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Municipal
The Institutional Constraints to Funding 
Municipal Public Transportation in Toronto
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Municipalities in Canada are charged with building, owning, and maintaining the 
majority of  the infrastructure that supports the Canadian economy and quality of  
life. Despite the immediacy of  municipal responsibilities to the welfare of  Canadians, 
municipalities in Canada are “constitutional orphans” with no independent political 
life apart from what is legally granted to them by the provinces. As a consequence, 
municipal infrastructure across Canada is long past its breaking point, and this is 
especially germane to public transit in Toronto. Currently, Canada is the only country 
in the OECD without a long-term federal transit-investment policy, leaving 
municipal decision-makers with increased responsibility for the provision of  reliable 
transit without the proportional revenue tools necessary to provide such services. This 
paper explores the institutional constraints faced by municipalities in funding public 
transit and applies these findings to the case of  Toronto. An inter-jurisdictional scan 
of  public transit funding mechanisms in Vancouver and Chicago reveals that 
institutional designs that divulge power to local governments are most successful in 
providing reliable and affordable regional public transit systems.

Municipalities in Canada are charged with building, owning, and 
maintaining the majority of  the infrastructure that supports the 
Canadian economy and quality of  life. As of  2007, the infrastructure 
deficit was estimated to be $123 billion, and this number has continued 
to grow (Mirza, 2007, p. 2). This quietly mounting deficit threatens the 
success and functioning of  Canada as a whole since cities are the social, 
cultural, and economic engines of  the country (Broadbent, 2000, p. 
1). With most infrastructure having been constructed in the 1950s and 
1970s, municipal infrastructure across Canada is long passed its 
breaking point (Mirza, 2007, p. 2). One of  the most pressing challenges
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in advancing the economic, social, and environmental sustainability of  
municipalities is the maintenance and expansion of  public transit. 
Congestion alone in the Greater Toronto Area (GTA) is estimated to 
cost the Canadian economy about $6 billion annually and directly erodes 
economic competitiveness across industries (Dachis, 2013, p. 2). 
Currently, Canada is the only country in the OECD without a long-term 
federal transit-investment policy, leaving municipal decision-makers with 
increased responsibility for the provision of  reliable transit (Federation 
of  Canadian Municipalities, 2012). Between 2012 and 2016, about $53.5 
billion has been needed for conventional transit capital projects across 
Canada (CUTA, 2013, p. 4). Due to the lack of  consistent funding from 
provinces and the federal government, the Toronto Transit Commission 
(TTC) will face a $13.5 billion shortfall for capital projects between 
2016 and 2025 (Staff  Report, 2015c). An in-depth examination of  the 
governance issue faced by the City of  Toronto’s provision of  public
 transit in the wake of  growing ridership highlights the urgency in 
securing funding for operating and capital budgets, and the institutional 
challenges of  soliciting and maintaining this financial commitment from 
all levels of  government.

The distinction between funding and financing methods is important in 
the context of  municipal infrastructure. Although financing solutions can 
provide up-front dollars for projects, they are not reliable methods of  
payment since they require repayment and often accumulate 
interest. These include involvement from both public and private actors 
not limited to Public Private Partnership (PPP) agreements where skills 
and assets from each sector are shared in delivering a service for the 
general public (Australasian Railway Association, 2014, p. 5). In contrast, 
funding mechanisms are typically provided by governments through 
investments, grants, or direct user charges, with repayment not required. 
Both federal and provincial governments in Canada offer a variety of  
funding programs for public transit. Federal policies, including the Gas 
Tax Fund (CUTA, 2013, p. 17), provide dollars for capital projects. 
However, the federal government has not traditionally offered funding 
dedicated to operating costs, which is problematic since this leaves riders
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to shoulder the brunt of  financing transit operation through passenger 
fares. According to the TTC’s projected 2016 Operating Budget, 
passenger fares comprise 95 per cent of  all TTC revenues (Staff  Report, 
2015a). Consequently, setting fare rates is an important policy decision 
for the TTC’s Board since municipal revenue tools such as property taxes 
are insufficient. In fact, in December 2015 the TTC’s Board was forced 
to pursue this sort of  policy when they approved a 25¢ cash fare increase 
to take effect in the New Year in an attempt to cover only a portion of  
the $41 million shortfall in its approximately $1.75 billion 2016 
operating budget (Kalinowski, 2015). At the provincial level, Ontario 
offers funding programs for mostly capital funding through Metrolinx, as 
well as one-time funding commitments to address expansion and state of  
good repair. Provincial contributions, however, still only cover 9 per cent 
of  the TTC’s operating revenues (CUTA, 2013, p. 31). This patchwork of  
funding is indicative of  the need for a national transit framework with a 
consistent funding allocation method, which would empower municipal 
decision-makers to allocate dollars where they are needed most, and to 
fund everyday operations as well as long-term projects (Hjartarson et al., 
2011, p. 5). 

The central governance challenge of  addressing the endemic lack of  
funding for municipal transit has political and temporal dimensions. The 
effects of  the federal institutional structure on transit funding can be 
seen through patterns of  equalization payments, since the provinces can 
assert pressure on the federal government for funds without promising 
allocation to municipalities (Simeon and Robinson, 1990, p. 66).  
Municipalities are also not guaranteed funding because federal and 
provincial governments no longer own the majority of  municipal 
infrastructure, and have therefore lost the incentive to contribute towards 
transit operation at the municipal level. As a result of  this, the funding 
procured by municipalities for public transit is often dependant on the 
negotiating skill of  individuals at the municipal level and their 
relationships with provincial and federal governments. Further, 
politicians in all levels of  government are averse to investing in 
long-term projects since it will cost them both politically and financially 
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in the short-term. Pressures created by election cycles also lead federal 
and provincial governments to invest in capital budgets over operational 
costs, since new ‘shiny’ projects increase their voter appeal. Lastly, the 
theory of  path-dependency, the idea that history has a strong influence 
on future strategic planning, can be applied to transit challenges. Political 
institutions and physical infrastructure have become increasingly 
entrenched, making it difficult to garner the political will and massive 
funds to invest in transit improvements.

Since Toronto’s inception as a city in the late eighteenth century, the 
provision of  reliable services and infrastructure maintenance has been a 
governance challenge. During its infancy, Toronto struggled to raise local 
revenue to provide municipal services while at the same time 
experiencing rapid growth from mineral and timber industries (Williams, 
1999, p. 12). With the joining of  Upper and Lower Canada in 1867, 
Toronto became the capital of  Ontario; coupled with expanding 
industries and population growth, the local government gained increased 
municipal responsibilities (Williams, 1999, p. 12). With the British North 
America Act (BNAA) –  which established Canada’s federal design and 
granted no direct powers to municipalities –  the governance challenge of  
limited resources in the provision of  local services was formally codified 
(Courtney and Smith, 2010, p. 1). The term ‘local government’ never 
appears in the 1867 Constitution Act. The closest mention of  ‘local 
government’ is found in Section 92 (8), where authority to make laws 
relating to “Municipal Institutions in the Province” falls under the 
exclusive jurisdiction of  provincial legislatures (Courtney and Smith, 
2010, p. 1). As such, municipalities in Canada were made “constitutional 
orphans” with no independent political life apart from what is legally 
granted to them by the provinces (Mendelson, 2000, p. 73). 
Consequently, in order to fully understand the institutional constraints 
under which municipalities operate, it is crucial to view them as 
“creatures of  the provinces” (Courtney and Smith, 2010, p. 1).  

Despite the de facto increase in municipal responsibility following 
Confederation, Toronto – constrained by the divisions of  power set out 
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in the Constitution – lacked the de jure powers to raise revenue for local 
service provision. By 1950 this was undoubtedly problematic, given that 
the City of  Toronto had emerged as Canada’s center for organizational, 
business, and financial services. Despite its booming growth, 
jurisdictional fragmentation and institutional governance challenges 
caused a crisis of  insufficient revenue to sustain public service provision 
and infrastructure expansion. Toronto’s composition of  twelve 
primarily residential suburban municipalities exacerbated this reality 
(Williams, 1999, p. 14) and led to a review of  the nascent conurbation’s 
governance configuration, which resulted in the establishment of  the 
Metropolitan (Metro) Toronto regional municipality in 1953 (Williams, 
1999, p. 71). Metro was very successful in coordinating growth 
management strategies, gaining a reputation for the effective governance 
and delivery of  public services. It was during this municipal 
reorganization that the provision of  transit came under Metro’s 
governance jurisdiction. Metro efficiently opened and operated 
Canada’s first subway, running from Yonge Street to Union Station 
(Bromley, 1968). It is this very track and signalling system established in 
the 1950s that today serves over half  a billion riders in Toronto annually, 
who are subject to frequent delays and prolonged upgrades. 

By the mid-1960s, much of  the political enthusiasm for governance 
reform gave way to the reality of  an insufficient tax-revenue base that 
drove the provincial government to legislate a complete restructuring of  
Metro’s jurisdiction by consolidating its many small municipalities into 
six municipalities (Williams, 1999, p. 72). Metro’s growing transportation 
problems caught Ontario’s attention and led to the creation of  the 
Metropolitan Toronto and Regional Transportation Study (MTARTS), 
described as “the most forward step ever in provincial-municipal relations 
in Ontario” (Frisken, 2007, p. 106). The MTARTS gave little attention 
to the option of  expanding Metro’s jurisdiction to include the growing 
suburban components, which suggests that the Ontario government 
discouraged the consideration of  expanding Metro’s governance 
jurisdiction (Frisken, 2007, p. 110). The Ontario government appeared 
reluctant to decentralize power to municipalities, while simultaneously
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preoccupied with asserting provincial autonomy in its relationship with 
the federal government. This created what has been called the 
“three-tier regional governance” structure that existed between 1966 and 
1975, in which the province insisted the federal government assist in 
covering the costs of  rapid urban growth while at the same time 
maintaining its distance (Frisken, 2007, p. 104). The federal government 
complied by granting provincial governments a high degree of  autonomy 
in the delivery of  federally assisted services. Municipal development at 
this time must be viewed within the context of  an ongoing 
federal-provincial struggle for ascendancy that largely set the course 
for equalization payment patterns and the distribution of  federal funds 
(Frisken, 2007, p. 104). Fundamental to understanding why municipal 
self-government was not seriously considered is Quebec’s ongoing 
sovereignty aspiration since the time of  Confederation; any attempt to 
raise the prospect of  increased municipal autonomy was eclipsed by the 
din of  provincial-federal sovereignty debates (Broadbent, 2000, p. 3).   

In the 1970s, the GTA emerged as an administrative concept and 
framework for local governance but with no authority vested in it 
(Williams, 1999, p. 14). Although the TTC was Metro’s quasi-independent 
transit authority by law, the Metro Council, which was highly influenced 
by provincial politicians, determined its fare structure and future capital 
developments (Williams, 1999, p. 72). This provincial oversight, which 
became entrenched in early days, resulted in the GTAs dependence on 
provincial subsidies for transit operating budgets. Nurturing this 
municipal dependence created growing costs for Ontario, eventually 
leading to Mike Harris’ fiscally conservative provincial government to 
propose a merger of  Metro and the surrounding communities (Frisken, 
2007, p. 252-257). Going against a referendum in 1997 that opposed 
amalgamation, Harris’ government dissolved the existing six 
municipalities into one ‘megacity’ through the City of  Toronto Act (Frisken, 
2007, p. 251). Despite this consolidation, Toronto found itself  as the 
sixth largest government in Canada, but with similar limitations as the 
smallest town (City of  Toronto, 2005). ). The reality of  deficient revenue 
raising tools at the local level prompted the then-GTA Mayor
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David Miller to secure the 2005 New Deal for Cities with senior orders 
of  government. This granted the GTA new revenue sources,  
particularly a share of  Federal Gas Tax revenues and increased 
contributions from the Green Municipal Fund (Department of  Finance 
Canada, 2005). However, the constraints of  provincial institutional 
supremacy continued to be felt as coordination and funding issues 
ensued between the TTC and the province in the wake of  growing 
ridership. In 2012, Councillor Frances Nunziata moved a motion that 
Toronto City Council request Ontario to transfer authority for the TTC 
to Metrolinx, but the motion was considered redundant and instead a 
motion was passed to approve a new governance structure for the TTC 
(City of  Toronto, 2012). As a result of  this history, the maintenance of  
municipal control over the TTC is a cooperative patchwork of  capital 
project delivery between Metrolinx and the TTC, with ongoing 
bargaining at all levels of  government. For example, the Toronto-York 
Spadina Subway Extension (TYSSE) is being built with funding from all 
government levels, to be owned by Metrolinx and operated by the TTC 
(Staff  Report, 2015b). 

Although the federal government requires municipalities to complete 
an Integrated Community Sustainability Plan as a condition for receipt 
of  Federal Gas Tax transfers, transit policy is still far from nationally 
integrated (CUTA, 2011, p. 2). Looking to how decision-makers in other 
jurisdictions have addressed similar governance issues can shed light on 
Toronto’s case. Decision-makers in Vancouver and Chicago have 
addressed transit-funding issues through coordinated government 
planning, multiple funding sources at the local level, and general political 
will from higher levels of  government. A key determinant of  success in 
these jurisdictions is the level of  revenue raising autonomy granted at the 
local level by state/provincial and federal governments. It is important 
to provide a case from another major city in Canada to demonstrate how 
Canadian federalism favours some provinces over others, thereby 
incentivising political bargaining for federal funds.
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Like Toronto, the transit system in Chicago faces urgent issues of  aging
infrastructure and a considerably large budget deficit. The Chicago 
Transit Authority (CTA) is the second-largest transit provider in the US, 
providing more than 1.6 million rides per day and, like the TTC, more 
than half  a billion rides each year (Chicago Transit Authority, 2015). 
Despite these similarities, the CTA still provides reliable transit across 
Chicago, 24 hours a day, for reasonably priced fares across the transit 
system (Chicago Transit Authority, 2015). The US federal government 
has traditionally played a significant role in funding transit through 
programs administered by the Federal Transit Administration. In 1982, 
the Surface Transportation Assistance Act was passed establishing the 
Mass Transit Account mandated with allocating 1¢ of  a 5¢ per gallon gas 
tax to public transit (American Public Transportation Association, 2015, 
p. 17). Despite this commitment by the federal government in early years, 
the fuel tax has become a less reliable funding source since the govern-
ment’s decision to halt Consumer Price Index adjustments. Fuel taxes, 
like payroll taxes, are vulnerable to economic shocks and can therefore be 
susceptible to fluctuations (Australasian Railway Association, 2014, p. 21). 
The US experience is germane to the case of  Canada’s Federal Gas Tax 
Fund, in that it argues for a diversification of  revenue tools, such as US 
regional sales taxes, to be available at the local level (Litman, 2014, p. 52).

Analogous to Canadian provinces, funding is also available at the state 
level for transit projects in the US. The State of  Illinois matches 30 per 
cent of  regional sales tax revenue through the State Public 
Transportation Fund (Appendix 1) (International Transport Forum, 
2013, p. 19). This extra sales tax to people in the Chicago area comprises 
the second largest funding source since it goes directly to transit 
(International Transport Forum, 2013, p. 19). In addition, the state and 
local levels of  government can draw on a variety of  alternative 
funding mechanisms. Only the US and France grant local authorities 
some powers of  taxation that can be used to support local services such 
as public transit (CUTA, 2011, p. 7). At the local level, funding is 
generated through the simultaneous use of  a wide variety of  revenue 
raising tools including lottery proceeds, hotel occupancy, naming rights, 
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and airport passenger charges (Australasian Railway Association, 2014, p. 
28). The challenge of  raising revenues for public transit is only half  the 
issue however; whether these revenues are allocated towards capital or 
operational projects is an important determinant of  transit success, since 
operational budgets often go underfunded. In the US about 57 per cent 
of  state funding designated for transit goes towards operational 
assistance alone, with 21 per cent of  funds allocated to capital projects 
and 16 per cent of  funds available for capital or operating purposes 
(Lindquist et al., 2009, p. 4). These numbers are notable considering the 
Canadian federal government does not have any grants to help meet 
operational transit needs (CUTA, 2013, p. 31-32). 

According to Matti Siemiatycki, an Associate Professor at the University 
of  Toronto who specializes in transit infrastructure planning, the case of  
transit in Vancouver is likely the most comparable jurisdiction with that 
of  Toronto. Like Toronto, Vancouver’s transit demands exceed capital 
and operational capacity, yet ongoing funding challenges create problems 
for service improvements (Vancouver City Council, 2012, p. 8-9). The 
regional transportation authority TransLink provides transit in Vancouver 
through bus and light rail services to approximately 350 million riders 
annually (TransLink, 2013). TransLink’s governance structure is unique 
in comparison to that of  the TTC in that it is governed by a Mayors’ 
Council comprised of  the 21 Mayors of  Metro Vancouver and the Chief  
of  Tsawwassen First Nation (TransLink, 2015). Following the Board’s 
restructuring in 2013, its governance model allows for greater 
harmonization of  transit across the region in terms of  funding and 
project coordination (Soberman, 2010, p. 5). Since TransLink is a 
regional body similar to Metrolinx in Ontario, it provides funding 
advantages since it does not have to coordinate or bargain with another 
transit provider such as the TTC. Translink is better able to cope with 
funded surplus decreases because it can draw on reserves to fund annual 
deficits (TransLink, 2014), whereas in the case of  the TTC, any surplus 
revenue must be returned to the City of  Toronto. 
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The region of  Metro Vancouver benefits from significant contributions
for capital investments from all government levels. In 2011 the federal 
government contributed 76 per cent to British Colombia’s (BC) 
capital investments in transit, with provincial and municipal governments 
providing 11 per cent and 13 per cent  respectively (CUTA, 2013, p. 22). 
This is in stark contrast to Ontario where the province provided 74 per 
cent of  revenues for capital investments, with federal and municipal 
levels giving 11 per cent and 14 per cent respectively (CUTA, 2013, p. 
31). Although the federal government’s percentage contribution to capital 
investments in BC is one of  the highest amongst Canadian provinces, 
this actually only amounts to about $130 million, whereas the federal 
government gives $380 million to Ontario. Therefore, it is important to 
evaluate each federal contribution on a needs basis, which is precisely the 
case with equalization payments between provinces. Ontario 
qualifies for transfers whereas BC does not (Appendix 2). Furthermore, 
it is crucial to note that these transfers are made to the provinces, and not 
directly to municipalities, raising questions regarding the extent to which 
this funding trickles down to municipalities. Considering the 
uncertainty about the amount of  federal funding that will make it to 
local transit decision-makers, a unique marker of  success for the region 
is TransLink’s disproportionally large percentage of  operating revenues 
generated at the local level from “other contributions” such as fuel taxes, 
bridge tolls, fundraising, and donations (Appendix 3). Such contributions 
amounted to 46 per cent in BC in 2011. This is impressive considering 
zero funds are produced from these sources in Ontario, with instead 56 
per cent of  operating revenues coming from passenger fares in Ontario. 
The diversification of  TransLink’s revenue sources is an asset made 
possible by their inherent function and power as a regional body (Mayors’ 
Council, 2009). Unlike Toronto, cities in Metro Vancouver are not 
incorporated as a mega municipality; Metro Vancouver is a political body 
and corporate entity operating under provincial legislation, with power to 
levy a variety of  taxes at the local level for transit (Metro Vancouver, 2015).

An inherent tension exists in overcoming the governance challenge faced 
by transit decision-makers in Toronto: how to balance consistent 
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engagement from provincial and federal governments in the provision of  
public transit, while empowering municipal authorities that operate under 
institutional constraints as lower-tiered and nested governments. This is a 
question of  whether to increase government involvement from 
higher levels, or empower municipal governments to be self-sufficient 
with widened revenue tools. Lessons from other jurisdictions suggest 
that this is not an either/or answer; both federal support in the form of  
a national transit strategy as well as increased use of  local revenue tools 
are key to successful transit funding. However, the extent to which this 
is feasible in Toronto is highly contingent on its institutional history as 
a municipality within federal Canada. Currently, the City of  Toronto is 
underutilizing local user fees. These fees could be extended to cover a 
broader range of  transactions, while having the province fund social 
services (Slack, 2000, p. 61). This would allow property tax revenues to 
be allocated towards services that cannot be priced on a fee-for-service 
basis –  such as parks – thereby increasing financial autonomy at the local 
level (Slack, 2000, p. 61). As current TTC Chair Josh Colle points out, the 
TTC is not harnessing all revenue raising powers within its reach; unlike 
cities such as New York and London, which currently collect funds from 
licencing and merchandizing deals, the Commission does not collect 
revenue from the widespread use of  its logo (Peat, 2015). As well, the 
renting of  commercial and advertising space on TTC property is vastly 
underutilized. Though these tools are not sufficiently used, this can 
potentially be explained by the costs associated with setting up these 
revenue streams and regulating their functioning, but regardless the 
viability of  instituting such options is high.

In several jurisdictions, including Vancouver, transit planning has been 
successful because the local authority for public transit provision is the 
regional authority. As such, the recommendation for TTC governance to 
be uploaded to the regional transport authority Metrolinx is quite 
compelling, since this would cut out funding negotiation and project 
planning between municipal and provincial bodies and better integrate 
transit within the purview of  a more wide-sighted regional network. This 
would also enable all federal contributions, from a national transit 
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framework or equalization payments, to be better allocated towards 
transit needs, especially operating costs. From a governance 
perspective, the TTC should maintain its current Board structure, with a 
City Councillor as Chair, to ensure the municipality’s needs are voiced at 
the regional level. Considering the state of  disrepair and infrastructure 
deficit the province would be inheriting should they fully integrate the 
TTC as a subsidiary of  Metrolinx, adopting the local authority would be a 
“radical move”, but not one uncharacteristic of  current Ontario Premier 
Kathleen Wynne (Collenette, 2014). More precisely, the province should 
take over responsibility for the TTC, integrating the LRT and subway 
networks into the new GO Transit Authority and privatising streetcar and 
bus operation (Collenette, 2014).

Canada’s institutional design has greatly determined the fate of  its 
municipalities, locking them in a path-dependent course as subsidiaries of  
the provinces. The ongoing power struggle between the Canadian federal 
government and the provinces eclipses the opportunity for municipalities 
to become ‘city-states’ with the financial and legislative autonomy to meet 
transit needs. The question of  pursuing decentralization or 
centralization in solving the municipal infrastructure deficit is one that 
requires a thoughtful balance rather than treating these options as 
mutually exclusive. Although the newly elected federal government has 
pledged $20 billion in new funding for priority transit projects (CBC 
News, 2015), the vast majority of  this funding will be transferred only to 
provincial governing bodies due to Canada’s institutional design. In its 
effort to craft a national transit strategy, the federal government should 
work more closely with provincial bodies to ensure municipalities are 
allocated appropriate infrastructure funds where needed, or establish 
transparent funding mechanisms directly with municipal governments.  
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Ontario

 (2015-2016)

British Columbia 
(2015-2016)

Major Transfers (millions of  dollars)

Canada Health Transfer 13,089 4,446

Canada Social Transfer 4,985 1,693

Equalization 3,363 -

Total: Federal Support 20,437 6,139

Per Capita Allocation 
(dollars)

1,483 1,312

Appendices

Appendix 1: Sales Tax & Operating Revenue as High Proportions of  
System Revenues in Chicago (Regional Transportation Authority 2015).

Appendix 2: Federal support to Ontario and British Columbia (Depart-
ment of  Finance Canada 2015).
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Appendix 3: TransLink’s 2014 Revenue Sources Breakdown (TransLink 
2014).
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