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FOREWORD

This year’s Canada: The State of the Federation explores aspects of multilevel
governance in Canada. As the introduction explains, it seems time to broaden
the scope of intergovernmental scholarship in Canada to provide space for
cities and municipalities more generally. The demography of the country is
tilting rapidly towards the urban areas, substantial provincial-municipal re-
structuring has taken place, new global forces seem to be pressing cities to the
forefront, and the advocates of city power are pressing for more resources and
autonomy, with considerable success. The purpose of this volume is to present
new research about these trends and to deepen our understanding of the com-
plexities of municipal-federal-provincial relations in Canada. For those



six of them — who cannot be publicly thanked but who contributed their ex-
pertise to improve the work of the authors. We are very grateful to them. The
authors themselves endured delays and uncertainty but rose to the occasion of
revisions. Mary Kennedy fastidiously kept track of a multitude of files, while
Patti Candido handled the accounts. The superb editing of Carlotta Lemieux
maintained the Institute’s high standard of presentation. Valerie Jarus deserves
much praise for her careful work at the publishing end, while Mark Howse
contributed the cover design. Kingston Language Services handled the trans-
lation of the abstracts. Aron Seal and Stephanie Quesnelle assembled the
chronology of major events in Canadian federalism that concludes this vol-
ume. It covers the 2004 calendar year and has a useful index.

Conversion of papers into a book also requires financial support. Some was
forthcoming from the Institute and some from the Canada Research Chair on
Multilevel Governance at the University of Western Ontario. More was sup-
plied by SSHRC through the Major Collaborative Research Initiative on
“Multilevel Governance and Public Policy in Canadian Municipalities,” with
which many of the contributors are involved. This book is the first tangible
output of this very large research project. It will soon be followed by another
Institute publication, a comparative volume that presents surveys of multilevel
governance in some of the world’s major federations. The SSHRC support is
much appreciated.

Finally, I wish to thank my co-editor, Christian Leuprecht. He was a
postdoctoral associate at the Institute and was assigned by Harvey Lazar to
chase progress. As it turned out, his efforts and advice and collaboration as a
colleague were invaluable.

Robert Young
February 2006
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Introduction: New Work, Background Themes,
and Future Research about
Municipal-Federal-Provincial Relations
in Canada

Robert Young and Christian Leuprecht

Ce chapitre présente d’abord une introduction aux articles qui suivent, puisque ce ne
sont pas tous les lecteurs qui connaissent bien les différents aspects des relations
intergouvernementales lorsque celles-ci incluent les gouvernements municipaux. Puis,
dans ce chapitre, on discute de plusieurs thémes que I’on retrouve sous-jacent des
analyses présentées. Ces themes incluent les raisons pour lesquelles on s’intéresse de
plus en plus aux questions d’ordre municipal au Canada (tels que les changements
démographiques, la mondialisation et I’apparition de nouvelles valeurs et de nouvelles
technologies), I’impact des nouvelles méthodes d’administration publique, les facons
dont la gouvernance a niveaux multiples en Europe a modifié nos idées précongues,
et le role de la défense des intéréts des municipalités par des organismes et des
individus spécifiques. En dernier lieu, on explore quelques possibilités de recherches
éventuelles sur la gouvernance a niveaux multiples, des recherches qui peuvent étres
effectuées dans le but de poursuivre le travail présenté dans ce volume.

INTRODUCTION

To those familiar with the work of the Institute of Intergovernmental Rela-
tions and with the State of the Federation series, the papers in this volume
will represent something of a departure from the norm. “Intergovernmental
relations” as normally construed implies federal-provincial relations. But here
the emphasis is shifted to include cities, and municipalities more generally, as
actors in the intergovernmental matrix. Not only do some of the chapters that
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follow focus on relations between municipalities and provincial governments
in their institutional, fiscal, and political dimensions, but others — the major-
ity of the articles — are concerned with the complexities of municipal-federal-
provincial relations. As the ordering in the last phrase implies, matters of spe-
cial concern here are interactions between local governments and the central
government. This is of increasing interest in Canada, though the last survey of
the field was done more than ten years ago (Andrew 1994) and the last mono-
graph on the topic dates from the 1970s (Feldman and Graham 1979).

The contributions collected here are ordered into four categories: the back-
ground to change in multilevel governance in Canada, municipal restructuring,
municipal-federal-provincial policies, and the processes of complex intergov-
ernmental relations. The first section of this introduction provides a brief
resumé of each chapter. In the next section are explored more general issues
about multilevel governance, ones that form the context for the Canadian case
and are illuminated by the works presented here. Finally, there are sugges-
tions for further research and reflection, suggestions that arise both from the
wealth of information and ideas contained in this set of papers and from the
continued evolution of the Canadian federation.

A caveat is in order first. For several decades, many (but not all) scholars
interested in Canadian federalism have sought to affirm a certain constitu-
tional egalitarianism by referring to the “orders” of the federation. This
hearkens back to K.C. Wheare’s definition of the federal principle as “a method
of dividing powers so that the general and regional governments are each,
within a sphere, co-ordinate and independent” (Wheare 1953, 22), and the
usage may have originated somewhere not unadjacent to the Institute of Inter-
governmental Relations — an honest broker in Canadian federalism if there
ever was one. Hence, we refer to the provincial “order” of government, em-
phasizing not so subtly a co-sovereign status for provincial states that is equal
to that of the federal order. But when municipal governments are concerned,
this terminology breaks down. Under section 92.8 of the Constitution Act 1867,
municipalities lie firmly within provincial jurisdiction as “creatures of the
provinces”; that is, as “simply one of the powers given to the provinces to
exercise as they see fit” (Tindal and Tindal 2004, 179). However much their
leaders, advocates, and allies strive to win them more autonomy and status, in
part through rhetorical spin, this fundamental fact has not changed; nor is it
likely to. Moreover, the term is cumbersome when applied to three “orders.”
Finally, analysts and political actors throughout the world are content to refer
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topic of the second section of this book. During the last decade, there were
major realignments of boundaries and functions in almost every Canadian
province (Garcea and LeSage 2005). Change on this scale had not been wit-
nessed since the 1960s, when very complex systems of government involving
counties and other intermediaries were reformed and there were experiments
with metropolitan, two-tier, and special-purpose structures (O’Brien 1993;
Young 1987). As in that decade, the contemporary restructuring has occa-
sioned much more interest in local government by citizens and scholars alike.
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while the first explores two policy fields, housing and immigrant settlement.
Many other policy fields could have been included. Lacking here is work on
hard policy areas, such as infrastructure and property development. Another
notable gap concerns Aboriginals and the policies in place (or not) to assist
them, especially in the major western cities, where they constitute a rapidly
rising share of the population. But fortunately there is a growing body of work
on First Nations people in cities generally (Graham and Peters 2002). Many
other policy fields are touched on in the four chapters that deal with the pro-
cesses of multilevel governance.

Christian Poirier’s contribution examines the settlement and social integra-
tion of immigrants, a hugely important issue in Canada, especially in the
metropolises where most immigrants settle. The study compares policy about
“the management of ethnic diversity” in Ottawa and Montreal, and Poirier
makes two intriguing observations. First, city governments have considerable
autonomy in this field, because their administrations are linked into the local
immigrant networks and they administer relevant services such as housing,
policing, and recreation. Second, and somewhat contradictorily, while the fed-
eral government plays an important role in the field, it tends to work in formal
partnership not with city governments but with grassroots non-governmental
organizations (NGOs).

Housing policy is a field of similar complexity, according to David Hulchanski.
He shows that there is a long tradition of municipal-federal relations in housing,
dating back to the 1940s. Concluding direct intergovernmental agreements has
not been difficult when there is a will to proceed on both sides. But Hulchanski
sets changing housing policy within the larger context of the shape and evolution
of the welfare state, and he argues trenchantly that dual housing policies exist.
There is a policymaking consensus and a continuing pattern to policy such that
most effort is directed towards the primary part of the system —owners and higher-
end renters — rather than the secondary part — renters, the homeless, and the rural
poor. This analysis has sobering implications for those concerned with social in-
clusion in the neoliberal state, be it federal, provincial, or municipal.

The final section contains papers concerned with the processes of municipal-
federal-provincial relations; that is, how policies are formed in complex
intergovernmental systems. Smith and Stewart begin with an analysis of Van-
couver and focus on two issues. First, they argue that Canadian cities,
apparently constrained constitutionally to merely beaver away at service pro-
vision, can nevertheless set the policy agenda and lever resources from other
levels of government. Second, they are interested in a “whole of government”
approach, which means that for hard and complex problems, the resources,
expertise, and jurisdictional authority of all levels of government need to be
deployed in a coordinated fashion. Studying homelessness and drug policy,
they show that determined local leadership can indeed bring about change
and intergovernmental cooperation.
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Tom Urbaniak’s chapter reinforces this point. He examines the goals and
strategies of the municipal government of Mississauga, a very large “edge
city” of the type that slips under most scholars’ radar screens. The mayor of
Mississauga, Hazel McCallion, is a uniquely successful and powerful politi-
cian who is currently serving her tenth term. Drawing on general theories
about the limits to municipal action and the opportunities for leadership,
Urbaniak examines the city’s manoeuvring with Ottawa on three crucial
dossiers: the Pearson airport, the waterfront, and homelessness. He demon-
strates that local political pressure and the land-use planning expertise located
only within municipal administrations have enabled the mayor to put effec-
tive pressure on other levels of government, especially Ottawa, so that they
help drive economic development in the city.

Christopher Dunn paints a very different picture of the periphery — New-
foundland and Labrador — and indeed of the deep periphery of the province’s
rural areas. Local government here is relatively weak, and Dunn shows how
the federal government’s priorities and programs can shape and reshape the
most vital local bodies — economic development organizations — as they strug-
gle to access a wide range of funding opportunities. The provincial government
inserts itself into these relationships selectively. It attempts to mediate them
when the regional distribution of benefits is visible and salient, as it is in such
fields as infrastructure funding and housing.

This demonstration of a widespread federal presence in municipal relations
is reinforced by the work of Garcea and Pontikes, who study Saskatchewan.
They document a multiplicity of programs that require municipal-federal co-
operation, municipal-federal-provincial cooperation, or cooperation between
sets of government actors and NGOs or business. In these relationships, the
provincial government generally favours “dual bilateralism” so that it can play
an important mediating role. However, Saskatchewan governments are re-
source-constrained and therefore pragmatic. Building on a very rich empirical
base, Garcea and Pontikes suggest that there is a range of possible provincial
roles, several different approaches to the municipal-federal relationship, and
a variety of intergovernmental mechanisms in play. All of the papers collected
here point to avenues for future research, but this one offers the most sugges-
tions for scholars interested in pure intergovernmental relations within the
complex world of Canadian multilevel governance.

BACKGROUND THEMES

The intent of this section is not to provide a comprehensive analysis of the
context for the following chapters about multilevel governance in Canada, a
task that would require more space and time than are available. Instead, the
aim is to suggestively sketch some developments and forces that illuminate
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the descriptive and analytic content of the papers collected here. In particular,
we focus on features that have augmented the salience of urban problems and
municipal governments. We look at four elements: the deep determinants of
change, new public management, emerging views of multilevel governance,
and the power of advocacy.

DEEP DETERMINANTS

Canada’s urban centres are growing. Some increase is at the expense of rural
and small-town Canada, where the demographic challenge is to cope with the
effects of population decline on tax bases and service provision (Bourne 2003).
Between 1996 and 2001, about 712,000 Canadians moved to one of the cen-
sus metropolitan areas (CMAs) from non-metropolitan locales, a shift of a
remarkable 2.4 percent of the population. At the same time, however, 672,000
people moved out of the CMAs to exurbs and smaller centres (Statistics Canada
2002a, 9). Most of the growth in Canadian cities is the result of immigration
from abroad. In Toronto, for example, during this same period out-migration
was just exceeded by in-migration and natural increase. The real growth came
from about 374,000 foreign immigrants (Statistics Canada 2002a, 14-15;
2002b, table 4). And the urban concentration of immigrants is rising. Of those
who came to Canada before 1961, 73 percent live in CMAs; but of those who
arrived between 1991 and 2001, 94 percent live in CMAs (Statistics Canada
1992, table 1; 2003, 40). As well, there is a very substantial movement of
Aboriginal people into cities, especially in the West (Peters 2002).

These flows place tremendous pressure on governments. Overall, rising
population leads to environmental stress and pressure on infrastructure. New
infrastructure is expensive, and the aging stock costs more and more to main-
tain. Municipalities must also strive to integrate immigrants into the local
labour market and into society in general (Frisken and Wallace 2003), tasks
that involve many tools under municipal authority. But the provincial govern-
ments are also necessarily involved, through social assistance and education
policy and through credential certification, while Ottawa shares responsibil-
ity for the level and mix of the immigrant flow and has a pan-Canadian stake
in multicultural policy (Jedwab 2001). The sea changes in the ethnic compo-
sition of cities make citizens interrogate the essence of their local community
and focus attention on the level of government that serves it most directly.

The movement of people is only one component of globalization, which
has profoundly affected governments and societies everywhere (Cable 1995;
Scholte 2000). Concerns about competitiveness and government deficits have
led to service cuts, reduced transfers, and the offloading of responsibilities,
with the municipal level bearing the brunt of neoliberal restructuring. Increas-
ing inequality and economic polarization are remarkable in Canada’s urban
centres (Séguin and Divay 2002). At the same time, the big cities are
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increasingly regarded as the gateways to the world economy and as the en-
gines essential for growth and competitiveness (Scott 2001; Sassen 2000).
National states are constrained in their traditional economic functions by in-
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use them to serve citizens and cement new connections. They have also pro-
foundly affected the conduct of public administration, helping to open new
avenues for cooperation in multilevel governance.

NEW PUBLIC ADMINSTRATION

The environment within which public servants function today is very differ-
ent from that of a mere decade ago. New public management (NPM) principles
have profoundly altered the process of public administration. At the federal
level, change has been widespread (Pal 2006, 202-25). Less is known about
the pattern of reform at the municipal level, but some exploratory work strongly
suggests that local public service has changed too (Young 2003; Tindal and
Tindal 2004, 287-97). Leaving aside the NPM precepts about privatization,
cost recovery, and performance measurement, the relevant innovations are that
administrative structures have been flattened, public servants have gained much
more discretion, horizontal collaboration is encouraged, NGOs are involved,
and the mission is to serve the citizenry through delivering public services
thoughtfully (Pal 2006, 76; Rhodes 1996).

With respect to multilevel governance, this makes for a problem-oriented,
fluid, entrepreneurial, and collaborative approach. First, as was seen most
notably in the Vancouver Agreement (discussed by Smith and Stewart in this
volume), public servants from all levels of government can adopt a citizen-
centred orientation, identifying the various dimensions of complex problems
and cooperatively allocating tasks to those with the resources and jurisdic-
tional authority to accomplish them (Rogers 2004). Such collaborative
initiatives require trust and, equally important, shared goals. In effect, public
servants now often work in what international-relations scholars call “coali-
tions of the willing” — networks of like-minded individuals concerned with an
issue or sector. In line with a core component of the notion of governance,
these networks often include NGOs.

For example, one Ontario municipality has a local Children’s Services Fund-
ing Group that includes municipal, provincial, and federal officials, along with
representatives from the United Way (Young 2003, 4). The networks may be
enduring, like this one, or they may coalesce around particular initiatives,
such as expositions or industrial developments. As well, new technologies
and the liberty offered by NPM make horizontal collaboration across munici-
palities much easier and more widespread, and these relationships may
engender more cooperation with other levels of government. Indeed, a re-
markably thorough empirical study of collaborative government in the field
of economic development in the United States found that horizontal and ver-
tical collaboration are correlated (Agranoff and McGuire 2003, 99-124). In
short, NPM facilitates complex intergovernmental relations. Now, it may be
that the collaboration enabled by NPM structures and processes is most
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widespread in the day-to-day management of minor programs and issues, while
more formal mechanisms come into play for major intergovernmental initia-
tives. But routine matters are the stuff of government that affects many citizens
most of the time. And big deals do not get made without lots of cooperative
sherpas.

EUROPE AND MULTILEVEL GOVERNANCE

Thinking about complex intergovernmental relations has been greatly stimu-
lated by scholarship about the European experience. In the European Union
(EU), powers shift steadily upward to the common institutions; new subnational
and supranational regions are created and reinforced, blurring the boundaries
of nation-states; and considerable decentralization has occurred in the United
Kingdom, Spain, France, and Italy. Hence, the emergence of the term
“multilevel governance” (MLG), defined as “a system of continuous negotia-
tion among nested governments at several territorial tiers — supranational,
national, regional, and local — as the result of a broad process of institutional
creation and decisional reallocation that has pulled some previously central-
ized functions of the state up to the supranational level and some down to the
local/regional level” (Marks 1993, 392).

Leaving aside the intense European debates about identity, citizenship, and
constitutionalism, some matters remain relevant to the Canadian experience.
One concerns the legitimacy of evolving institutions, a perennial issue in the
EU. What forms of democratic participation are necessary to build public trust
in new institutions such as our amalgamated cities? In complex MLG sys-
tems, can citizens participate effectively or at least hold policymakers
responsible? More prosaically, the European experience shows some of the
drawbacks of intergovernmental relations. One is the “joint decision trap,”
which opens up when formal or informal decision rules require unanimity:
with many players, immobilisme can be a common result. Short of this, it
remains true that when the number of actors involved increases, so do trans-
actions costs — the resources expended in negotiating. When it is imperative
to reach some form of agreement, these costs can be very high. Such draw-
backs may be familiar to those observing the lack of progress on the Toronto
waterfront and the negotiations that produced the Vancouver Agreement, for
example.

Flowing from the European experience, and informed by the EU debates
about community and variable geometry, is a blunt but useful distinction be-
tween two types of MLG. Hooghe and Marks (2003) posit a Type I governance,
built around stable communities, where powers are bundled and assigned to a
limited number of durable governmental levels. Jurisdictions are nested within
one another and memberships do not intersect horizontally. This corresponds
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to most of the Canadian intergovernmental system and to much of Europe,
where arrondissements or neighbourhoods nest within municipalities, which
nest within regions, which nest within provinces, national states, transnational
regions, and the EU itself. In contrast is Type II governance, where authori-
ties are designed around specific functions; they proliferate (like American
special districts or Swiss intercommunal associations), have non-identical
voluntary memberships, and are impermanent and flexible. In the Type II
model, government bodies are formed to provide some limited set of services,
with an emphasis on efficiency, economies of scale, and externalities, while
Type I governments represent communities of interest — groups of people who
are somewhat distinct and relatively homogeneous and who share common
goals and some sense of identity.

This is a useful framework for thinking about many aspects of municipal
governments and their relations with other levels of government (Young 2005,
5-9). In the present volume, it is clear that most contributions are embedded
in the Type I model, where municipal amalgamation, for instance, simply cre-
ates larger communities of interest (in theory). But the models do help us
reflect on government action, especially that of the federal government. First,
Ottawa’s relations with municipal governments break through the nesting ar-
rangement, bypassing the provincial level. Second, as shown here by
Christopher Dunn in particular, the federal government can help form spe-
cial-purpose Type II bodies. Finally, Ottawa can bypass municipalities as well,
within the nesting arrangement, by acting directly upon local communities. It
is worth stressing this point once more. As Urbaniak puts it, “an urban agenda
is not necessarily a municipal agenda.” Both the federal government and pro-
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The cities agenda has had powerful and skilled advocates. Some have been
located in think tanks. In particular, as the references in Loleen Berdahl’s
paper demonstrate, the Canada West Foundation played an early role in re-
searching and publicizing urban issues (see also Gibbins 2004). So did the
Canadian Policy Research Networks (Bradford 2002; Seidle 2002). Many aca-
demics from a variety of disciplines have contributed to the debate (Wolfe
2003; Boothe 2003). But these were all relative latecomers, attracted to an
issue that was rising fast.

Two of the most articulate and influential advocates for municipalities ad-
dressed the conference at which the papers collected here were presented.!
One was James Knight, chief executive officer of the Federation of Canadian
Municipalities (FCM). He has “made a career of urging the Government of
Canada to take account of municipal and urban concerns and to adopt appro-
priate policy and program responses.” Knight spoke to the conference about
demographic and economic pressures and about the central role of cities in
the new economy. But he also compellingly outlined the erosion that has oc-
curred in municipal services and intrastructure because of the fiscal crisis
created by inadequate resources. This is a note that the FCM has sounded for
years, with considerable success. (For a typical position paper, see Federation
of Canadian Municipalities 2001.) The organization, Knight noted, is active
on multiple fronts, engaging federal agencies that range from the RCMP to
Environment Canada, Transport Canada, Health Canada, Industry Canada, and
several Crown corporations and regulatory agencies. But it is on finances and
municipal services — especially infrastructure — that the FCM has concen-
trated, mobilizing the political clout of 1,050 municipalities representing 80
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FUTURE RESEARCH

The papers gathered here provide a host of insights into complex intergovern-
mental relations in Canada and point the way towards many avenues for future
work in MLG. Concentrating on municipal-federal relations, there is an evi-
dent requirement for much basic mapping of relationships. From work like
that of Smith and Stewart, Urbaniak, and Hulchanski, we see that these rela-
tions are widespread and that cooperation and conflict both characterize
policymaking in many fields. But the surface has only been scratched. First,
much more information is needed about how these relationships operate in
small and medium-sized municipalities; there, it seems likely that elected
politicians rather than officials will be more central intergovernmental play-
ers. Some policy fields deserve more attention as well; urban Aboriginal policy
(including urban reserves), the infrastructure programs, emergency planning,
and issues around federal property in municipalities seem to offer rich oppor-
tunities. Finally, there are special-purpose (Type II MLG) bodies.
Municipal-federal relations involving these deserve study both when they are
federal, like the Atlantic Canada Opportunities Agency and the various regu-
latory agencies, and when they are primarily municipal, like development
agencies such as Montréal International, the Greater Vancouver Housing Cor-
poration, upper-tier authorities, tourism and sports organizations, and
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generally, Garcea and Pontikes recognize in their contribution that the pro-
vincial role is not part of a zero-sum game; apart from monitoring and
regulation, provincial governments can be involved as advocates, mediators,
and partners. These authors also classify various provincial approaches to the
relationship and mechanisms of interaction, along with some determinants of
the overall provincial stance. But other considerations are relevant to the study
of these tripartite relationships, including the province’s political complex-
ion, its policy capacity, and the nature of the policy in question — its locus of
jurisdiction, visibility, stakes, and complexity (Young 2003). This area of re-
search is one that lends itself to comparative work across provinces, fields,
and cities, for cases can be carefully selected to control for confounding fac-
tors. This last possibility illustrates a general advantage of studying the
intergovernmental relations of municipalities: unlike the federal-provincial
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policy is very difficult when there are complex arrangements to transfer funds
and when authority over programs or projects is diffused among many agents.
But is this really a problem? Accountability is often raised as an issue by
public-finance economists working with simple models of democracy. Their
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literature on province building (Young, Faucher, and Blais 1984). We may
find that structural factors conducive to city power crystallize into electoral
promises made by provincial and federal politicians. Business pressure is
clearly a factor as well, though the Toronto experience indicates that politi-
cians’ demands for autonomy will not be supported unconditionally by firms
entrenched in particular cities (Lewington 2005). As Urbaniak shows here,
shrewd political leadership is essential. More important, institutional change
may have long-term power-enhancing repercussions. As David Siegel notes
in his contribution, “the City of Toronto has twenty-eight members of parlia-
ment, twenty-eight members of the provincial legislature, and one mayor. It is
not difficult to figure out who will speak with the greatest authority about the
needs of the people of Toronto.” This raises the question of citizens’ identifi-
cation. We know that the way and degree that citizens identify with European
states has a very significant bearing on their support for European integration
(Hooghe and Marks 2004). Is it similarly true that citizen identification with
their city will ultimately lead to its drawing down more powers? Normally,
determinists think that economic forces will drive institutional change, while
citizen attachments will follow epiphenomenally. This view may be correct.
But it may be that identification can drive the process. We know almost noth-
ing about how Canadian urban residents identify with their cities. It could be
worth finding out more, because this might help explain the migration of au-
thority to this country’s global city-regions.

But enough of future research opportunities. Let’s turn to the interesting
research that has already been done by our authors.
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The Federal Urban Role and
Federal-Municipal Relations

Loleen Berdahl

Ce chapitre permet d’explorer la situation de la politique urbaine fédérale et les interactions
entre les gouvernements municipaux et le fédéral au terme de I’ére Jean Chrétien en
2003. A cette époque, les questions urbaines constituaient une préoccupation de plus en
plus importante en matiere de politique, et un des themes dominant I’ensemble du débat
urbain était que le gouvernement fédéral devrait jouer un réle explicite en politique urbaine.
C’est sous cet effet de pression grandissante que le gouvernement fédéral a renforcé son
intérét dans les affaires urbaines. Ce chapitre souleve trois questions. En premier lieu,
quel est le réle du gouvernement fédéral dans les questions urbaines et est-ce que ce rdle
implique des interactions fédérales-municipales? En deuxieme lieu, quel était I’état des
interactions fédérales-municipales en 2003? Et en dernier lieu, quelle conduite le
gouvernement fédéral devrait-il suivre pour améliorer sa capacité d’agir efficacement
dans les questions urbaines? On explorera la nature des interactions fédérales-municipales
en exposant le cas de cing villes des Prairies : Calgary, Edmonton,Winnipeg, Saskatoon
et Régina. Un addenda conclura ce chapitre en soulignant les modifications apportées
aux politiques urbaines fédérales entre le printemps 2003 (gouvernement majoritaire de
Jean Chrétien) et I’été 2005 (gouvernement minoritaire de Paul Martin). Les assises de ce
chapitre sont fondées sur une étude de recherche pluriannuelle continue, le Western Cities
Project de la Canada West Foundation, qui explore une grande variété de sujets traitant
des considérations urbaines, fiscales, sociales, environnementales et gouvernementales.

INTRODUCTION

Despite decades of urbanization, Canada’s cities, urban policy challenges, and
municipal governments have received relatively little national policy atten-
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This was particularly true in the 1980s and 1990s. Debates about the division
of political powers were discussions of federal-provincial centralization or
decentralization, and discussions about fiscal capacity focused on vertical fis-
cal imbalance between federal and provincial governments, ignoring the
municipalities. While the vast majority of Canadians lived in urban centres —
and a solid majority in large urban centres — policy discussions and debates
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the various forces raising the profile of urban issues — particularly the FCM,
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the lack of a coherent federal urban strategy is the federal government’s three-
decade-old failed experiment with an urban strategy — the Ministry of State
for Urban Affairs (MSUA), which operated from 1971 to 1979. MSUA was
set up to coordinate federal urban activities, establish agreements among the
three levels of government, and conduct research. The ministry failed to meet
its goals partly because “the federal policy irritated the provinces, and they be-
came increasingly vocal in their opposition” (Andrew 1994, 431). The legacy of
MSUA’s demise is that federal governments “continue to have federal policies
enacted without regard to their urban impact” (Tindal and Tindal 2000, 231). To
this day, MSUA is often given as an excuse for inaction rather than as a motiva-
tion to find a better model for managing the federal government’s urban role.

However, tentative steps were taken to reopen the door shut by MSUA’s
demise when in May 2001 Prime Minister Chrétien established the Caucus
Task Force to conduct public consultations to find ways in which “the Gov-
ernment of Canada can work more collaboratively, within our federal
jurisdiction, to strengthen the quality of life in our large urban centres” (Lib-
eral Party 2002b, iv). The Caucus Task Force released its interim report in
April 2002 and its final report in November 2002. The reports acknowledged
the federal role in urban areas, and the final report called for an increased
federal urban presence in three areas: affordable housing, transportation/tran-
sit, and sustainable infrastructure. These recommendations suggested the
potential for important expansion of the federal urban policy role, but they
did not necessarily point to a more coordinated urban policy framework.

Another potentially important — albeit somewhat subterranean — develop-
ment at the federal level was the establishment of the Task Force on Canada’s
Urban Communities within the Privy Council Office (Institute on Govern-
ance 2002). As the final report of the Caucus Task Force describes, “Within
the Privy Council Office, an internal Task Force on Urban Communities was
established to develop a profile of the federal presence in urban centres, re-
search into best practices and to explore ways of integrating federal programs”
(Liberal Party 2002b, iv). According to a biography of the PCO task force’s
director general, Adam Ostry, the task force’s mandate was “to develop a vi-
sion of the Government of Canada’s role with respect to Canada’s urban centres
as well as a coordinated strategy and action plan on urban issues” (Couchiching
2002). (It is interesting that this description goes beyond urban issues to con-
sider urban centres as well.) The PCO task force’s mandate was to focus on
horizontal integration of federal urban interests by bringing relevant depart-
ments to the same table. This horizontal coordination could be very important
to the federal government’s urban strategy in the years ahead.

Does the federal urban role imply a federal-municipal relationship? As will
be discussed in the next section, to date the federal-municipal relationship
has been informal and limited in scope. The federal government does not have
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there is no mechanism for providing sustainable federal funding to munici-
palities and no formal mechanism for consulting municipal governments on
urban issues or on the many federal policies that affect urban areas. There is no
federal body to provide a point of contact with municipalities. Communications
with municipal governments tend to be ad hoc, and this ad hockery limits the
ability of Canadian governments to work together to address urban issues.

As part of its consultations, the Caucus Task Force met with municipal
government officials, and in its reports it identified a need for “all orders of
government to coordinate resources, and consult and collaborate on a new
approach to the challenges in Canada’s urban regions” (Liberal Party 2002a,
iv). However, the Caucus Task Force did not go so far as to recommend insti-
tutional structures (such as a ministry or formal consultation model) to manage
federal urban issues and to allow for tripartite dialogue. Thus, while the Cau-
cus Task Force recommended an expanded federal urban policy role, it did
not recommend expansion of the federal-municipal relationship.

It is interesting to note that federal dialogue on urban issues deliberately
refers to “urban communities” and “urban issues” rather than to “municipali-
ties,” “cities,” or “city-regions.” There are both advantages and disadvantages
to this approach. The advantages are that it allows the federal government to
look at urban communities in a broad sense (in effect, adopting a city-region
model) and, perhaps more importantly, allows the federal government to side-
step the constitutional arguments that inevitably arise; it is one thing for the
federal government to deal with (provincially controlled) municipal govern-
ments and quite another for it to examine urban areas. The disadvantages are
that “urban communities” can be an overly broad definition, encompassing
small towns of a few thousand and large city-regions of many millions; also,
the emphasis on “urban communities” risks ignoring the relevance of munici-
pal governments — and, indeed, of provincial governments. Another
disadvantage, of course, to this “urban issues” approach is that at some point
it will become fundamentally impossible for the federal government to effec-
tively address urban issues without also coming to grips with municipal
governments, because municipal governments are, by definition, engaged with
a multitude of urban issues on a daily basis.

THE CURRENT FEDERAL-MUNICIPAL RELATIONSHIP IN
PRAIRIE CITIES

Given that municipalities are a provincial responsibility, one might expect
little formal federal engagement with municipal governments. To a large de-
gree, this expectation has been met. Although the federal government has been
involved in urban issues, this involvement has rarely been within an explicit
urban policy framework that includes a relationship with municipal govern-
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ments. (In many cases, the involvement does not even include explicit recog-
nition that the policy field is primarily urban in nature.) Nonetheless, an
informal or ad hoc federal-municipal relationship has evolved around three
primary points of contact: political interaction, bureaucratic interaction, and
joint and tripartite agreements.

There is a modest degree of political interaction between municipal and
federal governments. In addition to the consultations associated with the Cau-
cus Task Force, municipal officials report that there is occasional dialogue
between mayors and federal ministers — both “ministers responsible” for a
given program area and “regional ministers.” As one municipal official de-
scribed it, “The mayors are very prudent in dealing with ministers. They don’t
want to waste the time of the minister. A mayor meeting with a minister is the
first stop in signaling the importance of an issue to the federal government.”
The importance of regional ministers was raised by a number of individuals.
Stated one, “The presence of the Honourable Ralph Goodale as our Member
of Parliament and senior Minister has been an immense help — we meet with
him regularly.” At the same time, one complication that was raised is that
there is the potential for pressure for mayors to meet with both the minister
responsible and the regional minister — a requirement that could slow the proc-
ess considerably. (Given that only prairie municipalities were consulted for
this paper, it is not clear if this is an issue outside western Canada.) It is noted
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work can be accomplished, though municipal officials are more likely to point
to the ad hoc nature of these interactions. In addition, both federal and
municipal officials raise the issue of differing federal and municipal “organi-
zational cultures.” In general, municipal officials see federal action as being
extremely slow, while federal officials see municipalities as being extremely
impatient for action.

Federal-municipal interaction at the bureaucratic level appears to be grow-
ing, often in the absence of the provincial governments. In the recent past,
there have been at least three interactions of note:

e In December 2002, the Saskatchewan Council of Senior Federal Officials
held a meeting on Saskatchewan cities. Invited speakers included the city
managers of Regina and Saskatoon (Bob Linner and Phil Richards, respec-
tively), the vice-president of the Saskatchewan Urban Municipalities
Association (Don Schlosser), and the president and CEO of the Canada West
Foundation (Roger Gibbins).

 In February 2003, the Alberta Council of Senior Federal Officials dedicated
its monthly meeting to “the cities agenda.” Invited speakers included senior
officials with the cities of Edmonton and Calgary (Bruce Duncan and Brenda
King, respectively) and the president and CEO of the Canada West Founda-
tion (Roger Gibbins). The agenda included discussion of both homelessness
and urban Aboriginal issues.

e In March 2003, the Institute for Public Administration Canada held an inter-
governmental dialogue in Vancouver entitled “Competitive Cities, Healthy
Cities: Charting Collaboration.” This two-day event brought federal offi-
cials together with provincial and municipal officials and local community



The Federal Urban Role and Federal-Municipal Relations 33

The third area of federal-municipal relationship is joint programs and agree-
ments. Tripartite agreements and joint programs are the most formal aspect of
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There are numerous examples of programs under the Infrastructure Canada-
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formal mechanisms to receive municipal government feedback on federal ac-
tion or inaction, and it lacks mechanisms to provide sustainable funding to
municipal governments. The municipal representatives whom Canada West
consulted indicated that the status quo poses a number of problems for cities.
Important urban perspectives, they asserted, are not always brought to bear
on federal policies that affect cities; issues of urban finance are ignored at the
federal level; and municipal governments are faced with extensive de facto
residual responsibilities, because if federal and provincial governments fail
to adequately address policy issues in their own domains, municipal govern-
ments are left to address the policy gap, despite their lack of resources to do
so. For these reasons, it is not surprising that Canada’s big city mayors are
increasingly vocal in demanding federal attention to cities and urban issues.
Of course, attention and action are two very different things. Referring to the
federal-municipal relationship, one municipal official commented, “After all
is said and done, more is said than done.” Considering the barriers impeding a
stronger federal-municipal relationship, this may be an apt assessment.

IMPROVING THE FEDERAL URBAN ROLE

What steps could the federal government take to improve its ability to act
effectively on urban issues? How can the federal government ensure that its
own policy actions — be they explicitly urban policies or not — work for the
betterment of Canada’s cities? There are at least three options that should be
considered:

First, the federal government needs greater coherence and coordination of its
own urban policies and programs. Specifically, there is an ongoing need to
coordinate horizontally. This may require a single ministry being made per-
manently responsible to ensure horizontal federal urban policies. Without a
single ministry being responsible to coordinate the various federal urban poli-
cies, department-specific urban initiatives “might lead to overlapping programs
and conflicting criteria for eligibility” (Wong 2002, 10). A single ministry
responsible for urban affairs would encourage a holistic federal approach to
cities. It must be stressed that the ministry responsible could be an existing
ministry, such as the Privy Council Office, and that the scope of the responsi-
bility would need to be carefully defined. A minister responsible broadly for
“urban Canada” would have an impossible mandate; indeed, one could argue
that this mandate would encompass most of the federal government’s activi-
ties. The purpose is not to create an urban affairs ministry that would rival the
mandate and scope of other ministries but simply to make one ministry re-
sponsible to ensure that all federal departments work together to coordinate
their urban efforts.
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Second, the federal government needs tools with which to evaluate the impact
of federal action on urban areas and on municipal governments. One idea
that is often raised is the adoption of an “urban lens” to evaluate existing and
future federal policy. The Caucus Task Force asserts, “We need to apply an
urban ‘lens’ to all policies and programs, both national and international that
are directed at urban regions. An urban perspective will guide future legisla-
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matter, provincial) governments do not adequately consider the impact of their
policies on urban areas, despite the fact that many federal policies have sig-
nificant urban dimensions and ramifications. Because the lack of formal
consultation mechanisms, communications tend to be ad hoc, and this limits
the ability of Canadian governments to work together to address urban issues.

Some form of federal consultation mechanism — such as the establishment of a
federal standing committee on urban affairs — would institutionalize federal con-
sultation with provincial and municipal governments. The mechanism would ensure
that the federal government consults with provincial and municipal representa-
tives on a regularly scheduled basis, allowing for a consistent urban perspective
in national policymaking. The purpose of the consultations would not be to give
provincial and municipal governments a role in federal decision making; rather, it
would be to ensure that the perspectives of big cities are taken into account in
federal decision making. The regular consultations would also create stronger
tripartite relationships, increase the opportunity for vertical policy integration,
and address the Caucus Task Force’s desire for ““all orders of government to coor-
dinate resources, and consult and collaborate on a new approach to the challenges
in Canada’s urban regions” (Liberal Party 2002a, vi).

One challenge, however, is that while it is (relatively) easy to figure out
who participates on the federal and provincial sides, determining municipal
participation is not as easy. Assuming a federal “big cities” strategy with the
focus on a small number of Canada’s largest cities, municipal participation
could be limited to those cities. This would help the federal government avoid
the pressure to include all Canadian cities, which would result in an unwork-
able consultation process and a “watering down” of large urban concerns.

Overall, each of these options — greater coherence and coordination on federal
urban policies and programs; tools to evaluate the impact of federal actions on
urban areas and on municipal governments; and formal mechanisms for the fed-
eral government to consult municipal and provincial governments on federal urban
policies and programs — would institutionalize the federal urban role. Such steps
would likely improve the federal government’s ability to act effectively on urban
issues and would not necessitate an expansion of federal urban activity.

There are a number of advantages to institutionalizing urban affairs at the
federal level: greater federal awareness of urban issues, improved coordina-
tion of federal urban programs, and the greater potential for increased federal
consultation with municipal and provincial governments on urban issues. Of
course, a number of political barriers would surface with any effort to institu-
tionalize urban affairs at the federal level. For instance, could the federal
government resist pressures to include all “urban areas,” regardless of size,
thus weakening the impact of a federal urban strategy? Would a ministry re-
sponsible for urban affairs be able to coordinate federal policies effectively?
Would institutionalizing the federal urban role create greater pressure for an
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expansion of the federal urban role, both within and outside federal jurisdic-
tion? If so, would the federal government be extremely reluctant to increase
its financial commitment to urban issues? (One can imagine a considerable
price tag attached to expanded federal urban engagement!) And, perhaps most
importantly, could the federal government create institutional structures with-
out upsetting the provinces?

The provincial side of the federal urban role and the federal-municipal re-
lationship needs to be considered closely, for it is the critical political barrier
facing the federal government. In Canada, municipalities are neither constitu-
tionally recognized nor given any specific powers or responsibilities. Instead,
“Municipal Institutions in the Province” are assigned as one of a number of
provincial responsibilities in section 92(8) of the Constitution Act, 1867. As
noted earlier, the constitution does not restrict a federal role in urban affairs,
just as the constitutional assignment of hospitals to provincial jurisdiction
has not prevented active federal engagement in health policy. Nor does the
constitution preclude a federal relationship with municipal governments, a
conclusion supported by the experiences of two similar federal countries:
Australia and the United States (Berdahl and Sapergia 2001). But while the
Australian and American experiences demonstrate ample room within exist-
ing constitutional frameworks for new innovative relationships among the
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Task Force came under discussion: “While there was recognition among prov-
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an expanded bilateral federal-municipal relationship. Indeed, provincial re-
sistance may prove to be the most critical — and perhaps an insurmountable —
barrier to institutionalizing the federal urban role and ultimately achieving an
effective urban strategy. Since the federal government needs to maintain posi-
tive intergovernmental relations with the provincial governments, it is unlikely
to risk damaging federal-provincial relations over urban issues. Thus, while
the constitution does not restrict a federal role in urban affairs, political realties
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Committee on Cities and Communities, chaired by former B.C. premier Mike
Harcourt (Canada, Office of the Prime Minister 2004). This committee’s man-
date is to provide advice on federal policies related to cities and communities
as they are being developed, to advise the federal government on how to en-
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Ce chapitre permet d’examiner la situation fiscale des administrations municipales
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affordable housing, and — more in the provincial context — amalgamation,
funding changes, and responsibility realignment. The impact of all these fac-
tors could be explored further, but fiscal considerations are the focus here.

Fiscal matters have been a continuing concern of municipal governments.?
Concerns typically focus on fiscal capacity and on fiscal arrangements with
other governments. Matters dominating (but not unique to) recent discussions
are the variability and uncertainty of intergovernmental transfers, the costs of
offloaded or downloaded responsibilities, new (or the perception of expanding)
local needs, a growing infrastructure deficit, and the constraints on own-source
revenues imposed by reliance on a single major tax, the property tax.

The objective of this paper is to examine municipal governments’ fiscal
situation and their intergovernmental fiscal relations. The main directions are
to outline what exists, to identify the forces shaping the structure, and to ex-
plore what might be. The paper begins with the fiscal picture. Included there
is a search for evidence of the seriousness of the municipal fiscal problem.
Municipal fiscal arrangements are briefly reviewed in the context of the les-
sons from fiscal federalism. Various suggestions have been advanced on how
municipal finances and intergovernmental fiscal relations might be reformed.
A number of these are outlined and assessed. Discussion and conclusions com-
plete the paper. For a summary look ahead, this analysis suggests that the
future of municipalities will largely be in their own hands (as it should be) but
the municipalities’ strength and dexterity could be improved.

THE FISCAL PICTURE
AN OVERVIEW

Municipal government expenditure represented 4.4 percent of GNP in 2001
and about 10.5 percent of total government outlays.* This percentage is slightly
smaller than the 4.5 percent of GNP that it represented in 1988, the first year
that independent municipal government data were available. Despite the
slightly lower percentage, per capita real (GDP deflator adjusted) dollar ex-
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contribute significantly to schooling (14.2 percent of municipal expenditures),
and, at 4.5 percent, still finance more than the norm of social services, though
that share has dropped dramatically (from 23.3 percent in 1988) and a final
reduction was expected to occur in 2003.° Ontario municipalities are the highest
spenders because one-quarter of their outlays go to fund social services. Other-
wise, the Ontario outlay would be second to that of Alberta and its distribution
closely parallel to the Canada average. Among the other provinces, the aver-
age share of expenditures going to social services is less than 1 percent. Ontario
has a tradition of placing somewhat more expenditure responsibilities on its
municipalities than other provinces, and the local government “reforms”
introduced during the 1990s exacerbated that burden. The province assumed
full responsibility for funding schools (with new provincial property taxes to
contribute to the cost) and, in exchange with the local level, shifted a variety of
responsibilities (notably, all social housing costs, the costs of maintaining previ-
ously provincial highways, and half of the cost of land ambulances) to the municipal
governments.® This reassignment of responsibilities to the municipalities, par-
ticularly the social services component, contrasts with the prevailing pattern and
is contrary to “best practices” recommended by students of fiscal federalism. There
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of data for different classes of municipalities comparable to the Statistics
Canada Financial Management System data utilized for this paper.

A FISCAL SQUEEZE?

As already noted, considerable concern has been expressed about Canadian
municipalities, especially cities being squeezed fiscally between downloaded
responsibilities, rising expectations, and a slowly growing tax and revenue
base. This issue is examined in this section. Initially, only national data are
considered, but then a revealing subnational perspective is taken.

A National Perspective

Intergovernmental transfers to municipalities have declined during the past
decade as upper-tier governments cut transfers to fight their deficits. Figure 1
shows federal and provincial transfers to the municipalities as a percentage of
expenditures from 1988 to 2001. Transfers declined after 1995 and again af-
ter 1999. Between 1988 and 2001, they fell from 22.4 to 16.6 percent of
expenditures.® In fact, because of an anomaly relating to Quebec (to be ex-
plained below), transfers in the other provinces fell to 14.2 percent or by more
than one-third on average rather than by one-quarter. The actual impact was
even somewhat greater because transfers had amounted to about 25 percent of
expenditures during the first half of F3 1tfOsn.
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spending also barely changed; as it moved only from 4.11 to 4.19 percent of
GDP." Finally, municipal program expenditures as a percentage of consolidated
provincial and local (subnational) program expenditures also showed no trend,
starting at 16.1 and ending at 16.3 percent. If municipalities have been burdened
by downloading and if they responded by spending to meet those new respon-
sibilities, one might have expected these shares to have become larger.

Generally speaking, it appears that municipal expenditures have kept pace
with standard economic indicators over the 1988—2001 period. The municipal
expenditure burden does not seem to have increased or, at least, to have re-
sulted in larger relative expenditures. At the same time, note that real (inflation
adjusted) per capita municipal total expenditures have risen about 15 percent,
from $1,262 to $1,453."

What has been happening on the revenue side of the municipal picture?
Again, a number of series of indicators were calculated for the 1988—2001
period. Figure 3 shows the trends in municipal revenues. As a result of diminished
transfers, own-source revenues increased from 76.9 to 83 percent of total
revenues. As a percentage of personal disposable income, an indicator of
burden, own-source revenues increased from 5.27 percent to 5.87 percent, an
11.4 percent increase over the fourteen years.'?

The increase in own-source revenues primarily came from increased real
property taxes. Real property taxes rose from 32.2 to 41.9 percent of total
revenue — a 9.7 percentage point change representing a 30.1 percent increase
in the real property tax share. Meanwhile, property-related taxes grew little
over the period and declined from 16.2 to 10.3 percent of total revenue. Sales,
fees, and charges increased from 20 to 23 percent; this was the only other
major category to show an increase. Other own-source revenue declined. The
contribution of transfers declined by almost six percentage points and the de-
cline of property related taxes was of a similar magnitude. Thus, while sales,
et cetera, made a contribution to the increase in own-source revenue, the real
burden fell on the real property tax.

Between 1988 and 2001, real property taxes increased 26.8 percent as a
percentage of GDP, 30.6 percent as a percentage of personal income, and 33.9
percent as a percentage of personal disposable income (PDI). The constant
(1992) dollar per capita tax rose from $418 to $544, or by 30.1 percent. These
are substantial increases in what is often regarded as a less popular tax.

Events of the 1988-2001 period lead to a number of observations and ten-
tative conclusions. The municipalities managed to maintain their expenditures
relative to GDP, PDI, and total subnational government spending. Real dollar
per capita expenditures even rose by about 15 percent. Any new downloaded
expenditure responsibilities do not show up as higher relative aggregate ex-
penditures. This observation is not to deny their existence. However, downloads
may have been small or accommodated by reductions elsewhere, but trouble-
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infrastructure may be temporarily masking the problems. There is a lack of
information on capital spending at the municipal level. For local government
in total, however, real per capita capital acquisition held steady throughout
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downloading and the squeeze on municipal government during the past dec-
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A Subnational Perspective

Nationally aggregated data can be helpful, but because municipal affairs come
under provincial policy, they can mask as much as they reveal. Hence, it is
also useful to consider a more provincial or at least subnational perspective.
A province-by-province review cannot be done here, but it is useful to focus
to some extent on Ontario, because it has followed a rather different approach
with its municipalities and also with its 1990s reforms, and because the prov-
ince is so large that its numbers can skew the national averages.

Subnational data indicate that Ontario is different. It has a relatively large
municipal sector — 25.5 percent of consolidated provincial local expenditure,
compared with 14.1 percent in the other provinces. Furthermore, unlike elsewhere,
this sector has actually grown since 1997 (from 22 percent); see figure 4.

As in the other provinces, Ontario municipalities have become more reliant
on their own revenues. However, the burden of own-source revenue as a per-
centage of PDI increased in only five other provinces, but the increases in
them were swamped by the 1.6 percentage point increase (to 6.62 percent of
PDI) in Ontario. The average burden of own-source revenue elsewhere actually

Figure 4: Program Expenditure Trends: Ontario and Other Provinces
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declined marginally to 5.34 percent of PDI. The municipal real property tax
burden (as a share of PDI) has increased in all provinces to meet rising own-
revenue requirements, but this is especially so in Ontario, where it rose from
2.14 to 3.52 percent between 1988 and 2001, compared with an average in-
crease from 2.25 to 2.57 percent in the other provinces.'* Figure 5 shows the
time paths of the own-source and real property tax burdens in Ontario and in
Canada less Ontario. The sharp and significant changes in Ontario are obvious.

An interesting difference also appears in Quebec. Provincial data indicate
that Quebec was the only province not to reduce transfers to its municipali-
ties. Between 1988 and 2001, total transfers to Quebec municipalities increased
from 8.0 to 14.0 percent of municipal expenditures. However, this growth was
not entirely smooth. The latest data show that for the two years 1999 and
2000, transfers were at least 20 percent below their previous level but then

Figure 5: Municipal 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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recovered quickly to levels now at about 13 percent of expenditures. Also
unique, as part of Quebec’s fiscal restraint effort, the province required an
annual contribution of $356 million by its municipalities for three years (1998—
2000) to a Local Activities Special Financing Fund as part of their contribution
to the province’s fiscal restraint effort (Quesnel 2000, 119).!"5 The $356 mil-
lion annual contribution was equivalent to about 30 percent of the transfers
then in place.'®

Changes in social service financing in Nova Scotia also deserve comment.
During the last half of the 1990s, social service outlays fell from one-quarter
of municipal expenditures in 1995 to 4.5 percent in 2001 as the province as-
sumed greater responsibility for social services. Because provincial transfers
funded about three-quarters of municipal social service outlays, transfers to
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one-sixth of municipal spending on housing, but by 2001 it had fallen to only
2.3 percent. Beyond housing, only for resource conservation/industrial devel-
opment and for “other” did federal transfers account for more than 1 percent
of municipal outlays in the area. Currently, the federal contribution is very
minor in all areas of municipal expenditure. Still, it may be significant to
certain small subprograms not recognized at this level of aggregation.

The provincial transfers are much larger — about 16 percent of municipal
expenditures overall (down from a peak of more than 24 percent). The magni-
tude and allocation of provincial grants vary considerably among the provinces.
In 2001 provincial grants amounted to only about 5 percent of expenditures in
British Columbia and Nova Scotia but amounted to about 20 percent in On-
tario and Newfoundland. The per capita dollar amounts range from $40 in
Prince Edward Island to $389 in Ontario. While the provinces do make un-
conditional transfers, the conditional (or specific purpose) grants dominate in
all provinces except New Brunswick, and nationally they account for 13.9 of
the 16.2 percent of municipal expenditures met through provincial transfers.

There is also considerable variation in the distribution of provincial grants.
Ontario devotes almost 80 percent of its grants to social services. Outside
Ontario, municipalities have very small social service responsibilities or none
at all. Transfers for transportation, typically a major grant category, range from
4.9 percent of conditional transfers in Nova Scotia to 75 percent in Alberta. Large
variations can also be found among the provinces in transfers to aid other catego-
ries of spending — for example, health, environment, and debt changes.

The contribution of transfers to municipal spending in the various areas is
also of interest. In general, provincial transfers tend to be relatively large in
comparison to expenditures in those areas for which municipalities normally
have limited responsibilities (social services, health, housing, and conserva-
tion); but, with the exception of transportation and recreation, they are of less
importance for those purposes that are major municipal expenditure areas.
Even for transportation, specific purpose transfers exceed 12 percent of cat-
egory expenditures in only four provinces.

THE MUNICIPAL SITUATION FROM A FISCAL FEDERALISM
PERSPECTIVE

Thus far, this paper has outlined what exists. Very little has been said about why it
is this way, what the positive and negative features are, or how improvements
might be made. To be normative, standards or criteria are needed. Work by econo-
mists and political scientists on fiscal federalism provides a model useful for
understanding and assessing intergovernmental fiscal relations. Although the main
features can only be highlighted here, they are detailed elsewhere.!” This assess-
ment of the municipal situation is based on the fiscal federalism model.
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The assignment problem is at the heart of fiscal federalism. The assign-
ment problem is how to assign among governments (a) expenditure and service
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eight provinces) as a municipal responsibility. Ontario makes concessions to-
wards social spending via transfers, but those directed specifically at social
spending offset just over half of its costs. Thus, Ontario municipalities are
still left with an unusually large share of social costs relative to the other
provinces and to recommended practice. Ontario’s reforms of the 1990s ag-



Municipal Relations with the Federal and Provincial Governments 63

since fuel taxes and licence fees are the realm of the provincial and federal gov-
ernments. Tolls have been limited to a few specific projects and to public transit.

The adequacy and appropriateness of the property tax can be questioned
when municipalities are being asked or expected to meet significant social
expenditures (without compensating transfers). Ontario is the obvious con-
cern. There, social expenditures are now 33.2 percent of municipal budgets —
at least half again as much as they were in 1988. In other provinces, social
expenditures by municipalities have risen only marginally, if at all. A notable
concern in the case of Ontario is not only that social expenditures have actu-
ally increased markedly but also that the responsibility for social spending
has increased at the municipal level in the face of provincial and federal
cutbacks.

The assumption of full financial responsibility for schooling by more prov-
inces (for example, Alberta, British Columbia, and Ontario) has been a feature
of recent local-provincial finance. The parallelling feature is their failure to
fund schooling from traditional provincial revenue sources, instead choosing
to convert the local school property tax to a provincial property tax. The school
property tax, which does not relate well to school benefits or ability to pay,
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Because grant programs often appear to be aimed at meeting more than a
single objective, assessment is complicated.

Unconditional grants to municipalities are provided only by the provincial
governments and, typically, in relatively modest amounts. For Canada as a
whole, unconditional assistance averages 2.4 percent of municipal revenues,
with the largest relative contributions coming in Manitoba (7.9 percent) and
New Brunswick (12.4 percent). These funds normally come from provincial gen-
eral revenues, but in Manitoba they come from a well-established revenue-sharing
program. These grants are distributed by formulae on some type of equalizing
basis. Often, the available funds are not sufficient to meet the equalization re-
quirements implied by the distribution mechanisms. Typically, some funds are
allocated to every municipality; hence, the unconditional transfers may be moti-
vated partly by fiscal gap-closing objectives. Given the modest size of these grants,
the provinces must see the municipal fiscal gap problem as minor.

Conditional transfers in most provinces are for transportation, environmental
services (water and sewerage), and recreation and culture. The externality el-
ement in transportation is obvious (external users) and also in the case of
public transport and environmental considerations; but for the others, it is
more obtuse.” Funding is predominantly for capital projects (or for debt service
costs). Uneven subsidies for capital versus operating expenditures raises ques-
tions about potential misallocations between capital and operating costs.

A striking feature of conditional transfers is the variation in their relative
contribution to municipal spending for a particular purpose. For example, trans-
fers for transportation meet 2.9 percent of expenditures in Ontario but 42
percent in Alberta. However, spillovers are usually not easily determined and
priorities can vary. It is interesting that the transfers for policing, a service
probably involving significant externalities for most (if not all) municipali-
ties, make only very small contributions to costs, yet for recreation, which is
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The analyst would expect federal transfers to be in areas involving national
externalities or in areas of federal jurisdiction that benefit from municipal
input and cooperation. Efforts to alleviate poverty — such as social housing,
immigrant settlement, and off-reserve Aboriginal uplift — seem logical. Typi-
cally, as seems reasonable, these programs operate under federal-provincial-
local agreements. However, it is debatable whether the allocation of responsi-
bilities and cost sharing under these agreements, as well as the burdens that
the underlying problems now impose, are appropriately distributed. Although
housing has been identified as a component of the federal urban strategy, the
levels planned will not notably enhance the federal role. The fiscal priority of
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INTERGOVERNMENTAL TRANSFERS

Although recent developments may suggest otherwise, it is difficult to hold
much hope for substantial fiscal relief emerging from the federal government.
In part, this view emerges simply because the federal transfers have tradition-
ally been so small; even at their mid-1990s peak, they amounted to only 1.35
percent of municipal expenditures. However, there has been some expansion
in federal infrastructure programs for municipalities. More notable has been
the emergence of Prime Minister Paul Martin as the champion of a “New
Deal” for municipalities, a cause he initiated during his campaign for leader-
ship of the Liberal Party and one that is mostly associated with a sharing of
federal fuel tax revenues (Martin 2003). Towards this initiative, the federal
budget of 2004 provided municipalities full (versus the partial 57 percent)
relief from the federal goods and services tax (GST). This measure was esti-
mated to provide municipalities with $580 million in sales tax relief in its
first year. The 2005 federal budget announced the New Deal for Cities and
Communities program, which is to provide $5 billion in funds for municipali-
ties over the next five years, starting with $600 million in 2005-6. The 2005
budget and the New Deal proposal are now mired in the uncertainties of mi-
nority government. Assuming that the program materializes, $600 million
translates into about $18.75 per capita today, or about 1.2 percent of 2001
municipal expenditures. Immediate potential funding from the New Deal, plus
the added savings from the GST, is equivalent to about 2.4 percent of 2001
municipal expenditures. Clearly, this is a healthy increase from recent levels
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negative trend, the latest (2003) data show no notable evidence of a recovery
in transfers to municipalities (relative to their revenues and expenditures).
Bearing in mind that health care and other demands place continuing pres-
sures on provincial treasurers, perhaps the changes are yet to come. Some of
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occurred in Alberta, for example). If so, it could start municipal government
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some have suggested that municipalities be permitted to levy their own vehi-
cle gas taxes. While superficially attractive, the logic for individual municipal
gas taxes is weaker. Vehicles are mobile, and drivers in many municipalities
could easily make the choice of avoiding or minimizing this tax.
Multijurisdictional communities afford the greatest opportunity to avoid lo-
cal fuel taxes, and undoubtedly some municipalities would find gas stations a
more attractive alternative to fuel taxes. Even for large municipalities (or where
regional associations of municipalities agreed to cooperate) where the travel
costs necessary to avoid a fuel tax would be larger, border problems would
persist. To illustrate, near the City of Lloydminster on the Alberta-Saskatch-
ewan border, the higher Saskatchewan fuel tax is graduated with distance from
the border. In addition, in the regional context, while border problems dimin-
ish, the accountability problem is exacerbated. In the multijurisdiction
environment with fuel tax levies collectively determined, who is held account-
able for increased fuel taxes? Finally, even without the border problem, gas
tax bases will vary greatly. Consider the major pit stops along the main inter-
city highways. Of the few places where local fuel taxes are in place in Canada
(for example, the Greater Vancouver Regional District), they are provincially
determined. Because of the potential social costs of tax avoidance efforts, the
distortions to business location, and the uneven base, vehicle fuel taxes be-
come a candidate for revenue sharing. The fuel taxes which the federal and
provincial governments already collect could be shared, or an additional (dedi-
cated municipal tax) could be collected for sharing. While administratively
convenient and avoiding the noted distortions, revenue sharing poses prob-
lems of determining the appropriate amount of revenue to be raised, its
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Roadway congestion charges are virtually nonexistent in Canada, so a local
vehicle registration fee would be neutral on that front. However, the case for
and appeal of congestion charges is increasing, and it deserves further atten-
tion, though it can be considered only briefly here.

Tolls geared to traffic volume are suited for controlling congestion in ur-
ban areas, and technology is making their use more and more feasible. Note,
for example, the developments in throughway tolling in California, the well-
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United States, which more closely parallels the Canadian situation, about 3,700
local governments levy local personal income taxes (compared with 6,500
using the sales tax), and those taxes generate 5.9 percent of local tax revenue
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strong benefit-cost linkage at the municipal level. Intergovernmental trans-
fers account (on average in 2001) for 17 percent of municipal funding.
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the municipal real property tax burden rose elsewhere, Ontario shifted to a
new, higher plateau after 1998, which resulted in an increase from 2.14 to
3.52 percent of PDI between 1988 and 2001, while the average of the other
provinces rose from 2.25 to 2.57 percent. The consolidated provincial and
local property tax had a parallel shift. Ontario municipalities have experi-
enced a substantial fiscal squeeze from both the expenditure side and the
revenue side. In the other provinces, the squeeze was a revenue squeeze and
was more modest.*® Overall, while there has been a municipal fiscal squeeze
across the country, the squeeze is the biggest in Ontario, and it appears to be
primarily an Ontario problem.

FUTURE DIRECTIONS

Conventional Transfers

Reduced transfers have been the source of many of the municipalities’ recent
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be argued, will better reflect regional needs, interests, and priorities. How-
ever, if they are not emerging because of differences in the fiscal pressures on
the federal and provincial governments or because of different priorities, greater
federal transfers might be an acceptable alternative (although it could be ar-
gued that it might be more appropriate for the federal government to address
provincial fiscal capacity and let decisions regarding municipalities be made
there). At projected levels, added federal transfers will not undermine the re-
liance on local revenues and the local benefit-cost linkages relative to what
they were a decade or more ago. Also, if modest and well designed, they are
unlikely to distort local priorities or encourage inefficiencies — at least, not
any more than provincial grants do. On the other hand, an expanded federal
grant system adds complexity to intergovernmental relations. Perhaps worthy
of note is that federal-municipal fiscal relations vary widely among federa-
tions, and the minimal interaction found in Canada is unusual.

Sustainability of the Status Quo and Some Direct Implications

If the prospects for a reinstatement of the conventional transfers must be viewed
cautiously, can municipalities function effectively under the current situation
with the heavier reliance on the property tax? Improved economic and fiscal
conditions have raised PDI and diminished the relative burden of the property
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its distribution) in the hands of the sharing government. Municipal govern-
ments might be reluctant to endorse this option, given their recent experience
with transfers, and the sharing governments might want municipal govern-
ments to take (greater) responsibility for the taxes from which they benefit.

There are other taxes that may be better suited to municipal government.
Individual municipalities should levy a municipal vehicle registration fee
(rather than fuel taxes), and congestion tolls deserve consideration, especially
in large cities. A municipal personal income tax surcharge is another option.
Like the vehicle registration fee, it could be collected through the existing
collection systems. Both these taxes are residence based, and because resi-
dence is less mobile than consumption, they are less subject to distortion than
taxes based on sales.

There is relatively little evidence to suggest that the provinces are inclined
towards these less conventional options. In 2003 the City of Winnipeg ad-
vanced a carefully crafted New Deal Initiative that, among a variety of
measures, included innovative proposals for a municipal general sales tax of
1 percent and a municipal fuel tax of $0.05 per litre.** The province, however,
was unwilling to give the city new taxing powers. In Alberta, in 2002, the
minister of municipal affairs created a high-level Provincial/Municipal Coun-
cil on Roles, Responsibilities and Resources. This council was exposed to a
wide range of alternatives across the three areas, and some innovative recom-
mendations were advanced, including some for expanded municipal tax bases.™
However, the council kept a very low profile, never issued public reports, and
seemed to come to a close in 2004 with no resolution. The Canada West Foun-
dation (Gibbins et al. 2004) issued a report that appeared to be aimed at
outlining the council’s unfinished agenda. Flush with energy revenues and
facing an election, the province opted for reverting to a very large expansion
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the bulk of total government infrastructure investment, and it is often argued
that they suffer an infrastructure deficit. Hence, municipal capital warrants
further attention.

Finally, there are many dimensions to municipal intergovernmental fiscal
issues. Money matters, but it is not the only consideration, though it often
overlaps with others. Fortunately, other aspects are considered elsewhere in
this volume.

NOTES

The author thanks Harry Kitchen and the Public Institutions Division of Statistics
Canada for providing data. He also thanks Junaid Jahangir for research assistance.
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8 The most recent data on municipal revenues and expenditures have revised the
2001 numbers, and that revision affects the 2001 values reported here. Note that
the updated data show transfers to municipalities as accounting for 15.4 percent of
municipal expenditures and revenues in 2001 (not the 16.6 and 17 percent re-
ported here). The important implication of this is that the reduction in transfers to
the municipalities is actually greater than indicated in the text of the paper. The
volume of calculations using the earlier data prevent recalculation of all the num-
bers, so other changes are not noted (nor is the above change made in the text).
More than marginal changes are not expected for most figures.

9 Due to the slow growth in GDP during the economic funk of the early and mid-
1990s, the ratio in intermediate years rose because of the adverse effect on the
denominator of the ratio. This affected several of the series examined. Fortunately,
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directed more to local government include Bird 1993 and McMillan, forthcoming,
a and b.

A variation on these points is (i) decentralized decision making, (ii) local autonomy,
(iii) effective provision, (iv) interjurisdictional and interpersonal equity, and (v) ad-
equate resources.

The leading exceptions are federal and provincial government payments in lieu of
property taxes, which are included under own-source property and related taxes.
These payments, however, are intended to approximately parallel taxes on similar
private property.

Subsidies for environmental outlays are about half as large relative to the relevant
municipal expenditures as those for transportation. Part of the reason for this may
be that there is greater public acceptance of the idea that the polluter should pay
the cost of avoiding (reducing) pollution (i.e., to meet environmental standards)
than that road users should pay for local roads or for (and thus reduce) the conges-
tion costs that they impose on others. Resistance to congestion pricing is
diminishing, as is evidenced by the congestion tolls introduced recently in Lon-
othetaxason-
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Citistates and the State of Cities:
Political-Economy and
Fiscal-Federalism Dimensions

Thomas J. Courchene

Les villes, plus particulierement les villes-régions internationales, sont devenues les
plagues tournantes de I’ére de I’information. Bien que ces villes-régions aient
actuellement une fiscalité fragile et n’aient pas de référence constitutionnelle en
matiére juridique, leur ascension est telle qu’elles deviendront entierement et
formellement intégrées au sein de la structure et du processus fédéral politique et
institutionnel. Par conséquent, les objectifs de ce chapitre sont, en premier lieu,
d’expliquer I’ascendance des villes dans ce nouvel ordre global, et en deuxieme lieu,
de se concentrer sur différentes solutions qui permettront aux villes de développer
leurs compétences, leur autonomie fiscale et I’élargissement et I’intensification de
leurs rapports avec les autres paliers de gouvernement. En développant ces themes,
ce chapitre s’inspire de I’expérience internationale similaire qui se rapporte aux états
tant fédérés qu’unitaires, en se donnant la possibilité d’imiter le systéme allemand ou
certains lander sont des villes-états (Berlin, Bréme et Hambourg), comme le titre
« villes-états » de ce document le sous-entend.

The world, economically and in management terms, has become a network of pros-
perous regions, prosperous city-regions.

Kenichi Ohmae, 2000

It is certain that the future of democracy as the capacity of people to act on their own
future, at the juncture of social identities and personal subjectivities, will be at the
local level.

Michel Autes, 1997, citing A. Touraine, 1994
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INTRODUCTION

These quotations speak directly and dramatically to the economic, political
and democratic ascendancy of cities in the knowledge-based economy (KBE),
and especially to the ascendancy of what have come to be referred to as
citistates or global city-regions (GCRs). In line with this vision, the role of
the ensuing analysis is essentially twofold. The first is to elaborate on why
and how GCRs have become the new and dynamic motors of the information
era. This is a global development, not unique to Canada. The second role of
the paper is, however, quintessentially Canadian: Given that our GCRs are fiscally
weak in a comparative context and jurisdictionally constitutionless in the Cana-
dian context, how might they evolve so that they can indeed fulfill their promise
as the empowering engines of our local, national, and global economies?
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The paper ends with a brief conclusion that highlights the prospects for Canada’s
GCRs to achieve the lofty societal heights articulated in the opening quotations.

While this paper is intended, in principle, to have general application across
Canada and across all GCRs, most examples will be drawn from Ontario.
Readers will have to judge for themselves how much this impinges on its
intended generality.

GLOBAL CITY-REGIONS IN ASCENDANCY
GCRs AS THE DOMINANT EXPORT PLATFORMS IN THE SPACE OF PLACES

Were one to parse the new societal order into its globalization component and
its KBE component, in terms of the former the most straightforward rationale
for the enhanced role of GCRs is that they are in the forefront of regional and
global economic integration. All Canadian regions (and at last count, all but
one of Canada’s provinces) are more integrated with the United States in terms
of aggregate trade flows than they are with the rest of Canada. This led Colin
Telmer and me to proclaim that Ontario (and perhaps by now several other
provinces as well) had donned the mantle of what we labelled a North Ameri-
can economic region-state (Courchene and Telmer 1998). Yet it is patently
evident that the evolution of Ontario’s region-state status is, for all intents
and purposes, about the evolution of Toronto and the Greater Toronto Area
(GTA) in the direction of becoming a global city-region (Courchene 2000).
More generally, Vancouver, Edmonton/Calgary, Winnipeg, Toronto, Montreal,
and Halifax, among others, are the driving force behind their respective re-
gions’ and provinces’ integration in NAFTA economic space. Hence, cities
and, in particular, global city-regions have achieved pride of place in conven-
tional economic geography — or what Manuel Castells (2001) refers to as the
“space of places.”

GCRs AS NATIONAL NODES IN THE GLOBAL SPACE OF FLOWS

More recently, however, cities have also come to be viewed as the paramount
jurisdictional players in terms of the KBE component of the new societal or-
der — or what Castells calls “the space of flows.” One facet of this is that in the
KBE, knowledge and human capital are progressively at the cutting edge of
competitiveness. Another facet is that the network, powered by the Internet,
has become the dominant space-of-flows organizational form (Castells
2001, 1). In tandem, these hallmarks of the information era come to the fore
in global cities, since it is in these cities that one finds the requisite dense
concentrations of human capital, research and development, high-value-added
services, et cetera, that allow GCRs to become the key coordinating and
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integrating networks in their regional economies while also performing as
dynamic national nodes in the international networks that drive growth, trade,
and innovation in the global economy. While this resulting space-of-flows or
networked geography is a new form of space, it is not placeless. Indeed, as
Lever (1997, 44) notes, underpinning the importance of these global cities is
that they assume the (network) role of a command, control, and management
centre for their domestic and international economies. Phrased somewhat dif-
ferently, the GCRs breathe life into the emerging regional-international
interface that is replacing the traditional nation-nation interface as the domi-
nant integration linkage. Perhaps the role of GCRs — embracing as it does
both the space of places and the space of flows — is best described as the
“space of networked places” (Castells 2001, 235).

Thus, in this framework, GCRs assume two economic roles — as dynamic
export platforms and as learning and innovation platforms — which in tandem
attract industry clusters, which in turn attract talent (human capital) in search
of rewarding and remunerative work. Yet this people-to-jobs or people-to-tf-
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be an advantage to have a world-class university in your midst, or to be sitting
on a major resource deposit, or to have access to the full range of high-value-
added business services, the new reality is that initial endowments are no longer
as determining, let alone as predetermining, and that by positioning them-
selves high in the quality-of-life features GCRs can come out on top in the
competitiveness sweepstakes. In Florida’s words:

It’s often been said that in this age of high technology, “geography is dead” and
place doesn’t matter any more. Nothing could be further from the truth: Witness
how high-tech firms themselves concentrate in specific places like the San Fran-
cisco Bay Area or Austin or Seattle. Place has become the central organizing
unit of our time, taking on many of the functions that used to be played by firms
and other organizations. Corporations have historically played a key economic
role in matching people to jobs, particularly given the long-term employment
system of the post World War II era. But corporations today are far less commit-
ted to their employees and people change jobs frequently, making the employment
contract more contingent. In this environment, it is geographic place rather than
the corporation that provides the organizational matrix for matching people and
jobs. Access to talented and creative people is to modern business what access
to coal and iron ore was to steelmaking. It determines where companies will
choose to locate and grow, and this in turn changes the ways cities must com-
pete. As [former] Hewlett Packard CEO Carly Fiorina once told this nation’s
governors: “Keep your tax incentives and highway interchanges; we will go where
the highly skilled people are.” (Florida 2004, 6, emphasis added)

In A State of Minds: Toward a Human Capital Future for Canadians (2001), I
asserted that the knowledge/information revolution would do for human capi-
tal what the Industrial Revolution did for physical and financial capital. Florida
expands this analogy to go beyond human capital to embrace “human creativ-
ity.” His core message is that “human creativity is the ultimate source of
economic growth. Every single person is creative in some way. And to fully
tap and harness that creativity we must be tolerant, diverse, and inclusive”
(2004, vi). This is part and parcel of the emerging reality that citizens, indi-
vidually and collectively, are not only the principal beneficiaries of the KBE
but are also the driving force underpinning the burgeoning of the KBE itself.
Florida’s insight is that successful GCRs, as well as providing an inviting
environment where the creative class can cluster, will also supply an organi-
zational spatial and network matrix for matching talent and jobs.

CANADA'’S GCRs AND FLORIDA'’S “3 Ts”

Given the multicultural nature of Canadian society, it should come as no sur-
prise that Canadian GCRs, especially major immigration-receiving cities such
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than holds its own with the rural United States, but this is not the case for
Canadian cities versus U.S. cities. Closing this gap, according to Martin and
Milway, requires redressing four factors: attitudes (for example, lower uni-
versity enrolment in Ontario); investments (private investment to enhance
productivity and public investment in education and human capital); incen-
tives/motivation (higher tax rates in Canada); and fiscal and governance
structures.

While GCRs can and must play key roles in creating a learning and innova-
tive environment, addressing the talent and technology shortfall, whether
defined by Gertler et al. or by Martin and Milway, requires a societal commit-
ment to what might be termed “policy infrastructure,” and this clearly
transcends the boundaries and powers of the GCRs. Arguably, the most im-
portant component of this policy infrastructure relates to the creation of human
capital. In
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GCRs VERSUS OTHER URBAN CENTRES

Obviously, many of the forces privileging GCRs are also privileging other
cities. For example, the falling cost of information allows for the delivery of
more services to be assigned, in accordance with the principle of subsidiarity,
to the jurisdiction that is “closer to the people,” as it were. Whereas the term
“decentralization” in the Canadian federation has typically meant passing
powers from Ottawa to the provinces, the implications of the subsidiarity prin-
ciple in the KBE would suggest that selected powers can and should be
devolved from both Ottawa and the provinces to GCRs and, for many serv-
ices, to cities generally. Likewise, the need to increase the fiscal autonomy of
GCRs in order to improve efficiency, accountability, and citizen participation
would also apply to the entire municipal sector.

However, as already noted, the raison d’étre of this paper is that the GCRs are
different, not only because of their size per se but because of the critical roles they
play in the KBE. Some of these roles have already been outlined — export plat-
forms, dense nodes of human capital, and centres of concentration for business
services, research and development, and information technology — all of which
combine to drive KBE innovation and competitiveness. Moreover, GCRs typi-
cally have infrastructure, transit, and logistics challenges of a magnitude not shared
by smaller urban areas. And as the principal immigrant and refugee receiving
areas, GCRs are saddled with very substantial settlement costs (language and
skills training, income support, housing, etc.). Finally, but hardly exhaustively,
GCRs are large enough to employ a critical mass of civil servants so that for many
of the functions they have the analysis and design capacity to compete in terms of
policy formation with federal and provincial bureaucrats.

Simon Fraser’s Richard Harris has aptly captured the essence of all of this
when he asserts (2003, 50) that the collective future of Canadians depends on
how our global cities will perform relative to U.S. global cities. Indeed, over
the last decade Canada’s six biggest urban areas have enjoyed a 30 percent
increase in total employment, double the percentage advances for smaller
metropolitan areas and for Canada’s towns and rural areas (Little 2004). Moreover,
international research shows that a doubling of city population leads to a 4-5
percent increase in productivity as measured by output per capita (Strange 2003).

Having thus made the case for special treatment for Canada’s GCRs in or-
der that they may achieve their information-era potential, the remainder of
this analysis identifies the two Achilles’ heels of Canada’s GCRs. The first is
their lack of fiscal autonomy and the associated view that they are ideal places
from which to redistribute revenue, whereas the emerging KBE reality is that
GCRs ought to be able to retain a much larger share of the revenue generated
from within their boundaries. The second, and related, challenge facing GCRs
is that they are constitutionless — they are creatures of their respective
provinces. The next section will identify and document, often in comparative
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context, these fiscal and federal challenges. The section following that will
address the range of alternative policies, instruments, and processes that would
allow the GCRs to become more fiscally and federally integrated into our
KBE future.

THE FISCAL AND FEDERAL CHALLENGES FACING CANADA’S
GCRSs
THE FISCAL CHALLENGE

The fiscal reality facing the GCRs is that they rely almost exclusively on prop-
erty taxation and provincial transfers for their revenues, which means that
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are nonetheless in order. In an earlier paper, McMillan (1997) compares data
for selected cities in the mid-1990s. He notes that Melbourne spends only
US$723 per capita (in large measure because police and schooling are the
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revenues (and 63 percent of own-source revenues). Note that since Ontario’s
cities are the highest per capita spenders, this should imply (all other things
being equal) that property taxes account for a smaller proportion of revenues
for Ontario cities. Sales of goods and services (including fees and charges)
are the other major component of own-source revenues, averaging 28 percent
(and 23 percent of overall revenues). Transfers from other levels of govern-
ment account for 17 percent of overall revenues. For the most part, these are
in the form of conditional transfers (14.6 percentage points of the 17), which
may not relate to the internal priorities of cities. The remaining 2.4 percent-
age points take the form of unconditional grants. Note that the overwhelming
proportion of these transfers are provincial-municipal transfers; direct federal-
municipal transfers in 2001 were less than 3 percent of total transfers and
only 0.4 percent of overall municipal revenues.

By way of international comparisons, Frankfurt obtains much of its rev-
enue from a 15 percent share of federal and Lénder income taxes, whereas 35
percent of Stockholm’s significant revenues come from a sharing of Sweden’s
personal income tax (McMillan 1997). It is true that cities in some provinces
also have access to shared taxes. For instance, Manitoba municipalities re-
ceive a share of provincial personal and corporate income taxes; Alberta cities
receive a capital grant for roads and transit based on fuel consumption in each
city; and Vancouver, Victoria, and Montreal have access to a share of gasoline
taxes). Nonetheless, the resulting tax sharing does not loom large in terms of
the overall fiscal needs of cities. However, these examples are important in
that they provide excellent models of appropriate tax sharing, which needs to
be broadened, enriched, and, of course, replicated elsewhere.

As a bridge between this section on the fiscal gap and the following one on
the jurisdictional gap, it is appropriate to note that Canada’s cities frequently
suffer from “unfunded mandates,” or fiscal downloading from both levels of
government. For example, Ottawa’s decisions with respect to immigrants and
refugees will duly commit Toronto to a range of settlement services, which
Ottawa only partially funds (especially in light of what Ottawa transfers to
Quebec for such services). Likewise, Queen’s Park has devolved responsibil-
ity for social housing onto Ontario’s cities, but not with sufficient funding, at
least from Toronto’s perspective. In the years immediately following the huge
cuts in the Canada Health and Social Transfer (CHST) in the 1995 federal
budget, the provinces could legitimately make the case that they were merely
transferring to the cities part of what Ottawa had downloaded onto them. While
this is small comfort to the cities, their current situation is even less encour-
aging, because the provinces have become trapped in what I have elsewhere
referred to as “hourglass federalism” (Courchene 2004). This will be part and
parcel of the following discussion of the GCRs’ fiscal and political role in the
federation.
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THE JURISDICTIONAL CHALLENGE
Ottawa, Nation Building, and Cities

In the prime of the resource-based economy and paradigm, much of nation
building tended to be bound up with resources and megaprojects — oil, hydro,
pipelines, railways, mining, potash, the Seaway, and the like. In the KBE,
nation building has much more to do with human capital and therefore with
citizens. Moreover, what now sells electorally are such issues as health, qual-
ity of life, democratic participation, and, of course, developing skills and human
capital to be successful in the KBE. Whereas megaprojects were likely to be
resource-based and rural, nation building in the KBE is predominantly citizen-
based and, perforce, largely urban.

As already highlighted, knowledge and human capital are at the cutting
edge of competitiveness in the information era. And where competitiveness is
at stake, Ottawa will become involved, regardless of what the written consti-
tutional word may say. For present purposes, it is sufficient to note that cities
and especially the GCRs are the principal repositories of human capital and
therefore of KBE competitiveness, which in turn implies that Ottawa will nec-
essarily become strategically as well as politically involved in city matters.

Hourglass Federalism

Ottawa has, of course, grasped the enormous significance of this marked shift
in the determinants of nation building, competitiveness, and political salabil-
ity. However, cities fall under provincial jurisdiction, as do many of the policies
relating to citizens and to competitiveness in the KBE. Not surprisingly, the
result has been and will continue to be a jurisdictional tug-of-war between
Ottawa and the provinces in terms of addressing KBE-related city issues. For
the federal government, the challenge is how to make inroads into these areas
of provincial jurisdiction. “Hourglass federalism” is the label that in my view
rather aptly describes the way in which Ottawa has unwittingly gone about
doing this.

As part of the adjustment to the dictates of the KBE, Ottawa transferred
aspects of old-paradigm nation building (forestry, mining, energy, etc.) to the
provinces, presumably in part to make room on the federal policy plate for
new-paradigm policies and programs. The key initiative, however, was the set
of deep cuts in the CHST transfers to the provinces contained in Paul Martin’s
1995 federal budget as part of a series of measures to eliminate the deficit. To
be sure, these cuts were part of Canada’s remarkable fiscal turnaround and its
emergence, in the words of the Economist, as the “fiscal virtuoso” of the G7.
However, there were some rather dire consequences for the provinces associ-
ated with these CHST cuts. Specifically, as Ottawa shifted away from direct
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transfers to the provinces (by abolishing the Canada Assistance Plan and re-
ducing the CHST), it began to replace them with direct transfers to citizens
(such as millennium scholarships, Canada Research Chairs, and the Canada
Child Tax Benefit) and with direct transfers to cities (such as homelessness
grants, the GST exemption, and the proposed federal gas tax sharing).

As the federal deficit downloading to the provinces began increasingly to
constrain the provinces’ fiscal position, an even more problematic fiscal dy-
namic came into play. Because of the electoral salience of medicare, the
provinces have been unable to reduce expenditures on health care. Indeed, all
provinces have increased health-care expenditures. But this meant that they
were forced to starve virtually every other provincial policy area in order to
feed medicare’s voracious appetite. Not surprisingly, Canadians and cities alike
began to be very receptive to new federal initiatives in these policy-starved
areas.'

Thus, as Ottawa bypasses the provinces to deal directly with Canadians
and with cities in areas typically viewed as falling under provincial jurisdic-
tion, the provinces find themselves as the squeezed middle of the
division-of-powers hourglass — hence, hourglass federalism. Intriguingly, with
health-care spending heading towards 50 percent of program spending, the
provinces will continue to find themselves trapped in this squeezed middle
unless they can either download aspects of medicare to citizens or upload
aspects to Ottawa. The Ontario Liberal government did the former when it
delisted several previously insured items (eye examinations, physiotherapy,
and chiropractic services) and introduced a dedicated and income-tested health-
care levy. At the July 2004 meeting of the Council of the Federation at
Niagara-on-the Lake, the premiers proposed a two-tiered strategy to combat
the challenges posed by hourglass federalism: (1) upload pharmacare to Ot-
tawa, and (2) request dramatic increases in health and equalization funding.
At the fall 2004 first ministers’ meetings, Ottawa took a pass on the first op-
tion but agreed to provide nearly $75 billion new transfer money to the amounts
already committed over the next ten years. While this may go a long way to
alleviate much of the medicare cost overhang, it is not clear that it will be
enough for the provinces to redress their spending deficits elsewhere in their
budgets, including municipal funding. In any event, the message here is that
the politics and economics of hourglass federalism have served to worsen the
fiscal position of Canada’s cities and to pave the way for the federal govern-
ment to embark on a series of initiatives designed to foster a closer relationship
with the cities.

For their part, the cities have obviously welcomed the federal initiatives
and overtures. Indeed, via the Federation of Canadian Municipalities and other
associations such as the C5 (Toronto, Montreal, Vancouver, Winnipeg, and
Calgary), cities have actively lobbied for these federal initiatives. Fundamentally,
it is arguably preferable from the cities’ point of view to have two patrons
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rather than just one. And on the more substantive side, Canada’s GCRs look
with a combination of competitive concern and envy at their sister GCRs in
the United States which have direct access to Washington for infrastructure
funding. This is a levelling-the-playing-field argument, important in its own
right, but it takes on added importance in the current context where the prov-
inces are squeezed by hourglass federalism. As we shall see below, Ottawa
has clearly heard and heeded the cities’ call.

By way of a final challenge facing Canada’s cities, attention is now di-
rected briefly to issues relating to democracy and accountability.

DEMOCRACY AND ACCOUNTABILITY

The growing influence of the GCRs has generated an increasing interest in
big city politics, as evidenced by the star status of former Winnipeg mayor
Glen Murray, Vancouver’s Larry Campbell, and the excitement associated with
the election of Toronto mayor David Miller. Indeed, Canada’s GCR mayors
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provincial-GCR interface and the federal-GCR interface, as well as consider-
ing a range of creative, albeit sometimes controversial, options that may be
open to GCRs if other avenues remain blocked. This analysis begins with the
revenue challenge facing municipalities generally.

DIVERSIFYING REVENUE SOURCES
Increasing Reliance on Existing Sources

While addressing options for providing cities with new revenue sources re-
mains uppermost in policy circles as well as in the media, attention needs to
be focused initially on cities’ existing but frequently unused or overlooked
revenue sources. Canadian cities would do well to cast their eyes internation-
ally to recognize their untapped revenue opportunities. Thankfully, Winnipeg
and its former mayor Glen Murray have been leading the way in recognizing
them. A recent Saturday Night feature entitled “The City Statesman” elabo-
rates as follows on Murray’s views and proposals:

Under the Canadian Constitution, cities aren’t designated as a separate order of
government; they operate under provincial jurisdiction. In effect, they are glori-
fied utilities. Their means of raising revenue are limited, with property taxes
being the main source. Winnipeg relies on property taxes for over 50 per cent of
its revenue. But property taxes in Winnipeg are already high, and they are a flat
tax: they don’t rise as economic activity increases. For cities to prosper, Murray
argues, they need a piece of the growth revenues, including sales tax, GST, in-
come tax and corporate tax.

He [Murray] proposes a complete overhaul of an antiquated tax system, which
would reflect a closer relationship between taxation and behaviour. Thus, a fuel
tax would punish SUVs and trucks and have a marginal effect on fuel-efficient
vehicles. According to Murray, 80 per cent of police calls are alcohol-related,
and so a liquor tax would go toward the police budget. A fee for garbage pickup
would have the greatest impact on those who fail to recycle. (Gillmor 2004, 40)

Leaving the sharing of sales and income taxes to the following section, it can
be seen that each of Murray’s specific tax or user-fee proposals would (as
well as raising revenue) fall into one or more of the following categories:
accountable, pro-environment, transparent, efficient. Thus, it is surprising that
Canadian cities have not followed their sister cities internationally in being
more actively engaged in these user-fee and optimal-pricing approaches. Part
of the problem here may be that Canada does not have a tradition of “pricing”
the outputs of the public sector generally — for example, the lack of peak-load
pricing for electricity and lack of incentive pricing for conserving water.
(Perhaps the real, but unstated, fear here is that the imposition of user fees in
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these municipal service areas would open the door to thinking about applying
them elsewhere in the provincial domain, in particular in the health-care area.)

Well before Glen Murray aired his proposals, Berridge (1999) provided a
framework capable of incorporating and even expanding on these Winnipeg
proposals:

[Toronto and the GTA] have to decide what activities the city-region should not
finance off the tax base, scrutinizing all the operating municipal services busi-
nesses — electricity, water and waste water, garbage, transit — and creating new
organizations largely able to meet their own needs. Toronto is one of the few
world cities that still operates these services as mainline businesses. The ability
to use the very substantial asset values and cash flows of these municipal busi-
nesses is perhaps the only financial option to provide the city-region with what
is unlikely to be obtainable from other sources: its own pool of re-investment
capital. Such an urban infrastructure fund would have remarkable leverage po-
tential, both from public-sector pension funds and from other private-sector
institutions.

Hence, it is important to underscore the fact that there is much that cities can
do to increase their revenue (and, by extension, their expenditure) autonomy
by drawing on the revenue opportunities within their own jurisdiction. Crea-
tive experimentation along the lines of the Winnipeg mayor’s proposals would
be most welcome.

Despite the potential for raising revenue within current jurisdictional con-
straints, this avenue will fall short of meeting cities’ expenditure requirements.
As aresult, current attention is focused primarily on ways in which the senior
levels of government can share their revenues with, or devolve new revenue
bases to, the cities.

Finding New Revenue Sources

The increasing awareness of the strategic economic importance of GCRs and
the serious challenges they face is exemplified by three (thus far) ambitious
policy reports on the future of Canada’s cities published by the TD Bank. The
titles of these reports are of interest in their own right: A Choice Between
Investing in Canada’s Cities or Disinvesting in Canada’s Future (22 April
2002); The Greater Toronto Area (GTA): Canada’s Primary Economic Loco-
motive in Need of Repairs (22 May 2002); and The Calgary-Edmonton
Corridor: Take Action Now to Ensure Tiger’s Roar Doesn’t Fade (22 April
2003). This series is a clarion call for a new way of thinking about Canadian
cities so that they will become more robust and vibrant and will also become
an integral part of the TD Bank’s overarching vision for Canada, namely that
Canada surpass the United States’ standard of living within fifteen years.
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As part of this new way of thinking about Canadian cities, the TD Bank
argues for a national approach to this challenge, one that provides cities with
the administrative and financial power to move forward without increasing
the overall regulatory or tax burden for Canadians. Toward this end, the TD
report’s recommendations stress that “Canadian municipalities should be
granted additional taxation powers to ensure that they have access to inde-
pendent sources of revenues — sources that enhance accountability,
transparency, efficiency and equity. The best option is a new excise or sales
tax collected on behalf of cities by the provincial or federal governments.
Provinces should also allow municipalities the flexibility to levy property taxes,
user fees and development charges” (2002a).

While Frankfurt and Stockholm have, as noted earlier, access to a signifi-
cant share of their countries’ income taxes, most of the attention in Canada
has focused on cities gaining a share of sales or excise taxes — the federal
GST, provincial and/or federal excises on gasoline, and provincial sales taxes
(PSTs). But given that both the provinces and Ottawa now have access to the
personal income tax (PIT) base, sharing the PIT should also be included in
the set of choices. This option is especially relevant if the aim is to privilege
the GCRs, because sharing the PIT on a derivation basis will provide the GCRs
with a larger per capita value than typically would be the case for smaller
cities.

The TD report went on to note that while federal and provincial grants can
be used to address cities’ accumulated funding shortfalls, such grants are the
wrong vehicles for financing cities’ ongoing financial needs; the preferable
way to finance ongoing needs is by sharing the revenues of a growing tax
base. A discussion of the pros and cons of tax sharing versus intergovernmen-
tal grants, as well as the variety of ways that tax bases can be shared, can be
found in the appendix to this paper.

Summary

The core message here is that Canada’s cities need enhanced fiscal autonomy.
While much of the ongoing public debate has focused on cities gaining access
to new revenue sources via tax sharing, it is important to reiterate that there
also exist significant but unutilized revenue opportunities that are fully within
the cities’ own jurisdiction. In any event, the underlying rationale for enhanced
revenue autonomy is to allow cities greater expenditure autonomy. At one
level, this will serve to activate the principle of subsidiarity at the city level.
At another, the traditional emphasis on competitive federalism and the impor-
tance of provincial experimentation in terms of the financing, design, and
delivery of public goods and services will in effect be “decentralized” to cities.
In this regard, it is instructive to recall that the seminal “Tiebout model” of
competitive federalism was in effect a “competing-local-governments” model.
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Moreover, enhancing the link between revenues and expenditures is a way to
improve accountability, as well as allowing cities more flexibility in respond-
ing to their citizens’ policy wishes. This has the potential not only for increasing
the static and dynamic efficiency of Canada’s cities but, also for drawing citi-
zens into greater civic involvement, since much more will now be at stake in
city governance.

These dynamic efficiencies arising from enhanced fiscal autonomy and com-
petition among cities are appropriate for all cities, small and large. However,
since Canada’s employment growth, competitiveness, and living standards
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Of even more significance in the 2004 budget were the various jurisdic-
tional measures:
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wastewater, community energy systems, and treatment of solid waste. In smaller
municipalities, eligible funding will be considered more broadly to provide flex-
ibility to meet priorities. In all municipalities, some funds may also be used for



Citistates and the State of Cities 103

relating both to accessing benefits and to the duration of payments. Indeed, as
discussed later, Ottawa’s New Deal as it relates to the gas tax is, in effect, yet
another equalization program, this time effectively transferring funds from
GCRs to municipalities. The reality remains that Ottawa continues to view
GCRs as an ideal place from which to redistribute.

Other Federal Linkages
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will find support in the environmental community as well. Ottawa benefits
because the gas tax transfer enhances the visibility of the federal government;
and in the process, some progress has been made towards increasing the rev-
enue autonomy of cities. Plaudits all around, or so it would appear.

However, as already noted, Ottawa’s New Deal for communities is not the
creative federal-GCR relationship that Canada’s largest cities had in mind.
The best light that the GCRs can put on this is that federal politics are such
that Ottawa probably had to begin its relationship with cities by treating all
cities in a similar manner. The reasoning would presumably be that only when
the federal-city relationship develops further could the GCRs expect to re-
ceive special treatment. Yet pinning too much in the way of effort and
aspirations on an improving federal-GCR relationship may be a questionable
gambit for at least two reasons. The first is that while the Plunkett assertion
that some provinces “are not much interested in [their] cities” may be tradi-
tional wisdom, the mere fact that the GCRs are actively lobbying Ottawa will
hardly be lost on the provinces. Apart from the fact that the provinces may
now be more receptive, the second reason is that the constitutional reality is
such that the GCRs are eventually going to have to deal with or through their
respective provinces. This being the case, we now turn our attention to the
provincial-GCR relationship.

RETHINKING THE PROVINCIAL-GCR INTERFACE



Citistates and the State of Cities 105

provinces to privilege their GCRs by allocating a share of sales taxation or
personal income taxation to cities on a derivation basis. Yet the reality is that
the very opposite has occurred. As the earlier evidence indicates, Canadian
cities are among the most fiscally constrained cities in the world. Indeed, it
was this reality that encouraged cities to take their concerns to Ottawa in the
first place.

The further reality is that the provinces have been backed into a fiscal and
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2005b). This caveat aside, some province will surely at some time be enticed
(or forced) into sharing its growth taxes with its cities and municipalities,
perhaps with an accompanying municipal equalization program if per capita
differences become too large. The game will then be afoot.

For this to occur, let alone be sustained, there need to be structures and
processes to facilitate such privileged status for the larger cities. That this
may not come easily is clear from the ongoing Ontario experience. Recently,
the Ontario government signed a memorandum of understanding with the As-
sociation of Municipalities of Ontario (AMO) to consult with it on any
legislation, regulations, and negotiations with Ottawa that affect municipali-
ties. Toronto mayor David Miller objected to this because Toronto, as the sixth
largest government in Canada, should be consulted directly and not via the
AMO which, Miller points out, is not even a government (Campbell 2004).
Indeed, Toronto has threatened to withdraw from the AMO, and the AMO in
response is threatening to move its upcoming conference out of Toronto. From
the perspective of the foregoing analysis, two observations are in order. First,
it was only a maunicipali-
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policies. Finally, given that Ottawa looks after medicare as well as income
support for children and the elderly, Canadian GCRs have much more room
than their American counterparts to manoeuvre on the allocative or efficiency
front without compromising the social fabric. So why not attempt to follow in
the footsteps of the German city Lander (Berlin, Bremen, and Hamburg) and
seek to become Canadian city-provinces with full constitutional powers? To-
ronto has not quite gone this far, at least not yet. But it has adopted a blueprint
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Charter has been endorsed by business leaders, community activists, former
politicians, journalists, and academics and was enthusiastically received by
the Committee of Greater Toronto Mayors and Regional Chairs. While city
charters are not particularly novel in Canada — Vancouver, Winnipeg, Mon-
treal, Saint John, and Newfoundland’s two major cities all have them — the
timing and breadth of the Toronto charter are significant; its timing coincides
with the resurgence of cities and particularly the GCRs, and clearly the start-
ing point of the charter is to view Toronto (or the GTA) as an order of
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revenue sources that lie within their jurisdiction. By wanting to run before
they learn to walk, the GCRs are in effect calling their own bluff in terms of
their aspirations to become charter cities, let alone citistates or city-provinces.
Nonetheless, the very presence of the charter, as well as the existence of the
German city Liander, may serve to propel GCRs’ actions more in line with
their aspirations.

CONCLUSION

The tandem of globalization and the information revolution have catapulted
global city-regions into the policy limelight. Because of their role as the dy-
namic export and innovation platforms of the new economy, their future is
Canada’s future. Hence, we need to find ways — politically, institutionally,
and perhaps eventually constitutionally — to accommodate our GCRs’ needs
in the KBE. As Bradford points out, this may not be easy: “The concern here
is that Canada’s national policy machinery and intergovernmental system re-
mains ill-adapted to changing policy realities and spatial flows. While
governments at all levels are active in cities, there is little evidence of a coher-
ent agenda, systematic coordination, or even appreciation of the importance
of place quality to good outcomes” (2004, 40). Among other things, Bradford
sees this challenge as involving “new thinking ... that respects provincial con-
stitutional responsibility for municipal governments while fully recognizing
that metropolitan policy issues, from the environment and housing to employ-
ment and immigration, transcend the jurisdictional compartments” (ibid., 41).
More optimistically, Bradford goes on to note that “using a mix of principles,
programs, and networks, the EU in the 1990s developed multi-level govern-
ance to implement more place-sensitive policies and programs” (ibid., 43).
The lesson that we ought to draw from this is that if the European Union can
accomplish this multijurisdictional relationship within a multinational and even
supranational context, it should be all the more easy to accomplish in a na-
tional context. Ottawa’s most important role will be to provide the leadership
so that the issue of what needs to be done is sorted out before attention turns
to turf warfare or who does what.

The good news here is that Canadians have traditionally excelled at the art
of federalism. We were able to centralize our fiscal system during wartime
and then decentralize it again. We were able to create decentralized yet na-
tional programs in health, education, and welfare. We were able to
accommodate Quebec’s interests in terms of several national programs, in-
cluding personal income taxes and the Canada/Quebec Pension Plan. Through
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1867. Rather, we did it through creative instruments and processes — the fed-
eral spending power, opting out, altering the nature of federal-provincial
transfers, cost sharing, delegation of powers, and the like. Jean Chrétien’s
Team Canada missions and the provinces’ Council of the Federation are more
recent examples of these creative instruments and processes at the national
and provincial levels, respectively.

In short, if there is a societal will, there is a federal way. Since our collec-
tive future economic and social well-being depends on the success of our GCRs,
Canada and Canadians will find a way to ensure that our global city-regions
become more fully and more formally integrated into the operations of Cana-
dian fiscal and political federalism.

APPENDIX: ANALYTICAL PERSPECTIVES ON TAX SHARING
SHARING TAX REVENUES
There are at least three features of tax sharing that need elaboration. The first

has to do with whether the cities are sharing the revenues from a given tax
base or whether they are sharing the tax base
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not only is the GST a broad-based tax but it is growing faster than GDP, so
aggregate state revenues are rising as a percent of GDP. One of the themes of
this paper is that Canada’s cities too need access to a growing tax base.

Now compare this to another example. Suppose the federal government
were to initiate annual grants to the cities of, say, $4 billion, escalated annu-
ally by the rate of growth of federal GST revenues. Assume that these grants
would be unconditional and allocated to cities on an equal per capita basis.
Since $4 billion annually is roughly equal to one percentage point of the GST
(and over time would remain at roughly one percentage point given the nature
of the indexing), this is not all that different from the above Australian rev-
enue-sharing example. In other words, there would appear to be enough
flexibility in terms of the design of intergovernmental transfers to replicate
most features of sharing the revenues of a tax base. This is especially the case
if creative ways are found to ensure that these transfer arrangements could
not be altered arbitrarily by the donor government.

NOTES

This paper “appropriates” the title of a book by Neil Peirce (1993). My thinking on
city issues had its origins in a series of discussions with then-president of the C.D.
Howe Institute, Tom Kierans, who encouraged me to extend my work on federalism
to incorporate cities and especially what are referred to below as global city-regions.
In the present context it is a pleasure to acknowledge the comments and encourage-
ment from Robert Young. Thanks are also due to France St-Hilaire and Jeremy Leonard
of IRPP for many valuable organizational and substantive suggestions on earlier drafts.
I also wish to acknowledge the support from the SSHRC Major Collaborative Re-
search Initiative (Multilevel Governance).

1 In arecent Globe and Mail column, Jeffrey Simpson (2005) noted that government
spending in British Columbia over the last four years and the next four is forecast
to increase by $2.7 billion. Health-care expenditures over the same eight years are
also forecast to increase by $2.7 billion. This is hourglass federalism at its finest!
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Why Municipal Amalgamations?
Halifax, Toronto, Montreal

Andrew Sancton

Entre 1995 et 2001, trois provinces de I’est du Canada, soit la Nouvelle-Ecosse,
I’Ontario et le Québec, ont Iégiféré pour la fusion des municipalités au sein de leurs
grandes métropoles. |1y a trois raisons qui peuvent expliquer I’adoption de politiques
similaires dans ces provinces : (1) les gouvernements provinciaux faisaient face,
directement ou indirectement, a la pression du mouvement de mondialisation (2) les
gouvernements provinciaux répondaient aux demandes de forces politiques internes,
qui pouvaient étre ou ne pas étre similaires dans chaque province, mais qui étaient
clairement indépendantes du mouvement de mondialisation; ou (3) les gouvernements
provinciaux agissaient de fagcon autonome, avec peu d’égard aux pressions politiques
internes. Le point majeur soulevé par ce chapitre est que la troisieme explication
semble celle qui concorde le mieux aux faits. Ce point est développé en donnant plus
de précisions d’abord sur chacune des deux autres explications, et en examinant ensuite
plus en profondeur les raisons politiques des fusions municipales a Halifax, Toronto
et Montréal.

Between 1995 and 2001 legislation was passed in three eastern Canadian prov-
inces — Nova Scotia, Ontario, and Quebec — to implement major municipal
mergers within the largest of their respective metropolitan areas. There have
been three types of explanation for the adoption of these similar policies:
(1) provincial governments were responding, directly or indirectly, to pres-
sures caused by globalization; (2) provincial governments were responding to
demands of internal political forces, which may or may not have been similar
in each province but were clearly independent of globalization; or (3) provin-
cial governments were acting “autonomously,” with little regard to internal
political pressures. The main argument of this paper is that it is the third type
of explanation that best fits the facts. This argument will be advanced first by
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exploring each of the other two types of explanation and then by examining,
in more detail, the political causes of municipal amalgamation in Halifax,
Toronto, and Montreal.

DID GLOBALIZATION CAUSE AMALGAMATION?

Globalization involves the increasing interconnectedness among different re-
gions of the world, involving trade, rapid communication (especially through
the internet), and the formation of social and economic networks — some very
powerful — that transcend national boundaries.! Different analysts emphasize
different characteristics of globalization, and as a result the whole concept is
deeply contested. It has been considered at one time or another as a possible
cause of almost any significant development in various societies around the
world. Municipal amalgamations are no exception. By definition, however,
globalization is widespread. If it has a direct impact on the structure of gov-
ernmental institutions, we should expect to see similar changes everywhere.
But, contrary to what many in Canada have assumed, the recent round of
municipal amalgamations in eastern Canada has not been part of any world-
wide trend (Sancton 2000). Since 1990, municipal amalgamations in the
Western world outside Canada have occurred only in New Zealand, parts of
Australia, a very few local authorities in England, post-apartheid South Af-
rica, and, most recently, Denmark. If globalization causes municipal
amalgamations, surely there should be many more cases than these. In par-
ticular, we would expect to find them in the United States.

If anything, pressure in the United States has been for municipal secession,
not municipal amalgamation. In the early 1990s, there was a movement on
Staten Island to have it secede from New York City, but the plan was blocked
in the state assembly (Benjamin and Nathan 2001, 80). On the eve of the
centennial of the New York consolidation in 1898, the Brooklyn borough presi-
dent saw no reason to celebrate. He wrote, “If consolidation had not taken
place ... continued independence for Brooklyn, Long Island City or Queen’s
and New York would have fostered intense competition among the munici-
palities, resulting in dynamic economic growth and an even stronger
metropolitan region than we have today” (ibid.).

It has been in Los Angeles, however, where the issue of municipal seces-
sion has been most prominent. In the end, as a result of local referenda, the
City of Los Angeles continued with its same boundaries, but only after seces-
sion had been impartially evaluated by a government agency and only after all
the plans for its implementation had been made. The case of Los Angeles is



Why Municipal Amalgamations? 121

Although there were various other proposals for breaking up Los Angeles
(including the establishment of a new City of Hollywood), the main one in-
volved the establishment of a new city in the San Fernando Valley. The valley
had been incorporated into the City of Los Angeles in 1915. By 2002 its popu-
lation was over 1.3 million, while that of all of Los Angeles was 3.7 million.
For almost ninety years, the valley had been part of the city. At various times
during this period, secessionist movements had appeared, but none was stronger
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all kinds of factors: high spending by opponents of secession; fears of in-
creased electricity costs in an independent city; and a poor campaign strategy
by the secessionists. In any event, the proposal also had to be approved by
voters in the entire city, and here it lost by 67 percent to 33 percent.

The results of the referendum in Los Angeles will no doubt be analysed by
students of urban politics in Los Angeles for many years to come. Meanwhile,
the secession movement provides plenty of opportunity for theorizing about
what was really going on (Hogen-Esch 2001; Haselhoff 2002). The most crea-
tive of such attempts has been by Roger Keil, who has explicitly compared
developments in Toronto and Los Angeles and linked both cases to globaliza-
tion. The heart of his argument is: “Both current developments, the
amalgamation of government in Toronto and the push towards secession in
Los Angeles, are reactions to new urban realities created by globalization.
Ideologically, there are many similarities between the secessionists’ desire
for smaller government, fairer taxation and better services on the one hand,
and the Ontario Tories’ neoliberal agenda of more accountable, streamlined
government on the other” (Keil 2000, 776).

Creative as such theorizing may be, it relies primarily on linking globaliza-
tion to the obvious ideological similarities between San Fernando Valley
secessionists and Mike Harris’s Conservatives. But it does not help much in
understanding the practical politics of the two cities. Globalization, accord-
ing to Keil’s line of argument, can explain everything, even plans for
institutional change that are the opposite of each other. If globalization ex-
plains the rise of the secessionist movement, does it also explain the fact that the
secessionist movement has, temporarily at least, been defeated? Does it explain
why there was a binding referendum in Los Angeles and not in Toronto? And
what about the impact of globalization on the vast majority of North American
metropolitan areas (including Vancouver), where dozens or hundreds of munici-
palities continue to exist and where there have been no significant movements for
either secession or consolidation? Finally, how do we explain the consolidation
of New York City in 1898? Was it caused by globalization? (Answer: Possibly.)
How do we explain the creation of Unicity in Winnipeg in 1971? Or the many
European municipal amalgamations of the 1960s and 1970s?

Globalization is indeed having a profound effect on the physical, societal,
and economic characteristics of our metropolitan areas. These changes have
been well documented by scholars from a wide variety of disciplines in the
social sciences (Scott 2001). Many of these changes in turn lead to pressures
for new governmental arrangements of one sort or another. There is abso-
lutely nothing new, however, in the claim that municipal structures need to be
changed to meet changes in the pattern of urbanization, changes caused by
streetcars, automobiles, new methods of (fordist) industrial production, or
globalization. Such claims have been made for at least a century and a half.
Just because the occasional politician claims that globalization requires amal-
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gamation — or secession — does not mean that academic analysts should ac-
cept such a claim as being empirically true (Boudreau 2003, 180-3).

Some credence to the claim that globalization requires amalgamation has
recently come from Thomas J. Courchene. As part of his argument about On-
tario becoming a North American region-state, he applauds the Harris
government for implementing market-value assessment for Ontario’s prop-
erty-tax system. He claims that, for the new system to be workable,

there needs to be some restructuring of boundaries to internalize the externality
arising from the fact that there is a divergence in terms of where citizens earn
their incomes and where they consume services. Hence the rationale for amal-
gamation, not only for the megacity of Toronto but for other Ontario cities as
well. And as an added bonus from the province’s vantage point, the creation of
the megacity merged the high-business-tax preferences of the former city of
Toronto with the more competitive-oriented policies of the other five former
municipalities. Arguably the new megacity is now more attuned to a global city-
region mentality and more attuned to the larger vision of Ontario as a North
American region-state. (Courchene 2001, 180)

Arguments about internalizing externalities and equalizing taxation levels
have nothing to do with globalization. Such arguments have been made in the
literature on metropolitan government for at least a century. Given that
Courchene is trying to situate Ontario in its North American (rather than Ca-
nadian context), it is mystifying that he thinks municipal amalgamation is at
all relevant to anything with which he is concerned. Why is the new mega-city
any more attuned to its global or North American reality than the former mu-
nicipalities were? The American reality is that municipal amalgamations have
not taken place for a century. The global reality is that they have had nothing
to do with the public-sector reforms that have swept all industrialized coun-
tries since the time of Margaret Thatcher and Ronald Reagan.?

WAS THERE POLITICAL PRESSURE FOR AMALGAMATION?

Pluralist, corporatist, and Marxist views of the state all assume that forces in
civil society ultimately determine state actions; they reject the notion that the
state itself is an autonomous actor (Nordlinger 1981, 44). Marxist views are
consistent with the notion that economic forces associated with globalization
have caused central governments to restructure municipalities in particular
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chamber believes that the CUM is an important level of decision-making and
of fiscal redistribution and that its mandate should be enlarged to manage on
a truly metropolitan basis common services relating to transport, land-use plan-
ning, and perhaps waste management and the environment, even though it
appears difficult to reach consensus on jurisdiction” (author’s translation).
This does not look like pressure from the business sector to amalgamate all
the municipalities within the CUM. Unlike the cases of Halifax and Toronto,
the central city of Montreal promoted amalgamation long before the provin-
cial government did. But there is no evidence that any particular interest groups
ever adopted the city’s position.

AUTONOMOUS POLICYMAKING BY THREE PROVINCIAL
GOVERNMENTS

The main argument of this paper is that recent municipal amalgamations in
Canada can only be explained by a state-centred account of policymaking.
Provincial leaders sponsored amalgamations because they thought this was
the right policy in the circumstances, even though there was little or no societal
demand for such a policy and even though there were many other possible
courses of action. This is not to say that the actions of one provincial govern-
ment did not have an impact on others; it is especially evident that the actions
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Everyone who has addressed Savage’s decision accepts that it was his alone,
taken at a time when he was convinced that dramatic action needed to be
taken to reduce public spending and promote economic development. Debate
continues on what exactly he was trying to accomplish (Stewart 2000), but no
one has argued that he was in any way pressured to implement amalgamation.
The Halifax Board of Trade had supported Cameron’s initiative and also sup-
ported Savage’s, but it always appeared to be following rather than leading.

The best explanation for Savage’s action is that he was convinced that Nova
Scotians had to understand that major sacrifices were needed to extract the
province from its fiscal and economic problems. Things could not go on as
before. What better way to demonstrate this than for Savage, recently mayor
of Dartmouth, to sponsor legislation merging his former municipality with its
arch-rival, Halifax, especially when one of the municipal critics of his Cape
Breton merger legislation had claimed, “Fish will fly when this happens in
metro Halifax” (quoted in Stewart 2000, 206). Savage no doubt genuinely
believed that money would be saved, that economic development would be
easier, and that his policy of “service exchange” would be facilitated by shar-
ing the central city’s tax base with the outlying areas (Vojnovic 1999). But
amalgamation was either of dubious value in achieving such objectives, or the
objectives could be accomplished in other ways. Amalgamation for Halifax
was implemented primarily for its symbolic value. It was something dramatic
that Savage could do without affecting most people in any direct way. Amal-
gamation was implemented not because there were societal pressures to do so
but because there were no significant societal pressures on either side. It was
the perfect opportunity for autonomous state action.

The Toronto case was quite different. It turned out that there were signifi-
cant societal pressures against amalgamation in Toronto, though these were
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of its global role if the San Fernando Valley had seceded? As a relatively
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reasons to take instructions from local business elites. On the other hand, they
do have electoral reason to listen to homeowners whose taxes are going up
largely because of commercial tax freezes.

As noted previously with respect to the Golden Task Force, business groups
in Toronto had little interest in promoting amalgamation until after it became
government policy. In fact, it is much more plausible to suggest that business
supported the government’s policy on amalgamation as a trade-off for getting
tax relief by other means than it is to suggest that business supported amalga-
mation as an end in itself. Provincial governments in Canada (and the national
government in the United Kingdom, as concerns England) have unlimited le-
gal authority with respect to municipalities. Since the mid-1960s, any informal
political conventions about the sanctity of established local governments have
been almost completely eroded, a development that has not occurred in the
United States. There appeared to be no constraints on what a determined Harris
government could do to its municipal political enemies in the old City of To-
ronto.® In the absence of such constraints, the Harris government acted. It
was precisely because the amalgamation policy was such an obvious attack
on the established and articulate middle-class political interests within the
old city that the reaction was so quick and effective (Horak 1998). But the
Harris government realized that it would lose too much by backing down, and
it pushed the measure through at considerable short-term political cost.

The other state-centred explanation relates more to the “state” (of Ontario)
as a whole than to the political interests of its leaders. Both the Golden Task
Force and Harris himself, when in opposition, were leaning towards eliminat-
ing the Metro level of government, not the lower-tier municipalities. Metro
was to be replaced by some new form of authority for the entire Greater To-
ronto Area. This plan did have political costs for Harris, because it brought
the “905” voters — his core support group — much closer to Toronto political
issues than they ever wanted to be. But there were also severe practical, gov-
ernmental difficulties that even the Golden Task Force did not fully work out.
These difficulties related especially to the fate of some services (notably, the
police) that could not be uploaded to the new GTA authority or to the prov-
ince or be downloaded to the area municipalities. Furthermore, even leaving
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The point, of course, is that total amalgamation seemed equally impossi-
ble. This was confirmed in June 1999 when both Premier Lucien Bouchard
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for Montreal Island: the newly created Montreal Metropolitan Community
covering the entire metropolitan area; the new City of Montreal covering the
island; and the twenty-seven boroughs.

On 15 November 2000 the government announced the content of Bill 170.
Boroughs were not given any authority to levy taxes or to enter into collective
agreements. It appears that Premier Bouchard had decided he could not take
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except Bourque was calling for an amalgamation of the entire CUM, not even
the various groups, such as unions, that traditionally supported the Parti
Québécois and would normally be expected to favour political action leading
to increased equality. But there is one additional fact that must be kept clearly in
mind: by the time Premier Bouchard had formally committed himself to amalga-
mation, he had already announced that he was leaving. There is perhaps no easier
time for state-centred policymaking than in a parliamentary system after a popu-
lar first minister has announced his or her impending retirement.

While the Bouchard government was pushing Bill 170 through the National
Assembly, a strong anti-merger movement appeared in affected areas of the
province, especially on the western part of Montreal Island (Aubin 2004).
Opposition leader Jean Charest promised that, if elected, he would establish a
democratic mechanism for residents of merged municipalities to decide if they
wanted their area to demerge. To the surprise of many, after the 2003 provin-
cial election, Premier Charest kept his promise and introduced complex
legislation (Bill 9) that provided for local decisions on demergers. On 20 June
2004, residents of fifteen former municipalities on Montreal Island voted in
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6 As quoted in Kevin Cox, “Halifax-area Leaders Fuming over Plan for Supercity,”
Globe and Mail, 28 October 1994.

7 Savitch and Kantor (2002) treat the territory of the Municipality of Metropolitan To-
ronto as metropolitan Toronto’s “centre city,” even for the period prior to amalgamation.

8 This was confirmed in legal terms by the results of the court challenge. See Milroy

2002.
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Revisiting Municipal Reforms in Quebec and
the New Responsibilities of Local Actors in
a Globalizing World

Pierre Hamel and Jean Rousseau

Ce chapitre permet d’examiner les incidences des récentes réformes municipales au
Québec. Bien que cette restructuration des politiques locales et municipales soit reliée au
dernier courant de réformes, la conjoncture économique et politique est différente. Dans
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metropolitan scale with economic actors, other local institutions, and upper
tiers of government. These issues have been explored at length in the recent
literature on urban governance and new forms of regionalism (Frisken and
Norris 2001; Swanstrom 2001).

Surprisingly, in Quebec such questions have not been at the top of the re-
search agenda for social scientists. This does not mean that local political
actors and the Quebec government were inactive in this field. It has in fact
been the other way round. Until now, politicians, technocratic civil servants,
and a small network of experts have led the debate about the restructuring of
local and municipal politics.

Our intent here is not so much to explain why social scientists have paid so
little attention to the restructuring of local power in Quebec. Rather, we want
to highlight some of the shortcomings of the recent municipal and metropoli-
tan reform that took place at the turn of the new millennium by referring to
contextual changes. However, although these changes help us understand why
the institutional and governance framework has to be adapted to the new ur-
ban reality, this does not explain the political choices that were made by the
Quebec government in its aim to modernize the municipal and metropolitan
systems. That requires paying attention to the normative and political dimen-
sions of those governmental choices — that is, looking at values, political
opportunities, and institutional constraints. This represents the particular an-
gle that shapes our discussion of these reforms.

In this paper, we shall discuss some of the limits deriving from the political
choices that were made by the Quebec government with regard to municipal
reforms. In doing so, we shall bring out an ambiguity inherent in the govern-
ment strategy, which was particularly evident with the approach adopted by
the Quebec government for the metropolitan region of Montreal. While trying
to implement a new model of reforms based on what we call a governance
framework, the government continued to use a technocratic model, involving
a top-down perspective, which has been framing the various reform projects
since the 1960s. The governance framework is based on the mobilization of
municipalities and local actors with interests in metropolitan development,
and the establishment of forms of decision making in which the government
appears to be one important actor but is no longer the only one. This frame-
work has come to be seen as the most relevant for dealing with challenges
imposed by globalization,' especially for increasing the competitiveness of
the city-regions. In this perspective, the emphasis is on the development of
flexible and variable strategies of development that can cope with economic
restructuring and the creation of new sectors of world-led economic activi-
ties. A key issue with governance is the process itself by which actors are
mobilized and participate in decision making; the setting up of an institu-
tional structure with a clearly delimited sphere of intervention is no longer
the main issue. But even though the challenges imposed by globalization have
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been raised in some reports and studies — and by the government itself from
the 1980s onwards — the Quebec government chose nonetheless to reproduce
its technocratic model.

The emergence of governance reveals a deeper transformation of Quebec
politics that is still going on. It is linked to an attempt to redefine the role of
the government within a new political context that is characterized by a de-
crease of the state’s legitimacy and a questioning of its level of institutional
capability. This new political context indicates a significant transformation of
the framework structuring the public realm with regard to state intervention
and citizen participation. We shall argue in this paper that the Quebec govern-
ment did not take into account this new political setting when launching the
recent wave of municipal reforms. Given its contested legitimacy and its lim-
ited resources, the Quebec government should have planned this process of
reform better, especially by adequately explaining the rationale of the project
and by creating a large regional consensus among the various local actors that
would have helped legitimate the project. The learning dimension of munici-
pal and metropolitan reforms was largely ignored. Although, in some respects,
the Quebec government came to invoke the governance approach for justify-
ing its decision, its intervention turned out to be a move against such an
approach, for the government finally chose to put into practice an outdated
model of reform that paid attention primarily to institutional structures.

Our paper is divided into three parts. First, we will recall the historical
context of Quebec municipal reforms since the Quiet Revolution. In many
ways, the recent wave of municipal reforms is a continuation of the previous
ones. Second, we will present an overview of the recent wave of municipal
reforms. We will look more closely at the political and institutional changes
that have been implemented in Montreal and will highlight the predominance
of the technocratic approach. Finally, we will analyse these reforms, discuss-
ing some of their limitations. We will refer to the recent debates in the literature
concerning urban restructuring and governance in the context of globaliza-
tion. Some issues explaining the limitations of the recent municipal and
metropolitan reforms will also be discussed.

THE HISTORICAL CONTEXT OF QUEBEC MUNICIPAL
REFORMS (1960 TO MID-1990s)

The Quiet Revolution put the issue of reforming municipal structures at the
front of the governmental agenda. The election of the Liberal Party in 1960
under the leadership of Jean Lesage marked the end of the long Duplessis era
which, according to the leaders of the Quiet Revolution, had been a period of
great backwardness — une grande noirceur. This election was recognized as the
beginning of a new period in Quebec history. In this context, the modernization
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of municipal politics was seen as a prerequisite that would clearly reflect this
historical step. From the 1960s to the 1990s, several parliamentary commis-
sions, study groups, reports, projects, and bills sought to transform and
rejuvenate municipal institutions in conformity with the diagnostic that had
been posed during the first years of the Quiet Revolution. However, none of
them brought efficient and definitive answers. Thus, despite the intention to
transform the municipal system, the project of thoroughly reforming the po-
litical values and structures of municipalities has remained on the political
agenda.

IN THE AFTERMATH OF THE QUIET REVOLUTION

The 1960 electoral defeat of the Union Nationale government marked the end
of the “Duplessism” that had permeated Quebec politics during the previous
two decades. During those years, the predominant political discourse on Que-
bec society had been centred on the protection of its rural, Catholic,
French-speaking, and conservative dimensions (Meynaud and Léveillée 1973;
Bissonnette 1982; Bourque and Duchastel 1996). Premier Maurice Duplessis’s
ideology had been based on the promotion of rural values. This representation
of Quebec society had helped give rural municipalities a symbolic and politi-
cal importance. At the same time, it served to mask the increasing gap between
the Quebec polity and the socio-economic reality of Quebec society (Simard
1979; Dickinson and Young 1995). In contrast to the Duplessis discourse,
Quebec society was already urbanized and industrialized at the turn of the
twentieth century. The political weight given to rural municipalities and county
councils by the Duplessis government was misleading.’

The election of Jean Lesage opened the door to a major restructuring of the
Quebec political system in a very short time. First, the predominant political
discourse came to emphasize the urban and industrial character of Quebec
society and stressed Quebec’s backwardness compared with other countries
and other provinces, especially Ontario. From the beginning, the liberal gov-
ernment insisted that Quebec society needed to be modernized and that the
best way to achieve this was through a reform of public institutions.

Second, the discourse on Quebec’s need to catch up with its neighbours
revealed a significant change in social relations. Three different groups that
had become allied through their opposition to the Duplessis regime carried it
out: the labour unions, the French-speaking petite bourgeoisie, and a group of
Liberal intellectuals. They called into question the role of the old elites (clergy,
rural leaders) and the representations of Quebec society associated with them.
The election of the Liberal Party provided them with the opportunity to be
empowered.

The third type of change introduced by the Quiet Revolution was the broad-
ening of the field of state intervention. The Quebec government became
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recognized as the key actor that would enable the province to catch up with
other modern societies. This brought a major restructuring of the field of state
intervention ranging from the complete replacement of the clergy in the edu-
cation, social services, and health sectors to the establishment of new state
agencies for promoting Quebec’s economic development. This restructuring
was based on a technocratic approach in which the Quebec government was
presented as the key player in leading the reforms. With its strong legitimacy
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municipal representatives the project of municipal amalgamation. He insisted
that municipalities had to be merged in order to reduce their number, and he
emphasized the importance of intermunicipal cooperation. Amalgamation, he
argued, would overcome rural isolationism and the fragmentation of Quebec
territory into small units that could no longer cope with the requirements of a
modern society. It would allow better and more diversified services to be pro-
vided to citizens. It would help municipalities attract businesses more easily
and adopt rules on urban planning. And it would re-establish a better equilib-
rium between rural and urban municipalities while allowing for an improved
and more rational management of Quebec territory.

THE BEGINNING OF A LONG PROCESS OF REFORMS

Over the three following decades, various bills, reports from study groups,
parliamentary commissions, and proposals from organizations representing
municipalities were released and debated. Of course, these discussions did
not follow a direct trajectory. From the 1960s to the mid-1970s, the discus-
sions about municipal reforms were framed by the tenets of the discourse on
regional development diffused by the leaders of the Quiet Revolution
(Bissonnette 1982; Divay and Léveillée 1981). They were part of the whole
project of imposing a centralized management of Quebec territory in response
to the imperatives of a modern, urban, and industrial society. All this followed
the top-down approach, in which the municipal representatives were seen as
potential obstacles whose attributes needed to be transformed. Following the
economic difficulties faced by the Quebec government in the 1970s, the dis-
cussions began to be less ambitious and were no longer thought of as a great
leap. The idea of planning at all political levels was gradually dropped and
was replaced by a pragmatic management of the existing municipal actors
and structures.

During the 1960s and 1970s some significant reforms had been introduced.
In 1965 the Liberal government adopted Bill 13 on the voluntary merger of
municipalities. However, the adoption of this bill did not result in a great
movement towards amalgamation. Since the municipal representatives were
recognized as the initiators and did not have any incentives or constraints, the
amalgamation of municipalities occurred very slowly. Then, in 1966, Pierre
Laporte tried to replace the existing county councils with modern regional
organizations that would simultaneously represent urban and rural munici-
palities; but this proposal was set aside with the electoral defeat of the Liberal
Party, and three years passed before these reforms were introduced.’

One important reform was the creation in 1969 of three supramunicipal
communities: the Communauté urbaine de Montréal (CUM), the Communauté
urbaine de Québec (CUQ), and the Communauté urbaine de 1’Outaouais
(CUO). These new structures were supposed to provide more efficient and, in
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some cases, new services to the population, reinforcing the autonomy of mu-
nicipalities (Meynaud and Léveillée 1973).

The reform momentum was modified somewhat with the election of the
Liberal Party under the leadership of Robert Bourassa in 1970.* Despite the
persistence of a technocratic bias, new elements were introduced. The eco-
nomic role of Montreal in relation to developmental issues for the whole
province was increasingly discussed. The government referred to the notion
of “profitable federalism,” opening the door to a greater collaboration with
the federal government.®

A more decisive shift in government strategy occurred when the Parti
Québécois government adopted Bill 125 in 1979. The intention was to imple-
ment a comprehensive framework for the planning and management of Quebec
territory, and also to redefine territorial management through the creation of
regional county municipalities (RCMs). Even though these institutional struc-
tures implied a centralized control over the activities of municipalities, René
Lévesque’s government justified this reform by discoursing on the decentrali-
zation of responsibilities and the democratization of regional politics.
Nonetheless, some of the objectives discussed during the Quiet Revolution
finally came to be achieved. The creation of ninety-four RCMs covering Que-
bec territory (excluding the territory covered by the three supramunicipal
communities created in 1969) led to the demise of the county councils and
established a new institutional structure for managing the municipal system.

THE TRANSFORMATION OF THE SOCIO-POLITICAL CONTEXT OF
MUNICIPAL REFORMS

The preliminary discussions around Bill 125 revealed a change in govern-
mental approach.® They showed the government’s intention to integrate local
and regional decision makers further into the process of reform. This came to
be seen as a prerequisite to a successful implementation of government inter-
vention. In the meantime, significant changes had occurred in regional and
local politics. Resistance at the local and regional levels helped to democra-
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refers to the limited resources of the state, which needs to find new forms of
financing. It emphasizes the need to set up decentralized decision-making
processes and to mobilize various actors to implement policies and reforms.

The other important element of this new context is globalization, which
has come to be discussed as the new political horizon, both for the Quebec
government and for the municipalities. These discussions refer mainly to the
economic aspects of globalization. Indeed, globalization is most often syn-
onymous with a global market imposing constraints on national and local
actors, thereby revealing the predominance of a neoliberal and corporatist
discourse (Boyer and Drache 1996). The strengthening of the global competi-
tiveness of national economies has been presented as the most appropriate
avenue for facing the challenges raised by globalization. The signing of the
Free Trade Agreement and the North American Free Trade Agreement, both
of which were supported by the main political parties in Quebec, has helped
to justify this economic reading of globalization.

One of the consequences of these discussions on the role of the state and
globalization has been a new perspective on the role of local actors, espe-
cially metropolitan regions. This has involved repositioning them, so that
instead of being seen as a subordinate and dependent tier of national govern-
ment, they are seen as strategic actors that should develop new spheres of
intervention that will allow them to compete in the global marketplace. This
presupposes the adoption of a more flexible regulatory framework and the
elaboration of strategies that would allow them to deal with national govern-
ments and external economic forces, such as multinational corporations. This
brought up the question of Montreal, which requires a different perspective.
Its economic vitality and its ability to establish economic and political rela-
tions in the international arena, notably for developing its own niche, became
important political issues for the Quebec government.

Since the 1990s, the discussions about changing the governance of the
municipal system in order to overcome what the government called the status
quo began to be more and more intense. Paving the way for the municipal
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increase their competitiveness at the national and global levels. A section of
the White Paper was dedicated to the specific situation of the three urban
communities (Montreal, Quebec City, and Hull-Gatineau). Despite their
achievement in many ways, their structures should be redefined to increase
their competitiveness and their management capacity while achieving econo-
mies of scale. In the governmental perspective, increasing the management
capacity of the supramunicipal tier should do this. The White Paper also dis-
cussed the implementation of the government policy on rurality. The objective
would be to reinforce the decision-making capacity of the rural communities,
which might imply amalgamating municipalities or strengthening the role of
the RCMs.

The implementation of the municipal reform proposed in the White Paper
rested on two complementary strategies.” The first was the forced merger of
local municipalities, which the government went on to apply in the urban
agglomerations of Montreal, Quebec City, and Hull-Gatineau. The second strat-
egy was the creation of metropolitan tiers of governance, with the object of
making urban agglomerations more competitive.

THE IMPLEMENTATION OF THE REFORM: THE EXAMPLE OF MONTREAL

In the Quebec government’s discourse on the rationale for reform in the met-
ropolitan region, the government referred to the arguments raised in the White
Paper. In order to justify the new reform, the minister of municipal affairs and
the metropolis referred to the need to build a more competitive city-region. To
achieve this objective, the main tool appeared to be the reduction of munici-
pal fragmentation through the amalgamation of municipalities. Two other
dimensions also were present in the government discourse. One was planning
and coordinating municipal activity on a regional scale. The other was reduc-
ing the gap, in terms of fiscal efforts, between municipalities. Fiscal disparities
were a major concern in financing the infrastructure and services needed to
develop the city-region, because the central city fiscal situation was a matter
of serious concern.

The Quebec government used the former technocratic approach to imple-
ment this reform and imposed it by passing a law, despite the protestations
and the opposition of many local mayors; the government did not attempt to
build up a consensus on a metropolitan scale. This turnaround — the idea of
imposing its view instead of convincing the population — was not explained
by the provincial government, apart from its mentioning that there had to be a
limit to the obstructionism of the local mayors.

With Montreal, the government followed a two-step strategy. The first step
was the amalgamation of the municipalities on Montreal Island — the same
strategy it employed with other urban agglomerations, such as Longueuil and
Quebec City. Under Bill 170, it created a mega-city of 1.8 million inhabitants
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that came into existence on 1 January 2002. The government also established
an updated territorial-management structure through the creation of twenty-
seven boroughs. These boroughs respected the former borders of the main
urban neighbourhoods of Montreal and also those of the former suburbs. The
new boroughs are responsible for delivering such services as urban planning,
fire prevention, waste removal, social and economic development, culture and
recreational activities, borough parks, local roadwork, and enforcing the ban
on converting buildings into condominiums. In fact, the boroughs have only
two exclusive competencies — fire prevention and infringements regarding the
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intervention strategy would arise from the MMC'’s activities. It does not have the
political or administrative powers that would allow it to establish some form of
governance on a regional scale, in spite of the government discourse.

THE RECENT MUNICIPAL REFORMS IN THE CONTEXT OF LOCAL
AND GLOBAL RESTRUCTURING: SOME THEORETICAL REMARKS

The imposed metropolitan solution in 2002, based on the merging of munici-
palities on Montreal Island and the South Shore, coupled with a supramunicipal
tier of coordination and planning on a regional scale — the Montreal Metro-
politan Community — revealed the prevalence of the old technocratic model.
By acting in a directive manner on Montreal Island and the South Shore while
at the same time counting on the cooperation of the municipalities and other
regional actors to achieve metropolitan governance, the Quebec government
was sending contradicting messages to the local actors and municipalities.

Whereas the preceding sections examined the main municipal reforms since
the Quiet Revolution, this section will analyse recent reforms. The strategy
adopted by the government appears to be deficient, whether we look at the
objectives of the reform or the manner of its implementation. The difficulties
faced by the government can be explained from two complementary angles.
At first, it based its reform on an inadequate understanding of the new reality
of the city-regions. Recent socio-economic changes have given rise to a new
framework for political action that calls into question the technocratic model.
In addition, the Quebec government made some huge mistakes in planning its
process. One of them was the lack of attention given to the learning compo-
nent of the reform. In discussing this dimension, we shall attempt to provide
some explanations of why the reforms failed, taking into account the contem-
porary urban context.

SOME REFLECTIONS ABOUT THE NEW METROPOLITAN CHALLENGES

In 2001, 80 percent of Canada’s population was living in urban centres, an
increase of 5.2 percent compared with 1996 (Liberal Party 2002, 1). Since
1941, the urban population has grown steadily. This increase is concentrated
mainly in four extensive urban regions, including Montreal. After the Second
World War, like other metropolitan regions in the Western world, Montreal
underwent economic processes of restructuring that were closely linked to
changes in urban forms. These transformations took place on a metropolitan
scale and involved a new experience of mobility and centrality for residents
(Ascher 1998). At the outset, the political and administrative consequences of
these changes were difficult to grasp. Since the 1960s, they have been put
back on the policy agenda (Andrew, Graham, and Philips 2002).
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Over the last thirty years, metropolitan regions have experienced a series
of transformations that have fundamentally affected city life, city forms, and
the overall urban structures (Soja 2000; Bassand 2001; Dear 2002). The in-
creasing segmentation of the labour market, coupled with the prevalence of
the service-sector economy, has brought about a restructuring of the urban
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regard, the institution is not created in advance or in a “ready to use” form. Its
appearance is the result of a constitutive process. From then on, “metropoli-
tan governance does not consider the institution to be pre-established — on the
contrary. The objective to be achieved is not fixed in advanced, but becomes
the product of the system of actors as the process unfolds” (Lefevre 1998,
18). In other words, the top-down approach has been replaced by a collabora-
tive approach with local actors.

HOW TO EXPLAIN THE RESISTANCES TO THE REFORM? THE IMPORTANCE OF
THE LEARNING PROCESS

Two questions should be raised regarding the strategies which the Quebec
government chose to adopt. First, why did the Quebec government see in
amalgamation a solution to Montreal’s problems, describing them in relation
to a series of economic, spatial, social, and environmental processes, whereas
their causes and consequences seem often to have been intertwined and can
be connected to the weak economic performance of the city-region compared
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Political urban leaders are experiencing a new role in connection with the
growing importance of local milieu on the political scene.

Before the Quebec government directly intervened, we did not necessarily
have the impression that the municipalities and the city-region were new po-
litical actors, especially during the debate over amalgamation and the creation
of the MMC. The minister of municipal affairs and the metropolis considered
municipalities an inferior tier of governance. This was clearly reflected in the
top-down approach that was chosen by the Quebec government to implement
the reform. In addition, some of the main issues that municipalities and city-
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on the emergence of regions that would become global actors. Without necessarily
supporting their premises, our analysis can be seen as a dialogue with these
perspectives.

In 1960 the number of rural municipalities or, in legal terms, the municipalities of
counties, was estimated to be around 1,300, representing 20 percent of the Quebec
population. A council represented each municipality within the county, which also
constituted at that time an electoral circumscription. It was composed of all the
mayors and one prefect. In 1944 the Union of the County Councils was estab-
lished. This association was a close and strong ally of the Duplessis government.
The release in 1968 of the report from the La Haye Commission on urbanism also
contributed to reactivate the discussions about the need for municipal reform. While
reinforcing the need to plan the urban development, the report also insisted on the
idea of recognizing some centres for stimulating and at the same time orientating
regional development. The report recommended the adoption of regional, interlocal,
and local plans (Bissonnette 1982).
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