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Conversation Starter
Infrastructure Program Models and the Interest Based Approach
Please note: The following paper was prepared by a working group of NIS organizers, and is intended to provide NIS participants with points for thought and discussion in advance of the summit.  This paper does not necessarily reflect the positions or perspectives of the speakers invited to participate in the Infrastructure Program Models & Governance theme.

INTRODCUTION
In The Wealth of Nations, Adam Smith wrote, “The third and last duty of the sovereign or commonwealth is that of erecting those public institutions and those public works, which, though they may be in the highest degree advantageous to a great society, are, however, of such a nature that the profit could never repay the expense to any individual or small number of individuals.”
  Two-hundred and thirty-five years later much of the current public infrastructure in Canada is aptly captured by Smith’s quote.  All levels of government provide public works that, while essential to the functioning of our society, are not typically attractive enough to be fully funded through private investment.  The intent of this paper is to consider program models in use today in Canada to finance municipal infrastructure projects, and to present the idea of using an interest-based approach to develop a multi-party comprehensive strategy addressing the Canadian municipal infrastructure challenge.  

Municipalities in Canada face a series of infrastructure challenges which individually and collectively pose significant and increasing demands on public finances.  These challenges include the aging and deterioration of infrastructure assets which, when combined with insufficient allocation for infrastructure renewal, leads to growing infrastructure deficits.  At the same time, growth, urbanization, resettlement, development, and shifting public priorities, all drive investment in new infrastructure – further increasing the overall stock.  Meanwhile, an aging population, technological innovation, health and environmental concerns, climate change, and regulatory changes all transform the way in which infrastructure is funded, built, serviced, and maintained.  

Government policy decisions, at all levels have, until recently, served to magnify these challenges.  Municipally, lax land-use control drives urban infrastructure sprawl, while the choice not to realize full-cost recovery for 

services and utilities has enhanced the deficit within some municipalities.  Federally and provincially, policy-driven budgetary restrictions resulted in an underfunding of support for municipal infrastructure which further enhances the existing deficit.  
The last two decades have seen an increasing amount of public interest paid to these concerns.  Academic, governmental, business and community leaders have all advocated for the need for new solutions in 

the area of infrastructure investment.  This paper begins with an overview on the various aspects of program models in use in Canada to finance municipal infrastructure.  The paper concludes with a presentation of an interest-based model for developing a new multi-party plan for Canadian municipal infrastructure.

EXISTING INFRASTRUCUTRE PROGRAM FUNDING MODELS
This paper looks at four aspects of existing models for infrastructure programs.  The first aspect presents the various sources of funding; the second considers the various funding combinations in use.  The third aspect of program models is how funding is allocated.  The final aspect is program decision-making and inter-party dialogue.  Each of these aspects will be considered in turn.

SOURCES OF FUNDING
There are multiple sources of potential funding for municipal infrastructure.  The most common source is municipalities themselves through use of general revenue, user fee structures, and utility models.  Provincial governments, as the order of government constitutionally empowered to make laws regarding municipal institutions, are a common source of municipal infrastructure funding.  Federal government investment, although sometimes perceived as an intrusion on provincial jurisdiction, has become more common in recent years.  Federal investment has typically been used to support economic stimulus or direct infrastructure development in line with federal priorities.  First Nations have also been involved in providing funding to support municipal infrastructure, most often in either joint or regional projects.  Community-based funding is also used to support infrastructure, typically for recreation and culture projects.  Community-based funding can include citizen fundraising efforts, lottery funds, and/or direct organizational financing.  A final source of funding for infrastructure is private sector investment.  Public-private partnerships (P3s) have always existed as a mechanism for investment in infrastructure.  However, these P3s have become more common for municipal projects as the size and scope of required investment has grown.

Funding Combinations

With six different sources for funding, there are many potential combinations for infrastructure funding.  All of these combinations can be rolled into either sole-source or multi-party investments.  While municipal sole-source funding of infrastructure is common, this paper focuses only on program models resulting from multi-party investments that involve at least one non-municipal partner.  Within this framework, investment combinations can include bipartite, tripartite, and multi-party scenarios.  Typical bipartite funding involves the use of municipal revenue to leverage investment from provincial, federal, or private sector investment.  Tripartite funding is most common when all three orders of government invest.  Multi-party investment can occur in many scenarios and is common in recreation or cultural infrastructure.

FUNDING ALLOCATION
Assuming infrastructure investment taking place in a single municipality and involving multiple funding partners, there are various ways in which that funding can be delivered.  Funding can be made available to municipalities via a general per capita distribution, category-based models, or project-specific support.  Some programs, such as the federal Gas Tax Program are actually a hybrid of all three allocation mechanisms.  The Gas Tax Program provides federal funding on a per capita basis to municipalities.  This per capita funding is available to municipalities to fund approved projects from within a range of categories.

Per capita funding can be made available to municipalities on a conditional basis, as in the Gas Tax Program, or an unconditional basis.  Category or project specific funding is by definition conditional.  Funding can be offered on a one-time basis or on a long-term or multi-year basis.  Additionally, funding may be conditional on matching funding being provided by other parties.  Typical arrangements for municipal infrastructure involve fifty percent funding for bipartite agreements and thirty-three percent funding for tripartite agreements.  Although these are common arrangements, funding can be allocated along any mutually acceptable division of percentages.

The above funding allocations are applicable to projects funded by multiple orders of government.  While private investors might have similar arrangements for cost-sharing, the objectives for investment differ from that of government.  Provincial and federal governments typically invest in municipal infrastructure to achieve particular policy objectives or to support the public good, without consideration for direct financial return.  Private investors on the other hand are rightly concerned about profiting from the investment in infrastructure.  Consequently, the specifics of agreements emerging from P3s are likely to be different than those outlined above.

DECISION-MAKING AND INTER-PARTY DIALOUGE
In most current infrastructure funding models, program decision-making rests exclusively or primarily with the highest order of government involved.  Even when matching contributions are required for tripartite funding models, the development of priorities for program expenditures rarely involves meaningful input from all concerned parties.  A result of the lack of local input is the tendency for municipal governments to chase program funds and alter local infrastructure priorities.  This model discourages proactive management at the local level by inadvertently punishing municipalities that invest in priority infrastructure areas, just not in synchronization with the timing of senior government funding priorities.  Most existing models also emphasize top-down program governance and decision-making, limiting the opportunities for collaborative innovation.    

Not surprisingly therefore, typical infrastructure dialogue between governments in Canada has been positional.  Positional dialogue can be characterized as ‘two solitudes’ with little effort on the part of parties to acknowledge and accept the priorities of others.  In the end, one or all parties leave the dialogue feeling unsatisfied with the outcome.  Meanwhile other potential partners, notably citizen groups and the private sector are traditionally excluded from engagement in infrastructure dialogue.   

AN INTERST BASED APPROACH
In determining the correct role for all possible players in the municipal infrastructure realm, this paper suggests an interest-based approach is needed.  This involves gathering feedback from all orders of government, citizens, and the private sector on the priority interests and principles that must be satisfied to develop a comprehensive infrastructure governance model.  Such an approach accepts the principle that the interests of different parties may not always align.  The goal of an interest-based approach is not to choose from amongst competing priorities but rather to understand underlying interests, motivations, and values and identify win-win solutions that allow the true interests of all parties to be satisfied. 

Critical to the success of this approach is that all parties willingly and constructively engage.  All parties must want to work towards solutions.  At the same time, to foster the necessary environment of open dialogue and constructive progress, each party must be prepared to acknowledge the interests of other parties as valid.  Parties must be prepared to accept the interests of others, at least to the extent that they do not subjugate their own interests.  

Interest-based approaches take openness in dialogue and creativity in solutions.  Innovation and creativity are essential to effective long-term infrastructure planning in general.  When seeking mutually acceptable multi-party solutions, this same innovative spirit is required.  Parties should be prepared to openly question traditional models, relationships, arrangements, and processes.  Creativity in solutions allows for the recognition that identifying and implementing an interest-based solution might require a new way of looking at the issue.

A common argument against an interest-based approach is perceived challenges with addressing power imbalances between parties.  Relationships between parties to the municipal infrastructure issue commonly display such imbalances.  Counter to common thought, studies suggest that asymmetry in the distribution of power amongst parties actually tends to produce more mutually satisfactory outcomes more efficiently than in symmetrical power relationships.   Perceived power imbalances can also be managed by competent facilitators in an interest-based model.  Finally, as Michel Foucault points out, “The true potential of mediation (interest-based approach) lies in moving the dispute process...to a ‘power with’ approach, where power means focusing the parties’ abilities on the achievement of a commonly agreed resolution.” 

Recent developments have perhaps signalled an openness to pursuing an interest-based approach to infrastructure.  The Provincial-Territorial Ministers Responsible for Local Government presented a series of mutually-agreeable interests to the federal government.  Their submission focused on provincial-territorial interests regarding federal investment in municipal infrastructure.  This is an important first step.  

It is equally important that provinces identify their own interests in municipal infrastructure.  These interests might not be universally shared between all provinces and territories, and so a Canada-wide interest based approach might in fact only be possible through the development of processes in each provincial and territorial jurisdiction.  At the same time, municipalities and the federal government must be fully engaged in these discussions.  Finally, it would be difficult to embark on a proper interest-based approach to infrastructure without the direct involvement of the private sector. 

Will an interest-based approach to developing multi-party solutions be the cure-all for Canada’s municipal infrastructure crisis?  No.  However, interest-based approaches allow parties to better understand one another and the underlying needs/interests that drive positions.  Through genuinely open and constructive dialogue between partners, and through creative solution design, all engaged parties can progress towards new infrastructure program models that meet interests and achieve success.

QUESTIONS FOR THOUGHT AND DISCUSSION
1.
What is your desired future for the design of programs and models to fund municipal infrastructure?

2.
What elements of an interest-based approach might prove successful, and which elements may not work? Why?

3.
Assuming an interest-based approach, what are the key interests of the various parties (citizens, private sector, federal, provincial, and municipal)?

4.
Setting aside the interest-based approach, what other models for multi-party solutions do you see as being viable for the municipal infrastructure issue?
� Smith, Adam.  An Inquiry Into the Nature and Causes of the Wealth of Nations. 1776. p.492.  Google Books. (accessed August 10, 2010).





