators expressed their agreement with 
him following his remarks—and shifted the dialogue to the general state of the negotiations. 
Irrespective of what was actually said around the negotiating table, Ferguson took hold 
of the external political discourse, allowing the union to effectively one-up the City before 
any strike commenced. However, in doing so, Ferguson actually acted in such a way as to 
reduce the level of trust between the negotiating parties, which was the external factor that 
ultimately prevented a settlement and led to the strike action.

Trust: Perceptions of each party by the other

In reaction to Ferguson’s comments, and likely in the realization that the union was 
apparently unwilling to discuss the merits of their own arguments, the City of Toronto began 
publicly announcing contingency plans in the event of a strike. Joe Pennachetti, who was 
then the City of Toronto Manager, said five days before the strike commenced that “the 
[contingency] plan the city has prepared means that many critical services will continue” 
(CityNews Toronto 2009). In articulating some of the specifics of the City’s plan, Pennachetti 
made it quite clear that the City did not expect to reach a settlement, specifically when 
responding to questions about steps the City would take in the event of confrontations 
between striking workers and Torontonians (CityNews Toronto 2009).

Although less important to this strike than issues surrounding shifts in language and control 
of the discourse, the fact that the City appeared to be expecting a strike with almost a week 
of negotiations still to take place before the deadline speaks to the City’s significant lack 
of trust in both the negotiation process and in the willingness of the union to come to the 
negotiating table with a view towards a settlement. In addition, Mark Ferguson’s articulation 
of the union’s frustrations with the City’s bargaining strategy spoke to a similar lack of trust 
in the City’s desire to reach a mutually acceptable agreement. When neither party to a 
dispute of this nature is able to come to the table trusting that the other party will be willing 
to negotiate in good faith, nothing that is said at the negotiating table will matter at all.

As Druckman, Olekalns, and Smith concluded, the level of trust is often the strongest 
indicator of a given negotiation’s prospects for success or failure (Druckman et al. 2009, 
36-37). Their study concluded that no other external factor or contextual change is able to 
cure a low level of trust. In the case of the 2009 Inside-Outside Workers strike, the City of 
Toronto’s dismissal of the negotiation process combined with the union’s ability to take hold 
of the discourse—and to shift the language from that of specific demands to a more general 
frustration with the process—demonstrated an immense lack of trust on both sides of the 
table. Such a lack of trust was fatal to the strike negotiations, and nothing said around the 
table would have mattered.
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What can we conclude?
Both strikes demonstrate that in municipal labour disputes in Toronto, the politics that 
underlie the disagreement are far more fractious and multifaceted than is the case in more 
prototypical commercial or personal injury disputes. In municipal labour disputes, there are 
often numerous interests at play: specific factions of a given union may intervene in the 
dispute to advocate for their own interests, and third-party commentators often have an 
impact on the proceedings by virtue of their ability to influence public opinion. 

As a result, municipal labour disputes in Toronto are much more multilateral than private-
sector labour disputes and, by virtue of their multilateral nature, are much more susceptible 
to external influences such as public opinion, power imbalance, use of language, and trust. 
This analysis has not focused on what was actually said around the negotiating tables of each 
of the labour disputes in question; in addition to such transcripts being exceptionally difficult 
(and in some cases impossible) to acquire, the point that this analysis has attempted to 
make is that such an examination is unnecessary. The external factors identified throughout 
this analysis are such that, in the case studies in question, they were so influential that the 
content of the formal negotiations did not matter.

In the case of the TTC strike, the lack of internal cohesion in the TTC union served to 
make it impossible for the union to avoid a strike. Public opinion also made it impossible 
for the union to succeed, given their choice of tactics. In the case of the Inside-Outside 
Workers strike, the union’s ability to control the discourse by shifting the language away 
from the details, combined with the overwhelming lack of trust on the part of each party to 
the dispute, meant that a strike was inevitable. This precluded a successful negotiation, 
irrespective of what either party may have said at the bargaining table.

Although these are only two examples among many, what the case studies suggest is clear: 
unless parties to municipal labour negotiations in Toronto can control the external influences 
that underlie their disputes, what they say in formal negotiations is often significantly less 
important than what happens outside. Whatever they may be willing to discuss behind 
closed doors is often overshadowed and undermined by what happens in the press, in the 
minds of the negotiators themselves and, ultimately, in the court of public opinion.
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There is a long established body of financial literature that recognizes a causal link 
between credit booms, banking crisis, and financial crises. This paper intends to explore 
the connection between income inequality and financial crisis, via a credit boom in the 
United States. The core arguments of this paper provide two main explanations as to why 
inequality causes a financial crash: first via political pressure for redistribution, and second 
via excessive borrowing to sustain consumption demand. The paper then sets to assess the 
merits of counterarguments to the existence of a causal link between inequality and financial 
crisis, and it comes to a close with concluding remarks and a brief policy discussion.

Introduction
Until recently, research on the recent financial crisis mostly concerned the proximate causes 
of the 2007-2008 crisis; for instance, the housing bubble, asset securitization, and financial 
deregulation were identified as having greatly contributed to the recent crash (Brunnermeier 
2009; Johnson 2009; Reinhart and Rogoff 2009). The more nuanced studies of the financial 
crisis have gone beyond the proximate causes by drawing attention to the nexus of rising 
income inequality, credit booms, and financial crises (Stiglitz 2009; Fitoussi and Saraceno 
2009). 

There is a long established body of financial literature that recognizes and acknowledges 
a causal link between credit booms, banking crisis, and hence financial crises (see for 
instance Borio and White 2003). By taking a step further in the causal chain, this paper 
intends to explore the connection between income inequality and financial crisis, via a credit 
boom. For conciseness and argument effectiveness, the focus of this paper is narrowed to 
consider the United States as a case study. A short discussion of the link between credit 
booms, banking crisis and financial crisis is provided; the paper then provides two main 
arguments for why inequality causes a financial crash. Following, some counterarguments 
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to the existence of a causal link between inequality and financial crisis are presented. The 
paper comes to a close with concluding remarks and a brief policy discussion. 

The main arguments in support of a causal link between inequality and the recent financial 
crisis in the United States are as follows. First, rising inequality in the country over the 
past three decades resulted in political pressure on the government for redistribution. 
This ‘redistribution’ took the form of extending access to mortgage finance for households 
otherwise unable to secure access. In the run-up to the banking crisis of 2008, low-income 
households were given improved access to mortgage finance that led to the formation of 
the housing bubble. Subsequently, the burst of the housing bubble caused the banking and 
ensuing economic crisis of 2008 (Rajan 2010). Second, income inequality and stagnant 
income growth for households in the lower deciles of income distribution resulted in increased 
borrowing as a way to preserve the buoyancy of consumption growth. A shift in bargaining 
powers over incomes compelled workers to borrow in order to consume; increased leverage 
acted as a shock to the economy and resulted in a crisis. A nuance of this argument locates 
the recent credit expansion at the heart of a long-run economic growth model, one that is 
propelled by a debt-ridden consumption spree, and one that breeds inequality.  Empirically, 
the period from 1983-2008 saw an increased share of total income accumulate to the rich, 
a large increase in leverage for the remainder, and consequently a financial crisis (Kumhof 
and Ranciere 2011). 

Lending booms, banking crisis and financial fragility
Credit booms are used to explain the banking crises of a series of Asian (Thailand in 1997, 
South Korea in 1997) and Latin American countries (Chile in 1982, Mexico in 1994). A 
lending boom is defined as a period when the ratio of private credit to private gross domestic 
product (GDP) deviates from its historical trend. Credit to the private sector typically increases 
rapidly during a boom (Ball 2010). For instance, during Chile’s long-lending boom the ratio 
of credit-to-GDP rose to 1,200%, and Mexico’s boom coincided with a credit-to-GDP ratio 
increase of 350% (Ball 2012). The danger is that as lending increases, the quality of loaned 
and funded projects decreases, and hence the banking sector becomes vulnerable. Credit 
expansion is deemed a financial development; financial developments often occur in stages 
with periods of intense financial deepening, increases in the size of the banking industry, 
and intensification of financial intermediation by banks and financial institutions. In some 
cases, credit booms may be associated with investment booms, where large increases in 
lending result in a permanent capital deepening and output productivity growth (Ibid.). 

Most often however, increased lending is associated with a consumption boom rather than 
an investment boom and compels buoyant (reckless) consumption expenditure (Collyn 
and Sendhaji 2002). Implicit or explicit bailout guarantees for the banks and general 
expectations of a public bailout further aggravate the scenario as private borrowers and 
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lenders develop and carry over riskier projects than may be socially efficient (Gourinchas 
et al. 1999). Concurrently, there is a ‘credit channel’ or a ‘financial accelerator’ mechanism 
in effect (Bernanke and Gertler 1989). Through these mechanisms asset prices increase; 
consequently borrowers’ net worth increases, facilitating new lending, and thereby fueling 
higher asset demand and higher asset prices. All booms are eventually followed by a bust 
as a portion of the agents are not able to pay back loans, and due to loan defaults, banks 
become more vulnerable as the asset side of their balance sheet shrinks. Even a slight 
change in asset price valuations may result in a full-blown banking crisis with ripple effects 
for the real economy (Gourinchas et al. 1999). 

Generally, uncontrolled growth in credit and lending ensues from inadequately designed 
financial institutions that distort productive investment incentives towards socially risky 
projects (Ibid., 4). However, the origins of lending booms are diverse. They can arise from 
poorly regulated financial liberalizations, high surges of (hot) capital inflows, low interest 
rates, or terms of trade shocks that boost domestic investment and consumption (Collyn 
and Sendhaji 2002; Gourinchas et al. 1999). The financial crisis of 2007-2008 provides a 
ripe opportunity for scholars to re-explore the origins of lending booms. The rising income 
inequality that preceded the recent crash1 exposed the existing literature to a new terrain of 
possibilities for explaining credit booms and subsequent financial crises. 

“Let them eat credit”
A series of studies have indicated the dramatic rise of income concentration since the 1970s 
in the United States (Atkinson et al. 2011; Piketty and Saez 2007; Kentworthy 2011). These 
studies either focus attention on the quickly rising share of pre-tax income amongst the top 
1% of households since the 1980s (Atkinson et al. 2011), or confirm the stagnating wages 
and incomes for the lower household deciles and the similarly stagnating median wage 
of American male workers (Goldin and Katz 2008). The root causes of inequality in the 
Unites States can be attributed to factors such as the decline of unions, globalization and 
technological advances, changes in the top marginal tax rates, immigration, demographics, 
deregulation, and issues with the education system. Of these contributing factors, problems 
in the American education system are most consistently supported in the literature (Goldin 
and Katz 2008; Rajan 2010, Lemiux 2006). 

The education system and its role in the rising income concentration at the top are not 
entirely divorced from globalization trends and technological progress. Increases in trade 
integration and financial market developments are closely associated with technological 
advances with implications for labour demand (OECD 2011). The literature on technological 

1 Rising income inequality preceding a financial crisis is not unique to the recent financial 
crash. The period of the 1920s and the run-up to the great stock market crash of 1929 also witnessed 
rising income inequality (Block 2010; Kumhof and Ranciere 2011).
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progress and inequality posits that progress has become more demanding of high-skills, a 
term the economists call ‘skill-biased technological change.’  When combined with lagged 
educational advances, skill-biased technological change may result in increased income 
inequality. The socioeconomic adaptability to technological change is directly linked to the 
supply of a well-educated population, which has failed to keep up in a number of countries 
(OECD 2011). In the United States, the increase in education attainment was only 0.4 years 
of schooling for the period from 1980 to 2005 (Rajan 2010, 25). The rapidly increasing 
incomes of the highly educated compared to the less educated (whose income has remained 
stagnant since the 1980s) reflect this deficiency. Goldin and Katz have further depicted a 
rising college premium over secondary schools and documented declines in graduation 
rates across high school and college students in the United States. Lack of access to 
quality education by lower- to moderate-income households explains this trend (Goldin and 
Katz 2008). A lack of access to quality education puts individuals on an unequal footing 
towards future employment and income attainments; and hence runs counter to Americans’ 
perception of economic freedom as “an equal chance to become unequal” (Rajan 2010, 44).

Income inequality creates socio-political forces that prompt political intervention (Bordo 
2012). Major strikes, labour movements and union unrests during the Great Depression were 
clamors for government intervention and compensation in the face of mass unemployment 
and rising inequality.2 In fact, governments have been capable of compensating (although not 
entirely) for rising inequality through regulations, institutions, and benefit and redistribution 
systems (Pontusson and Kenworthy 2005). Political intervention in the United States, given 
the past thirty year trend of rising in income inequality, has ostensibly aimed at maintaining 
consumption growth. Instead of progressive tax reforms or an overhaul of the education 
system, the United States government opted for cheap housing credit as the panacea for 
rising income inequality (Rajan 2010). This process relied on government intervention in 
housing markets as well as financial innovation and deregulation (Bordo 2012). 

An assessment of the methods of housing finance helps to draw a connection between 
financial and social policy, and also attests to a ‘welfare trade-off’ (Seabrooke 2008). The 
‘welfare trade off’ holds that in some societies citizens opt for high taxes and high welfare 
provisions that include social housing, while in other societies where the sentiment towards 
high taxes and high welfare is weak, the public mostly depends on financial innovation and 
credit for access to housing. Scholars have argued that access to credit was, and remains, 
a political good in the United States (Rajan 2010; Seabrooke 2008). Up until the civil rights 
movement of the 1960s, access to housing credit was discriminatorily based on income 
and race, and has continued to be constrained by income thereafter. Given a weak welfare 
state and a sustained social demand for housing, the United States government has had 

2  Coxey’s army of unemployed, for instance, is a prominent historical movement that de-
mands relief for the unemployed, lasting from the late 19th to the early 20th century (Hamilton 2005). 
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an incentive to provide housing finance to the public. Easy housing credit is said to have 
large, immediate, positive, and widely distributive benefits, while the costs are postponed to 
the future. This payoff structure compliments government myopia, as politicians’ interests 
mostly lie in securing votes via policies that have short-term, quick and positive impacts 
(Rajan 2010, 31). In extending housing credit, government action was mediated via the 
private sector and institutions that facilitated the development of a mortgage market. 

The American government’s involvement in the housing markets occurs largely through 
the Federal Housing Administrations (FHA) or through Fannie Mae and Freddie Mac – 
institutions that have their historical roots either in the unrests of the 1930s or the civil rights 
movements of the 1960s (Bordo 2010; Seabrooke 2008). These institutions were created 
to encourage the development of the mortgage market and to provide housing finance 
for much of the population. Rajan argues that as rising inequality and stagnant incomes 
became apparent in the 1990s, Fannie Mae and Freddie Mac were chosen as instruments 
of redistribution by successive United States administrations and Congress (2010). In the 
early years of the 1990s, these government-sponsored private entities increased their 
capital requirements and took on more risk. Lending in the housing market was particularly 
targeted at low-income households, and the private sector was encouraged to “find creative 
ways to get low income people into houses” (Ibid., 36). These events were associated with 
a 75% increase in housing prices from 1999 to 2007 (Bordo 2010, 5). 

Under a lax regulatory environment, and relaxed lending practices, the private sector joined 
forces with FHA, Freddie and Fannie to backstop mortgage lending. With few households 
qualifying for ‘prime’ mortgages, subprime mortgages were created and loaned; the infamous 
NINA (No Income No Asset) and NINJA (No Income No Job or Asset) loans were also 
condoned. Subprime mortgages were further securitized, ‘diced and sliced’ into bundles and 
passed on to different mortgage holders. Mortgage backed securities were then repacked 
into collateralized debt obligations (CDOs), and insurance was sold on many of these 
new products. Financial firms and banks increased leverage by deeply engaging in the 
synthetized mortgage market, while avoiding regulatory oversight and capital requirements 
(Brunnermeier 2009; Bordo 2012). Once the housing bubble burst in 2007 and mortgage 
borrowers defaulted en masse on their subprime mortgages, the trend reversed and the 
crisis unfolded. In this view, the financial crisis is directly linked to a burst in the credit bubble 
and the inequality that drove it. 

Investors in pursuit of the capitalist spirit; workers on a consumption spree: 
Inequality, leverage and financial fragility
The link between income inequality, lending booms, and crisis is formally modeled by 
Kumhof and Ranciere (2011). The authors consider the correlation between rising inequality 
and credit growth as stylized facts: the financial crisis of 2007-2008 was preceded by an 
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increase in income and wealth inequality, and a rise in debt-to-income ratios among lower- 
and middle-income households. When the debt-to-income ratios became unsustainable, 
they triggered the crisis (Ibid., 3). Kumhof and Ranciere have developed a dynamic stochastic 
general equilibrium model in order to show that a crisis driven by income inequality can 
arise endogenously. 

The crisis is taken to be a final result of a shock to the relative bargaining powers over 
income of two groups of households: investors or capital owners (5% of the population) 
who save, invest and consume, and wage earners or workers (95% of the population) 
who consume their wages together with the proceeds from any borrowing and whose 
bargaining power decreases relative to the investors. Kumhof and Rancier assume that 
agents have a minimum level of consumption they need to reach, and that the workers 
and investors bargain over surplus production. Consumption for the former group depends 
on this bargaining process (2011). When a bargaining shock strikes, real wage growth 
declines, real wages fall below their steady state level, and workers borrow to maintain their 
consumption. Investors in turn use their increased income to buy additional financial assets 
backed by loans to workers; this allows for workers’ buoyant consumption expenditure3, but 
also results in a persistent rise in their debt-to-income ratio. Savings at the top and borrowing 
at the bottom increases the demand for financial services and financial intermediation, and 
consequently causes financial sector growth (measured by the ratio of banks’ liabilities to 
GDP). Unsustainably high debt-to-GDP ratios and a reckless leveraged financial sector 
pose risks to financial stability.

The empirical documentation of patterns of income distributions, wealth and consumption; 
the evolution of household debt-to-income ratios; the growth of the financial sector; and 
changes in households’ default risk leading up to and during the financial crisis of 2007, 
help to support the above scenario and the triggering of the crisis. From 1983 to 2007, the 
share of total income accruing to the top 5% of the income distribution increased from 22 
to 34%. The widening in earnings inequality is reflected by a cumulative 70% increase in 
the hourly wages of the top 10 percentile, compared to a 5% decline in median real hourly 
wages and a 25% decline in the wages of the bottom 10% (Kumhof and Ranciere 2011, 
6). The marked rise in inequality during this period is associated with only a modest rise in 
consumption inequality (Kumof and Rancier 2011; Kruger and Peri 2006). An explanation 
for a much less pronounced rise in consumption inequality contends that if rising income 
inequality is supplemented by an increase in income mobility, as individuals move up and

3  Leading up to the recent crisis, as the top 5 percent’s share of income grew, their consump-
tion increased by 20%, capital investment increased by 15%, and loans increased by over 100%. 
Simultaneously, about 71% of the United States’ demand relied on workers’ consumption; given work-
ers’ low bargaining power, the demand for final output was sustained through recycling of investors’ 
additional income by way of loans (Kumhof and Rancier 2011, 16).



Volume 4, Issue 1, Fall 2012

39Public Policy and Governance Review

down the income ladder the differences in life-time earnings might be small compared to 
differences in annual earnings (Kumhof and Rancier 2011, 7). However, studies using social 
security data in the United States show that both short-term and long-term income mobility 
have been stagnant or slightly worsening since the 1950s. There is no trend over time for 
the probability of staying among the top 1% of earners (Kumhof and Rancier 2011, 7). Low 
income-mobility lends credence to the assumption that the top income groups (investors) 
and the remainder (workers) have distinct and fixed memberships. 

The period between 1983 and 2007 is also telling of debt-to-income ratios of the households. 
During these years the debt-to-income ratio of the bottom of the wealth distribution doubled 
to 140%, compared to around 70% for the top of the distribution. Kumhof and Rancier argue 
that at an aggregate level, almost all of the increase in debt-to-income ratios came from the 
bottom of the wealth distribution (2011, 8). With increased savings at the top and borrowing 
at the bottom, the demand for financial intermediation increased; between 1981 and 2007, 
the size of the financial sector (balance sheet growth of financial intermediaries) doubled, 
accounting for almost 8% of the United States’ GDP (Ibid., 8). For the same period, more 
than half of the increase in debt-to-income ratios consisted of mortgage debt, of which the 
share of subprime mortgages grew exponentially after the early 2000s (Ibid., 30). 

Finally, beyond recapitulating these stylized facts in a statistical model that captures 
the causal mechanism between inequality and financial crisis, Kumhof and Rancier’s 
contextualization in growth patterns provides a complementary explanation with emphasis 
on the importance of institutional change (2011). The literature on regimes of accumulation 
argues that growth patterns associated with high levels of economic expansion are sustained 
by supportive structures and institutions that underlie high levels of productive investment 
(Kotz et al. 1994; McDonough et al. 2010; Block 2010). For instance, the Golden Era of 
Capitalism in the United States started with ‘Fordism’ in the early years of the twentieth 
century, marked by an economy organized around mass production and consumption. 
Appropriate institutions were put in place to support mass consumption, and allowed the 
government to play a central role in both stabilizing the economy during periods of economic 
volatility, and ensuring a pattern of income distribution that supported mass consumption. 
The Fordist regime of accumulation is characterized by mass production of automobiles 
and other consumer durables by unionized, semi-skilled workers whose wage growth kept 
up with productivity growth. The income of workers helped sustain a pattern of demand 
based on suburban growth, automobiles, and single-family housing. Likewise a system of 
consumer-oriented finance, focused on home mortgages, supported the mass consumption 
economy.4 As argued by Saez and Piketty (2007), this era witnessed the institutionalization 

4  It is argued that in Europe, there was a lot more emphasis on state-financed housing rather 
than consumer finance (Block 2010); this compliments the argument for a ‘welfare trade-off’ previously 
made in the paper.
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of rules and structures that helped redistribute income downwards: the growth of organized 
labour, the New Deal tax reforms, and the creation of programs such as Social Security and 
Unemployment Insurance all contributed to redistribution of income. Other key institutions, 
such as the mortgage finance system, effectively translated the more equal distribution of 
income into sustained economic demand. Moreover, regulatory obstacles were put into 
place to prevent the speculative use of capital; for instance, the Glass Steagall Act of 1944, 
which separated commercial from investment banking, was an effective step against high-
risk and high-leverage financial activity (Taylor 2011). Lastly, the government itself grew 
rapidly and engaged in progressive taxation, which prevented against a disproportionally 
large share of total income accruing to the high-income households (Block 2010, 6-7). 
Meanwhile, a substantial share of government spending was channeled into the education 
system to improve the skills and the capacity of the labour force. Data suggests that towards 
the end of the Golden Era of Capitalism in the early 1970s, Americans had 4.7 years more 
schooling on average than Americans in the 1930s (Rajan 2010, 25).

The Fordist growth template stands in sharp contrast to the growth regime of the early 
1980s in the United States. With the election of Ronald Reagan and a surge in ‘neoliberal’ 
and ‘market fundamentalist’ ideologies, a turn in policy marked a new era of growth that 
saw massive tax cuts, the weakening of labour unions, reductions in the public provision for 
the poor, and lax financial regulation (Hacker and Pierson 2010). The new growth regime, 
however, was not an absolute watershed in the history of United States’ economic growth: 
the economy continued to mostly rely on the same sources of demand under Fordism, such 
as single-family housing, automobiles, and to some extent defense production. Against 
weakened institutions of income distribution, the rapid growth of consumer borrowing 
helped to sustain demand. With the formation of the housing bubble and an upward trend 
in housing prices, consumers were able to borrow further against their increasing equity in 
housing, which was greatly facilitated by the creation and extension of home equity lines 
of credit. The burst of the housing bubble came at a huge cost to vulnerable and highly 
exposed consumers and halted the economic expansion by initiating the crisis (Block 
2010). Although a simplified assessment of regimes of accumulation do not gauge the 
causal connection between inequality and crisis, they assist in anchoring the structural root 
causes of credit expansion, debt and leverage, risk and default in long-run economic growth 
patterns. 

Other determinants of credit growth
Several studies (Mendoza and Terrones 2008; Borio and White 2003; and Bordo 2012) 
have argued that credit growth is explained by economic boom-bust cycles and traditional 
macroeconomic aggregates (i.e., short-term nominal interest rates, investments, size of 
real money supply). These studies suggest that top income concentration and income 
inequality are byproducts of economic cycles. Time series plots of the growth in credit and 
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concentration of income at the top coincide with periods of full economic expansion, and so 
general economic expansions are said to generate these co-movements. Michael Bordo’s 
recent statistical modeling of credit growth discounts the role of income concentration in 
propelling credit growth and financial crisis (2012); alternatively the negative relationship 
between interest rates and credit, together with strong economic growth are offered as 
‘robust’ determinants of credit growth. The relationship between interest rates and credit 
is consistent with other studies (Borio and White 2003) proposing that low interest rates, 
reflecting benign inflationary expectations5, can provide an environment favourable to credit 
booms. Other research by Taylor (2009) and Meltzer (2011) provide a simple monetary 
policy story, and explain the United States housing boom through an expansionary policy by 
the Federal Reserve in the early 2000s as a way to prevent perceived deflation.

The competing explanations for the recent credit boom and the subsequent financial crisis 
in the Untied States are more generally representative of the existing contentions between 
varying accounts of the 2007-2008 crisis. The varying explanations, however, need not 
be contradictory; the low interest rates and loose monetary policy supported household 
consumption and borrowing, and so facilitated the channeling of asset price movements and 
institutional changes (of government, of finance and of redistribution) to the real economy 
(Taylor 2011).6 Moreover, even if periods of economic expansion are to account for cycles 
of boom and bust, attention to structures and institutions that undergird periods of growth 
show that co-movement of inequality and credit booms are more than just a coincidence. 

When seen through a political economy lens, the nexus between rising income inequality, 
credit growth and financial crisis becomes prominent in the United States. The change 
in bargaining power of workers and investors (capitalists) over income, and the political 
pressure on the United States government for redistribution, mediated through private 
channels, mainly help to explain the prominence of this connection. In this context, the 
financial sector bailouts introduced in the aftermath of the crisis become questionable policy 
solutions. Arguably, a bailout that mainly compensates the creditors of financial institutions 
for their loan losses comes from higher future general tax revenues to compensate higher 
government debt, and therefore will fall on workers to a great extent (Kumhof and Rancier 
2011). Although policies aimed at reducing income inequality and strengthening the 
bargaining power of workers are subject to many difficulties (i.e., international forces putting 
downward pressure on wages, and footloose capital), it is worth weighing the difficulties of 
these policies against the destructive consequences of future financial and real crises. 

5  See the ‘Great Moderation’ of the past three decades by Borio and White (2003).
6  “…the major channel by which asset price movements and institutional changes in the fi-
nancial sector affected the real side of the economy, ran through shifts in household consumption and 
borrowing (Taylor 2011, 344).”
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Traditional postwar Canadian values are defined internally by a strong welfare state and 
externally by  an influential foreign service. This paper argues that economic globalization, 
namely the threat of capital outflow, has constrained Canadian fiscal autonomy. These 
constraints call  into question Canada’s ability to achieve its postwar values moving forward. 

The size and resilience of the Canadian economy has afforded the Canadian  state the 
privilege to operate a generous domestic welfare system. Its universal health care and 
social assistance models are global paragons of citizen wellbeing. The Canadian state’s 
spending power also allows it to operate an extensive foreign service. The Pearsonian 
Foreign Service exercised global influence by helping to resolve international crises and by 
helping to shape international institutions in the postwar era.

It is the role of governments to exercise core powers such as these. They exercise internal 
sovereignty by establishing the law and force that bring order, as well as by providing the 
services and welfare citizens require. External sovereignty arises from the state’s ability to 
assert its independence by defending its territory, by granting citizenship, and by controlling 
its borders. These core powers are determined by the fiscal autonomy of the state. Through 
spending, states build military and policing authorities, and through these authorities they 
decide their own legal exceptions by suspending the rule of law—the ultimate expression 
of sovereign power according to the German political theorist Carl Schmitt (1985). Fiscal 
autonomy is therefore a fundamental variable in the sovereignty equation. A sovereign state 
must be fiscally autonomous if it is to exercise the above core sovereign powers. Fiscal 
autonomy is determined by a state’s ability to raise revenues through taxes, and to spend 
this revenue with a degree of freedom. Sovereignty is freedom to decide who to tax and by 
how much. State sovereignty is also the freedom to decide how to spend this tax revenue. 

Sovereignty
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The conceptualization of ‘sovereignty’ presented here therefore differs from an absolutist 
understanding of sovereignty where the sovereign is the master in his/her own house. 
Rather, this conception presents sovereignty as susceptible to expansion or constraint. 
It is a descriptive concept of sovereignty as opposed to a legalistic or normative one. 
Sovereignty is the ability of the state to manage its own affairs as it sees fit. This control is 
afforded through fiscal autonomy. 

The history  of the Canadian state is one of domestic autonomy and international influence. 
The values of a public health care system and a strong foreign service are synonymous 
with Canadian identity (Mendelsohn 2002; Dorn 2005). Sovereignty is the freedom to work 
towards certain values. The pursuit of traditional Canadian values has become constrained 
by economic globalization, tersely defined here as the free movement of capital and 
corporate activity across sovereign borders (Bhagwati 2004).

There are two fundamental components that grant fiscal autonomy: the power to raise 
revenue, and the power to spend that revenue with some degree of freedom. The 
processes of economic globalization constrain both of these sovereign practices.  Economic 
globalization will make it difficult for the Canadian state and other states to raise revenue. 
Fiscal economist Vito Tanzi refers to several new processes such as the reliance on tax 
havens, increased foreign shopping and e-commerce as ‘fiscal termites’ (Tanzi 2000). 
These fiscal termites eat away at the state’s ability to raise revenue as they make tax 
collection more difficult. 

In order to retain and attract investment into the country, the neoliberal argument holds 
that the state must reduce taxes to compete with other jurisdictions for investment. The 
immediate implication of this policy is a significant reduction in state revenue, and an erosion 
in the state’s ability to provide services for its citizens—a core sovereign power.

Jagdish Bhagwati, in his support of economic globalization, responds to Tanzi by suggesting 
that fiscal conservatism went into retrenchment after the Reagan and Thatcher era 
(Bhagwati 2003). Since he made that claim in 2003, fiscal conservatism made a comeback. 
The Canadian government’s ‘tough medicine’ approach of reducing corporate taxes in 
lieu of funding social programs was opposed by the majority of Canadians, but was sold 
as an economic prerequisite to compete in the global economy. In the US the popularity 
of Paul Ryan’s austerity plan among his Republican base has made him a champion of 
the new Reaganites. This is not a retrenchment. These revenue constraints have not 
only challenged the internal sovereignty of the Canadian state, but also its expressions 
of external sovereignty. Due to its decreased spending power, the Canadian government 
recently made a bid to share its embassy with the United Kingdom, a move many have seen 
as an erosion of Canadian sovereignty (The Globe and Mail 2012).

45Public Policy and Governance Review
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These policies—pushed as economic necessities to compete in the global economy—
have posed a serious challenge to Canadian fiscal autonomy. Levels of legitimate taxation 
have shifted significantly since the early postwar era in Canada. Although government tax 
revenue is increasing year by year, the foregone revenue due to tax cuts tells a different 
story. Sovereign Canadian values, such as the operation of a generous welfare state, are 
becoming increasingly difficult to maintain. 

Just as with increasing limits on taxation, economic globalization has also limited the 
spending choices of the Canadian state. How a state spends its revenue is an expression of 
that state’s interests. Constraints on where a state can spend its money result in a deviation 
from those interests. The threat of capital outflow is increasingly defining how a sovereign 
state spends its own money. Taken year-by-year, budgets are zero-sum. Appropriating funds 
for one program means other programs will take a hit. With the omnipresent threat of capital 
outflow, a growing portion of governments in North America are focusing on economic 
development activities. Economic development agencies and ministries have surfaced 
across different levels of government in Canada. The central goal of these organizations 
is to attract and retain investment and to create jobs. The threat of capital outflow comes 
with a threat of chronically higher levels of unemployment as jobs are shipped overseas 
to competitive alternative jurisdictions. Caterpillar Inc.’s 2012 plant relocation from Ontario 
to Indiana is a case in point. In February 2012, Caterpillar Inc.’s locomotive manufacturing 
plant in London, Ontario closed down after Canadian Auto Workers Local 27 refused to 
agree to cut employee wages by half (The Globe and Mail 2012). Caterpillar relocated the 
work to a plant in Indiana, where the state’s right to work legislation allowed the company 
to pay a lower wage (The Wall Street Journal 2012). Economic development organizations 
must provide competitive proposals to companies. The State of Indiana legislated right to 
work legislation that significantly reduced labour costs for Caterpillar.

Economic development shops in Canada have provided billions of dollars in supports to 
companies in order to retain investment, including tax breaks, subsidies, reduced electricity 
prices, capital co-investment, and choice greenfield real estate. Ontario alone provides 
approximately $2 billion in annual support to businesses through more than 40 different 
programs (Ontario Ministry of Finance 2012). As budgets are zero-sum, other programs and 
services valued by Canadians take the hit.

Economic globalization and the omnipresent threat of capital outflows has constrained the 
taxation and spending power of the Canadian state. This erosion of fiscal autonomy is 
the strongest challenge to Canadian sovereignty as fiscal autonomy is key to the ability 
of a sovereign state to make its own choices as it sees fit. Erosion of fiscal autonomy 
permeates the day-to-day lives of all Canadians. Healthcare choices, career options and 
international influence will be curbed as a result of the reduction of fiscal autonomy brought 
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on by economic globalization. It also precedes and determines Canada’s sovereignty in 
the Arctic by constraining the level of toleration citizens have for expensive F-35 jets in lieu 
of possible jobs growth and investment. In a poll conducted by Forum Research, almost 
80 percent of Canadians disapproved of the costs of the federal government’s F-35 jet 
procurement process (Forum Research 2012). 

Many contend that the sovereign decides the exception, and in the Canadian case, the state 
should resist the globalization trend by moving towards an unapologetically social democratic 
position. Moves to the left such as this are increasingly being delegitimized as economies 
have faltered in attempting to combat calls for global economic competitiveness through 
strengthened labour laws, increased taxation and economic nationalization. Perhaps this is 
one case where the sovereign state can make the exception, but the consequences of that 
exception would be too much to bear. 
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In 2011 a high level debate was publicized between the United Nations Special Rapporteur 
on the right to food, Olivier de Schutter, and the Director-General of the World Trade 
Organization, Pascal Lamy. De Schutter argued that the World Trade Organization’s 
institutionalization of global free trade in agricultural products in the Agreement on 
Agriculture is detrimental to the right to food, as described by international human rights law. 
The debate presents a theoretical friction between human rights and free trade ideologies, 
though they need not be mutually exclusive. 

Introduction
Both food security provisions in international law and the World Trade Organization’s 
(WTO) Agreement on Agriculture (AoA) strive toward a more level and fair playing field 
for the distribution of agricultural products worldwide. However, since 2009, the United 
Nations Special Rapporteur on the right to food has argued that the AoA conflicts with 
the right to food and is harmful to developing countries. In this essay I will unpack this 
debate and attempt to discover whether or not the AoA and global food security are mutually 
exclusive. I begin with a conceptualization of the key actors and terms involved in this 
debate, and consider the current state of international agricultural trade, and the status 
of the right to food in international law. Next, I articulate and analyze the key points of 
the debate, from which I identify a conceptual rift between the WTO’s neoliberal approach 
to agricultural trade, and the human rights-centered approach in which the right to food 
is situated. I discuss recommendations that try to bridge this rift. I ultimately find that in 
principle and in the substance of the text, the AoA aims to achieve a more level playing field 
for developing countries in agricultural trade. However, its lack of tailoring to the specific 
needs of developing countries, its manipulation by developed countries and the failure to 
adequately implement the Marrakesh Decision have produced harmful results for the food 
security of developing countries. 
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Background
Two interrelated concepts that are inherent to the understanding of the problem will be 
explored in this essay: food security as a state of being, and the right to food as a human 
right. The widely accepted definition of food security developed at the 1996 World Food 
Summit is a condition that “exists when all people, at all times, have physical and economic 
access to sufficient, safe and nutritious food to meet their dietary needs and food preferences 
for an active and healthy life” (Mechlem 2008, 5). This was closely followed by the definition 
of the right to food that was described in 1999 by the Committee on Economic, Social and 
Cultural Rights (CESCR) as “the right of every individual to have ‘physical and economic 
access at all times to adequate food or means for its procurement’” (Mechlem 2008, 4). 
CESCR goes on to specify that implicit in the notion of “adequate food” is more than simple 
caloric intake, but the “availability, accessibility, safety, nutritional quality, and acceptability 
of food” (Ibid.). According to the International Covenant on Economic, Social and Cultural 
Rights (ICESCR), states have a three-fold obligation to respect, protect and fulfill the right 
to food (Skogly 2006, 351). A state violation of the right to food could entail the state actively 
withholding or denying food to an individual or group, or state inaction in the face of hunger. 
When a violation of the right to food occurs, international responses range from emergency 
humanitarian relief, to development programs, to state sanctions, depending on the reason 
for and the framing of the violation. 

The AoA is a by-product of the WTO’s 1986-1994 Uruguay Round of trade negotiations; it 
sets out a legal framework to reform and liberalize international agricultural trade, making 
national markets more accessible, reducing the opportunities for states to create protectionist 
policies, and reducing trade distorting subsidies (WTO 1993). While in theory allowing 
nations to capitalize on their competitive advantages and export more widely, the WTO has 
been heavily criticized for creating environments that allow transnational corporations that 
produce goods at low costs to flood the local markets of developing countries. As a result, 
developing countries find themselves unable to compete (Rosset 2006, 3). Critics state 
that this has produced a situation in which productivity and standards of living are inversely 
related and governments lose sovereignty over their domestic economies (Rosset 2006, 
3-4).     

Publicly opposing the neoliberal approach of the WTO is the UN Special Rapporteur on the 
right to food: an independent expert appointed by the UN Human Rights Council (OHCHR 
2012). The mandate of the Special Rapporteur is to monitor right to food issues around the 
world, communicate with states and other relevant bodies when there are alleged violations 
of the right to food, and promote the full realization of the right to food (Ibid.). The current 
Special Rapporteur on the right to food, Olivier de Schutter, has been involved in heated 
debate with the Director-General of the WTO, Pascal Lamy, on the impact of WTO trade 
rules on the right to food (WTO 2012a). The debate was amplified in November 2011 when 

49Public Policy and Governance Review



Volume 4, Issue 1, Fall 2012

50 Public Policy and Governance Review

de Schutter submitted to Lamy an activity report entitled, “The World Trade Organization 
and the Post-Global Food Crisis Agenda: Putting Food Security First in the International 
System” (de Schutter 2011). In his report he argues that WTO rules, specifically the AoA, 
conflict with food security and are having negative impacts on some developing countries, 
rendering them more food insecure (WTO 2011). Lamy responded to de Schutter in a 
letter in which he addresses some of de Schutter’s key points, disagreeing with most, yet 
agreeing with some and ultimately concluding that the WTO strives to remedy these issues 
in the current Doha Round of trade talks (WTO 2011). 

Neoliberal trade and human rights: A theoretical juncture
The right to food is embedded in international law. It is stipulated in Article 11 of the 
International Covenant on Economic, Social and Cultural Rights (ICESCR): “the right of 
everyone to an adequate standard of living…including adequate food” and “the fundamental 
right of everyone to be free from hunger” (OHCHR 1967). The right to food also shows up in 
the Universal Declaration of Human Rights; the Convention on the Elimination of All Forms 
of Discrimination Against Women; and the Convention on the Rights of the Child. According 
to Mechlem, the right to food is regarded as being part of customary international law due to 
its many references in treaties with near universal membership (2008, 13). In line with this 
human rights-centered viewpoint, international human rights law including the right to food 
binds all WTO members. 

However, one could argue the opposite: given that the right to food is articulated within non-
binding treaties, there is a certain ambiguity about the actual obligations of states (Mechlem 
2008, 3). Where it appears, the right to food is qualified. For example, Article 11 of the 
ICESCR encourages states to “take appropriate steps to ensure the realization of this right” 
(OHCHR 1967). As such, states are only obligated to undefined means, rather than to an 
end (the realization of the right to food); therefore the right is not absolute. One could argue 
then that WTO members are only truly legally bound to the AoA, and not the ICESCR. 
However, I take the position in this essay that the right to food does constitute customary 
international law, as in practice we can observe the morally intuitive global outrage and 
reactions that follow violations of the right to food. When citizens are being denied their right 
to food, humanitarian aid is sent and sanctions against oppressors are imposed by states 
around the world. 

The interaction between the right to food and the ethics of international trade must also be 
considered, as both the AoA and the right to food seek fair and just international systems, 
but from two different points of departure. The WTO’s neoliberal approach to economics 
and development make society as a whole the point of departure, while the right to 
food concentrates on the individual, and more specifically, the protection of the poorest 
individuals who are most vulnerable to rights abuses (Mechlem 2006, 174). In other words, 
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international agricultural trade should be fair, but fair for whom? Fair for the state? Or fair 
for the individual? Seeking both simultaneously in the AoA could mean supporting global 
trade liberalization while supporting developing countries in the labour market transition that 
inevitably occurs when “inefficient” farmers are pushed out of the agricultural markets. The 
rights-based approach would argue that economic efficiency should not trump wellbeing 
and therefore domestic policies should permit small-scale farmers to continue to earn a 
livelihood from their land. For the rights-based approach, despite the economic inefficiencies 
of this model, the positive trade-off is the assurance of the right to food. The neoliberal 
approach would argue, however, that by liberalizing agricultural trade and supporting only 
the economically efficient farmers, poor rural farmers have a chance to move into a sector 
where they would contribute more efficiently to state development and therefore increase 
their income. The problem occurs when this labour market transition is not subsidized in 
poor countries and the producers that are pushed out of the market are unable to identify 
an alternate occupation. Expansive slums of urban poor are one phenomenon that tends 
to follow trade liberalization in the absence of successful labour market transition programs 
for farmers.

The interaction between the AoA and the right to food is conceptually divisive and complex; 
this is strikingly obvious in both instruments of international human rights law and international 
trade laws. On the one hand, the preamble of the AoA notes that WTO commitments should 
have regard for food security, and yet explicitly calls food security a non-trade concern 
(WTO 1993). On the other hand, the wording of Article 11 of the ICESCR indicates that one 
of the ways to ensure freedom from hunger is to “[reform] agrarian systems in such a way 
as to achieve the most efficient development and utilization of natural resources” (OHCHR 
1967). The idea of reforming agrarian systems for efficiency could be read as support for a 
neoliberal solution to the problem of hunger.

According to Smith, legal instruments struggle to fix the relationship between neoliberal 
trade and the right to food because the connections that we make between food and other 
factors are socially and culturally constructed and vary according to context (2009, 141). 
The European Communities, for example, pay significant attention to the environmental 
impact of the food they grow, establishing an explicit connection between food production 
and environmental conservation (Smith 2009, 141). The connections we make to our 
food are not fixed and can vary along a continuum as issues change (Smith 2009, 142). 
For example, the same individual could champion the economic advantages of industrial 
agriculture, but disagree with the environmental degradation inherent to this practice. It is 
therefore unsurprising that the unequal distribution of the global food supply has not been 
resolved through a codified static solution within a single legal instrument (Smith 2009, 
143). This view denies the possibility of a legal document that can reconcile liberalized trade 
in agriculture and the right to food. In this paper I take the more nuanced approach that such 
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a connection already exists in the addition of the Marrakesh Decision to the AoA, but that 
unwillingness on the part of both the developed countries to honour it and the developing 
countries to demand it means that the connection fails in practice. 

International trade in agriculture
In signing the AoA, nations agreed to lower protective barriers to their trade in agricultural 
goods in three main areas: market access, export competition, and domestic support 
(Holden 2005). The domestic support provisions were arguably the most significant part 
of the AoA as member countries “formally recognized that domestic support policies, 
particularly those that encourage production, distort international trade in agricultural goods” 
(Holden 2005). Domestic support provisions are a controversial issue in the current Doha 
Round of negotiations as member states have proposed many changes to the “traffic light” 
approach of classifying agricultural supports, which encompasses green, amber, and blue 
box measures. 

“Green box” measures are transfers from the government to producers, which are 
considered not to distort trade and therefore have no maximum limit set on their use 
(Adhikari 2000, 48). Green box measures include research and development, pest and 
disease control, food security and domestic food aid (Ibid.). On the other end of the 
spectrum are “amber box” measures; these measures are considered to distort market 
prices of agriculture and therefore have reduction requirements for all members except the 
Least Developed Countries (LDCs) (Adhikari 2000, 49). Amber box measures include direct 
payments to farmers, subsidies on farming inputs, and market price supports (Ibid.). “Blue 
box” measures encompass production-limiting programs and are therefore exempt from 
reduction commitments (Zahrnt 2009, 1325). 

The Marrakesh Decision was added in 1994 to the original agreement when the harsh 
impacts of the AoA on the poorest countries (typically net food importers) were realized. 
Members discovered that though developing and net food-importing countries would initially 
benefit from cheap imports of food, the long-term effects could be “preventing their own 
agricultural growth and rendering their agriculture non-competitive” (Mechlem 2006, 157). 
Similarly harmful to developing country economies would be the expected rise in world food 
prices alongside a decline in food aid due to provisions in the AoA itself (Ibid.). Members 
therefore agreed through the Marrakesh Decision to help net food importing countries 
offset these harmful effects with financial assistance, food aid in grant form, and technology 
and financial assistance to improve the productivity of domestic agricultural sectors 
(Adhikari 2000, 52). Ultimately the Marrakesh Decision has been poorly implemented, if 
at all; however, the admittance by WTO member states of the adverse effects of trade 
liberalization for developing countries codified in an international agreement is noteworthy 
(Mechlem 2006, 160).
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Key arguments in the debate between Olivier de Schutter and Pascal Lamy
In November 2011, de Schutter sent an activity report to Lamy on the reasons why the AoA 
conflicts with food security. That report deals with five main areas:

Reinvestment in agriculture and support to smallholders through government provisions

De Schutter (2011, 5) notes that public funding in agriculture is necessary to keep farms 
operational and sustainable. Yet, as Rosset argues, the AoA has rendered subsidies 
synonymous with trade distortion (2006, 75). Rosset argues that supply management, 
infrastructure, price regulation, and many more aspects of farming must be subsidized to 
allow domestic agriculture to grow (Ibid., 76). This is proven by the fact that no presently 
developed country achieved their level of development without intense government 
agricultural subsidies (Ibid.).  
 
In this vein, many government initiatives that support small-scale farmers fall under the 
green box of domestic supports (de Schutter 2011, 6). This is problematic because the 
green box is tailored to the needs of developed countries; it was not predicted during the 
Uruguay Round that developing countries would become such substantial users of green 
box measures given their limited funds (Ibid.). Thus, de Schutter highlights a proposal for 
reworking the green box that developing countries have been arguing for during the Doha 
Round. As per this proposal, the green box would become more flexible and user friendly 
for developing countries, allowing the inclusion of programs such as land reform, rural 
development, land rehabilitation, and poverty alleviation (Ibid.). 

In response, Lamy points to Article 6.2 of the AoA, which de Schutter fails to mention in his 
activity report (WTO 2011). Article 6.2 explicitly recognizes a developing country’s ability to 
use subsidies (which would normally be considered trade distorting) without any limitation 
(Ibid.).  Lamy also notes that Annex II paragraph 2, which provides the basis for exemptions 
from reduction commitments, outlines a list of exempted programs, “which include but 
are not restricted to” items such as research, pest and disease control, training services, 
marketing and promotion, and infrastructure (WTO 1993). Lamy argues that it is clear that 
the list is not exhaustive, and therefore other programs could be considered for exemption if 
they were brought forth by a member state (WTO 2011).  In spite of the flexibility accorded 
to developing countries under Article 6.2 and Annex II paragraph 2, these provisions have 
seldom been used by their intended beneficiaries (Mechlem 2006, 149). The Special 
Rapporteur finds this to be because of a lack of administrative capacity in the developing 
countries to apply for such exemptions. 
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Safety nets and income insurance for the urban and rural poor

The Special Rapporteur argues that the safety nets currently in the AoA are intended for 
large-scale farmers in developed countries vulnerable to factors like price and weather, 
but that these measures do not account for the vulnerabilities of farmers in developing 
countries, such as food insecurity (de Schutter 2011, 8). Also, administrative capacity 
in LDCs makes it difficult for these countries to calculate farm income over a three-year 
average as is required by the AoA for the receipt of safety nets and income insurance (Ibid.). 

Developed countries, especially the US and the European Union (EU) have been accused 
of hiding many of their subsidies in income insurance and safety nets (Rosset 2006, 85). 
In fact, over 90% of domestic supports, into which income insurance and safety nets fall, 
are found in developed countries (Mechlem 2006, 152; OECD 2001, 13). As well, a 2001 
OECD report suggests that very few developed countries had to make any changes to their 
agricultural policies to conform to AoA agreements (OECD 2001, 14). This suggests that 
either developed countries are disguising certain domestic supports to fit within the green 
box so that they need not be reduced, or that the supports permitted are not being used by 
developing countries because they are not suitable for their needs. 

Lamy does not directly address the dominance of developed country usage of the green box 
measures but stressed during the Doha Round that negotiations to reform the green box are 
underway (WTO 2011). More specifically, members are trying to reform provisions on public 
stockholding of foodstuffs for food security purposes, domestic food aid, and payments 
to producers for relief from natural disasters to make them more accommodating to the 
situation of developing countries (Ibid.). However, the requirement to calculate a farmer’s 
income over a three-year period in order to receive income insurance will remain in place 
(Ibid.). 

Food reserves

For de Schutter, the problem with the food reserves provision is that some developing 
countries’ food reserve programs do not fit entirely into green box criteria and therefore do 
not contribute to food security as much as they could (2011, 9). The provisions around food 
reserves are overly technically and legally complex for companies managing reserves and 
for public procurement of food (Ibid.). If these rules were relaxed, the green box could be a 
substantial contributor to food security initiatives in developing countries. 

Lamy fundamentally disagrees that government procurement rules are too complex; he 
cites the fact that members have significant sway in determining the contents of these rules 
nationally (WTO 2011). However, on state trading enterprises (STEs), or the companies 
managing food reserves, Lamy stands by the WTO regulations indicating that they do not 
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“put into question the objectives assigned by a government to a public stockholding…they 
are there to ensure that such STEs…are not operated in a manner inconsistent with WTO 
principles and rules” (Ibid.). At this point the argument becomes stagnant as Lamy stands 
by WTO rules despite the fact that de Schutter is questioning the foundation of the rules on 
human rights grounds. In other areas, Lamy insists that food security is present in the AoA—
which it is in the Preamble and Annex II—though on STEs he is firm that WTO rules prevail. 
As the debate is unsettled at such a high level, it is difficult to know whether this is in the 
best interest of developing country populations because their food security is heightened 
when STEs are WTO regulated, or whether the regulations unnecessarily complicate their 
potential usage.

Furthermore, de Schutter questions whether the WTO is even the appropriate place for 
negotiations regarding food reserves as the Doha Round and several regional cooperation 
organizations have shown that global opinion is clearly in favour of creating an international 
food reserve for emergency assistance (de Schutter 2011, 9). And yet, the item was dropped 
several times at the WTO, as members were unable to come to a consensus on the logistics 
and the need for such a provision (Ibid.). For Lamy, the inability of WTO members to agree 
on rules surrounding an international food reserve disproves the assertion that there is a 
global consensus (WTO 2011). To be fair, it is unclear in de Schutter’s activity report how 
he comes to the conclusion that there is a global consensus on the matter. He lists 17 
countries that proposed an international food reserve at the WTO in 2001, seven regional 
organizations that currently utilize food reserves, as well as debates held at the G20 (de 
Schutter 2011, 9-10). It should be noted that though this debate occurs at G20 meetings, a 
2011 G20 report ultimately concluded that the need for stockholding could be “much more 
effectively and much less expensively buffered by adjustments in the quantities imported or 
exported” (G20 2011, 24). Lamy therefore quite rightly questions the existence of a global 
consensus on food reserves. 

Orderly market management

As the 2008 food crisis showed, increased production of food does not guarantee food 
security unless domestic governments are able to create policies or tools that ensure 
distributive justice (de Schutter 2011, 10). Marketing boards are one such tool; they are 
used for risk-management, insurance and as a method of ensuring fair prices for producers 
(Ibid.). Rosset argues that marketing boards also work to reduce the need for subsidies, 
as many subsidies are the result of low incomes (2006, 73). Therefore, when marketing 
boards work well, a moderate increase in farmers’ revenues bring massive savings to the 
taxpayers as the need for subsidies is reduced (Ibid.). The AoA does not outlaw marketing 
boards, but according to de Schutter, “the trade rules governing tariffs and quotas serve 
to limit their relevance” as marketing boards can only fulfill their purpose when countries 
are able to regulate the volume of imports (de Schutter 2011, 11). The AoA allows the 
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regulation of imports on “sensitive products” only, which are deemed as such because of 
their importance for either food security or their existence as a staple of domestic production 
(Ibid.). However, developed countries have once again utilized this provision to a greater 
extent than the developing countries it was intended to protect. Adhikari cites, for example, 
an average tariff on rice among OECD countries of 11%, whereas South Asian countries 
have no tariff on rice (2000, 51). 

Rather surprisingly, Lamy agrees that marketing boards can be a useful tool for ensuring 
food security; however, he disagrees with the idea that these marketing boards can best 
function when they control the volume of imports, as this would render the entire system 
in which they operate economically inefficient (WTO 2011). De Schutter speculates that 
developing countries have shied away from deeming their staples sensitive products 
because the process requires administrative capacity that many of them lack, and there 
exists a “general apprehension among policymakers to break with the orthodoxy of trade 
liberalization” (2011, 12). 

In sum, both men agree that marketing boards and the designation of certain foods in 
developing countries as sensitive products contribute to food security. Where they diverge 
is on the implementation of these provisions. Lamy believes the AoA is adequately flexible 
to allow developing countries to take advantage of these forms of special treatment and is 
moving reforms in that direction. De Schutter recognizes that despite what is in the text of 
the AoA, developing countries are not taking advantage of special treatment provisions in 
practice, signaling that they are not adequately tailored to developing country needs.

Limiting excessive reliance on international trade in the pursuit of food security

Finally, de Schutter argues that developing countries must strengthen their domestic 
agricultural policies in the pursuit of food security to offset the negative effects of trade 
liberalization on small farmers (2011, 13). It was indeed estimated that the AoA would cause 
15% of the expected rise in global food prices; however, this was to be offset for net food 
importing countries through transfers according to the Marrakesh Decision (Greenfield et 
al. 1996, 374). It was also thought that effects of the AoA on most agricultural commodities 
would be small, and that food insecurity in developing countries would rise regardless of 
the AoA (Greenfield et al. 1996, 365). Today, the World Bank maintains that it is impossible 
to quantify the impacts of the AoA on food prices set apart from the effects of other 
macroeconomic variables (de Schutter 2011, 15). 

The Director-General of the WTO affirms that the rising price of imports for developing 
countries is worrisome but believes that more free-flowing international trade can help 
balance this problem (WTO 2011). One could call this a rare opinion even among free 
trade advocates, as the G20 report on price volatility in international food markets indicates 
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that middle income and high income countries are making it very difficult for net food 
importing countries to take advantage of opportunities in the AoA (G20 2011, 24-25). For 
the WTO however, policies that protect domestic agriculture direct labour to less productive 
activities, resulting in less agricultural output and therefore less income, “decreasing 
purchasing power of the people and threatening food and livelihood security” (WTO 2011). 
Interestingly, Lamy cites the G20 report quoted above to prove his point. Though the G20 
supports trade liberalization, the report is nuanced, quoting inefficiencies of the AoA and 
its inherent unfairness for net food importing countries who, they say, “should benefit from 
much stronger guarantees from their trading partners” (G20 2011, 25).  

Can we conceive of a right to food dispute against the WTO?
Of the 67 cases that have gone before the WTO’s Dispute Settlement Body (DSB) citing the 
AoA, no developing country has initiated a dispute based on the right to food (WTO 2012c). 
Neither has any developing country used Article 6.2 or Annex II, which provide exceptions 
to domestic support restrictions, as reasons for non-compliance (WTO 2012c). Disputes 
have largely involved North, South and Central America, the EU, Japan, Korea and India, 
while Africa and most Asian countries are largely missing (Ibid.). This may be because some 
African and Asian countries do not possess the administrative and financial capacity to bring 
a dispute to the WTO, because they fear backlash from their first world trading partners, or 
because the ideology of trade liberalization dominates at the state level. 

Perhaps most importantly, developing countries have not launched a formal dispute against 
member states for what is seen by some as non-compliance with and lack of implementation 
by developed countries of the Marrakesh Decision (de Schutter 2011, 15; Adhikari 2000, 52). 
However, Adhikari does make note of a paper submitted to the Committee on Agriculture 
(the body reporting on the implementation of the AoA) by India; the paper argued that 
developing countries should be able to formulate their own domestic policies and provide 
supports to ensure that food security can accompany trade liberalization (2000, 55). A paper 
with a similar argument was submitted in 2000 by 11 developing countries, but was met with 
no significant changes (Adhikari 2000, 56). 

Though a right to food dispute has never come before the DSB, one might wonder which 
notion would take precedence should human rights and neoliberal trade come into conflict. 
Also, who should make this decision? On the one hand, it could be argued that the WTO 
could not make a legally binding decision on non-WTO rules such as an instrument of 
human rights law (Mechlem 2006, 175). On the other hand, human rights advocates would 
argue that the WTO would be forced to make a decision by virtue of its members being 
bound by both the AoA and the right to food (Ibid.). Though hypothetical, it is interesting 
here to speculate based on past decisions of the WTO dispute settlement body and global 
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tendencies, what the outcome would be if a country ever brought forth the right to food as a 
reason for non-compliance with the AoA. 

On a global scale, according to Skogstad the tendency of WTO agreements toward trade 
liberalization has not necessarily created a convergence on a competitive agricultural 
paradigm (2008, 247). This is because the WTO’s emphasis on trade liberalization has 
been met with strong transnational activism on agri-food issues, challenging the politics of 
industrial production to focus more on individual consumption of food (Ibid.). The question 
is whether or not the politics of food consumption have translated into the decisions of 
the DSB. The European Communities (EC) has been quite present in the DSB, contesting 
the definition of food provided in the AoA (which includes genetically engineered foods) 
and defending the cultural understanding of quality food in some countries (particularly 
France) as coming from specific environments and soil qualities (Smith 2009, 141). In 2003, 
a complaint was brought forth against the EC for a de facto moratorium on biotechnology 
products being practiced by five member states (WTO Dispute Settlement 2003, 291, 292, 
293). The DSB’s decision was nuanced, finding the EC in violation of several articles of the 
AoA, but ultimately concluding that what needed reform was the EC’s process for approval 
of biotechnology products, which the DSB found to create undue delays (Ibid.). Similarly, in 
a dispute over the existence of geographic indicators on food in the EC, the DSB found that 
though they accorded less favourable treatment to non-EC products, article 17 of the Trade-
Related aspects of Intellectual Property Rights (TRIPS) Agreement provided a justification 
for geographic indicators as trademarks (WTO Dispute Settlement 2003, 174, 290). Based 
on these examples in the EC, one could conclude that the DSB provided a nuanced decision 
that allowed the EC to maintain aspects of their regional and cultural understanding of food 
in line with the extended definition of food security. 

To be sure, there are examples that prove the opposite, such as the 1997 case against 
India based on import restrictions on certain agricultural products (WTO Dispute Settlement 
1997). India claimed that its import restrictions were necessary to protect its balance-of-
payment situation, but the DSB concluded that India’s monetary reserves were adequate 
to achieve balance-of-payment and that import restrictions were therefore not allowed 
(Ibid.). One might wonder how the outcome of this case might have been different had India 
framed it as a development issue. Certainly, if one of the LDCs ever brought forth a dispute 
against the WTO on the basis of food security, the context and framing would be incredibly 
important, as would their partnership with human rights organizations that could pressure 
the DSB to err on the side of the right to food for the sake of the WTO’s legitimacy. Ultimately 
though, as the EC examples illustrate, the DSB has the ability to find somewhere in their 
legislation support for any decision they wish to make.  
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Recommendations and reform
Despite the perceived conceptual difficulty of incorporating human rights provisions into 
the AoA, several authors have made recommendations on how to do just this. Many of the 
recommendations have to do with the traffic light approach to classifying domestic supports. 
A paper submitted to the WTO in 2000 by 11 developing countries proposes grouping all 
domestic supports currently listed as part of the green, blue and amber boxes into one 
box called “general subsidies,” and creating a “development box” that would specifically 
address the food security and development concerns of developing countries (Adhikari 
2000, 55). Alternatively, Zahrnt suggests that with the current box system, subsidies that 
have wide-ranging effects on trade can often be found in the same box (2009, 1236). Thus, 
he argues that “boxes should be ordered by their level of legitimacy in terms of their trade-
distorting effects and their efficiency in attaining domestic objectives,” based on six levels 
of legitimacy (Zahrnt 2009, 1337). According to Zahrnt, a legitimacy-based classification 
scheme would at once allow developing countries to pursue non-trade concerns while 
forcing developed countries to limit trade distortions (Ibid., 1325). While this argument 
is compelling, operationalizing Zahrnt’s classification, and particularly determining what 
constitutes programs that contribute to food security, would be difficult. Further, preventing 
developed nations from using this provision will be difficult. Other than the disaggregation 
of the moderately legitimate policies, the boxes in this approach do not appear to differ 
enormously from those in the current system.

Rosset proposes the addition of four boxes—gold, brown, purple and white—to the existing 
three. The gold box would effectively act as a charge for living in the developed world, 
given the privileged position of nations that benefit from established contexts of higher 
competitiveness and the existence of successful agri-business sectors (Rosset 2006, 87). 
The brown box would account for the practice of social dumping by developed countries 
and emerging economies, defined as “the externalization of the social costs of low-cost 
mass production” (Ibid.). In other words, the brown box would have developed countries 
compensate financially for the negative costs to society of creating subsistence farmers. 
The purple box would have countries include in their production costs the environmental 
consequences of mass production that demands exploiting oil reserves and expansive use 
of chemical pesticides and fertilizers (Ibid., 88). Finally, the white box would acknowledge 
that the US is privileged by virtue of the American dollar being the universal standard in 
which trade occurs (Ibid.). This means that the US would not be penalized by devaluation 
when it repays foreign debts, nor would it be penalized by dollar depreciation when importing 
products (Ibid.). These arguments too are very compelling as both negative externalities 
and country advantages are accounted for in advance. The problem with this approach, 
however, would be the difficulty of getting developed countries to admit to the assumptions 
of the additional four boxes. Also, Rosset does not provide details as to how the charges 
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associated with these boxes would be quantified; therefore, the recommendation comes off 
as an ultimately unrealizable vision.    

Mechlem proposes that one way to insert human rights and the right to food into global 
agricultural trade would be for developing countries to invoke Article 20 of the GATT, which 
continues to be applicable to agricultural trade today (2006, 172). Article 20(a) indicates that 
WTO members can “refuse to trade if the refusal is necessary and proportional to protect 
human life or health” (Ibid.). This is an optimistic starting point; it is not simply an existing 
solution of which developing countries only need to be made aware, as Mechlem seems 
to suggest. This provision has most likely not been invoked by a developing country, as 
their right to refuse to trade is not the primary issue. I refer back to Olivier de Schutter’s 
speculation that developing countries are not utilizing provisions specifically created for 
them as many lack the administrative capacity to do so and fear the backlash that would 
follow a “break with the orthodoxy of trade liberalization” (2011, 12).  However, in the AoA 
reform process, GATT Article 20(a) could be reworked to reflect the need of developing 
countries for policy room to protect their farmers against displacement, and coupled with the 
provisions that provide developing countries administrative capacity in dealing with the AoA.

Finally, several authors cite the Voluntary Guidelines on the Right to Food, developed by the 
UN Food and Agriculture Organization (UN FAO) in 2004 as a significant step toward the 
incorporation of the right to food in agricultural trade (Mechlem 2008, 34; Skogly 2007, 347). 
The Voluntary Guidelines have as their objective to guide states in their implementation 
of economic, social and cultural rights, namely the right to food, and to help organizations 
dealing with agriculture to integrate human rights into their work (UN FAO 2004, iii). The 
two main sections of the Voluntary Guidelines are “Enabling environment, assistance and 
accountability” and “International measures, actions and commitments,” which highlight 
the relationship between national implementation of the right to food and international 
trade (Skogly 2007, 348). Some criticisms of the Voluntary Guidelines are that they do not 
differentiate between obligations and policy suggestions (Mechlem 2008, 34); do not create 
a link between trade liberalization and food insecurity; do not recommend how the right to 
food could be incorporated into the AoA; and that the Marrakesh Decision is not mentioned 
(Mechlem 2006, 169). The Voluntary Guidelines are therefore a significant advancement 
but are not yet tantamount to the incorporation of the right to food into the agricultural trade 
regime. 

Conclusion
The global agricultural market prior to the development of the AoA could certainly be called 
unfair to developing countries as it was highly distorted. The AoA worked to address these 
unjust rules and create the most free-flowing agricultural trade possible by widening market 
access and reducing subsidies. The Marrakesh Decision was a noteworthy addition to 
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this international trade agreement as member countries admitted that trade liberalization 
could be harmful to developing countries and that developed countries must specifically 
compensate for this through food aid and financial and technological transfers. Despite 
these best intentions, reality has shown that developed countries have not necessarily 
widened market access to developing countries, and they have manipulated provisions to 
reduce subsidies to the point where reductions are scarcely occurring, if at all. Similarly, the 
Marrakesh Decision has not been implemented. Provisions in the AoA that give developing 
countries exceptions on subsidy reductions and import restrictions have not been used, 
seemingly because the provisions are not adequately tailored to the needs of developing 
countries, because they feel pressure from their bilateral trading partners not to use them, 
and because of a lack of administrative capacity to apply for exemptions. 

Some feel that the best way to correct for these imbalances is to incorporate the right to 
food directly into the AoA. Many authors recommend ways to do this but none have been 
tried to date. The WTO and its proponents utilize a neoliberal approach to development, 
which aims to increase the economic situation of the state, assuming that all those within 
the state will necessarily benefit. Proponents of a rights-based approach argue that the 
most vulnerable groups generally do not benefit from the neoliberal approach and therefore 
individual human rights must reign supreme. Though these two approaches are difficult to 
reconcile, they need not be mutually exclusive in agricultural trade, as demonstrated by the 
incorporation of human rights into Article 20 of the GATT. As with the Structural Adjustment 
Programs of the 1980s, we find with the AoA that the neoliberal approach to agriculture 
cannot work in isolation; it requires the implementation of rights-based provisions to protect 
the most vulnerable groups. Therefore, when human rights are inevitably incorporated 
into the AoA, they must be emphasized with greater force than in simply one Article (like 
the GATT) in order to create a culture and an intuition among nations that inherently links 
agricultural trade and the right to food.   
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The problems plaguing modern health care systems are easy to describe, but hard to fix. 
Spiraling costs, an aging population, and shrinking government revenues challenge the 
very survival of the Canadian health care system. With the goal of guaranteeing effective 
care for future generations, the need to move forward on changes to the Canadian health 
care framework is becoming increasingly acute. To grapple with the sustainability issues of 
Canadian health care and to explore potential solutions, on October 19, 2012, the School of 
Public Policy and Governance, University of Toronto, with support from TD Bank, convened 
top international specialists and leading Canadian health system experts for The Fall 
Institute on Key Issues in Finance and Governance for Health. The Fall Institute featured 
some of the most pressing issues for Canadian health care, including financing health care 
in an era of fiscal constraint, designing incentives for quality in health care delivery, and 
reducing the burden of chronic disease. 

Relative to other advanced nations, Canada has been on a stable policy trajectory in health 
care since the creation of Medicare. The Canadian health care model of the 1960s has largely 
persisted, and while demographics and health care technology have changed dramatically, 
the organization and payment structure of Canadian health care have essentially remained 
the same, even as problems of gaps in coverage, non-integrated care and long waiting 
times for non-acute care indicate that adjustments are needed. By contrast, both the US 
and the UK have undergone considerable reforms over the last twenty years. 

Sherry Glied, Professor of Health Policy and Management at the Mailman School of Public 
Health, Columbia University argued that despite most Canadians’ perceptions of the US 
health care system as largely dysfunctional, Obama’s Affordable Care Act (ACA) offers 
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valuable lessons for the Canadian discussion on health care coverage, financing, and 
sustainability. Compared to the Canada Health Act, which refers exclusively to services 
provided by doctors and hospitals, the scope of services in the ACA is very broad and 
provider-flexible. The ACA focuses on patients’ needs as the basis of coverage, leaving 
flexibility as to whether, for example, they require a licensed therapist, specialist physician, 
drug treatment, or therapeutic devices. The ACA thereby takes into account that changes in 
practice and technologies can alter the best way of meeting patients’ needs.  

Cost control mechanisms in the ACA are also of considerable relevance to Canada’s health 
care system. The ACA replaces the conventional approach of adjusting payment structures 
of doctors and hospitals according to demographics and volume with an approach that 
assumes that health care systems, like other sectors of the economy, should make 
productivity gains. These gains can, for example, be realized by reaping the advantages of 
new technology and changes in practice. Take the ACA’s new model of Accountable Care 
Organizations (ACO), which, as a basis for payment under the US Medicare program, are 
incentivizing cost controls. ACOs are affiliations of health care providers that are held jointly 
accountable for achieving health care quality improvement and reductions in spending. 
ACOs offer incentives for providers to work together in the treatment of patients across 
care settings, including primary doctors’ offices, hospitals, and long-term care facilities. 
If the ACOs can provide high-quality, well-coordinated care to the patient population and 
combine it with lower growth in health care costs, they are rewarded with part of the savings 
realized. Patient and provider participation in ACOs is purely voluntary. The rationale behind 
ACOs is that front-line health care providers are better equipped to coordinate care and 
restrain costs than are centralized authorities; efficiencies can be realized by placing some 
of the financial and quality responsibility directly on front-line providers. Overall, the new 
ACO model represents a sharp change from the current health care environment in which 
the majority of providers have little financial incentive to coordinate care because of the 
predominant fee-for-service payment scheme under US Medicare. 

The financing health care discussion also delved into cost-sharing and private-public 
funding mix models. In the US, the dominance of a private employer-based model of health 
insurance has driven up costs and made the overall health care system less equitable. This 
effect has been augmented by government subsidies, since in the US employment health 
benefits are not taxed as income. Beginning in 2018, the ACA will reverse this tax incentive: 
purchasers of exceptionally generous health coverage will pay a tax on the excess cost of 
their plans, which in turn will generate a funding stream that will help maintain the publicly 
funded system. Private health insurance benefits are also exempt from taxation in Canada 
(excluding Quebec). 
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Carol Propper, Professor of Economics, Imperial College Business School, London UK 
addressed how the UK has confronted issues in health care delivery and quality improvement. 
Recent reforms in the UK stress patient choice and competition among providers to achieve 
higher quality of care without exponential growth in health care spending. The mere mention 
of competition among providers tends to invoke resistance in Canada: the public inevitably 
associates competition with private, for-profit health care. However, the UK reforms occurred 
within the public system in the National Health Service (NHS). With the “Choose and Book” 
reform initiated in 2006, patients were given greater choice, and the reform exposed poorly 
performing hospitals to the risk that their patients might choose another provider. The NHS 
Choices website, a comprehensive, single-point-access public health information service 
intended to empower patients, helps individuals make decisions about health care. Patients 
can locate the nearest primary care doctor, compare hospitals and services, and evaluate 
patient satisfaction. In addition, the site offers a comprehensive archive of health and 
social care information and an automated translation system that allows most content to be 
displayed in more than 50 languages. 

Lessons from reforms in the US and the UK give rise to challenging discussions on solutions 
for Canada’s health care systems. The reality is that current generations, the baby boomers 
in particular, have to be convinced that things must change dramatically if they want to 
leave the health care system in the same, or better, state of affairs. This does not mean that 
we need to go after “big-fix” solutions. A reasonable scale of reform has an important role 
in determining whether or not reform is successful. Experience shows that it is important 
to pick two to three opportunities and to drive them to critical success, rather than trying 
to solve everything at once. Patients need to be placed at the center of reform efforts, and 
proper expectations need to be set. The Canadian federal government has managed to 
set realistic expectations around future pensions, and the public has largely accepted the 
notion that the current system is not sustainable because Canadians are living longer and 
retiring earlier; this same kind of debate needs to happen about health care. 

Despite the differences in the Canadian, American, and British health care systems, the 
respective governments all face similar challenges of financing and governing health care 
in an equitable and sustainable way. In solving the conundrums of the Canadian health 
care system it is imperative that we examine the evidence from the US, the UK, and other 
European countries that have successfully infused competition, incentives for improving 
quality, and additional patient choice, into their health systems. These lessons will bring us 
closer to arriving at solutions. 
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Government, Maurice set up and headed the Secretariat to the Premier’s Jobs and Prosperity 
Council, led the Strategic Policy Division at the Ministry of Economic Development and 
Innovation, and was Ontario’s Chief Negotiator for the Comprehensive Economic and Trade 
Agreement between Canada and the European Union.

The Comprehensive Economic and Trade Agreement (CETA) negotiations between 
Canada and the European Union (EU) started in 2009 are scheduled to conclude within 
the next couple of months. Although the actual breadth and ambition of the agreement 
will not be known until the deal is signed, its genesis, negotiation, and potential impacts 
present a number of interesting economic and trade policy issues. This short article does 
not intend to analyze these issues in any depth, but rather tries to convey an impression of 
their importance, complexity and interconnectedness. This account is unavoidably biased 
by my participation in CETA as Ontario’s Chief Negotiator (June 2009 to June 2012), and 
obviously limited by the fact that the negotiations are still ongoing.

What’s the big deal?
As trade deals go this is a fairly large one—the largest Canada has undertaken since NAFTA 
was signed twenty years ago. The EU, with a population of 503 million and a GDP of over 
$17.5 trillion, is still the largest trading block in the world. Even if its demographics and 
current economic troubles mean that its growth prospects are limited, the EU is a large, rich 
and mature market with strong labour and environmental standards. Canada would clearly 
benefit from having increased access to the EU for its products and services. For the EU, 
this is their first trade deal with a developed nation and a good preparation for future trade 
negotiations with the United States. It would also be welcome good news in an otherwise 
bleak European economic environment.

Although tariffs between Canada and the EU are relatively low for many products, the 
annual economic gains of a comprehensive trade agreement have been estimated at 
approximately 0.08% of GDP for the EU, and 0.77% of GDP for Canada, by a study carried 
out in 2008 (Foreign Affairs and International Trade Canada 2012). Much has changed in 
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the economic landscape since this study was conducted, and while we would benefit from 
updated numbers, its main conclusions should still hold.

To trade, or not to trade: That is the question
For a country so dependent on trade, the relatively low public awareness of the critical 
role that international trade plays in our economy is surprising. Canada is among the top 
10 trading nations in the world (intra-EU trade excluded), with merchandise exports and 
imports topping $900 billion (WTO 2012). Canada’s economy is so dependent on trade that 
its ”trade intensity” (the ratio of exports and imports to GDP) is 61%; the trade intensity of the 
US by comparison is only 28% (WTO 2012). On a per capita basis, Canada’s exports are 
the second largest among the G-20 countries, behind only Germany (WTO 2012). Canada’s 
future standard of living hinges precariously on our ability to expand the markets for our 
products and services and to improve our trade performance, yet the public discourse 
seems far from unanimous on this point. 

With the WTO multilateral Doha rounds stalled, the race is on to negotiate bilateral and 
regional trade agreements. CETA’s successful completion would place Canada in the 
enviable and unique position of having preferential trade agreements with both the US 
and Europe. It would also be a strong calling card for our participation in the Trans-Pacific 
Partnership and to pursue an ambitious trade agenda that includes both India and China. 
Conversely, a poor outcome on CETA would not bode well for either Canada’s or the EU’s 
ambition to secure preferential trade agreements with the fast growing economies of the 
East.

All in the family: Federal-Provincial-Territorial (FPT) dynamics during the 
negotiations
The negotiation of international trade agreements is under the exclusive jurisdiction of the 
federal government. For the CETA negotiations, however, the provinces and territories were 
invited to the negotiating tables related to areas under their responsibility, such as public 
procurement, and investment and services. Provincial and Territorial participation was a 
requirement of the EU, who apparently felt it necessary to ensure that commitments in these 
areas would be respected. 

While this afforded the Provinces and Territories a historical first, and perhaps unique, 
front seat at international trade negotiations, it did not make things easier for the federal 
negotiators, who had to mind the international and the internal fronts simultaneously. The 
evolution of the FPT relations that followed the first rather tense meetings, however, was 
marked by cooperation, collegiality and regard for the different trade objectives of the 
regional economies.  Without going into details—the time for details will come after the deal 
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is signed—the FPT negotiators were able to turn a tactical disadvantage into a strategic 
advantage. 

From deal to deed
Although the scheduled end of the negotiations is almost upon us, and the negotiators have 
crafted balanced agreements in most areas, some of the toughest issues still remain to 
be bridged. This is not surprising, as in this kind of negotiation the most difficult issues are 
usually decided by political leaders late in the eleventh hour; but it is also a bit unnerving 
as another characteristic of these negotiations is that “nothing is agreed until everything is 
agreed.” 

Beyond the actual shape that the final CETA deal takes, the practical measure of its benefit 
to Canada will be our ability to turn opportunity into reality. This will require a concerted effort 
to turn preferential market access into strong export performance in a variety of sectors.  
The ratification process may provide a window to prepare us to do just that. Ratification 
is likely to take the better part of a year on the EU side given the enhanced role of the EU 
Parliament in the approval process, resulting from the Lisbon Treaty.

Seizing the potential of CETA, and of future trade agreements effectively and swiftly is 
crucial for our economy, especially in this era of low economic growth. With the traditional 
stimulus levers of monetary and fiscal policy almost fully exercised, trade presents one of 
the few bright lights in the economic recovery horizon, but it will not shine indefinitely.
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