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In 2007 a Conference Board Report estimated the annual cost of gridlock in the GTA to be $6 billion. I 

have seen credible estimates that currently put this figure as high as $11 to $12 billion. The direct cost of 

gridlock is relatively easy to quantify and in its simplest calculation it can be measured as the 

incremental labour (time), fuel and vehicular wear charges that a shipment of goods incur crossing the 

GTA above a base or normalized traffic flow rate. Of course, we can argue as to what constitutes a 

“normal” flow rate in this day and age. Nonetheless, using similar analysis a myriad of movement 

dynamics can be measured and priced; for example, perhaps in attending this seminar you took a taxi 

and in hitting stop and go traffic an incremental $3.00 appeared on the meter. I regularly take a cab 

from Yorkville to Bay and King and the meter rate can vary by as much as 30% depending on time of day. 

I walk home. 

And then there is the individual opportunity cost – the need to leave at increasingly earlier times to get 

to work is an obvious example.  Multiply these time contingencies throughout one’s day / week/ year 

and the hours become staggering.  Of course to a certain degree urbanization implies such trade-offs as 

we leave more pastoral settings behind. But isn’t this the selling feature of intensification – a lifestyle 

that allows for ready access to the cultural, recreational, and gastronomic delights of the city? I’m pretty 

sure I saw that in a condo advertisement somewhere. 

As expensive as transit infrastructure is, it is cheap compared to the alternative. 

Efficient movement of goods and people is critical to the economic viability of any urban region. The 

more efficiently they can move, the more productive our economy becomes as resources are freed to be 

directed elsewhere.  

Of course there is meaningful transit capital investment currently underway in the GTA such as the 

Crosstown LRT, but let’s be candid, the process for undertaking transit investment has become so 

politicized and ad hoc that not only are costs being driven up, worse, citizens are becoming jaded and 

cynical. The poster child for this malaise was the Sheppard line and the recent Scarborough decision - 

agree or disagree with it - was a governance debacle. 

What we build in the next 12 years will look like a bargain in 50 years’ time. 

Building subways and LRT’s will only become more expensive. As I like to remind people, the cost of the 

original subway line from Union Station to Eglinton was $67,000,000 in 1954 which translates into 

approximately $600,000,000 in 2013 dollars. However, the estimate I’ve seen to build that line today is 



in the order of $2.5 billion. As an engineer once told me, the costs associated with highly engineered 

capital/infrastructure projects never accrete at the rate of inflation – but at a much higher factor. There 

are a lot of reasons for this including growth in real wages and land assembly costs but the essential 

point is that a failure to act will lead to diminishing returns once we do act. Someone will invariably look 

back from the year 2040 and say “You could have done all that for $25 billion and you didn’t do it?”  

Transit is an investment with a measurable payback. 

We need to literally stop viewing transit expenditures that have enormous economic benefits and 50 to 

100+ year life cycles the same way we view City Hall office paper clip budgets. Everyone wants value for 

our tax dollars; but false economy is an economic death trap. 

The Big Move and Sustainable Funding 

The Big Move is as viable as any transit plan we have and a number of timely projects are underway 

representing some $16 billion in transit investment. The challenge is funding, which is largely ad hoc and 

politicized.  Where is the long term funding plan that aligns with the Metrolinx plan? It doesn’t exist. 

Yes, there are specific project allocations (Crosstown, Scarborough) and lots of blue sky promises some 

of which --- “savings from spending efficiencies” and “development surcharges” --- border on the 

delusional. (Memo to politicians: Seeking spending “efficiencies” is not a discrete event; it is something 

you are supposed to do every day you go to work.)   

The Province has some tremendous assets that can be sold - the LCBO, Hydro etc.  and of course a 

significant realty portfolio - but there is no real will or consensus to monetize anything except the most 

marginal assets. Moreover, the sale of the 407, while successful in the context of its time, soon proved 

to be one of the worst financial transactions ever undertaken in this country with some $12 billion left 

on the table. 

The Big Move needs a Big Funding Plan 

A Capital Market Solution 

Ontario has literally no incremental borrowing capacity within its current revenue base as total 

provincial debt has doubled in the past 12 years.  In the absence of incremental revenue streams any 

further borrowing will lead to a credit downgrade which in turn could - but is unlikely to in the near term 

- lead to increased borrowing costs on its entire $270 billion debt portfolio as it rolls over. No credit 

agency is going to be fooled by carve-outs of existing revenues, however, with the right incremental 

revenue tools some incremental borrowing capacity can be created in the current environment without 

risking a downgrade.   

The Province of Ontario’s long bond (30 – 40 year) borrowing rate is 3.65 to 3.8%. This remarkably low 

rate reflects the extraordinary effect of Central Bank quantitative easing and the search for yield by 

institutional investors. It also presents a historic opportunity to accelerate a transit plan such as The Big 

Move.  



The key to such a plan is twofold: a dedicated ‘in perpetuity’ revenue stream; and a legal entity tasked 

to execute the Big Move that is politically unassailable. 

In the current capital market environment $100 million in real incremental provincial revenue can 

support approximately $2.5 billion in long-term incremental borrowing capacity. (I’m using the term 

“support” to mean carry without amortization. This is obviously simplistic but nevertheless illustrative.) 

To be clear, even with incremental revenue streams the Province’s borrowing capacity is not infinite. 

However, in our view there is room for a $12 to $20 billion borrowing program specifically dedicated to 

fund a transit/infrastructure program.  If the Province were to dedicate a new revenue stream in 

perpetuity to a defined transit plan, then a 5 – 8 year $12 to $20 billion long-term debt plan can be put 

in place which raises the required $2 billion per annum Metrolinx has stated they require in the 

intermediate term. 

Before I turn to the source of this revenue let me emphasize a few points: 

1. Transit infrastructure such as subways are capital assets with long life-cycles generating 

significant economic benefits. Funding such assets with some leverage is both logical and responsible in 

this (very) low interest rate environment. All borrowing is not ‘equal’ - these are not union entitlements 

we would be incurring debt for. 

2. Attempting to fund $20 to $50+ billion in transit infrastructure --- The Big Move --- within 

current budget parameters/envelopes is a very formidable if not implausible task. By utilizing the capital 

markets at the initial stages of the plan the Province can more smoothly introduce incremental funding 

streams over a longer time period.  In other words, unless there is the political will or intent to raise the 

sales tax 1% from the get-go --- or to dramatically increase user pricing ---  then raising the $2 billion 

needed annually will be a challenging revenue mash-up. 

3. Although the indebtedness will eventually be consolidated on the Province’s balance sheet, it is 

imperative that these funds be used as intended. Whichever agency is empowered to execute the 

transit plan --- it must be mandated to do so without political interference. If Metrolinx is to be the 

conduit, then its board can be re-balanced between ‘technocrats’ and regional governments. The 

mandate is execution, not political gamesmanship. An interesting --- if somewhat controversial --- model 

is the GTAA. In other words, an autonomous and inviolable ‘Transit Trust’ must be created. 

4. Where revenue tools are Province-wide those sums that are generated in the GTA will go to 

Metrolinx/the Transit Trust (the Province borrowing on its behalf such as in the case of OEFC) with the 

balance going to a segregated fund/trust to be used for transit or road infrastructure in other Ontario 

municipalities. 

5. Funds can be allocated geographically pro-rata by population, or arguably, pro rata by revenue 

generation. 

6. It is estimated that each dollar of capital expenditure will need another dollar+ for 

operational/maintenance shortfalls. This is a problem that can be addressed in the staging of a financing 



plan. It is also reasonable that the local municipalities assume some cost responsibility for incremental 

operation + maintenance. 

Incremental Revenue Sources 

It’s the Gasoline Tax 

Gasoline excise taxes in Ontario total 24.3 cents --- the Province levies 14.3 cents per litre and the 

Federal government levies 10 cents – plus HST. This is one of the lowest combined rates in the OECD (by 

comparison, the UK and Germany each levy approximately C$0.90 per litre plus VAT). Ontario has not 

increased its gasoline excise taxes since 1993, yet the per litre price of regular gasoline in Toronto has 

behaved as follows since that time: 

December 1993  $0.45  

October 2004  $0.61  

September 2005    $1.38 

December 2006  $0.75 

November 2008 $1.38 

January 2009  $0.69 

May 2011  $1.40 

Current   $1.30 

Clearly there has been considerable volatility in gasoline prices with the current level triple the 1993 

price yet with the exception of the HST, provincial revenues have remained static (per litre, not in total) 

and have therefore declined significantly in real terms. This is completely counter-intuitive for many 

reasons, starting with environmental responsibility. Indisputably, rising fuel prices encourage individuals 

to consume such resources more efficiently which has tremendous positive environmental and 

economic benefits. During the 2005 spike in gasoline prices auto manufactures reported a virtual 

collapse in SUV sales and a spike in fuel-efficient/hybrid auto sales.  Carpooling increased, etc.  

I would further suggest that individuals who use their cars on a daily basis would be willing to pay higher 

gasoline taxes if they believed such taxes were genuinely dedicated to transit infrastructure and 

therefore road congestion relief. To put matters rather bluntly, if we are willing to pay higher prices 

which flow to petroleum corporations and (often) unsavory political regimes,  certainly we should be 

willing to pay upwards of 5 to 10 cents in additional gas taxes to invest in our own economic future. 

(Note the price differential between the May 2011 peak and today is coincidentally 10 cents). 

 

 



One cent of gasoline tax in Ontario translates into $180 million in revenue.  

If the GTA is described as Hamilton to Oshawa to Newmarket then it represents approximately 55% of 

the Ontario population therefore the GTA’s share per incremental penny of gasoline tax is $95 to $100 

million. This in turn can sustain the aforementioned $2 billion in new borrowing. 

If gasoline excise taxes are raised province-wide, then the non-GTA portion can be used outside of the 

Metrolinx/Transit Trust for such items as new buses in Ottawa and Sudbury, road improvements, etc. 

Lastly, an increase in gasoline taxes is exceedingly simple to implement and administer as the revenue 

collection mechanisms are already in place. 

Parking Levies 

In my view, a parking tax is the 2nd most logical revenue source after an increase in gasoline levies, but 

applied universally parking lot levies will be very difficult to administer (e.g. strip malls). However, 

municipalities such as Toronto have parking authorities (the TPA) that can apply a transit fund tithe to its 

revenue streams - and there are innumerable hourly/daily/monthly commercial operators throughout 

the GTA that already collect HST. A transit levy on commercial parking spaces is therefore straight-

forward to administer and in effect a more precisely targeted sales tax.  However, in (wisely) excluding 

strip malls, apartment buildings, etc. the incremental sum will be significantly lower than the $350 

million Metrolinx target.  The Province should have hard data as to HST collections from commercial 

parking operators in the GTA to enable an accurate revenue estimate. 

I would suggest leaving the TPA’s incremental revenue capacity in the municipality’s hands to fund 

either their share of incremental operating costs or transit projects that are outside of the Metrolinx 

plan. The TPA generates $115 million of gross revenue for Toronto. An 8% across-the-board transit tithe 

translates into $9+ millions of incremental revenue which in and of itself could sustain almost $200 

million of borrowing capacity for the City. Moreover the TPA owns significant real estate assets and as 

they have demonstrated at 37 Yorkville Avenue, these assets can be lucratively monetized. 

Road Tolls + Congestion Charges 

For a new dedicated highway like the 407 - sure, but for anything else a nightmare of implementation 

and motorist backlash. People gas-up once per week but they’re on the roads every day. Moreover a 

parking levy is a de facto congestion charge. 

Sales Tax 

An incremental 1% in sales tax is worth $2.4 billion in Ontario. This alone (or rather 50%) could fund a 

substantial portion of any GTA transit plan --- unleveraged. However, an HST sales increase is a 

considerably more regressive tool than a gas tax increase. 

 

 



Corporate Taxes 

This is an inefficient and unrealistic way to fund a transit plan. First and foremost companies will look to 

pass on any incremental costs to consumers. Secondly, they will seek to mitigate and avoid such taxes. 

This may appear to create good optics, but optics is a poor substitute for a viable plan. 

Conclusion  

1. Introduce a yearly 1 cent increase in gasoline excise taxes over the next 5 to 10 years. 

2. Dedicate the incremental tax in perpetuity to Metrolinx structured as a Transit Trust.  Without a 

Transit Trust taxpayers will rightfully respond cynically to any incremental tax plan. The GTAA is a model 

to emulate wherein it is isolated from volatile political interference. Pearson may have the highest 

landing fees in North America but it is inconceivable this world class facility would have been built had 

the governance structure not been modified.  

3.  Adjust the Metrolinx/Transit Trust governance to reasonably balance stakeholders with 

‘technocrats’. 

4. Securitize the revenue attributed to the GTA by issuing 30, 40 and even 50 year bonds raising $2 

to $2.5 billion per year and $12 to $20 billion in total to fund the next phase of the ‘Big Move’. 

5. Place the non-GTA funds in a separate trust for transit infrastructure/rolling stock/etc. in other 

municipalities/regions. Since those regions will not have the enormous capital demands of the ‘Big 

Move’ there is no reason to securitize those monies. Alternatively, rebate the incremental gasoline 

levies to the municipalities directly as collected. 

6. The tax needs to be phased in as it makes no sense to raise and borrow all the monies up front if 

they are not needed. Negative carry is quite punitive. Moreover, one cent per year is innocuous let 

alone palatable given the aforementioned volatility in gasoline prices. 

7. We strongly recommend against a ‘sinking fund’ bond strategy. Firstly, investors hate sinking 

funds --- they want the certainty of maturity. Secondly, there should be some thought given to the 

asset/liability mix when weighing bond retirement vs. rollover. Some percentage of later year 

incremental taxes can be set aside for debt amortization (essentially creating a sinking fund, however, 

negative carry again becomes a factor). This entails fairly complex but nonetheless conventional 

financial modelling predicated on a variety of variables such as future interest rates.  

8. Concurrently or subsequent to a gas levy, introduce a commercial parking levy. 

9. Start Now. 


