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INTRODUCTION

Municipa governments have received more than the usud amount of attention during the past
decade. Some sgnificant reshuffling of provincid-munidpad responsihilities, for which Ontario stands
out, and some high profile andgamations (notably involving Toronto, Halifax and Montred) have
attracted media and public attention. Somewhat in their shadow, more modest changes have aso
occurred (e.g., Nova Scotia) and, in addition, many studies have investigated options for the
organization, responsibilities and financing of municipa government.” Also, various provinces have
revised their municipa government legidation to liberdize municipa authority often by granting
municipalities ‘natura person’ powers?

From another perspective, municipdities, and especidly the cities, have been the focus of
examinations by various public policy centres. For severa years now, the Canada West Foundation
has been engaged in its mgjor Western Cities Project.® Previous to that, the Ingtitute for Research on
Public Policy undertook a project on city-regions (Hobson and St Hilaire, 1997). Contributions have
come from the C D Howe Ingtitute (Kitchen, 2000; Slack, 2002) and the TD Bank Financid Group
(2002). Initslatest ‘territoria review’ of Canada, the OECD includes mgjor sections addressing urban
and metropolitan issues (OECD, 2002). The Canadian Tax Foundation recently published a series of
papers as a symposium on municipa finance and governance reform (Canadian Tax Foundation, 2002).
The Canadian Policy Research Networks undertook a group of studies focussing on the federa
government’srolein dities* Complementing these independent works, the federa government
established the Prime Minigter’ s Caucus Task Force on Urban Issues which reported in November
2002. To round out these highlights of the evidence, there have been a number of conferences on
municipa issues of which this one and the Ingtitute for Public Economics ‘Paying for Cities' conference
are among the most recent.

Why this surge of interest and activity in municipa, and especidly urban municipd, affars?
Perhaps an underlying cause is a sense that municipaities are not living up to expectations or to their
potentid. Looked at from a somewhat different perspective, perhaps there is afeding that municipa
governments are becoming less able to achieve their goas and meet the needs of their resdents. The
validity of ether of these speculations could be debated.

Those recently addressing municipa issues regularly motivate their discussons with reference
three mgjor factors -- urbanization, globa competitiveness, and the fiscd squeeze. Canada is becoming
amore urban nation. About 63 percent of the population now livesin one of the 18 Census
Metropolitan Areas. Because urban municipa governments impact more upon their resdents’ lives than
their rural counterparts, urbanization could be an important contributor to the growing profile of
municipa government. However, as Robert Y oung (2002) points out, only 37.8 percent of the
population live in the C-5 cities of Toronto, Montred, Vancouver, Cagary and Winnipeg, and so, one
needs to be cautious (electora balance asde) about the support for mgjor transfers or concessions from
federa and provincid governments for solving city problems.



Globalization receives the obligatory nod. Thereiswidespread reference to cities asthe engines
of growth and the necessity of viable cities for the nation’s competitiveness. Without doubt, the
functiondity and livability of citiesiscritica but, to avery large extent, they dways has been for both
local reasons aswell as for domestic and international competitiveness. While growing
internationdization probably increases the competitive exposure of dl municipdities margindly, only a
few mgor citiesin the country are likely to find the competitive pressure markedly increased. Even
then, the determinants of their internationa competitive postions are by far dominated by provincid and
nationd policies. Still, internationdization adds some impetus to the need for effective and responsve
local government.

Much mention is made to afiscd squeeze on municipa government. Thereis frequent reference
to ‘down loading’ by the provincid, and even the federd, government athough that down loading is
often not well defined. Particularly in the face of new expenditure responsibilities or the perception of
expanding loca needs, municipdities fed unduly congrained by their rdiance on asingle mgor tax, the

property tax.

To these three factors, | will add afourth, which I will refer to asthe lack of voice. By this|
refer to the municipalities concern that they are not engaged, or properly engaged, even when they are
affected by the decisons and actions of the provincia and federal governments. The upper tiers of
government change funding arrangements, initiate or terminate programs involving the municipdities or
independently pursue their own activities but having loca ramifications without (gppropriate)
consultation and coordination. Such results are vexing to the municipdities.

Because much of the concern over municipa government relates to fiscal matters, the objective
of this paper isto examine municipa governments fiscal Stuaion and, particularly, their
intergovernmenta fiscd relations. The main directions are to outline what is, to identify the forces
shaping the structure, and to explore what might be. Studies of the municipdities circumstances and
their relationships with other governments identify numerous issues or rel ationships needing attention.
The main portion of the paper begins by outlining those issues because they are reveaing and because
they provide a platform for analysing later the directions and scope of possible reform. Thefiscd
picture follows and included there is a search for evidence of the seriousness of the municipd fisca
problem. Drawing upon the theory of fiscd federalism, criteriafor assessing fisca arrangements are
outlined and then are then utilized to reflect back upon the current arrangements and the
intergovernmenta issues previoudy identified. Various suggestions have been advanced as to how
nmunicipa finances and intergovernmenta fiscal relations might be reformed. A number of those are
outlined and assessed. Discussion and conclusions completes the paper. For asummary look ahead,
this andys's suggests that the future of municipdities will largely be in their own hands but their strength
and dexterity could be improved.



MUNICIPAL (LARGELY URBAN) ISSUES

The issuesidentified in the discussion tend to break down largely to (broadly) intergovernmentd
relations, to fisca matters, and to concerns about autonomy. Numerous studies have noted concerns
that | place here into the intergovernmenta relations category.® The predominant items appearing on
those ligts are Aborigind people, immigrants and their settlement, and affordable housing. With
extreordinary Stuations reating to (at least) hedlth, housing, employment, justice and culture and with
their extengve migration from traditiond areas to (especialy) the urban environment, Aborigind people
have become a greater concern for municipa governments. This concern is grestest in many of the
citiesin western Canada where the concentration of Aborigina peoplein the citiesislargest and their
problems serious. Lags and dippage in the response to these devel opments by both the federd and the
provincid governments have left municipdities directly exposed to and sharing the problems of the
Aborigind community.

Immigrants settlein cities. In fact, dmogt haf of new immigrants choose Toronto and another
quarter sttle in either Vancouver or Montred. Despite good education and skills, recent immigrants
face high levels of unemployment and poverty. Problems with settlement and successful integration into
the community bring them to locd atention.

The diminished supply of new affordable housing and the growing demand puts many
households in difficult Stuations. Homelessnessis arelated consequence and one that, because of its
vighility, becomesaloca concern thrust upon municipa governments. While these issues are not
primarily municipa responshilities, they have loca consequences, they draw local attention, and many
actions to redress them are locally directed and are best addressed at a small local scde. Hence,
municipa governments reflect a concern and fed a need to be involved even when the federal and
provincid governments have the mgjor respongbilities and the appropriate resources. Thus, the need
for effective intergovernmentd relaions and, in part, ensuring an gppropriate voice for municipa
government.

Fiscal matters have been a continuing concern of municipal governments® Thisissuetypicaly
focuses on fiscdl cagpacity and on fiscal arrangements with other governments. The varigbility and
uncertainty of intergovernmentd transfers irk municipaities. Under recently growing pressuresto rely
upon their own revenues and to meet the costs of down loaded respongibilities, municipdities fed even
more condrained by their limitation to a single mgor source of taxation, the property tax. Recently, the
need for greatly expanded infrastructure investments is seen as required to tackle a growing
‘infrastructure deficit’” and, notably, to meet the needs for expanded public transportation systems.

In changing circumstances, municipdities see aneed for more autonomy. That is, if they areto
cope with broadening responsbilities or, at least, the expanding concerns they see on their doorsteps,
they see aneed for aclearer definition of roles and/or more flexibility in what and how they can address
thoseissues. As'‘creatures of the provinces the legidation and the interpretation of thet legidation has
been quite redtrictive.



THE FISCAL PICTURE

AN OVERVIEW

Consder first Canadd s government sector and the municipd role within it. Table 1 reports
expenditures for the three levels of government as a percentage of gross nationa expenditure for
selected years from 1965. There are a number of interesting festures to note. Government (in total) has
become rdlatively larger -- from representing about one-quarter of GNE in 1965 to just under one-half
before declining to about two-fifths. Expenditures of both the federa and provinciad governments have
grown (while that of the local sector has remained rlatively congtant). The Sze of the federd
government, however, declined rlatively since 1985 leaving the federa share of GNE at 18.2 percent,
somewhat larger than its 14.9 percent in 1965. Thefiscd role of the provincid government has grown
the most -- from 11 percent to 20.3 percent of GNE -- as particularly health care and education
(provincid) respongibilities have grown. The magnitude of dl governments rdaive to GNE has declined
since 1995. This development isthe result of aresurgence of the economy which increases the
denominator of the ratio and government expenditure restraint.

Table 1

The impact of fisca restraint is demongtrated in Table 2 which shows the budget baances
(deficits and surpluses) of the federa and provincid governments from their 1988-89 fiscd yesr.
Deficits grew in bath until the early to mid-1990s and then declined and eventually changed to surpluses
with acombination of expenditure restraint (Sometimes even cuts) and revenue growth. One mechanism
for controlling expenditures by the individud governments was to reduce transfers to other
governments.” Both the federal and provincid governments did this. The federal government, notably
with the replacement of the Established Program Financing (EPF) and the Canada Assistance Plan
(CAP) with the Canada Hedlth and Socid Transfer (CHST), cut its transfers to the provinces and
territories from $29.8 hillion in 1995-96 to $24.6 in one year (from 1995-96 to 1996-97). In pardld,
the provinces reduced transfers to municipa governments from about $10 billion annualy to about $3
billion and largely held transfers to school districts constant.? (Federa to provincia transfers have since
recovered but not so the provincia to municipd transfers) Thelocd school and municipd authorities
make no pardld transfers so have no smilar recourse. As shal become more gpparent below, the
reductions in trandfers to the municipa governments have had a subgtantia impact on their fiscd
Stuation.

Table2

An noted above, the relative magnitude of local government has been fairly congtant.
Expenditures by loca government represented 7.8 percent of GNE in 1965 and 8.0 percent in 2000
(Table 1). Locd government is made up of genera purpose loca authorities (municipdities) and loca
school authorities (school digtricts).” 1° Attention hereis on the municipalities. Unfortunately, separate
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datafor municipa and school authorities are not available prior to 1988. In 1988, municipa
expenditures amounted to 4.5 percent of GNE and in 2000 they account for 4.3 percent. Despite the
dightly lower percentage, per capitarea (GDP deflator adjusted) dollar expenditures by municipa
governments increased 15 percent over this period.

The per capitalevels and percentage digtribution of municipa expendituresfor 2001 are shown
in Table 3. Therange of per capitamunicipa expendituresislarge -- from alow of $378 in Prince
Edward Idand to $1948 in Ontario. The (population weighted) average for Canadais $1545. The
provinces tend divide into two groups. For Quebec and the provinces further west, per capita
expenditures are reatively high (above $1050) while in Atlantic Canada, those expenditures tend to
lower (below $1050). Nova Scotia defines the upper end in Atlantic Canada because its municipal
governments, unlike esawhere, contribute significantly (14.2 percent of municipa expenditures) to
schooling and, at 4.5 percent, ill finances more than the norm of socid services dthough that share has
dropped dramaticaly (from 23.3 percent in 1988) and with afina reduction to occur in 2003. Ontario
municipdities are the highest spenders because one-quarter of their outlays go to fund socid services.
Otherwise, the Ontario outlay would be second to that in Alberta. Among the other provinces, the
average share of expenditures going to socid servicesis under one percent. Ontario has had atradition
of placing somewhat more expenditure responsbilities on its municipdities than other provinces but the
loca government “reforms’ introduced during the 1990s exacerbated that burden. The province
assumed full respongibility for funding schools (with new provincid property taxes to contribute to the
cost) and, in exchange with the locd levd, shifted avariety of responshilities (notably al socid housng
cods, the costs of maintaining previoudy provincia highways and hdf of the cogt of land ambulances) to
the municipal governments™ This reassgnment of responsibilities to the municipdities, particularly the
socid services component, contrasts with the prevailing pattern and is contrary to “best practices’
recommended by students of fiscal federalism. There will be occasion to reflect more on this below.

Table 3

Socid servicesin Ontario and education outlays in Nova Scotia address the mgjor anomdiesin
Table 2. Tothis, only the low share of protection costs in Newfoundland and Labrador might be
added. Otherwise, the patterns are quite homogeneous. The mgor expenditure areas are protection
(eg., fireand policing), trangportation, environment (water and sewerage services, solid waste
management and recycling), plus recrestion and culture. Together with genera services (municipa
adminigtration), these categories account for over 85 percent of municipa outlays. Debt servicing costs
averaged five percent in 2001 but ranged from 1.7 to 11.1 percent. Unlike the federa and provincia
governments, municipalities cannot borrow for operating purposes but only for capital expenditures.

A perspective on the revenue side of the municipa accountsis provided by Table 4. Naturdly,
per capita revenues correspond closaly to expenditures so it is the revenue sources that are of most
interest. There are two magor sources of revenues -- those from own sources and those from
intergovernmentd transfers. Transfers, or grants, accounted for 17 percent in 2001 and own-source
revenues for 83 percent. Property and related taxes are the main source (63 percent overdl) of own



revenue and representing, across Canada, 52.2 percent of tota revenue. Property and related taxes
consist of real property taxes and property related taxes. Real property taxes provide, on average,
41.9 percent of total revenue. The difference between the two primarily consists of business taxes,
grantsin lieu of taxes from other governments and their agencies, lot levies and special assessments
(usualy for specific improvements). Business taxes are not collected in British Columbia, Ontario, New
Brunswick and Prince Edward Idand. In fact, municipditiesin Prince Edward have dmaost no property
related taxes and rely on the redl property tax. Property and related taxes vary consderablein relative
importance -- from 44.4 to 73.7 percent in Alberta and Nova Scotia respectively. Due to the pattern
of interprovincid revenues, thereis somewhat less variation in the actua dollar amounts per capita
collected. Revenues from the sale of goods and services, or user charges, isthe next most important
item representing amost one-quarter of total revenue. Thus, property and related taxes and user
charges account for about 90 percent of own source revenue and 75 percent of total revenue.
Investment income is amore modest (4.9 percent across Canada) but till important source, especidly
for municipditiesin Alberta, British Columbiaand Manitoba. This revenue largely comes from utility
ownership. While own source revenue averages 83 percent of the total, and municipa governmentsin
most provinces are close to the average, it ranges from about 74 to 94 percent. Newfoundland isat the
low end and Nova Scotia and British Columbia set the upper leve.

Table4

As the importance of own source revenue varies, o does the contribution of intergovernmental
trandfers. Municipditiesin British Columbia and Nova Scotia receive only about Six percent of their
revenue from grants, those in Newfoundland get about one-quarter of their total.*> Overdl, grants
provide 17 percent of revenue. Intergovernmentd transfers essentially mean provincia to municipa
transfers. The federd grants represent no more than 2.9 percent of total revenue in any province and
averages 0.4 percent of total revenue (or about 2.4 percent of aggregate transfers to municipalities) for
dl Canada. All federd transfers are designated for specific (expenditure) purposes. Provincid tranders
may be generd purpose (i.e., unconditiona) or specific purpose. Specific purpose grants dominate,
14.2 versus 2.4 overdl, and in dl provinces but New Brunswick, Nova Scotia and Prince Edward
Idand.

Thus, municipa government represents somewhat over four percent of GNE and about 10
percent of total government expenditure. Loca expenditures are, with rare exceptions, to provide
services benefiting local resdents (notably, fire and police protection, roads and public transport, water
and waste management, and recreation and culturd services). Municipa government relies on own-
source revenues for over 80 percent of revenues. Own source revenues essentialy mean property and
property related taxes and user charges and fees. Trandfers, which are dmost entirely provincia
transfers, now account for 17 percent of total revenue (down from 23 percent in 1988). Those
trandfers are predominately conditiond. This section only sketches the main features of municipd
government today. Readersinterested in more detail might refer to Kitchen (2003). Readers should
aso be aware that while much of the concern expressed about the municipa Stuation is being focussed
on cities, there is no uniform and competible source of data for different classes of municipdities



comparable to the Statistics Canada Financid Management Series data utilized for this paper.
A FISCAL SQUEEZE?

As dready noted, considerable concern has been expressed about Canadian municipdities, and
cities especidly, being squeezed fiscdly between down loaded responsihilities, risng expectationsand a
dowly growing tax and revenue base. Thisissue is examined in thissection. Initidly, nationd data only
isconddered but then a subnational perspective is taken which proves more revedling.

A Nationa Perspective

The declining importance of intergovernmenta transfers to municipaities during the past decade
has been mentioned. Thisfesture is revedled more fully herein Figure 1 which shows federa and
provincia transfers to the municipalities as a percentage of expenditures from 1988 to 2001. Note the
decline in the contribution of transfers after 1995 and again at the turn of the century. Between 1938
and 2001, trandfers fell from 22.4 to 16.6 percent of expenditures. The actud impact is somewhat
greater because transfers had amounted to about 25 percent of expenditures during the first half of the
1990s. Detailsarefound in Table 5.

Figure 1
Table5

While transfers declined since 1988, so have the debt charges paid by municipdities. Thistoo
isshown in Figure 1 and Table 5. Debt chargesfel rather continuoudy from 1988 to 2001 from 9.5 to
5.0 percent of expenditures. To alarge extent, the 5.8 percentage point drop in transfers was offset by
the 4.5 percent drop in debt expenses. Hence, unlike some other governments, the municipal
governments relized no fiscal dividend from dedlining interest rates and possibly lower debt*®

Arethere obvioudy consequences of these and other developments for municipa expenditures?
Table 6 reports the expenditures of Canadian municipdities over the 1988-2001 period in absolute and
relative amounts and the mgjor series are plotted in Figure 2. Municipa expenditures as a percentage of
GDP was 4.54 percent in 1988, rose above five percent in the first haf of the 1990s and then retreated
reaching 4.4 percent in 2001. Note that the increase in this series (and many other considered) is due
to the dow growth in GDP during the economic funk of the (especidly) firgt haf of the 1990s. To
illustrate, see how the rise and fdl of this series pardldsthe rise and fdl of the unemployment rate series
intable 6. Slow GDP grow depressed the denominator of the ratio. Fortunatdly, the initid and thefind
years of the study period are both periods of relative economic prosperity and so comparable.

Themain point of interest in this sequence is that municipa expendituresin 2001 are
comparableif not dightly smaler share of GDP than in 1988. If municipalities have been burdened by
down loading and if they responded by spending to meet those new responsibilities, one might have
expected the share to have become larger. Similarly, expenditures as a share of persond income show
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asimilar pattern and end up at essentidly the same levels at the end as at the beginning of the period
anaysed.

Becauseit is program expenditures that matter to residents and it is program expenditures which
are being down loaded, one might expect to see better any consequences on municipa expenditures by
looking at program expenditures done™® Looking at program expenditures as a percentage of GDP
and persond income, the resulting pattern issimilar. The percentage levels a the end of the seriesis
comparable to those at the beginning athough there may be adight increase.

Another way to seeif the expenditure burden on municipa government hasrisen isto review
municipa program expenditures as a percentage of consolidated provincia and loca program
expenditures. That is, has the municipa share of subnationd program expenditures increased? Here
again, there is no obvious evidence of alarger municipa burden. The municipa percentage was 16.1
percent in 1988 and is 16.3 percent in 2001 and there has been relatively little variation in that
percentage over the years.

Generaly spesking, it gppears that municipal expenditures have kept aoreast, but redly only
abreadt, of nationa output, incomes, and other (provincid and school board) expenditures over the
1988-2001 period. The municipa expenditure burden does not seem to have increased. At the same
time, note that red (inflation adjusted) per capita municipd tota expenditures have risen about 15
percent from $1262 to 1453.%

What has been happening on the revenue side of the municipa picture? Asaresult of

diminished trandfers, own-source revenues increased from 76.9 to 83 percent of total revenue. Not
surprisingly, ownsource revenue increased between 1988 and 2001 as a share of both GDP and
persona income but it increased modestly -- from 3.40 to 3.58 percent of GDP and from 4.15 to 4.47
percent of persona income (Table 7). These are 5.3 percent and 7.7 percent increases respectively. In
the case of the revenues, it is interesting to assess them also as a percentage of persona disposable
income (PDI) because people essentidly pay local taxes out of their income net of federa and provincid
income taxes. Using persona disposable income provides a better perspective on how households may
perceive the burden of municipa taxes. As a percentage of persona disposable income, own source
revenues increased from 5.27 percent to 5.87 percent, an 11.4 percent increase over the 14 years.
Part of the risng burden of municipa own revenue in this context results from a decade of no growth in
disposable incomes. It took a decade to regain the persona disposable incomes achieved at the end of
the 1980s. The improvement at the turn of the century reflected the resurgence of the economy and tax
reductions by the federal and many provincid governments.

Table7
The increase in own revenues primarily came from increased rea property taxes. Red property

taxes rose from 32.2 to 41.9 percent of tota revenue -- a 9.7 percentage point change representing a
30.1 percent increase in the real property tax share (Table 8). Meanwhile, property related taxes



(development levies, specid assessments, grants-in-lieu of property taxes, and business taxes) grew little
over the period and declined from 16.2 to 10.3 percent of tota revenue. Sdes, fees, and charges
increased from 20 to 23 percent, the only other mgjor category to show an increase. Other own
revenue declined. The trends of the components of municipa revenues are seen clearly in Figure 3.

The contribution of transfers declines by 6 percentage points and that is closdy matched by the decline
of property related taxes. There is a contribution from sdes, etc. but the real burden of making up the
difference hasfdlen on the rea property tax.

Table 8
Figure 3

The magnitude of the property tax increase occurring between 1988 and 2001 is seen more
completely in Table 9. Thereit is shown that rea property taxes have increased 26.8 percent asa
percentage of GDP, 30.6 percent as a percentage of personal income and 33.9 percent as a percentage
of persond disposable income. These numbers represent substantia increases in what is often regarded
asalesspopular tax. The nomina per capitared property tax amaost doubled during those years and
the constant (1992) dollar per capitatax rose from $418 to $544 or by 30.1 percent.

A number of observations and tentative conclusions can be made from this anadyss of the 1988
to 2001 period. Trandfersto municipaities were reduced to two-thirds of their peak. This
eroson isthe clearest case of down loading. Fortunately for the municipalities, lower debt service costs
softened the blow athough the amount was not entirely adequate and the timing was not coincident.

The municipaities managed to maintain total and program expenditures relative to GDP and persond
income and program expenditures as a share of consolidated provincia and local expenditures. Hence,
municipa expenditures stayed aoreast of other subnational government spending. Real per capita
expenditures even rose by about 15 percent. Any new expenditure responsbilities that have been down
loaded to the municipalities over this period do not show up in an obvious way in the relative magnitudes
of municipal expenditures at this aggregetivelevel. Thisobservationisnot to deny their existence.
However, many of down loads may be smdl individualy and perhaps even in aggregate, they may affect
budget dlocation more than the overall magnitude, and much of the impact may be in capita spending
(theinfrastructure deficit) for which there is not good information at the municipd level. From the
aggregate expenditure side, there is not substantia evidence of afiscad squeeze adversdy impacting
Canadian municipa governments.

The obvious impacts of recent developments affecting Canadian municipa government has been
on the revenue sde. Clearly, own source revenues had to increase as transfers declined. Thus, the
main down loading or decentrdization resulting seems to have been on the revenue collection Sde (i.e,
the financing of municipa government). Thanksin part to the reduced debt service codts, the increase
burden on municipd taxpayers has been rdatively modest athough it till amounted to 11.4 percent
increase in its share of persond digposable income. The redl burden of increasing own-source revenues
fell to the red property tax which, as a percentage of GDP, increased 26.8 percent between 1988 and
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2001 and, as a percentage of PDI, increased 33.9 percent. The shift to real property tax allowed the
relative contributions of property related taxes and other own revenues to decline. The squeeze on
municipa government over the past decade or more appears to be primarily on the revenue sde asthey
have been required to raise property taxes (and, to alesser extent, user charges) to support alarger
share of municipa expenditures from their own sources.

It is common to hear complaints about the inelagticity of the property tax. Indeed, property tax
revenues do not automatically increase with property vaues (unlike income and sales tax revenues) lag
new developments which demand infrastructure investments in advance. However, the success of red
property taxesto increase over the study period relative to GDP, persona income, and persona
disposable income, even during a period dominated by dow or no rea income growth, suggests that the
tax can be fairly dastic when needed. The movement to market val ue assessments as the property tax
base and the trend to annua market value adjustments makes the property tax more eagtic in that an
adjustment to the tax rate may not be needed to increase the revenues. Still, the property tax isfor
many people amore obvious tax than many other, oftenlarger, taxes. Also, the move to development
charges has helped to dleviate the problems of infrastructure financing.

Despite the relative recent success in maintaining municipa expenditures through property tax
increases, one might wonder whether Canadians are pushing the limits of the property tax and perhaps
this contributes to the cals for municipa fisca reforms. Municipa governments are not donein their use
of thistax. In the few provinces where school boards il have significant taxing power, they share the
property tax base. Notably, the provinces which have recently ‘provincidized school financing have
dso actudly or in effect provincidized the (what was the local) school property tax. School property
taxes in many provinces can amount to as much as municipa taxes and, where school financing has been
provinciaized, the taxpayer (unlike for municipa taxes) sees no direct loca benefit. The combined
burden of the school and municipa property taxesislarge. Table 10 shows consolidated provincid and
locdl property taxes as a percentage of persond disposable income. The levelsin the 1990s well
exceeded five percent and there have returned to the levels of the 1960s which put stress on locdl
school financing and prompted the large expanson of provincid grantsin support of schooling which
reformed schoal financing during the years when the baby boomers reached school age. That funding
reform led to notable reductionsin the overdl property tax burden. Those lower levels are again behind
us and one might wonder whether the return of may might be critica levels of property tax burdens will
press for further reform. Perhaps economic growth and growing PDI will lessen the pressure.

However, alogic change in the circumstances would be for the relevant provinces to reduce their
property taxes and fund schooling entirely out of generd revenues leaving the property tax field entirely
to municipa government.

A Sub-nationa Perspective

Nationdly aggregated data can be helpful but, because municipd affairs are provincia palicy,
they can mask as much asthey reved. Hence, it isadso useful to consider amore provincid or, at least,
Sub-national perspective. A province by province review exceeds the mandate but it is useful to focus
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to some extent on Ontario because it has followed arather different gpproach with its municipdities and
aso inits most recent reforms. Hence, Table 11 presents a series of municipa fisca characteristics for
Ontario and for the rest of Canada excluding Ontario over the 1988 to 2001 period. To supplement
that data with some information for the other provinces, Table 12 provideslargely pardld information
by province for the years 1988 and 2001 only. Together, the information in these tables affords some
perspective on municipd fisca Stuaions a the subnationd level.

Table 11
Table12

Theinitid two columnsin Table 11 compare transfers as a percentage of municipa expenditures
for Ontario and for the rest of the country. For Ontario, transfers amounted to 31.4 percent of
expendituresin 1988, 36.8 in 1994 and 20.3 in 2001. For Canada without Ontario, the corresponding
figures are 15.8, 15.4 and 13.2 percent which suggests a much more stable pattern of transfers outside
Ontario. That concluson would befdse. Infact, asindicated in Table 12, grantsin al other provinces
but Quebec have been reduced much like those in Ontario. In Quebec, however, transfersto
municipalitiesincreased by 75 percent over this period. The magnitude of the Quebec grants offsets, in
the aggregate, the reductions in the other eight provinces and leaves the totd transfers for the group
excluding Ontario rdaively sable. In this casg, it is Quebec which isthe anomaly.

Debt charges as a percentage of municipa expenditures did fal in dl provinces but Manitoba
where they essentidly remained congtant (Table 12).

Municipa program expenditures as a percentage of consolidated provincia and loca
expenditures are larger in Ontario than in any other province and that pattern was maintained throughout
the period. In fact, Ontario isthe only province in which municipa program expenditures rose (from
22.710 25.5 percent) as a share of consolidated provincia and local expenditures. Elsewhere, but for
New Brunswick, the municipa portion actudly fell; from 15.7 percent in 1988 to 14.1 percent in 2001.
This result suggests that in most provinces, any down loading of responsihilities did not (et least yet) leed
to ardatively larger municipal sector.

The trendsin ownsource municipa revenue as a percentage of persona disposable income
aso differ between Ontario and elsewhere. In Ontario, the own- source revenue burden with respect to
PDI rose from 5.01 percent to 6.62 percent between 1988 and 2001. In the other provinces, the
percentage rose (as in Ontario) when the economy was in its doldrums but, with economic recovery, fell
back to previous levels (thanks partly to a sizable reduction in Quebec). In contrast, Ontario’s
percentage shot up by over a percentage point after 1997 with Ontario’s local government reforms.
Among the individud provinces, the pattern ismixed. The relative burden of own-source revenuesfell
not only in Quebec (where transfers rose) but aso in Alberta and Saskatchewan, was congtant in
Manitoba, and rose (an average of about 0.6 percentage points) in five provinces between 1988 and
2001. Ontario’s 1.6 percentage point increase over this same period started from a high leve,



exceeded dl other changes, and leaves Ontario digtinctly higher on this account. The relative own
source burden in the other provinces ranges from 34 to 92 percent, and averages 68 percent, of the
burden in Ontario.

Redl property taxes have been the source of the increased municipa own revenues. Again,
Ontarioisdigtinct. Red property taxes as a percentage of PDI rosein Ontario from 2.14 to 3.52
percent between 1988 and 2001 with the big jump occurring after 1997. In Canada without Ontario,
that percentage rose from 2.25 to 2.57 percent. Elsewhere, rea property taxes as a percentage of PDI
rose at lease somewhat in all provinces. The average 0.35 percentage point increase in the other
provinces contrasts with the 1.38 percentage point increase in Ontario. The municipa red property tax
burden relative to PDI is high in Ontario. That burden in other provinces ranges from 43 to 89 percent
and averages 65 percent of Ontario’s.

Consolidated provincid and loca data alows congderation of the total property tax burden.
The seriesin Table 11 show Ontario’stotd property tax as a percentage of PDI increasing from 4.70
percent to 6.05 percent between 1988 and 2001. The changesin this sequence are less abrupt than in
the municipa revenue series. Again, the overdl property tax burden is notably grester in Ontario than in
Canada excluding Ontario which started at 3.71 percent in 1988 and ended at 4.46 percent in 2001.
Only Saskatchewan contends has a (dightly) higher consolidated property tax burden than Ontario.
Across the other nine provinces, the consolidated property tax to PDI ratio ranges from 38 to 102
percent of Ontario’ swith an average of 70 percent.

The Sub-nationd dataindicate that Ontario is different. 1t has had ardatively large municipa
sector and, unlike elsewhere, that sector has grown since 1997. Since 1988, Ontario municipalities
have become more reliant upon their own-revenue sources. Own-source revenue as a percentage of
PDI increased in only five other provinces but the increases in them were swamped by the 1.6
percentage point increase in Ontario. The rea property tax burden (as ashare of PDI) hasincreased in
al provinces but especidly so in Ontario. Figure 4 shows the time paths of the own-source and real
property tax burdensin Ortario and in Canadaless Ontario. The sharp and sgnificant changein
Ontario isobvious. The pressure to maintain services in the face of declining grants plus the added
difficulty of raising taxes and other revenues during an economic dump posed problems for
municipdities throughout the country. Undoubtedly, those devel opments encouraged the clams and
arguments of an extraordinary fiscal squeeze on municipa governments and especidly on city
governments. In generd though, the municipa governments seem to be coping relatively well.
However, the burdens put upon Ontario municipa governments and their taxpayers do appear
extraordinary to the extent that it suggests that the municipd fiscal squeeze might primarily be an Ontario
problem.

Figure 4



INTERGOVERNMENTAL TRANSFERS

Municipa governments receive trandfers from both the federdl and the provinciad governments.
Federal and provincid transfers as a percentage of municipa expenditures for 1988 to 2001 are plotted
in Figure 5. Clearly, federd transfers are smdl. Even at their pegk in the mid-1990s, they never
exceeded 1.35 percent of expenditures ($19 per capita). In 2001, they amounted to 0.42 percent
($6.50 per capita). Federd transfers are both smdl and, at least recently, quite varigble.

Fgure5

Although smadll, the federd transfers may make important contributions to particular programs.
Table 13 provides some ingght into that aspect. Congder initidly the distribution of federa transfers
among the specific expenditur e categories. The federd government provides only specific purpose
grants. About one-hdf of the transfers are directed to trangportation and housing dthough their relative
positions have been reversed between 1988 and 2001 with amgjor reduction in housing grants. Until
the mid- 1990s, housing received considerable federal money and it accounted for one-sixth of municipd
spending on housing but by 2001, the federa contribution shrank to only 2.3 percent. Only for
resource conservation/industrial development and the other category did federd transfers account for
more than one percent of municipa outlays. Presently, the federa contribution isvery minor in dl areas
of municipa expenditure. Still, they may be sgnificant to certain smal sub-programs not recognized a
thisleve of aggregetion.

Table 13

The provincid trandfers are much greeter in magnitude overdl but, as seen from Figure 5, they
too have declined congiderably; from about 24 percent to 16 percent of municipa expenditures. Note,
however, that the magnitudes and dlocation of provincid grants vary congderably among the provinces.
Table 14 provides information for 2001. Provincid grants amount to only about five percent of
expenditures in British Columbia and Nova Scotia but about 20 percent in Ontario and Newfoundland.
The per capitadollar amounts vary substantidly aswell -- from alow of $40 in Prince Edward Idand to
$389 in Ontario. While the provinces do make unconditiona transfers, the conditiona (or specific
purpose) grants dominate in al provinces but New Brunswick and, nationdly account for 13.9 percent
of the 16.2 percent of municipa expenditures met through provincid transfers. That is, 86 percent of
provincid transfers are designated for specific purposes.

Table 14

The digtribution of provinciad to municipa grantsis aso reported in Table 14. Heretoo, thereis
congderable variation. The distribution among expenditure categories at the nationd level actualy does
not represent the distribution in any province. Canadawide, socid services receives the largest share
but only because Ontario devotes dmost 80 percent of its grants to this purpose. Municipdities have
no socid service responghilities in many provinces and little in the other but for Ontario. Trangportation
isthe other large national category for transfers but, while there is somewhat more homogeneity in this
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case, trandfers for trangportation ill range from 4.9 percent of conditiond transfersin Nova Scotiato
75 percent in Alberta. If not smilar, large variations can be found among provincesin other categories
of spending -- eg., hedth, environment and debt changes.

The contribution of transfersto municipa spending in the areaisdso of interest. Table 15
providesingght into this agpect for dl Canada and individua provinces. Provincid contributions to
outlays have diminished snce the mid-1990s but the pattern among functions is fairly conastent.
Relatively large contributions are made by grants to social services, hedth and housing nationdly and
adsoin many individua provinces. These are services for which municipditiestypicaly have rdatively
minor responghilities. Conservation and development might fit into this group aswell. In the areas of
magor municipa spending, transportation stands out with a number of provinces providing transfers
representing significant contributions to spending. Environment and recreation and culture get support in
al provinces but the amounts vary consderably. Typicdly, rlatively smal provincid contributions (one
percent or less) go towards protection outlays by municipalities. In generd, provincid transfers tend to
be reatively large rlative to expenditures in those areas for which municipaities normdly have limited
responsibilities but, with the exception of transportation, of lessimportance for those purposes which
are mgjor municipa expenditure aress.

THE MUNICIPAL SITUATION FROM A FISCAL FEDERALISM PERSPECTIVE

Thusfar, the exercise has outlined what is. Very little has been said about why it isthisway,
what are the positive and negative features, or how improvements might be made. To be normative,
sandards or criteriaare needed. Work in the area of fisca federalism by economists ard politicd
stientigts offersamodd useful for understanding better and for assessng intergovernmenta fiscal
relations. It ispossible here only to highlight mgor features but the model iswell developed and can be
pursued in greater detail elsawhere™ These features of the fiscal federalism model form the besis of a
brief assessment of the municipa Stuation.

The assgnment problem is a the heart of fiscd federadism. The assgnment problem is how to
assign @) expenditure/sarvice respongbilities and b) revenue raising and tax powers among governments.
The mgor roles of government are often seen to be stabilization, ditribution, and alocation. For
reasons of smal sze and interjurisdictiond spillovers, neither sabilization nor (re)distribution are
deemed appropriate functions for municipal government. Allocation, that is using resources to provide
sarvices efficiently, however, iswell suited to municipalities. Once there, the problem isto find the mix
of reponghilitiesand funding that will redlize that goal. Desrable characteristicsfor effective loca
government typically include reference to autonomy, responsveness, accountability and a strong link
between the benefits and costs of local services'’
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EXPENDITURE RESPONSIBILITIES

Decentrdization, or subsdiarity, is centrd to fiscd federdism. The principle isthat respongbility
for services should be assgned to the lowest level of government cgpable of providing the service
effectively. When preferences or conditions vary geographicaly, devolution enhances efficiency plus
responsiveness, autonomy and accountability in democratic environments. The presence of substantia
interjurisdictiona spillovers (externdities), mgor economies of scale and/or scope in public service
provision, or large decision-making costs may act to offset the advantages of decentralization and
require dternative or modified solutions.

A quick review of the services undertaken by Canadian municipdlities reveals a combination,
typicaly, wel suited to loca government. Protection (fire, police), transportation (roadways and
dreets, public trangt), environment (water and sewerage, solid waste collection, disposa and recycling),
recreation and culture plus genera services and debt charges aswell asthe minor expenditure items of
conservation/development and regiona planning which together account for over 80 percent of
municipa spending nationdly, are services which provide essentialy local benefits (i.e, there are limited
sillovers), for which tastes vary, and for which local management and alocd scale of operations are
efficient. Aswill be addressed below, these services suit well the duties of a government limited to user
charges and property taxes. Animportant and very interesting festure of loca government in Canada
that has seen considerable change in the past 20 yearsis the move to provincidize school finance and
effectively make schooling entirely a provincid responsibility (despite the local school boards) by severd
more provinces.

Socid expenditures by municipdities -- those for hedth, socid services, education and housing -
- areminor in mogt provinces. In eight provinces, they sum to four percent or less of tota outlays.
While municipa support for schooling makes Nova Scotia stand out, the striking anomaly in the
municipa picture is Ontario where socid spending represents one-third of municipa expenditures.
Health and housing take their share but most, 24.7 percent, of the 33.2 percent goesto socia services.
Asnoted, loca governments are not well suited to financing redigtributive services. Thisiswhy socid
sarvices, in particular, and socid spending generdly, have been progressively reduced (e.g., most
recently in Nova Scotia) or essentialy diminated (in eight provinces) asamunicipa responsibility.
Ontario does make some concessions via transfers but those only partidly offset the costs. The
reshuffling of loca provincia responshilities in Ontario during the 1990s that resulted in the expanded
socid spending by municipdities led to Ontario being the only province to end up with the municipd
share of consolidated provincid and loca program expenditure increasing over the 1988- 2001 period.
These Ontario changes provide the most obvious case of service responsbility down loading among the
provinces. Elsawhere, but arguably excluding Quebec, down loading has been of the form of shifting
added revenue-raisng (funding) responsibility on to municipa governments.

REVENUE RESPONSIBILITIES

Once thereis a multi-tiered structure of government, tax assgnment becomes anissue. Inthese
15



circumstances, fiscd federalism recommends that the tax bases best suited for coping with the
sabilization and redistribution functions are best assigned, with those responsibilities, to the senior
governments. Thus, the mgor players, sdes and income taxes, best suit the provincid and federd levels
where government can run stabilizing deficits and surpluses as revenues fluctuate with economic activity
and where interjurisdictional mohbility is more difficult and therefore less likely to undermine redidtributive
programs. Taxes onimmobile tax bases, notably property, are seen to be well suited to municipa
government. Fees and charges levied on the beneficiaries of municipal services are dso consdered to
be particularly suitable for municipal government. At the municipa leve, because efficient resource
dlocation is seen to be the mgor objective and redistribution is not (at least is not recommended to be)
amgor concern, aclose link between loca public benefits and loca public leviesis strongly
recommended; that is, the benefit principle should prevall. AsBird (1993, p 111) has noted, “the
essentia economic role of loca government is to provide local residents with those public services for
which they are willing to pay.” To ensure clarity, the services referred to in the quote are locdl.
Maintaining the close connection between municipa services and municipa costs requires that loca
residents be respongible for meeting the expenses of locd services. That is, municipa governments set
the tax rates and charges to be imposed on their citizens (and electorate) to finance the costs of the
municipa sarvices. Benefit rdaed finarce and locad determination of locdl levies are fundamentd
criteria. Addition criteriawiddy cited as desirable for municipa revenue sources (and often others) are
that they should be adequate, predictable, fair, visble, not exportable and easly administered.

The revenue dructure of Canadian municipdities conforms rather well to the mode outlined.
Own source (and dmost entirely localy determined™®) revenues account for 83 percent of revenues with
haf of tota revenues coming form property and related taxes (two-fifths specificaly red property taxes)
and one quarter from user charges. Lot levies and specid assessments (about four percent of ownt
source revenues) fit well the benefit criteriaand serve as a useful mechanism for financing the often large
associated capital costs. More debatable is the business tax, the other magjor component of non-
property tax property and related taxes (about three percent of own-source revenues). These taxes,
plus the potentidly high (relaive to services) property taxes on nonresidentia property, pose questions
about tax shifting and exporting which deviate from the benefits mode (Kitchen, 2003; Kitchen and
Sack, 1993). Closdly related to thisis a discussion as to whether and how user charges might be
employed more extensively and might subgtitute for some property taxes epecidly to meet the costs of
certain expenditures especidly in the areas of environmenta and recreationd services (e.g., Dewees,
2002). It is perhaps notable that larger service charges have not figured predominately in the municipa
response to the fiscal stresses of the past decade. Instead, real property taxes have increased twice as
much (30 percent versus 15 percent for service charges as a percentage of revenue). The growth of
municipa property taxes in asolute and rdative magnitude is gtriking given the lagging sete of the
economy and incomes over much of the period, the politicaly inhospitable environment for tax increases
in many provinces, and dams of the indadticity of the property tax.

Interestingly, municipalities have not had revenue sources corresponding well to their mgjor
expenditure area, transportation. Indeed, roads and streets enhance property and property taxes relate
to that but there is no mechanism for municipdities to alocate costs to the vehicles themsalves and their
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users. Itisthefederd and provincid governments which collect fud taxes and the provinces which
collect licencefees. To date tolls have not, overdl, been an important source of trangportation related
revenue dthough they have been important for the funding of afew sdected projects such as bridges
and, of course, public trangt.

Since 1988, increased red property taxes have been relied upon to the grestest extent to offset
lower grants and meet growing expenditure requirements. It isincreasaingly being questioned whether
the property tax in particular, and existing municipa revenue sources more generdly, are adequate and
gppropriate to meet municipa needs. This question is particularly rdevant if municipdities are being
asked or are being expected to meet more socid expenditures (without compensating transfers). As
noted in the prior section, it is only Ontario municipdities that are being assgned more socid
expenditures (hedth, socia services, education, and housing); a 33.2 percent, at least hdf again as
much asin 1988. In only three other provinces have socid expenditures risen as a share of tota
municipa expenditures and then an average of only 0.2 percentage points. The issue of concern,
however, could well be not the expenditures that have actualy increased but the need perceived a the
municipa level which could very well be increasing a amuch grester pace epecidly in areas where
provincid and federd spending have been reduced.

The assumption of full financia respongbility for schooling by more provinces (eg., Alberta,
British Columbia, and Ontario) has been a feature of recent loca- provindd finance. The pardldling
featureis ther falure to fund schooling from traditiona provincid revenue sources but, insteed, to
convert thelocal school property tax to aprovincia property tax. The school property tax, which is not
well related to school benefits or ability to pay, made sense when aloca contribution to schooling was
required and the only sufficient local tax base was property. Elimination of provincia property taxes for
schooling (at least on residentid property) might eese municipdities abilities to fund margina increases
in socid gpending from their traditiond revenue sources.

INTERGOVERNMENTAL TRANSFERS

An objective and independent assgnment of expenditure and revenue raising responsibilities
does not ensure ether an efficient or an equitable fiscd system. Hence, the likely need for
intergovernmentd transfers. One potentia problem is that the resulting revenue capacity of atier of
government need not match expenditure respongibility. A fisca gap may occur. This gap might be
removed by some (less than idedl) reshuffling of respongibilities or revenue sources or it might be
addressed by intergovernmenta transfersto offset thefisca deficiency. Transfersto iminate fisca
gaps should come from the level (s) of government with revenue capacity exceeding their expenditure
requirements and should be unconditiond.

Even if fisca capacity matches expenditure respongbilities well a the municipd leve, the
correspondence for individua municipdities may vary consderably resulting in fiscaly advantaged and
disadvantaged units. Where large differences arise, they can stand in the way of meeting both equity
and efficiency objective. Consequently, grants to equalize fiscal capacities (at least to some extent) are
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commonly found. These too should be unconditiond.

A further reason for intergovernmentd trandfersis that service areas and tax burdens often fall to
meatch perfectly jurisdictiona boundaries. Interjurisdictiond spillovers (or externdities) of benefits
and/or taxes will result and may impede the efficient ddivery of services and impair the fair dlocation of
cods. Intergovernmental grants can be designed to correct distortions caused by spillovers, that is,
provide the proper incentives for efficient delivery and, in turn, to improve the fairness of the cost
burden. Such grants are conditiond (i.e., to be used for funding the spillover activity) and are often cost
sharing with the share supplied reflecting the degree of externdity. Conditiond, or specific purpose,
grants are ameans of different tiers of government sharing responsbilities for services that do not fit
negtly into any single level. Schooling appears to be such aresponsbility. Such tranfers are dso one
way for one level of government to (essentialy) contract with another leve to perform specific services.

The economic rationde for transfers arises from fisca gaps, equalization, and spillovers. Alsoto
be recognized is the political reason(s) for intergovernmenta grants. In some cases, raw political power
may be a dominant motivation but a more positive view is that many such grants are ameans of the
granting government using conditiona funding to motivate cooperation and contributions o as to sretch
their own budget. Grant programs often gppear to be aimed at meeting more than a sngle objective
and so assessment is complicated.

Unconditiona grants to municipdities are provided only by the provincid governments and,
typicdly, in rdatively modest anounts. For Canada as awhole, unconditional assistance averages 2.4
percent of municipa revenues with the largest relative contributions coming in Manitoba (7.9 percent)
and New Brunswick (12.4 percent) (Table 4). These funds conventiondly come from provincia
genera revenues but, in Maritoba, monies come from awd| established revenue sharing program.
Equdization grants are digtributed by formulae on some form of equalizing bass. Often, the available
funds are inadequate to meet the equdization requirements implied by the distribution mechanisms.
Because it is common that some of the these funds are dlocated to every municipdity, the unconditiona
transfers may be motivated by fisca gap closing as well as equalization objectives. Because of their
modest magnitude, the provinces must see the municipa fisca gap problem as minor, at least with
respect to provincia needs.

Conditiond transfersin most provinces are for transportation and environmenta (water and
sewerage) services. The externdity dement in transportation is obvious. It is aso there for environment
but the rationale for grants is more obtuse, especidly if one takes a polluter pay perspective. Perhaps
the simulus for environment grants stems from a view that the regulator should help pay for the costs
imposed. Funding is predominantly for capital projects which offers some attractions for both grantor
(eg., ‘onetime outlay, recognition) and grantee (timed to help fund alumpy expenditure) but it raises
guestions about the potentia miss alocations between capital and operating cost. Transfersin support
of debt charges, also aform of capita assstance because funds can only be borrowed for capita
spending purposes, raise smilar questions. Also, if the trandfers are to reflect externdities, presumably

18



the spillovers are as much associated with ongoing operations as with capitd facilities

One of the gtriking fegtures of conditiond transfersis the variation in their relative contribution to
municipa spending for aparticular purpose. Circumstances such as variaionsin the divison of
provincid and municipa responsbility may contribute but, till, one would expect thet the externdities
might be relatively smilar across provinces. Y, for example, trandfers for transportation meet 2.9
percent of expendituresin Ontario but 42 percent in Alberta. However, spillovers are usudly not easily
determined and, possibly more important, priorities can vary. Perhgpsinteresting isthat policing, which
might be thought to involve subgstantia externdities, has transfers making only small contribution to costs
yet, for recreation, which might be thought to have loca benefits, grants cover afar higher share of its
costs.

Ontario’sloading of sgnificant socid expenditures (particularly socid services and housing) on
municipditiesis exceptiond. Thisunusua arrangement could be quite workable as aresponghbility
sharing arrangement given the appropriate transfer programs. In Ontario’s case, thiswould need to
involve reaively generous conditiond socid transfers and effective equdization. Ontario’ stransfersin
the socid areas il leave the municipdities to meet haf of those costs, amounting for about 16 percent
of total Ontario municipa expenditures and is an amount still far exceeding the relaive socid
expenditure in any other province. Access to taxes more amenable to financing redistribution might be
an option (asin Sweden or Demark) but an effective equdization program would sill be a necessary

support.

Fedad trandastomunidpeiiesaresmel (04 of muniape expendituresin 2001). Thosetrandersaedredad
modly tosodd housngand trangpartation. Thereoart redudionsinfedard grantsto munidpelitieshaveresLitedinthe
fedard contribution to expandituresinany of themein aressbecoming vary minar. Inhousing, wherethefedard trandas
hed ardativdy Sgnificant rdeaslateas 1995, the 2001 contribution amounted to anly 2.33 peroant (down from 16 percat)
but those trandfersill represart by far thedominent areadf thefedardl govemmernt scontribuion® Fedard trandfersmey
contributeinimpoartant waysto vaious Lb-progransout the overdl contribution hesbean small and dedining,

Theandys would expect federd trandasto beinaressinvaving reiond exdarditiesor aressbandfitingfrom
munidipd input and cooparation in olving pradlemsin arees of fedard juisdidion: Catainly, dfartstodleviate povaty
woud ssamlogicd and thisiswharemeny recart gpedshave bean conoantratedt, thet is paticuiady in housing, immigrant
sdlemart, and uben Abarigind uplift. Although housing hesbeen identified asa.componant of thefederd urben dratey,
thelevdspanned will nat natebly enhencethefedard rde Thefisced prianty of thereoant and fuirefedard Srategy hes
interesingly, beeninfregrucure® Whileonecan recognizethevalueof fedkrdl vishility frominput into munidipel projects
afording broed locd pubdlic bendit (es opposad to sl soad prgedtsbenditing narow groups of disedvantaged people)
thenaiondl interet in and bandfit from meny of theeinvedmantsisdifficut toimegne Appredaion o theretiondl interest is
peticulady diffiout when, esditenin the pest, munidipel autharnities have the broedest leaway in praect sHedtion.

OPTIONSAND PROSPECTSFOR THE FUTURE OF MUNICIPALITIES
INTERGOVERNMENTAL FISCAL RELATIONS



The prevailing concern is that Canadian municipdities are bearing a greater, and possibly
unsustainable, fiscal burden and, unless corrected, that burden will have negative impacts upon the
development of municipalities and especidly Canadian cities. That the share of municipa expenditures
met from own-source revenuesis larger iswithout doubt. Municipdities ingbility to sustain the larger
burden and the potentia negative implications of any such inability are less obvious. In this section,
consderation is given to the prospects for the burden to be reduced by transfers or for expansion of the
own-source revenue options to make the burden more managesble.

INTERGOVERNMENTAL TRANSFERS

It isdifficult to hold much hope for sgnificant fiscd relief emerging from the federd government.
In part, this view emerges Smply because the federd trandfers are so small, about 0.4 percent of
municipa expenditures. Even if federd trandfersincreased by 2.5 timestheir 2001 relative leve, the
addition would just cover one percent of municipa expenditures. Such an increase could, however,
have very substantia impacts on specific programs such as housing or programs for urban Aboriginds.
Because an increase of that magnitude would restore federa transfers to their mid-1990s peak, that
might suggest such an adjustment is concelvable. Despite numerous gppedl s for expanding federa
transfers, the report of the federa urban task force and the latest federal budget indicate some
improvement over the 2001 levels but no notably resurgence of federd transfersto municipdities. The
federa government faces many demands and the municipdities are a provincid respongbility.

The provinces are where the transfer money isat. It is the provinces too which imposed the
most burdensome cuts in transfers to the municipdities. Those cuts were imposed when most provincia
economies were listless and provinces were struggling with deficits. Both of those Stuations have turned
around so, perhaps with provincid budgets in better conditions, the provinces will be more amenable
towards restoring municipa transfers. On the other hand, health care demands are placing growing
pressures on provincid treasurers.

A careful analyss of the reasons for transfers and the nature and magnitude of spillovers (and
their costs) might sway provincia governments towards being somewhat more generous. A close look
a the assgnment and financing of socia programs in Ontario should be at the head of thelist. Review
of grants for trangportation and for environmenta services might be leading candidates in most provinces
because of their relative importance. On the other hand, it would appear reasonable to study transfers
for policing for just the opposite reason; that is, they appear small rdative to the potential externdities.
One could go though the full complement. Unconditiond, and notably equaization, funding is an area
that afurther look might provide fruitful arguments. Equaization transfers are frequently congtrained to
less than the amountsimplied by the equdization criteria. This suggests under funding by the accepted
criteria. Such arguments might find some sympathy (or, dternatively, arguments that the criteriaare

wrong).

There-examination of transfers may result in a more coherent system but it may not resultin a
great ded more funding for municipdities. A case from the City of Edmonton may illudrate. At its



December 9, 2002 meseting, the Edmonton City Council received a report outlining inequitiesin the
City’ sfiscd reationship with the province (City of Edmonton, 2002). The report identified and costed
numerous activities that it argued (not unreasonably) it undertook on behaf of or bore because of the
province and for which the City should recaeive congderation in arguing for amore fiscaly sustainable
relationship with the province. Thetota cost of these items came to $88 million. Whilethisisa
congderable sum, the interesting point is that it represented 6.3 percent of the City’ stotal budget for the
coming year. Many might have expected alarger share. Certainly, if an increesein provincid grants
amounting to 6.3 percent of expenditures were to materidize (a 79 percent increase from the $111
million budgeted for), thiswould be asgnificant and welcomed improvement from the City’s, or any
other municipdity’s, peroective. Of course, the Alberta government might have some reasonable
rebuttals to these claims that would modify the amount upon which an independent arbitrator might
sHtle. Regardless, the gains from improved transfer syssems might not be large in many casess.

Indirect transfers are another possibility. Ontario isintroducing municipa bonds the interest on
which will not be subject to provincid incometax. Thistax concesson on municipa debt (atax
expenditure) provides an indirect subsidy to borrowing municipdities® While on the surface appedling,
such bonds digtort incentives to investors, induce municipaities to rely more on debt to finance capitd,
and they encourage the subgtitution of capita investment for operating costs. The federa government is,
and many would say wisdly, not going to provide a pardld tax concesson. If the tax concession game
isto be played, amore neutral concession would be to provide a refundable persona income tax credit
for property taxes paid that are not now tax deductible; thisis, essentidly for owner-occupied
resdences. If both agreed, the federa and provincia governments would share the property tax burden
of this group, expand the potentia for increased property taxes, but require municipal goverrments to
be accountable to their voters for stepping into the tax room provided. In effect, thisintroduces aform
of (indirect) revenue sharing that the municipdities can influence the amount shared. How much of the
cost of this concesson would find its way into municipal taxes and spending as opposed to an equa
cogt grant from those governments would need to be explored.?? Note, this concession would provide
an additiona tax concession to owner-occupied housing. 1t would aso subsidize property taxesin
comparison to other own-revenue sources and so distort that choice. Because of the distortions
introduced, tax concession aternatives and not generally recommended and, so far, have not been

widely accepted.

Enhanced intergovernmental transfers do not appear to offer great opportunities for reducing the
present fiscal pressures on municipdities. However, unexpected and subgtantia improvementsin the
fiscd Stuations of the federd and (especidly) the provincid governments could easily changethat. If so,
it could again start municipa government on another cycle of trandfer voldility. Senior governments
seem to be fickle friends when it comes to making providing grants. Some transfers are necessary so a
well designed and appropriately funded grant system isdesirable. Even then, however, changing
circumstances and political perspectives are likely to ensure that some voldtility in transfers persgts.
Paliticians do not like to face burdened taxpayers even to fund projects of their own choosing and, o,
especidly not to raise funds for transfers. Municipalities may have more successin resolving their fisca
problems if they advance improvementsin their own-source revenues.
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OWN-SOURCE REVENUES
The Property Tax

Growth in the property tax burden, obvious by the magnitude of property taxesrelative to
persond digposable income, has been griking and may raise the possibility of rising resstance to further
increases. A large portion, about 40 percent of property taxes, are not municipa property taxes but
(beyond Manitoba and Saskatchewan) are provincia property taxes primarily collected to support
schooling. This Situation raises the question of why are the provinces collecting property taxes (and
especidly for this purpose). When provinces provincidized school financing, provincidizing the school
property tax may have afforded a convenient transition but, given the superior and more appropriate
revenue bases of the provinces, the provincial property tax (at least on residentid property) should have
been phased out. However, even if the provinces were to abandon generd property taxes, it is unlikely
that provide atax room windfdl for municipaities. While resstance may lessen, municipd taxpayers
can gtill be expected to critically baance the benefits and costs of municipd levies.

Vehicle Reated Taxes

The absence of vehicle related revenues for municipditiesis striking given the importance of
their trangportation expenditures. Thisanomaly detracts from the benefit-cost linkage considered
important for municipd finance. It is reasonable that municipdities have access to vehicle fue tax
revenue. Hence, some have suggested that municipdities be permitted to levy their own vehicle fuel
taxes. While in some ways attractive, the logic for individua municipa fuel taxesiswesker. Vehices
are highly mobile and drivers can travel to avoid fud taxes. Multi-jurisdictiond communities afford the
greatest opportunity to avoid locd fuel taxes and, undoubtedly, some municipditieswill find gas Setions
more attractive than fud taxes. Even for large municipdlities (or where regiond associations of
municipdities agree to cooperate) where travel costs will be larger, border problemswill persst. To
illustrate, near the City of Lloydmingter on the Alberta- Saskatchewan border, the higher Saskatchewan
fuel tax is graduated with distance from the border. Of the few places where local fud taxesarein
place in Canada (e.g., the Grester Vancouver Regiona Didtrict), they are provincidly determined.
Because of the potentiad socia cogts of tax avoidance efforts and the distortions to business location,
vehicle fud taxes become a candidate for revenue sharing. Because the federd and provincia
governments aready collect fud taxes, that could be shared or an additiona (dedicated municipa tax)
be collected for sharing. While administratively convenient and avoiding the noted ditortions, revenue
sharing poses problems of determining the appropriate amount of revenue to be raised, its distribution,
potential arbitrary changes by the ‘sharing’ government, and awesak taxbenefit linkage. Clearly, there
isatrade-off to be consdered.

For alocaly determined tax, amunicipa vehicle regigtration charge is a reasonable option.
Owners of vehicleslivein a particular municipaity and, to alarge extent, use their vehicles there.
Vehicleregidration islinked to resdence so the tax could not easily be avoided (especidly if Sgnificant
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fines accompanied improper registration). Commercid vehicles used primarily outsde the ‘home
community could be levied a representative supplementary provincia registration fee to be shared
among municipdities. To minimize adminigtration and compliance codts, the local fees should be piggy
backed onto the provincid regidration system.

Tollson road use are ancther possibility. Tolls are suited for controlling congestion in urban
aress and technology is making the use of tolls more feasible; note the recent introduction in centrd
London, England. In fact, the British are congdering developing a nation-wide road-use toll system.
Tall revenue should be shared among the governments responsible for providing and maintaining the
roads (much like one would think should occur with fuel taxes and registration fees).

General Sdes Taxes

Themunicipa sdestax isanother option for an expanded loca tax base. That is, municipdities
could be permitted to levy agenerd salestax within their jurisdiction to be collected by piggy-backing it
onto aprovincid salestax or the federd GST. Loca genera sdestaxes are not uncommon in the
United States but are not often found e sewhere beyond southern Europe. Municipa salestaxes can
raise considerable revenue and, in part, for this reason have attracted some proponentsin Canada (e.g.,
Kitchen, 2000, 2002; TD Bank, 2002). They account for about ten percent of loca tax revenuein the
United States. There are, however, numerous criticisms of local sdestaxes. Because consumers are
mobile, local sdes taxes affect where they buy and where business locate. Hence, as with municipa fud
taxes, economic activity can be subject to fiscd digtortions. Also, the sdestax base is are not uniformly
distributed s0 access to sales taxes may disadvantage some (e.g., rurd jurisdictions) but be attractive
others, in part because of the potential for tax exporting. Because these socia costs are rather obscure,
municipa saes taxes may appear more attractive than warranted. Hence, sales taxes may be more
attractive as a source of funds for revenue-sharing programs. Again, revenue-sharing hasits own set of
problems. The tradeoffs are not entirely clear and will differ with the particular circumstances.

Persona Income Taxes

Municipal persona income taxes are another option. Although frequently overlooked,? they
are not that unusud.?* They are the maingtay of municipal government in the Scandinavian countries but
municipa governments there have extensve responghilities and especidly so in the socid services area.
In the United States, which more closely parallels the Canadian Situation, about 3700 loca governments
levy local persona income taxes (versus 6500 using the sales tax) and those taxes generate 5.9 percent
of local tax revenue (versus 10 percent for locd salestaxes). Municipa income taxes are especialy
popular with citiesin the United States. Canadian municipdlities only lost their income tax powers with
the 1941 federd-provincia tax renta agreement. At times prior to this, loca income taxes in Canada
exceeded the provincid income tax collections.

A municipa persona incometax istypicaly levied a alow flat rate on the persond income of
resdents. A one percent rate isnot unusua. Corporate income is not taxed due largely to tax exporting
problems. To capture persond income comprehensively, however, the income of professional and smadll
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corporations may need to be included in Canada. The treatment of commuters varies and is debated.
A municipal income tax offers various advantages. It can easily be piggy backed on provincia persond
income taxes to minimize adminigtrative and compliance costs. Because the tax (and the benefits it
would help finance) is based on resdence, it is, like the property tax (but unlike municipa saestaxes) a
relatively nort digtorting revenue source. The persona income tax relates better to ability - to-pay than
the property tax, so in combination, with the property tax may facilitate a better matching of benefitsand
cods at themunicipd level (epecidly of socia programs). Unlike sdestaxes, neither rurd or urban
municipalities are disadvantaged by access to this revenue source. Also, like the property and sales
taxes, it isavisble tax which economists, concerned about accountability, might appreciate more than
municipd paliticians. On the negative side, amunicipa income tax would (like a municipa fue or sdes
tax) add athird tax authority to a shared tax base. Also, it might have some margna adverse incentive
effects on income earners. Again, there are tradeoffs to consider.

SUMMARY AND CONCLUSIONS

Municipa government has recently been in the public eye. Many parties have expressed
concern about the state of our local, and especialy our urban, environments and about the capability of
municipa government to cope with thoseissues. The result isfrequently acall for assstance from
federal and/or provinciad government. Given that municipa governments are ‘ creature of the provinces,
cdls upon the provinces are especidly predictable and relevant. The provinces determine what
municipal government do, how they can do it, and how they are financed. Unfortunately, the
unavailability of nationaly comparable data by municipdity type prevents anaysis by municipa class but
many of the concerns and issues are not unique to urban communities. Hence, this andyss focussed on
municipa intergovernmenta fiscal rdaions. Thiscondusion, first, summarizesthe main features of
munidpa finance today and recent developments prompting (in part) the expressed concerns and,
second, reviews possible future directions.

THE HSCAL PICTURE

Municipa governmentsin Canada supply and finance services benefiting their own loca
resdents. Trangportation, protection, environment and recregtion stand out as mgjor respongbilities.
The magnitude of the overdl respongbilities varies being somewhat smdler than average in Atlantic
Canada, somewhat larger in Ontario, and intermediate in the other provinces. Over 80 percent of the
costs of municipa services come from ownsource (i.€., localy raised) revenues, property and property
related taxes and user charges. This assignment of respong bilities and revenue sources conforms quite
wel with the recommendations of fiscal federdism andyss. For the most part, functions are
decentralized to an appropriate level and there is a strong benefit-cost a the municipa level.
Intergovernmenta transfers account, on average in 2001, for 17 percent of municipd funding.
Provincid transfers dominate representing 16.6 percent while federa transfers account for 0.4 percent.
Conceptually, grants are primarily to provide the proper incentives to correct for interjurisdictiona
spillovers that would otherwise distort programs at the municipa level, to provide funds to close fisca
gaps, to fund equdizing transfers and to facilitate responsbility sharing. Transfersto municipdities are
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predominately, 85 percent, for pecific purposes suggesting that they are intended to correct for
externdities. Although these funds are directed primarily at expenditure areas with which spillovers can
be associated (e.g., trangportation), one of the widdly discussed topicsin loca public economicsis the
suitability of transfers.

Over the past decade, municipa government has been pressured by afiscal squeeze. Most
notable has been the sharp reduction in transfers by both the provincial and federd governments, from
about 25 percent to 16.6 percent of municipa expenditures, as those governments imposed fiscal
restraints to reduce or diminate deficits and did so by shifting apart of their costs onto the
municipaities. Reductions of alarge magnitude occurred in al provinces but Quebec where trandfers
actudly increased as a portion of municipal budgets. Fortunately for the municipdities, reduced interest
rates contributed to a continuous fal in their debt service charges from 9.5 percent in 1988 to five
percent in 2001. While this offset and may have eased the burden of the decline in grants, the
combination meant that municipal government, unlike the federal and provincia governments, enjoyed
no fisca dividend from fdling interest rates.

The down loading of responsibilities has been awidespread complaint of and concern for the
municipa sector. Without doubt, added revenue raising responsibilities have been shifted, or down
loaded, onto Canadian municipdities. Although widdly spoken of, evidence of notable down loading on
the expenditure Sde is much more muted. Between 1988 and 2001, municipa total expenditure asa
percentage of GDP, municipa program expenditure as a percentage of GDP, and municipa programs
expenditure as a percentage of consolidated provincia and local program expenditure has hardly
changed. (The valuesfor 1988 and 2001 for these ratios are 4.54 vs 4.40, 4.11 vs 4.19, and 16.1 vs
16.3 respectively.) Meanwhile, municipa red dollar per capita expenditures have increased 15 percent
(from $1262 to $1453) over this period. This evidence does not necessarily demonstrate the absence
of expenditure down loading, but it does demondtrate that, to the extent that it occurred and to the
extent that municipal government has responded, it has not resulted in the growth of municipd
government relative to the economy or relative to the Sub-nationd, and notably the provincid,
government sector.

Deveopments on the revenue Sde are more substantia. The reduction in intergovernmental
grants meant an increase in the importance of own source revenues for municipdities. Own-source
revenue increased in the municipal budgets and rose somewhat (from 3.4 to 3.6 between 1988 and
2001) relative to GDP. More interesting is the shift among sources of own revenue. While user
charges have become more important, the increase in red property taxes has been dramatic; especidly
for (and perhgps surprisng to some) an ‘indagtic’ and relatively unpopular tax in an inhospitable fisca
environment. Between 1988 and 2001, red property taxes increased from 32.2 to 41.9 percent of
municipa revenues -- an increase of 30 percent when total own revenues rose only 7.9 percent. The
burden of the property tax has moved in pardlel. Over this period, municipa property taxesasa
percentage of GDP rose dmost 27 percent (from 1.42 to 1.80 percent) and as a percentage of
persona disposable income (PDI) by amost 34 percent (from 2.21 to 2.96 percent).



The potentid implications of thisincrease in the municipa property tax burden are only seenin
the cortext of the total property tax burden which includes, besides the municipa taxes, aso property
taxes levied by school boards and provincia governments. Altogether, the aggregeate property tax
reached 5.6 and 5.7 percent of PDI during much of the 1990s. Canadians had not experienced this
level of property taxation since the 1960s when the baby boomers arrived at school and the burdens of
which, it can be argued, prompted huge increasesin provincid grants for schooling (and reducing the
property tax burden to about four percent of PDI by the 1980s) and substantialy reformed school
finance for ageneration. One might legitimately ponder whether the recent proliferation of concern
about municipa finance may have been promoted by the escalating and high property tax burdens of the
1990s and whether new or further pressures for reforms to relieve the property tax burden will emerge
or be stayed by the gains of the recent economic recovery.

A sub-nationd perspective offers further ingghts. Ontario stands out from the other provinces
and, due to its Sze, developments there drive (perhaps distort) the national figures. Asaresult of the
late 1990s reassignment of provincid and loca responghilities there, Ontario is the only province for
which munidpa program expenditures increased as a percentage of consolidated provincial and local
program expenditures. Thet is, municipa government increased in relative Sze only in Ontario. Asa
result, while own-source revenue started and ended the 1988 to 2001 period at about the same level
relaive to PDI in the other provinces, the own-source revenue burden increased in Ontario from 5.01
to 6.62 percent. Also, while the red property tax burden rose e sewhere, Ontario shifted to anew,
higher plateau after 1998. Asapercentage of PDI, real property taxes increased from 2.14 to 3.52
percent from 1988 to 2001 while the average of the other provinces was from 2.25 to 2.57 percent.
Furthermore, consolidated provincia and local property taxes as a percentage of PDI went from 4.70
to 6.05 percent in Ontario but, on average, from 3.71 to only 4.46 percent elsewhere. These data
suggest that municipditiesin Ontario have experienced a subgtantia fisca squeeze from both the
expenditure Sde and the revenue 9de. In the other provinces, the municipa expenditures have
diminished reatively (but for being constant in New Brunswick) rather than increased and their property
tax burdens have increased much more modestly. While increased reliance on the property tax is
without doubt burdensome dmost everywhere, one is prone to wonder whether the municipa fisca
Sueeze is primarily an Ontario problem.



FUTURE DIRECTIONS
Conventiond Transfers

Reduced transfers have been the source of much of the municipalities recent fiscd difficulties
Is there much likelihood of relief from this same source now thet the federd and most provincid
governments have their fiscal housesin order? Perhaps, but there are many obstacles. In part because
the scope for federd interaction with the municipditiesis limited, it isaminor player in the grants
program (federa transfers amounting to only 0.4 percent of municipa revenuesin 2001) that even a
quantum changein its grants, while dways welcomed by municipdities, will not have amgor impact on
municipa budgets. Yet, federd transfers have contributed significantly to the spending on particular
programs, socid housing, in particular. Hence, the federd role is potentialy important in specific
program areas. Naturdly, severd areas for which gppeds for further federad attention -- immigrant
settlement, Aborigina improvements, and sociad housing -- aredl for programs for which thereisalarge
senior government respongbility athough locd input and delivery can be valuable. Even if advocates
funding and collaborative expectations were redized, the impact on the total municipa budget would not
be large, perhaps hardly noticesble in aggregate, dthough the impacts within the specific areas could be
Substantid.

Changesin the larger provinciad transfers could be expected to have amore significant impact
on municipdities. Careful review of the rationae for, levels of, and potentid costs and benefits of the
various provincid trandfer programs might provide sound arguments for expanded transfers. Even here,
oneilludration suggested that the resulting quantities might not be that large.  However, the attitudes
and fiscal pogitions of provincid governments are likely to be strong determinants of receptivity to any
arguments,

Sudtanability of the Status Quo and Some Direct Implications

If the prospects for areinstatement of the conventiona transfersis somewhat bleak, can
municipdities function effectively under the current Stuation with the heavier reliance on the property tax.
Economic recovery has raised persona incomes and, in combination with federal and sometimes
provincid income tax cuts, has raised PDI which is diminishing the relative burden of the property tax.
Whether this softening will suffice is yet to be determined. The prospects here look more positive
outside of Ontario where the property tax burden islower. Ontario, however, could benefit from
rethinking its recent assgnment of additional responghbilities, and especidly the socid expenditure
component, to itsmunicipaities. Provincid (re)assumption of most of those tasks seem logica and
would result in Ontario conforming much more closdly to the models found in other provinces. There
are reasons that social expenditures by municipdities are dmost zero esawhere. In the absence of a
reassgnment, greater provincia support for municipa socid spending could be aworkable option.

An option for reducing the property tax burden in many provinces is to reduce provincid
property taxes. In severd, the provincid property tax emerged with the provincidization of school



finances. With access to superior dterndives at the provincid levd for financing schools, a provincid
property tax (at least on residences) could be diminated without any increase in the overal tax burden
even a the provincid government level. (A problem, however, istha such amove might imply higher
provincid income taxes, atax about which provincid governments appear particularly senstive.)
Reduction or dimination of provincid property taxes would leave the property tax, atax well suited for
municipa government, the domain of municipa government. The municipdities, however, would il
need to convince their taxpayers that additiona municipa levies are warranted.

Some L ess Conventiona Options

A large share of municipa expenditures are for vehicle trangportation but municipa government
lacks the mechanisms to charge or tax vehicles or their use. Some have suggested that municipdities be
granted the authority to levy municipa fud taxes. Thisis concelvable but the potentia cost of economic
digtortions (border problems), especialy in multi-jurisdictiona environments, could make this
unattractive. Similarly, some have suggested the power to impose municipd sdestaxes. Agan,
athough such taxes are found in some other countries (notably the United States), customer mobility
creates potential economic distortions the cogts of which have not been determined or considered.
Because of the border problems, fuel and sales taxes are better suited for revenue sharing. Revenue
sharing, however, puts control of the revenue (and its distribution) in the hands of the sharing
government. Municipa government might be reluctant to endorse this option given the recent
experience with trandfers while the sharing governments might want municipa government to teke
(greater) responghility for the taxes from which they benefit.

There are other taxes the may be better suited to municipa government. Individud
municipdities could set amunicipd vehicle regigtration fee that for adminigtration and compliance
reasons could easly be collected with the provincia licence charge. A municipa persona income tax
surcharge on the provincid/federa income tax is another option but with greater revenue potentia. Both
these are residence based and so, because residence is less mobile than consumption, less subject to
digtortion than taxes based on sales.

FINAL OBSERVATIONS

Munidpdities are * creatures of the provinces” Hence, everything that they do has the potentia
of becoming an intergovernmentd issue. Intimes of fisca dressat dl levels of government, such as over
the past decade, the fiscd flux at the municipa level creastes many intergovernmenta fiscal problems.
The province is naturaly the first place to look for solutions. However, the federd government has
imposed its share of complications and it too needs to share in the solution. While the federa
government typicaly playsasmal rolein municipa finances, it could open up avenuesto both small and
large solutions. An example of the latter might be by smply offering to collect municipd persond
income taxes viaiits federa income tax system.? Doing so would throw the door open to municipal and
provincid discussion of a potentialy significant dternative revenue source.



This discussion has been deficient in severd respects. For one, the fiscal problems of
municipdities may well differ anong municipalities. 1t has not been possible to address those differences
here. At the sametime, it isimportant remember to recognize that differences do exist and aso that
possible solutions may not be universaly applicable and may not work well differentidly. Alsoa
problem is that capital and operating budgets have not been separated. Municipalities are responsible
for the bulk of total government infrastructure investment and it is often argued that they suffer an
infragtructure deficit. Hence, municipa capitd warrants further attention. In addition, and related to the
capital eement, the assessment of specific programs could be reveding.

Findly, there are many dimensonsto municipa intergovernmenta fisca issues. Money mattersbut it is
not the only consderation. Provincia and federd governments often act unilateraly and with little
conaultation in, for example, changing trandfers, shifting responghilities or taking actions impacting upon
municipdities. Sometimes, the budget implications may be modest but performance and satisfaction can
be much enhanced by collaboration and participation. Insght to how senior governments might better
play the intergovernmenta relations game come from avariety of sources, for example, Berdahl (2002)
and Seidle (2002).



Endnotes

The author thanks Harry Kitchen and the Public Ingtitutions Divison of Statistics Canada for
providing data. He also thanks Junaid Jahangir for research assistance.

1. Didtinct from these developments, but not to be overlooked, are the changes in school finance (i.e.,
the provincidization of school finance) and school digtrict amagamations that have occurred in pardld
(e.g., Alberta. British Columbia and Ontario).

2. For agood overview of developments see Kitchen (2003) and, especidly with respect to changing
powers, Garcaand LeSage (forthcoming).

3. For example see Berdahl (2002) which draws from many of those studies.
4. See Seidle (2002) for an overview.

5. For example, refer to studies from the Canadian Policy Research Networks and the Canada West
Foundation. See Seidle (2002 and Berdahl (2001, 2002) for overviews.

6. The Federation of Canadian Municipdlities and its provincid counterparts have long been activein
pressing thisissue with the federa and provincia governments. For other recent assessments see, for
example, Kitchen (2000), TD Bank (2002), and Vander Ploeg (2001, 2002a,b).

7. Transferstypically account for between 15 and 20 percent of the expenditures of the federd and the
provincid governments.

8. Tota transfers made by provincial governments have been effectively constant after 1994 at about
$31 billion. Hence, (overdl) theloca school authorities, the other major recipient of provincid
transfers, experienced restraint more so than actual nomind reductions.

9. In addition to the municipa adminigrations, loca generd purpose government aso include the
associated autonomous organizetions, boards, commissions and funds.

10. School authorities have experienced substantial change during this 35 year period. In 1965, the
standard structure was that the local school digtricts raised a significant portion of the revenues that they
spend from local property taxes which supplemented grants from the provincid governments. Today,
only Saskatchewan and Manitoba conform to thismodd. In the other provinces, the provinceis fully
(or dmogt entirey) responsible for school funding and the school didtricts have no (or very little) taxing
power and funding respongbility. Theloss of school didtricts revenue raising ability raised doubt about
their gatus as aloca government. That |oss effectively renders the school authoritiesto loca dected
agents of the provincid governments. See Kitchen (2000) for further discussion.

11. For details, see, for example, Kitchen (2003).
12. Transfersin Prince Edward Idand dso are relatively smal, 7.2 percent of tota revenue, but



municipa expenditures there are low.

13. Thedigtribution of the rdief in debt charges between interest costs and reduced debt load is not
known. Information on debt is reported for the local government sector but not for municipa
government separately.

14. Program expenditures are expenditures less debt servicing costs; that is, expenditures directly on
sarvices (programs) for the community.

15. Nomind dollars are adjusted using the GDP priceindex. Thereis no price index for municipa
government expenditure but the GDP index seems more gppropriate than the Consumers' Price Index
and it dso approximates the index for (total) government current expenditures.

16. Most undergraduate public economics texts have a chapter on fisca federdism (eg., Rosen, et d.,
2002) and the original work of Oates (1972) is valuable. References directed moreto loca
government include Bird (1993) and McMiillan (forthcoming a, b).

17. An dterndive formation of these pointsisi) decentraized decison making, ii) loca autonomy, iii)
effective provison, iv) interjurisdictiona and interpersona equity, and v) adequate resources.

18. Theleading exception are federd and provincid government grants-in-lieu of property taxeswhich
are included under own source property and related taxes.

19. Of interest isthe fact that, despite the fluctuations in federd funding, consolidated federd, provincia
and local expenditures for housing held quite stable at close to one percent of consolidated expenditures
throughout the 1988-2001 period.

20. See, for example, OECD (2002) and the Prime Minister’ s Caucus Task Force (2002).
21. SeeKitchen (2002) and McMillan (2002) for some discussion.
22. For somewhat more discussion see McMillan (2002).

23. Note Vander Ploeg (2002a,b). Also, the TD Bank (2002) report cavdierly dismisses municipal
income taxes with areference to the ingppropriate municipa taxation of corporate income.

24. SeeKitchen (2002) and McMillan (forthcoming aand b) for discussions of loca income taxes.
25. Collecting amunicipa saestax viathe GST could be rather more complicated
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Table 1.  Federal, Provincial and Local Government Expenditures
as a Percentage of Gross National Expenditure, Selected Years?

I Local Total
Years  Federal Provincial b
Municipal School boards ~Government
1965 14.9 11.0 7.8 26.6
1975 20.8 18.4 8.5 38.8
1985 24.0 21.5 8.0 45.9
1988 - - 4.54 3.74
1995 22.6 23.3 9.0 47.7
5.11 4.78
2000 18.2 20.3 7.3
4.26 3.05 40.5

Notes: 2. Adapted from Kitchen (2002, p 16) with municipal and school board separation
calculated by the author. Local data are only separated into municipal (i.e. local general
government) and school board data since 1988.

P Because of the non-exclusionary accounting for intergovernmental transfers, the individual
percentages cannot be summed to achieve this total.



Table 2. Budget Balance and Intergovernmental Transfers of the Federal Government
and Provincial and Territorial Governments, Billion of Dollars, 1988 - 2001.

Federal Budgetary Provincial & Territorial Federal Cash Transfers Provincial Transfers
Balance® Budget Balance® to Provinces & Territories>  to Municipalities®

(BILLIONS OF DOLLARS)

1988-89 -28.8 -5.3 23.8 6.2
1989-90 -28.9 -4.3 24.7 6.7
1990-91 -32.0 -10.0 26.3 7.5
1991-92 -34.3 -22.5 26.4 8.7
1992-93 -41.0 -24.8 29.6 9.7
1993-94 -42.0 -20.2 28.2 9.6
1994-95 -37.5 -15.7 29.5 10.0
1995-96 -28.6 -11.9 29.8 10.5
1996-97 -8.9 -7.9 24.6 8.8
1997-98 3.8 -3.8 23.7 8.2
1998-99 3.1 -2.2 26.2 8.9
1999-00 12.7 2.7 26.9 9.5
2000-2001 18.1 12.0 29.3 7.5
2001-2002 8.9 -0.3 33.1 8.0

Notes: 2 From Canada Department of Finance, Fiscal Reference Tables, 2002.

P Statistics Canada, Public Sector Statistics, Financial Management Systems Basis, Catalogue No. 68-212
various years, and parallel data from the Public Institutions Division.



Table 3. | evel and Allocation of Municipal Government Expenditures by Province and for Canada, 2001%

Nfld PEI NS NB Que Ont Man Sask Alta B.C. Canada
DOLLARS
Per Capita Expenditure 767 378 1020 865 1284 1948 1091 1141 1581 1284 1545
Percent Allocation
PERCENT
General services 16.2 12.9 10.4 111 12.2 8.9 13.6 12.4 12.2 10.0 10.4
Protection 4.7 23.1 21.1 21.0 16.7 13.4 19.7 17.6 14.3 18.8 151
Transportation 28.6 215 16.9 20.2 27.2 18.1 23.4 31.7 28.3 16.5 21.4
Health 0.1 0.1 0.1 0.4 0.2 35 2.2 0.6 15 1.8 2.2
Social services 0.2 00° 45 0 1.4 24.7 0.3 0.5 15 0.2 12,5
Education 0.1 0 14.2 0.0° 0.1 0.0° 0.0° 0.0° 0.3 0.0° 0.3
Conservation & development 0.7 1.7 0.8 24 2.8 1.6 24 3.6 3.4 14 21
Environment 22.1 12.7 16.8 25.3 12.0 13.3 17.4 15.4 13.9 20.4 14.4
Recreation & culture 14.5 21.9 10.7 12.6 12.4 8.7 9.4 14.2 13.7 19.5 11.5
Housing 0.6 0 0.2 0.3 2.9 5.0 0.4 0.4 0.7 0.6 3.2
Regional planning 1.2 23 15 2.0 25 0.1 23 1.7 3 23 13
Debt charges 111 3.7 3.7 4.2 9.4 2.3 8.5 1.7 7.1 6.3 5
Other 0.0° 0.0° 0.0° 0.2 0.0° 0.2 0.4 0.1 0.0° 2.2 0.4
Total® 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Notes: 2 Data from Statistics Canada, Public Institutions Division.
® Negligible (less than 0.05 percent).
€. May not sum exactly due to rounding.



Table 4. | evel and Allocation of Municipal Government Revenues by Province and for Canada, 2001%

Nfld PEI NS NB Que Ont Man Sask Alta B.C. Canada
DOLLARS
Per Capita Revenue 704 437 1013 839 1293 1914 1120 1062 1739 1137 1513
Percent Source
PERCENT
Own-source revenue
Property and related taxes 54.3 62.3 73.7 55.1 64.3 48.3 46.7 54.3 44.4 53.0 52.2
(real property) (36.3) (61.2) (58.0) (47.7) (44.2) (42.2) (353) (454) (31.6) (46.3) (41.9)
Consumption taxes 0.1 0 0 0 0 0 14 3.6 0 0.2 0.1
Other taxes 1.0 0.5 0.1 0.5 0.3 1.3 11 0.8 1.6 24 1.2
Sales of goods & services® 16.4 26.9 16.4 25.3 16.5 23.9 234 24.3 26.1 29.3 23.0
Investment income 1.9 1.6 3.5 1.0 2.0 4.1 8.0 4.4 10.3 8.5 4.9
Other 0.6 15 0.2 0.5 2.3 1.7 0.8 1.0 16 0.6 16
Total own source® 74.3 92.8 94.0 82.4 85.5 79.3 81.5 88.5 84.1 94.2 83.0
Transfers
General purpose 6.3 3.3 2.7 12.4 1.9 23 7.9 4.6 0.9 11 24
Specific purpose 19.4 3.9 3.3 5.2 12.6 18.3 10.6 6.9 15.0 4.7 14.6
federal 2.9 0.3 0.5 1.0 0.2 0.3 11 21 0.5 0.5 0.4
provincial 16.5 3.6 2.8 4.2 12.4 18 9.5 4.9 145 4.3 14.2
Total transfers® 25.7 7.2 6.0 17.6 145 20.7 18.5 115 15.9 5.8 17.0
Total revenue” 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Notes:

® Includes user fees, charges, etc.
¢. May not sum exactly due to rounding.

2 Data from Statistics Canada, Public Institutions Division.



Table 5. Intergovernment Transfers and Debt Charges as a Percentage of
Canadian Municipal Expenditures, 1988-2001%

Transfers® Debt Charges
1988 22.4 9.5
1989 21.9 9.0
1990 22.0 8.6
1991 23.7 8.4
1992 25.3 8.4
1993 24.6 8.6
1994 25.1 8.0
1995 255 7.8
1996 22.3 7.9
1997 20.5 7.3
1998 21.0 6.6
1999 221 6.1
2000 16.6 55
2001 16.6 5.0

Notes: 2. Source as in Table 2.
® Federal plus provincial transfers.



Table 6. Trends in Canadian Municipal Expenditures, 1988-2001%

Total Expenditure Program Municipal Program i Real Per Capita
Expgt;'ture e Portontage of Ef;gg;f?tr:re af;ggg;'faggeof afﬁiﬂiéiif U”;”;ﬁ'fy' "JLESEST‘ Munit?ipalp b
(billions of dollars) cop Personal  (bilions of dollars) . Personal Consolidate Provincial and Rate Expgggg;nes Expzr;?;gres
Income Income Local Program Expenditure

1988 27.85 4.54 5.54 25.19 4.11 5.01 16.1 7.8 1039 1262
1989 30.60 4.65 5.60 27.84 4.23 5.10 16.2 7.5 1121 1302
1990 34.29 5.04 5.85 31.35 4.61 5.34 16.8 8.1 1238 1394
1991 36.70 5.35 6.06 33.62 4.90 5.55 16.6 10.3 1309 1431
1992 38.39 5.48 6.18 35.17 5.02 5.67 15.7 11.2 1353 1459
1993 39.17 5.39 6.19 35.81 4.92 5.66 15.7 11.4 1365 1452
1994 39.83 5.12 6.16 36.63 4.75 5.67 15.8 10.4 1372 1443
1995 41.42 511 6.16 38.20 471 5.68 16.8 9.4 1411 1452
1996 39.53 4.72 5.75 36.42 4.35 5.30 15.7 9.6 1332 1348
1997 40.01 4.53 5.59 39.71 4.20 5.55 16.9 9.1 1334 1334
1998 42.25 4.62 5.65 39.44 4.31 5.27 16.0 8.3 1397 1404
1999 43.19 4.40 551 40.57 4.14 5.18 15.9 7.6 1415 1397
2000 45.34 4.26 5.40 42.85 4.02 511 15.8 6.8 1472 1399
2001 48.07 4.40 5.51 45.75 4.19 5.24 16.3 7.2 1545 1453

Notes:

& Municipal (and consolidated provincial and local) government data are from the same sources as Table 2. GDP, Personal income, the GDP price index and the
unemployment rate are from Statistics Canada, Canadian Economic Observer : Historical Statistical Supplement, 2001/02, Catalogue No. 11-210-X1B

® Deflated using the GDP price index.



Table 7. Absolute and Relative Levels of Own-Source Revenues of Canadian Municipalities, 1988-2001%

Own-Source Revenue as a Percentage of Own-Source  Disposable Constant Dollar

Own-Source

Revenue Total Revenue berconl Personal Revenu_e Incomg ) Disposable I.nccome
GDP Income Disposable Per Capita  Per Capita Per Capita
Income
(BILLIONS OF DOLLARS) (PERCENT) (DOLLARS) (DOLLARS) (1992 DOLLARS)
1988 20.84 27.07 3.40 4.15 5.27 777 14,748 17,391
1989 23.23 29.92 3.53 4.25 5.37 851 15,861 17,821
1990 25.10 32.64 3.69 4.88 5.49 906 16,512 17,698
1991 26.27 34.96 3.83 4.34 5.56 937 16,857 17,114
1992 27.61 37.31 3.94 4.23 571 973 17,034 17,034
1993 28.28 37.91 3.89 4.47 571 985 17,244 16,939
1994 29.31 39.29 3.80 4.53 5.84 1009 17,278 16,939
1995 30.58 41.13 3.77 4.55 5.89 1042 17,701 16,987
1996 30.51 39.34 3.65 4.44 5.78 1028 17,787 16,796
1997 31.61 39.83 3.58 4.42 5.79 1054 18,213 16,927
1998 35.45 44.33 3.87 4.74 6.23 1172 18,803 17,314
1999 37.66 47.20 3.84 4.81 6.31 1234 19,557 17,699
2000 39.19 46.71 3.68 4.67 6.15 1273 20,710 18,247
2001 39.06 47.06 3.58 4.47 5.87 1259 21,405 18,389

Percentage Point
Change +0.18 +0.32 +0.60
2001 minus 1988

Percentage Change
in Relative Magnitudes +5.3 +7.7 +11.4
1988 to 2001

Notes: 2. Source same as for Table 2.
® Personal disposable income is taken from the Canadian Economic Observer, Historical Statistical Supplement, 2001/02.
¢. Adjusted using the Consumer Price Index from the same source in note b.



Table 8.

The Relative Contributions to Total Revenue of Canadian Municipalities, 1988-2001%

Own-Source Revenues Transfers Total’
Total Property and Related Taxes Sales Other
Own Total Real Property Property Charges, Own
Source® P &RT Taxes Related Taxes  Fees  Revenues
(PERCENT)
1988 76.9 48.4 32.2 16.2 20.0 8.5 23.0 100.0
1989 77.6 48.3 324 15.9 19.9 9.4 224 100.0
1990 76.9 47.8 32.5 15.3 19.8 9.3 23.1 100.0
1991 75.1 48.1 33.1 14.9 18.9 8.1 24.9 100.0
1992 74.0 48.1 34.2 13.9 18.5 7.4 26.0 100.0
1993 74.6 48.8 34.9 13.9 18.6 7.2 254 100.0
1994 74.6 48.5 34.6 13.8 18.8 7.3 254 100.0
1995 74.3 46.6 33.8 12.8 19.2 8.6 25.7 100.0
1996 77.5 49.7 36.3 13.4 20.2 7.7 224 100.0
1997 79.4 50.6 36.9 13.7 21.3 7.5 20.6 100.0
1998 79.9 52.3 41.2 11.1 20.6 7.0 20.0 100.0
1999 79.8 51.5 40.5 11.0 211 7.2 20.3 100.0
2000 83.9 52.4 41.3 11.1 234 8.0 16.1 100.0
2001 83.0 52.2 41.9 10.3 23.0 7.8 17.0 100.0
Percentage
point change +6.1 +3.8 +9.7 -5.9 +3.0 -0.7 -6.0 --
2001 minus 1988
Percentage
change +7.9 7.9 +30.1 -36.4 +15.0 -8.2 -26.1 -

1988 to 2001

Notes: 2. Calculated from sources cited in Table 2.
b, May not sum exactly due to rounding.



Table 9. Absolute and Relative Levels of Real Property Taxes of Canadian Municipalities, 1988-2001%

Real Property Taxes as a Percentage of Constant Dollars
Real Property ooreomal Personal Real Proper.ty Real Property
Taxes GDP Income Dllsposabble Tax Per Capita Tax Per Capita®
ncome
(BILLIONS OF DOLLARS) (PERCENT) (DOLLARS) (1992 DOLLARS)

1988 8.72 1.42 1.73 2.21 325 418
1989 9.69 1.47 1.77 2.24 355 399
1990 10.61 1.56 1.81 2.32 383 411
1991 11.59 1.69 1.91 2.45 413 419
1992 12.77 1.82 2.06 2.64 450 450
1993 13.24 1.82 2.09 2.67 461 453
1994 13.61 1.77 2.11 2.71 469 460
1995 13.89 1.71 2.07 2.67 473 454
1996 14.29 1.71 2.08 2.71 481 454
1997 14.70 1.67 2.05 2.69 490 455
1998 18.27 2.00 2.44 3.21 604 559
1999 19.12 1.95 2.44 3.20 627 567
2000 19.27 1.81 2.30 3.02 626 551
2001 19.71 1.80 2.26 2.96 633 544
Percentage Point

Change +0.38 +0.53 +0.75

2001 minus 1988

Percentage Change

in Relative Magnitudes +26.8 % +30.6 % +33.9 %
1988 to 2001

Note: 2 Source is same as Table 2.
b¢ Same as in Table 7.



Table 10. Real Property Taxes as a Percentage of Personal
Disposable Income, Selected Years®

Consolidated

Provincial and Local Municipalb
1947 3.1
1953 3.7
1961 5.4
1971 5.7
1981 4.0
1988 4.1 2.21
1991 4.7 2.45
1994 5.7 2.71
1998 5.7 3.21
1999 55 3.20
2000 5.3 3.02
2001 5.1 2.96

Notes:  Kitchen and McMillan (1988), Historical Statistics of
Canada (1983) and data from the Public Institutions Division
of Statistics Canada.

® Unavailable prior to 1988



Table 11. Municipal Fiscal Features of Ontario and Canada less Ontario, 1988 - 2001*°

Municipal Program Expenditures Own-Source Revenue Real Property Taxes Consolidated Provincial and Local
Transfers as a Percentage .
of Municipal Expenditures as a Percentage of Consolidated as a Percentage of as a Percentage of Real Property Taxes as a Percentage

Provincial and Local Program Expenditures Personal Disposable Income Personal Disposable Income of Personal Disposable Income

. Canada . Canada . Canada . Canada . Canada

Ontario less Ontario Ontario less Ontario Ontario less Ontario Ontario less Ontario Ontario less Ontario
(PERCENT)

1988 314 15.8 22.7 15.7 5.01 5.46 2.14 2.25 4.70 3.71
1989 30.0 15.9 224 16.0 5.21 5.48 2.20 2.27 4.93 3.65
1990 30.2 15.6 23.5 16.3 5.41 5.54 2.35 2.30 5.30 3.89
1991 33.9 151 23.7 15.6 5.41 5.66 2.47 2.44 6.15 4.03
1992 36.3 16.1 24.2 14.1 5.45 5.89 2.60 2.67 5.94 4.34
1993 36.1 15.0 22.9 14.8 5.46 5.89 2.63 2.71 6.56 491
1994 36.8 15.4 24.9 15.3 5.57 6.03 2.62 2.78 6.62 5.09
1995 36.7 16.5 235 15.8 5.55 6.11 2.57 2.74 6.50 4.86
1996 31.9 15.1 22.1 15.6 5.49 5.97 2.58 2.79 6.56 4.90
1997 29.0 141 22.0 17.5 5.47 6.00 2.51 2.81 6.54 4.93
1998 29.3 13.9 24.1 14.8 6.58 5.99 3.84 2.78 6.79 4.88
1999 23.3 210° 24.4 14.3 6.89 5.91 3.83 2.77 6.62 481
2000 20.3 131 24.5 14.0 6.73 5.73 3.55 2.65 6.12 4.69
2001 20.3 13.2 255 14.1 6.62 5.34 3.52 2.57 6.05 4.46

Notes: ®. Sources as previously noted.
P Consolidated provincial and local figures are for the provincial fiscal years 1988-89. etc.
°. This large figure results from an exceptionally large single year transfer by the B.C. provincial government to its municipalities for health purposes



Table 12. selected Municipal Fiscal Features by Province, 1988 and 2001 *°

Transfers as a Debt Charges as a Municipal Program Expenditures Own-Source Revenue Real Property Taxes Consolidated Provincial and Local
Percentage Percentage of as a Percentage of Consolidated as a Percentage of as a Percentage of Real Property Taxes as a Percentage of
of Expenditures Expenditures Provincial and Local Program Expenditures  Personal Disposable Income  Personal Disposable Income Personal Disposable Income
1988 2001 1988 2001 1988 2001 1988 2001 1988 2001 1988 2001
(PERCENT) (PERCENT)
British Columbia 15.0 5.2 15.2 6.3 155 15.1 4.75 5.18 2.23 2.55 4.77 4.64
Alberta 21.4 17.5 17.4 7.1 17.0 15.8 6.51 6.10 1.78 2.89 4.05 4.39
Saskatchewan 18.5 10.7 3.9 1.6 14.7 134 5.31 5.10 2.57 2.62 5.31 6.16
Manitoba 25.8 19.0 8.4 8.5 15.9 12.7 4.54 4.53 1.88 1.96 5.10 4.89
Ontario 314 20.3 4.9 2.3 22.7 25.5 5.01 6.62 2.14 3.52 4.70 6.05
Quebec 8.0 14.0 14.1 9.4 16.2 13.8 6.29 5.61 2.69 2.90 2.99 4.53
New Brunswick 36.0 17.1 9.7 4.2 11.3 11.4 2.75 3.65 1.44 211 2.95 4.32
Nova Scotia 24.8 5.9 5.5 3.7 18.3 14.8 4.67 5.05 2.75 3.12 2.75 3.39
E::de Edward 125 8.3 7.6 37 5.0 46 1.57 2.26 0.90 151 2.42 3.41
Newfoundland 36.1 236 17.4 111 10.1 8.2 257°¢ 3.07 1.20° 1.50 133 2.32
and Labrador

Canada 22.4 16.6 9.5 5.0 16.1 16.3 5.27 5.87 2.21 2.96 4.1 5.1

Notes: *°. See Table 11.
€, 1989 data.



Table 13.  Federal Specific Purpose Transfers to Canadian Municipalities, 1988, 1995 and 2001.2

Distribution Across Categories Percent of Category Expenditure
Category
1988 1995 2001 1988 1995 2001
(PERCENT)
General Services 1.9 4.5 35 0.13 0.63 0.14
Protection 14 2.8 4.6 0.07 0.27 0.13
Transportation 16.8 30.2 311 0.53 2.01 0.61
Health 0.3 0.5 0.5 0.09 0.33 0.10
Social Services 5.6 5.7 8.3 0.53 0.61 0.28
Resource Conservation / 2.7 2.1 8.3 0.09 1.49 1.69
Industrial Development
Environment 8.5 20.7 10.5 0.04 1.81 0.31
Recreation and Culture 10.6 13.7 10.0 0.63 1.59 0.36
Housing 44.8 16.3 18.0 17.77 15.89 2.33
Regional Planning and Development 24 1.0 2.2 0.82 0.85 0.70
Other 4.9 2.3 3.0 2.21 4.73 3.44
Total 100.0 100.0 100.0 0.70 1.35 0.42
(DOLLARS)

Total Dollars Per Capita 7.24 19.08 6.50

Note: 2. Calculated from sources in Table 2.



Table 14. provincial and Territorial Specific Purpose and Unconditional Transfers to Municipalities, Canada and by Province, 2001*

Canada Nfld PEI NS NB Que Ont Man Sask Alta B.C.

(PERCENT)
Distribution of Specific Purpose Transfers
General services 1.6 9.1 3.7 7.8 8.6 2.0 0.7 9.3 5.0 2.8 2.7
Protection 1.0 2.3 2.7 7.9 1.3 1.1 0.8 2.6 4.0 0.4 3.6
Transportation 18.1 6.6 67.1 4.9 26.2 31.5 3.0 38.9 38.2 75.0 12.8
Health 6.0 0 0 21 0.1 15 8.3 5.2 0.1 0.1 11.0
Social services 50.9 0 0 0.8 0 10.5 78.5 0.0 3.7 51 0.9
Conservation & development 1.7 0.0° 138 0.3 5.7 3.3 0.8 5.1 10.4 3.7 15
Environment 6.4 14.2 0.3 18.7 27.1 18.6 2.1 11.1 15.1 3.0 15.0
Recreation & culture 4.5 22.2 11.9 55.2 26.0 9.1 1.1 17.4 22.3 7.3 7.1
Housing 4.2 15 0 0 2.8 4.0 4.7 3.5 0.0° 0.8 2.0
Regional planning 0.5 1.1 0.5 0.0° 0.2 1.7 0.0° 06 0.2 0.3 0.9
Debt charges 4.1 42.7 0.0° 1.5 1.8 12.4 0 0 0.1 1.7 42.0
Other 0.9 0.2 0 0.7 0 4.2 0 6.3 0.9 0 0.2
Total® 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Provincial and Territorial Transfers

Percentage of Total Expenditure (PERCENT)
Specific Purpose 13.9 15.2 4.1 2.8 4.1 12.0 17.7 9.7 4.5 16.0 3.8
Unconditional 2.3 5.8 3.8 2.6 12.1 1.8 2.3 8.1 4.3 1.0 0.9
Total 16.2 21.0 7.9 54 16.2 13.8 20.0 17.8 8.8 17.0 4.7

Dollars Per Capita (DOLLARS)
Specific Purpose 214 116 16 29 35 161 345 106 52 253 49
Unconditional 36 44 14 28 104 24 44 89 49 15 12
Total 250 160 40 57 139 185 389 195 101 268 61

Notes: 2. Calculated from sources noted in Table 2.
® Value less than 0.05
€. May not sum exactly due to rounding.



Table 15. Provincial and Territorial Specific Purpose Transfers

as a Percentage of Municipal Expenditures in The Specific Areas, Canada (various years) and Provinces, 2001%

Canada

Nfld PEI NS NB Que Ont Man Sask Alta B.C.
1988 1995 2001
(PERCENT)
General services 15 2.7 2.1 85 1.2 2.1 31 2.0 1.3 6.6 1.8 4.7 1.0
Protection 0.7 1.3 0.9 7.3 0.5 11 0.3 08 1.0 1.3 1.0 0.5 0.7
Transportation 225 24.0 11.7 35 12.9 0.8 5.3 13.9 2.9 16.2 55 42.3 2.9
Health 419 44.4 37.6 0 0 44.6 1.4 80.8 41.7 23.2 0.4 0.8 23.0
Social services 70.2 76.1 56.4 0 0 0.5 — ° 910 56.1 01 314 52.1 145
Conservation & development 20.9 18.2 11.8 0.2 34.6 1.2 9.6 14.0 8.6 20.7 129 17.3 4.2
Environment 10.3 14.4 6.1 9.7 0.1 31 4.3 18.5 2.9 6.2 4.5 3.5 2.8
Recreation & culture 7.1 7.8 55 23.3 2.3 14.2 8.3 8.7 2.2 17.9 7.1 8.4 14
Housing 19.8 39.7 17.9 41.1 — ¢ 0 33.1 16.7 16.5 80.7 0.1 19.1 13.2
Regional planning 6.4 7.2 5.2 14.1 0.8 0.0 0.5 8.2 4.5 2.6 0.6 1.6 1.6
Debt charges 13.3 11.2 11.4 58.5 0.0 11 1.8 15.7 0 0 0.2 3.7 25.2
Other 12.2 11.4 34.5 107.4 0 562.9 0 1423 0 146.7 59.3 0 0.5
Total Specific Purpose
as a Percentage of
Total Expenditures 16.00 20.8 13.9 15.2 4.1 2.8 4.1 12.0 17.7 9.7 4.5 16.0 3.8

Notes: 2. Calculated from the source in Table 2.

® | ess than 0.05

°. No transfer but zero municipal expenditure for this cateaory.
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Figure 1. Intergovernment Transfers and Debt Charges as a Percentage of
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Figure 2. Trends in Canadian Municipal Expenditures, 1988-2001
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—®—Municipal total expenditure as a percentage of GDP

—® Municipal total expenditure as a percentage of personal income.

~%— Municipal program expenditure as a percentage of GDP.

~~ Municipal program expenditure as a percentage of consolidated provincial and local

government program expenditure.

A= Unemployment rate.
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Figure 3. Contributions to Canadian Municipal Revenue




Figure 4. Own-Source Revenue and Real Property Taxes as a Percentage of
Personal Disposable Income, Ontario and Canada less Ontario, 1988-2001.
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——Ontario: Own-Source Revenues as a Percentage of Personal Disposable Income

—®—Canada less Ontario: Own-Source Revenus as a Percentage of Personal Disposable
Income
—&—Ontario: Real Property Taxes as a Percentage of Personal Disposable Income

—*—Canada less Ontario: Real Property Taxes as a Percentage of Personal Disposable
Income




Figure 5. Transfers of Federal and Provincial Governments
to Municipalities, 1988-2001.

Federal Transfers Provincial Transfers

(millions of dollars) (percent of Expenditures) (billions of dollars) (percentage of Expenditures)

1988 193.9 0.70 21.66 22.36
1989 196.5 0.64 21.23 21.87
1990 191.3 0.56 21.44 22.00
1991 200.3 0.55 23.13 23.68
1992 213.8 0.56 24.72 25.28
1993 214.9 0.55 24.04 24.59
1994 326.9 0.82 24.23 25.05
1995 560.0 1.35 2412 25.47
1996 497.5 1.26 21.06 22.32
1997 369.1 0.92 19.62 20.54
1998 293.0 0.69 20.33 21.02
1999 249.6 0.58 2151 22.09
2000 194.8 0.43 16.17 16.60
2001 202.1 0.42 16.22 16.64

Figure 5. Transfers of Federal and Provincial Governments to Municipalities
as a Percentage of Municipal Expenditures, 1988-2001
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