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Global Futures for Canada’s Global Cities

Summary

The thesis of Global Futures for Canada’s Global Cities is that the globalization and
the information age have led to the economic, political and even democratic
ascendancy of global city regions (GCRs). Yet there is sometimes a wide gulf
between the potential for these GCRs and their on-the-ground reality. This is
especially the case in Canada, where GCRs are fiscally weak and jurisdictionally
constitutionless. Accordingly, the analysis focuses on a variety of alternative
structures and processes that would allow our GCRs to reach their potential with
respect to the knowledge-based economy.

Part of what underpins the GCRs’ role as the dynamic motors that drive
innovation, growth and trade is that they hold the dense concentrations of
human capital that increasingly are required by the knowledge-based economy
(KBE). This leads to a virtuous circle by which GCRs can undertake policies and
actions that make them attractive to human capital, which, in turn, allows them
to become magnets for attracting KBE enterprises. Furthermore, evidence sug-
gests that privileging Canada’s “hub cities” will propel them and their hinterlands
forward economically.

The international evidence on our GCRs’ fiscal weakness is striking. Cities
like Stockholm, Berlin, Vienna and Helsinki spend twice as much and
Copenhagen and Amsterdam three times as much per capita as Toronto does.
This suggests that there is ample scope for decentralization in Canada to go
beyond the devolution of money and power from Ottawa to the provinces. Not
surprisingly, part of the problem here is that access to tax revenues in Canada’s
GCRs (and those in the English-speaking world generally) tends to be limited to
property taxes, whereas continental European cities often have access to a range
of broad-based taxes. For example, Swedish cities are financed from income taxes
and have revenues, in aggregate, of nearly 16 percent of GDP. In contrast, the
political limit to property-tax financing is in the range of 3 percent of GDP. This
implies that unless our GCRs obtain access to broad-based tax sources (or a share
thereof), they will never achieve their KBE potential.

While American GCRs also rely on property taxes for about three-quarters
of their tax revenues (the comparable average for Canada is over 90 percent),
many US cities have access to income and sales taxes. Not only do US cities have
access to many more own-source tax revenues, but they also share in a large
number of state taxes. For example, 94 percent of Edmonton’s own-source rev-
enues come from various taxes on property, whereas Denver’s property taxes
account for only one-fifth of its own-source tax revenues, with nearly two-thirds
coming from a general retail sales tax. Where the implications of these differences
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are most significant is in the area of capital spending. Over the 1990-2000 peri-
od, Denver’s per capita spending was nearly double that of Calgary. Given that
Canadians’ living standards will to a large degree depend on how our GCRs fare
relative to American GCRs, these are sobering figures indeed.

There is a variety of ways that the GCRs can become more fully and for-
mally integrated into the operations of Canadian political and fiscal federalism.
The most promising avenue would be to rework federal-municipal relations,
following Ottawa’s recent initiatives in the municipal arena such as sharing the
federal gas tax and exempting cities from the GST. But the GCRs maintain that
federal gas-tax sharing amounts to an equalization program disbursed by the
large cities to the smaller ones. The GCRs want access to a broad-based tax
available on a derivation principle. Since the GCRs are the creatures of their
respective provinces, the appropriate way to achieve this would be to rework
provincial-municipal relations. Just as the provinces piggyback on the federal-
ly collected personal income tax (PIT), so cities could piggyback on the provin-
cial portion of the PIT.
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Résumé

Selon la these proposée dans Global Futures for Canada’s Global Cities, la mon-
dialisation et l'ere de linformation ont favorisé la montée en puissance
économique, politique et méme démocratique des villes-régions mondiales
(VRM). Pourtant, on constate parfois un écart important entre le potentiel de ces
VRM et la réalité. Cela est tout particulierement vrai au Canada, ot les VRM ont
de faibles pouvoirs fiscaux et ne jouissent d’aucun pouvoir constitutionnel. Aussi
I'analyse porte-t-elle principalement sur divers processus et structures qui pour-
raient permettre 2 nos VRM de réaliser leur potentiel dans le contexte de
l'économie du savoir.

Le role des VRM en tant quengins dynamiques capables de stimuler I'in-
novation, la croissance et le commerce tient en partie au fait qu'on y trouve les
concentrations de capital humain que I'économie du savoir requiert de plus en
plus. Cela mene a un cercle vertueux ot les VRM peuvent entreprendre des poli-
tiques et des actions qui les rendent attrayantes aux yeux du capital humain, ce
qui en retour leur permet de devenir des aimants qui attirent les entreprises qui
sont le fondement de 'économie du savoir. De plus, les données indiquent que les
actions destinées a privilégier les villes pivots du Canada auront pour effet de
propulser ces villes et leurs arriere-pays sur le plan économique.

Dans le contexte international, la faiblesse fiscale de nos VRM est frappante.
En chiffres par habitant, des villes comme Stockholm, Berlin, Vienne et Helsinki
dépensent deux fois plus que Toronto — et méme trois fois plus dans le cas de
Copenhague et d’Amsterdam. Cela autorise a croire que la décentralisation au
Canada pourrait s'étendre bien au-dela d’'une simple dévolution d’argent et de
pouvoir d’Ottawa en faveur des provinces. Le probleme tient en partie au fait que
l'acces des VRM canadiennes (et de celles du monde anglophone en général) aux
recettes fiscales a tendance a se limiter aux impots fonciers, tandis que les villes
européennes ont souvent acces a une assiette fiscale plus large. En Suede, par
exemple, les villes sont financées a méme I'impdt sur le revenu ; au total, leurs
revenus représentent pres de 16 p. 100 du PIB. Par contre, la limite politique
établie pour le financement par les impots fonciers se situe aux alentours de
3 p. 100 du PIB. On peut en conclure qua moins que nos VRM aient acces a une
assiette fiscale plus diversifiée (ou tout au moins a une part de l'assiette fiscale),
elles ne pourront jamais réaliser tout leur potentiel dans I'économie du savoir.

Les VRM américaines tirent également les trois quarts de leurs recettes fis-
cales des impots fonciers (au Canada, la moyenne se situe au-dela de 90 p. 100),
mais bon nombre d’entre elles ont acces au produit de I'impot sur le revenu et
des taxes de vente. Non seulement peuvent-elles se prévaloir d'un nombre beau-
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coup plus grand de sources propres de recettes fiscales, mais elles recoivent aussi
une part des recettes fiscales des Etats. Par exemple, 94 p. 100 des recettes pro-
pres d’Edmonton proviennent de divers impots fonciers, tandis que ces derniers
ne représentent que le cinquieme des recettes propres de Denver ; les deux tiers
des recettes propres de Denver proviennent d’une taxe de vente au détail
générale. Clest dans le domaine des dépenses en immobilisations que 'impact de
ces écarts est le plus important. De 1990 a 2000, les dépenses par habitant de
Denver étaient pres de deux fois plus élevées que celles de Calgary. Compte tenu
du fait que le niveau de vie des Canadiens dépendra dans une large mesure de la
performance de nos VRM par rapport a celle des Etats-Unis, ces chiffres ont de
quoi inquiéter.

Il y a divers moyens d’intégrer les VRM davantage et de facon plus formelle
dans le fonctionnement du fédéralisme politique et fiscal au Canada. La voie la
plus prometteuse consisterait a remanier les relations fédérales-municipales en
s'inspirant des récentes initiatives d’Ottawa dans le secteur municipal, comme le
partage des recettes fédérales tirées de I'impot sur I'essence et I'exemption de la
TPS accordée aux villes. Les VRM considerent toutefois que le partage de I'impot
sur l'essence est au fond un programme de péréquation dans lequel les grandes
villes transferent des fonds aux petites villes. Elles veulent avoir acces a une
assiette fiscale plus large qui serait disponible suivant le principe de la dérivation.
Comme les VRM ont été créées par leurs provinces respectives, le meilleur moyen
de réaliser cette option consisterait a reformuler les relations fédérales-
provinciales. Tout comme les provinces percoivent leur impot sur le revenu en
tant que portion de 'impot prélevé par le gouvernement fédéral, les villes pour-
raient recevoir une part de la portion provinciale de 'impét sur le revenu.
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Introduction

Propelled by the momentum arising from the principle of subsidiarity and the
dictates of the knowledge-based economy (KBE), global city regions (GCRs) are
increasingly hailed as the new dynamic motors of the information era. In
Canada, the cities that would qualify as GCRs are fiscally weak in the interna-
tional context and jurisdictionally constitutionless in the Canadian context. The
role of this paper! is to document the extent of the gulf between the global
potential of GCRs and their Canadian reality, and to draw implications and con-
clusions from them.

Accordingly, I begin by focusing on the range of factors and forces
flowing from the knowledge-based era that underpin the economic and
political ascendancy of GCRs. Then I compare Canadian and international
cities in terms, first, of their expenditures and, second, of their access to
broad-based taxation. To anticipate the evidence, not only do Canadian
cities fare poorly against their European counterparts, but they also come
out decidedly second against American cities in terms of their fiscal auton-
omy.

In the remainder of the paper I address a range of options for bridging this
potential-reality gap. In terms of the contribution that reworking federal-munic-
ipal relations could make, I look in turn at Ottawa’s gas-tax sharing; at removing
the blatant discrimination in the qualification for employment insurance (EI)
benefits in selected GCRs; at the proposals emanating from the 2006 External
Advisory Committee on Cities and Communities; and finally, at the implications
of the fiscal imbalance for increasing the revenue flexibility of cities.

While cities would no doubt welcome greater involvement and cooper-
ation with Ottawa in terms of both powers and revenue, the underlying real-
ity is that cities are, constitutionally, creatures of the provinces. It is the
creative reworking of provincial-municipal relations that ultimately holds the
most promise for enabling Canada’s cities to achieve their potential in the
KBE. Following these lines, the analysis focuses on the Greater Toronto
Charter as a (probably extreme) model of a set of exclusive and concurrent
powers that would privilege GCRs. If one were to imagine what sort of event
would trigger this power shift, it would be a province, say Alberta, deciding
to share personal income taxes with, say, Edmonton and Calgary, and perhaps
with other cities on an opt-in basis. While we await this and other decisive
tipping points to privilege Canada’s global city regions, there are several small-
er, but nonetheless significant, milestones in the direction of empowering
Canada’s GCRs, which I will highlight.
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Canada’s Global City-Regions in Comparative Context

The dynamic motors of the knowledge-based economy

The new global order — globalization and the information revolution, which
together will be referred to as the knowledge-based economy, or KBE — is leading
to the economic, political and even democratic ascendance of Canada’s global city
regions, or GCRs. In terms of the globalization component of the KBE, the GCRs,
in their roles as dynamic economic engines and export platforms, are spearheading
the integration of their provinces and regions into NAFTA economic space. This
secures the GCRs’ pride of place in conventional economic geography, or in what
Manuel Castells (2001) refers to as the “the space of places.”

Knowledge-information revolution

The knowledge-information-revolution component of the KBE adds an
entirely new dimension to the significance of GCRs. Knowledge and human capi-
tal are increasingly important drivers of well-being and are at the cutting edge of
competitiveness. And, because it is in the GCRs that one finds the requisite dense
concentrations of human capital — information technology, research and develop-
ment, high-value-added services, and so on — GCRs can become the coordinating
and integrating networks in their regional economies, and the national nodes in the
international networks that drive growth, trade and innovation. Thus, GCRs are
also the key players in this new economic geography — Castells’ “space of flows.”

Subsidiarity

Underlying both the KBE and the new role of GCRs is the emergence of indi-
viduals as the principal beneficiaries of the information revolution, thanks in large
measure to the democratization of technology and the rise of the Internet. This
empowerment of individuals and their virtually unlimited access to information
breathes new life into the principle of subsidiarity. The result will be to “push down
to the local level and to individuals more power and resources than ever before”
(Friedman 1999, 293). To be sure, subsidiarity also has a “passing upward” compo-
nent, where the appropriate locus for regulating highly mobile activity is rising in
the jurisdictional hierarchy, as exemplified in the creation of the euro. Glocalization
is a convenient term that captures both the “passing upward” and “passing down-
ward” components of the KBE, a duality anticipated over a decade ago by Horsman
and Marshall, when they noted that “citizens...will seek political solutions, and dem-
ocratic accountability, at ever more local levels as the world economy moves toward
an ever greater level of integration” (1994, xv). This is an essential component of the
argument that the GCRs will also experience a democratic ascendency.
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In a recent paper, Vander Ploeg also focuses on the transition of GCRs, or
big cities, into their new role as international “gateways”:

It is important to understand that Canada’s traditional comparative economic
advantage has always revolved around ready access to an abundance of natural
resources, an ample supply of, and reasonable costs for, medium-skilled labour, rel-
atively cheap sources of energy, and proximity to the US market. These condlitions
favoured the building of a resource and manufacturing-based economy. But this is
giving way — significant manufacturing activity has gone offshore and most of it will
not soon return. As a result, *higher-ordered” producer services and activities that
spin around knowledge and skills (e.g, idea generation and knowledge transfer,
product engineering and design, prototype construction and testing), as well as the
service industries that support those activities (e.g, financing, marketing, advertis-
ing), are becoming much more important...Increasingly, the opportunities for our
future economic success are tying in with the new global and knowledge-based
information economy. In this economy, comparative advantage shifts to the big
cities, which are home to the young, educated, and highly skilled workers demand-
ed by this type of economy, as well as the capital, investment, and entrepreneurs
that drive it. Big cities are not only the locus of research, development and innova-
tion, they also serve as the gateways to global trade. (2005, 5)

“Gateway” is an apt term indeed, since it can encompass both the “space-
of-places” and the “space-of-flows” roles of CGRs.

Human capital as the creative driver

Richard Floridas The Rise of the Creative Class (2002) has taken the primacy of
human capital one step further: just as the concentration of mineral deposits will attract
mining companies, so concentrations of talented and creative people attract will knowl-
edge-intensive companies. And the cities that come out on top will be those that fare
best in terms of what Florida refers to as the three “Ts”: technology (as measured by
innovation and high-tech industry concentration); talent (as measured by the number
of people in creative occupations); and tolerance (as measured by the amenities and
opportunities available for every possible lifestyle). Florida labels this the “creative cap-
ital” theory of economic growth. Research undertaken by Gertler et al. (2002) indicates
that Canada’s GCRs rank very high in North America in terms of tolerance, but lag in
the two other “Ts.” This is consistent with evidence produced by Martin and Milway
(2003): that the gap between Ontarios per capita GDP and that of the average US state
is an urban gap. They go on to argue that closing this gap requires adressing four fac-
tors: attitudes toward the KBE, manifested, for example, in lower university enrolment
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in Ontario; investment (private investment to enhance productivity and public invest-
ment to increase education and human capital); incentives/motivation (higher tax
rates); and fiscal and governance structures. While some of these factors are beyond the
jurisdiction of cities (e.g., marginal income tax rates), others are not. With appropriate
governance structures, not only can cities create environments that will score high on
the tolerance scale, they can also go a considerable way toward framing policies that
allow the three “Ts” to interact and create a learning environment. In other words, given
the requisite instruments, cities can enhance their own ability to be attractive to the clus-
tering of both human and physical/financial capital.

This idea is a variant of one expressed in a somewhat earlier literature, which
stressed that competitiveness and social cohesion are both important in determin-
ing a region’s success — or that, as Pastor says, “doing good and doing well can go
hand in hand.” Pastor goes on to note that “the Silicon Valley Leadership Group has
lobbied for higher (not lower) taxes in order to fund public transportation, coalesced
with community groups to lobby for affordable housing, and generally maintained
a positive relationship with the public sector.” He quotes the Alliance for Regional
Stewardship as saying that such stewardship must “work at the creative intersection
of the inter-related issues of economic development, social equity, community live-
ability and participatory governance by lending initiative and building partnerships
with other sectors and organizations” (2006, 294). It is difficult to imagine that this
horizontal coordination could occur anywhere but at the GCR/city level.

Hub cities and convergence

Finally (but hardly exhaustively), Brender and Lefebvre, in Canada’ Hub Cities:
A Driving Force of the National Economy, present some evidence of the increased impor-
tance of what they refer to as “hub cities” (2000). These are the eight large cities —
Vancouver, Edmonton and Calgary, Regina and Saskatoon, Winnipeg, Toronto, and
Montreal — that function as the economic drivers of their provinces, and a ninth city,
Halifax, that functions as a hub city for the Atlantic provinces. They conclude that
Canada’ hub cities are not receiving the investment they need to fulfill their roles as
the economic drivers of regional and national prosperity. This conclusion follows from
the principal finding of the study, namely that the “growth in a provinces or region’s
hub city... drives an even faster rate of growth in smaller communities within the same
province or region” (2006, 1). Moreover, the evidence suggests that this convergence
appears to be contained within the regions: there is no evidence of convergence across
the hub cities, nor is there evidence that focusing only on Vancouver, Montreal and
Toronto would produce a boom across all provinces. The principal policy implication
is that Canada needs a strategically focused big-cities or hub-cities agenda. In the
words of Brender and Lefebvre:
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[Alllotting strategic funding to all of Canada’s hub cities based on their needs
would indeed produce a nationwide “boost” for them and for smaller communi-
ties alike. Such a strategic needs-based approach to hub city investment would
also yield a bigger economic impact than the per capita funding approach used
in the federal government’s 2005 budget, which allocated a gas tax rebate to
Canadian communities on a uniform per capita basis. (20086, ii)

The message so far is two-fold. First, Canada’s GCRs hold the promise for suc-
cess in the KBE. Richard Harris captured this when he asserted that the collective
future of Canadians depends on how our large cities will perform relative to their
US counterparts (2003, 50). Second, our GCRs are falling short of this promise.

As backdrop to the reworking of the division of money and powers in the
federation — so as to enable the GCRs to achieve their potential as the dynamic
motors of the KBE — it is instructive to compare the existing revenue and expen-
diture powers of Canada’s GCRs with those of international GCRs.

Municipal expenditures in GCRs: an international comparison

If we first look at the expenditures of Canada’s municipal governments, we
see that they vary considerably across provinces (table 1). In 2001, local govern-
ments in Ontario led the pack (with nearly $2,000 per capita), Alberta’s were in
second place (with $1,581), and PEIs were in last place (with $378). A major
reason for the higher spending of Ontario municipalities is that, unlike local gov-
ernments in other provinces, they are responsible for a significant number of
social services (24.7 percent of total expenditures for Ontarios local govern-
ments, with Nova Scotia’s in second place, but well behind, at 4.5 percent). Nova
Scotia’s local governments lead in terms of educational expenditure, with 14.2
percent of their expenditures in this area, compared with a maximum of 1 per-
cent for the other provinces. Hence, in the international comparisons that follow,
readers should keep in mind that while there are differences in expenditure allo-
cations internationally, there are also very significant differences across Canadian
cities.

Figure 1 presents expenditures per capita (in euros) for selected OECD
GCRs. These data capture “overall expenditure assignments” in these metropoli-
tan areas. Toronto (with spending of roughly €2,000) and Montreal (with rough-
ly €1,500) are well down the list, with Amsterdam topping the rankings with
over €7,000 per capita.

The first point to note is that the majority of the GCRs that spend more euros
per capita than Toronto are located in unitary states. Perhaps this is not surprising,
because if unitary states like Holland, Denmark, Finland, Sweden, Japan and France
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(all of whose cities rank above Toronto) want to devolve responsibilities to a lower level
of government, by default this has to be the local level. This raises important questions
with respect to Canadas GCRs and its cities in general: Why does decentralization in
Canada appear to stop with the provinces? Are we truncating the operation of the prin-
ciple of subsidiarity at the provincial level, when experience elsewhere suggests we
could bring the provision of goods and services much “closer to the people?” And if
so, why? I shall attempt to address these questions below.

Berlin and Vienna are the only two cities in federal states that have per
capita expenditures above Torontos. In large measure, Germany and Austria fall
into the “administrative federalism” camp, which means that legislation promul-
gated by the upper levels of government is largely implemented (administered)
by lower levels. Consider the German federation, as described in the following
excerpt from an excellent survey of Germany by Hrbek and Bodenbender:

Figure 1
Global City Regions' Per Capita Expenditures in OECD, Various Years
(euros)
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Source: Based on OECD data and financial statements from the cities concerned. Reprinted from
Chernick and Reschovsky (2006, figure 3.6).

! Financial years: Budapest (2003); Istanbul, Toronto, Prague, Barcelona, Copenhagen (2004);
Athens, Berlin, Melbourne, Paris, Helsinki, Stockholm (2005); Amsterdam, Vienna (2006).
Demarcation of the cities is according to municipal boundaries (except for Melbourne, which refers
to the city centre municipality).
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The wide range of tasks and duties of municipalities reflects a basic feature of
intergovernmental relations in Germany. Whereas legislation is primarily the
responsibility of the federal level, the sub-national level is responsible for admin-
istrative tasks, including the implementations of federal laws and policies..The
Lénder have mostly delegated administrative functions to the local level.
Altogether, between 70 and 80 percent of all legal provisions of the Federation
and the Lénder are implemented by the local authorities. (169-70, 2007)

Indeed, the authors go on to note that “the federal level is constitutionally denied
the right to have administrative offices of its own at the sub-Léinder level, except for a
constitutionally minimal number of functions such as customs and border police.”

In terms of specific functions assigned to the local level, the authors elab-
orate as follows:

[The provision of public goods and services by the local authorities] includes the
following areas: museums, theatres, schools, sports and recreation grounds, hospi-
tals, construction, habitation, sewage, waste disposal, electricity, gas and water sup-
port, public transportation, promotion of trade and business, measures related to
immigration policy and social assistance...Local authorities are the major providers
of public utilities. Over 60 percent of all public investments are carried out by the
local authorities...In 2002, the Federal had 490,000 civil servants (this includes
the armed forces) and the Lénder 2.1 million employees (this includes personnel
in schools and tertiary education). The municipalities and counties had a workforce
of 1.4 million which accounted for almost 35 percent of the bureaucracy. (170-71)

Finally, Hrbek and Bodenbender note that of the 300 European Union
(EU) directives relating to the internal EU market, approximately 120 are to be
implemented by the German municipalities. This is glocalization at its finest:
powers are passed upward to the EU from Berlin (i.e., from federal Germany) and
then downward to the German local authorities for implementation.

By way of an intriguing aside, students of Canadian federalism often argue
that Canada is the most decentralized federation in the world. From the perspective
of the most commonly cited aspect of this issue — the percentage of overall expen-
ditures and own-source revenues that is collected and/or allocated at the subnation-
al level — this is probably correct. However, the Germans could mount a persuasive,
two-pronged counterargument in claiming the opposite. First, the ldnder have a veto
(via the Bundesrat) over all federal legislation touching upon their roles and respon-
sibilities, whereas Canada’s provinces have no role at all in our central governing
institutions. In this (admittedly narrow) sense, Canada is arguably the most central-
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ized modern federation in the world. Second, the German federation embodies the
principle of subsidiarity to a much greater degree than does Canada.

This caveat aside, given the large disparities in per capita spending across
the GCRs shown in figure 1, it follows that the tax assignments must also vary
substantially. To this [ now turn.

Tax assignments in Canadian and international GCRs

Table 2 shows the level and allocation of municipal revenues across the var-
ious provinces. Property-associated taxes account, on average, for 52.2 percent of
per capita revenues for all municipalities (last column). This varies from a low of
44 .4 percent in Alberta to 73.7 percent in Nova Scotia. In Canada as a whole, rev-
enue from sales of goods and services represents just under one-quarter of muni-
cipal revenues, while transfers from other levels of government account for
17 percent, the overwhelming amount of which are (1) from the provinces and (2)
in the form of specific-purpose transfers. (More detailed data relating to taxation
sources for selected Canadian cities will be presented later.)

Turning now to the international context, table 3 presents data on the range of
taxes available to local authorities in selected OECD countries. The first 5 countries
are federations, while the remaining 10 are unitary states. The differences across the
federations are quite astounding. Local authorities in Australia and Canada have no
access to income taxes and are almost wholly reliant on property taxes (100 percent
in Australia). In sharp contrast, local authorities in Germany and Switzerland obtain
upwards of four-fifths of their tax revenues from income taxes, and only 15 percent
from property taxes. The United States is somewhere in between these two extremes,
but closer to the Canadian/Australian model. In the unitary states’ GCRs, income taxes
are the dominant tax source in Denmark and Sweden, accounting for just over 15 per-
cent of GDP in both countries. Indeed, as Lotz (2006, chap. 7) notes, one can make
a convincing case that there is a “Nordic model” of local government financing (and
also of decentralization in general). Defining Nordic as encompassing Norway and
Finland in addition to Sweden and Denmark, Lotz notes that income taxes account,
on average, for 91 percent of local taxes, with property taxes accounting for 7 percent
and “other taxes” accounting for the remaining 2 percent (239). There are seven other
countries, all unitary states, whose local authorities rely to varying degrees on sales
taxes — with Hungary (76.6 percent) and France (10.2 percent) at the extremes.
Finally, the United Kingdom, where property taxes account for 99.5 percent of its tax
sources, falls into the “Anglo” camp (Australia, Canada and the United States).

Focusing only on the five federations, Australia, Canada and the United
States are English common-law countries, whereas Switzerland and Germany are
underpinned by civil law. It is well known that common-law regimes tend to be
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associated with individualist capitalism and tend to have equity markets as the
principal source of corporate finance, whereas civil-law regimes tend to be associ-
ated with communitarian capitalism and credit-based, bank-dominated financing
for corporations (Zysman 1983, tables 6.1 and 6.2). Looking at the sources of rev-
enue of Canadian provinces (see table 2), this comparison might be extended to
link common-law regimes with reliance on property tax, and civil-law regimes with
reliance on income tax. (As noted above, the common-law characteristics also
extend to the United Kingdom and, although it is not included in table 3, to New
Zealand as well.) The linkage between local governments and property taxes makes
considerable sense since (1) property taxes are an ideal revenue base for local gov-
ernments because they are immobile, and (2) the traditional role of local govern-
ments (in Canada at least) was to provide property-based services — fire
protection, policing, water, and sewage, garbage collection, lighting, and the like
— and what better source of revenue for this than property taxes? Nevertheless,
there is a limit to the amount of revenues that can be raised through property taxes.
Lotz (2006, 238) notes that, according to the OECD, over the medium term, no
country has revenues from property taxes in excess of 3 percent of GDP. Canada is

Table 3
Local Tax Sources in Selected OECD Federations and Unitary States
Tax source as a proportion of total Local taxes as a
local tax revenues proportion of GDP
Income Sales Property | Other
Federations
Australia 0.0 0.0 100.0 0.0 1.1
Canada 0.0 15 92.7 5.7 33
Germany 79.1 5.7 15.0 0.2 2.8
Switzerland 84.3 0.3 15.4 0.0 52
United States 6.3 21.0 72.8 0.0 3.5
Unitary states
Denmark 93.6 0.1 6.3 0.0 15.8
France 0.0 10.2 50.6 39.1 4.7
Hungary 0.1 76.6 22.6 0.7 1.7
ltaly 12.9 14.9 17.3 54.9 4.9
Japan 47.2 20.8 31.1 1.0 7.2
Netherlands 0.0 37.1 62.8 0.0 1.2
Spain 26.4 354 34.6 35 5.7
Sweden 100.0 0.0 0.0 0.0 15.8
Turkey 27.7 30.1 2.3 39.9 4.7
United Kingdom 0.0 0.0 99.5 0.5 1.4

Source: Based on data from the OECD. Reprinted from Chernick and Reschovsky (2006, table 5).

\18 ‘ Enjeux publics IRPP | Juin 2007 Vol. 8, n° 2




Global Futures for Canada’s Global Cities

arguably at this limit now. (This is especially true of Ontario, which is in the throes
of a property-tax revolt.) What this means is that were reliance on own-source rev-
enues at the local level in Canada to increase, this increase would presumably have
to come from tax sources other than property tax. Phrased differently, even if Sweden
(Stockholm) were intent on resorting to property taxation at the local level, it
would still have to get access to a wider range of tax sources, since its local taxes
exceed 15 percent of GDP, five times beyond the supposed limit for property taxes.
The important policy implication flowing from this observation is that if Ottawa
and/or the provinces are not willing to transfer broad-based tax room (incomes
taxes or sales taxes) to the municipalities, it is difficult to conceive of Canada’s
GCRs ever achieving meaningful revenue autonomy.

Canada and the United States compared

While both Canadian and US cities rely heavily on property taxes as a taxa-
tion source, Canadass cities do to a much greater extent — 92.7 percent, compared
with 72.8 percent for the United States (table 3). The reason for this is that
American cities have much greater access to sales taxes than Canadian cities do —
21.0 percent compared with 1.5 percent (see table 3). By way of elaboration,
Vander Ploeg (2005) presents some highly informative comparisons between
Calgary and Edmonton, on the one hand, and Denver and Seattle, on the other.
These comparisons are reproduced in the four panels that comprise figure 2.

Panel A presents the revenue sources (taxes and transfers) available to
Calgary, Edmonton, Denver and Seattle. Seattle has access to 8 taxes in addition
to those available to Alberta’s big cities, not to mention several other tax options
that it has elected not to access. And, while Calgary and Edmonton do share in
Albertas provincial fuel tax, Seattle has a share of 10 of the taxes of Washington
state. In terms of “other revenue sources,” the cities have similar revenues at their
disposal. Panel B, which shows Edmonton’s and Denver’s tax revenue profiles,
illustrates just how dramatically taxation patterns can differ. In Edmonton, prop-
erty taxes account for 93.8 percent of the city’s overall tax revenues, whereas they
account for only 21.1 percent of Denver’s total tax take. Nearly two-thirds of
Denver’s revenues come from a general retail sales tax.

The implications of these differences, and especially the fact that Denver and
Seattle have access to broad-based tax sources that grow in line with the economy,
are quite remarkable. Edmonton’s growth in per capita tax over the decade of the
1990s comes in at just under 16 percent, in line with its growth in (residential and
business) property tax. However, Denvers growth in per capita tax over the 1990s
is nearly 60 percent, pulled up by the 93.1 percent growth in general sales tax
(panel C). Panel D reveals how this access to growth taxes ends up being trans-
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Figure 2

Municipal Tax Tools in Calgary and Edmonton, Alberta; Denver, Colorado;
and Seattle, Washington

Panel A. Financial Tools Available to Calgary, Edmonton, Denver and Seattle

Calgary and
Edmonton

Denver

Seattle

Local taxes in play

Property tax

Business tax (property-
based)

Franchise and utility
taxes

Property tax
Franchise and utility
taxes

General retail sales
tax

Sales tax on lodging
Sales tax on
restaurants/alcohol
Sales tax on off-sales
of alcohol

Sales tax on vehicle
rentals

Sales tax on aviation
fuel

Sales tax on
entertainment events
Employee head tax

Auto ownership tax

Property tax

Franchise and utility
taxes

General retail sales
tax

Sales tax on
entertainment events

Sales tax on gambling

Sales tax on
restaurant, bars, pubs

Sales tax on car
rentals

Gross receipts
business tax

Motor vehicle
excise tax

Real estate excise tax

Tax-sharing

Provincial fuel tax

State fuel tax
State tobacco tax
State vehicle
registration tax
State lottery
revenue tax

State liquor tax
State fuel tax

State lodging tax
State insurance
premium tax

State general retail
sales tax

State leasehold
excise tax

State hazardous
waste tax

State utility tax

State timber tax
State solid waste tax

Other taxes not
currently in use

Real estate transfer tax
Almost any tax except
income taxes

Employee head tax

Various types of
business taxes

Head tax (or poll tax)

Other revenue
sources

Federal grants

Provincial grants

User fees

Investment income

Licences, permits,
fines

Federal grants
State grants

User tees
Investment interest
Licences, permits,
fines

Federal grants

State grants

User fees

Investment income

Licences, permits,
fines

Sources for panels A,B C and D: Derived by CWF from Annual Financial Reports of the cities of
Edmonton and Calgary (1990-2003) and the Consolidated Annual Financial Reports of the Cities of
Seattle and Denver. Additional data was secured from the local government electronic financial databases
maintained by the States of Washington and Colorada. Adapted from Vander Ploeg (2005, figure 6, 38)
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Panel B. Tax Revenue Profile, Edmonton and Denver, 2000 (percent)
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ferred into per capita capital spending — Denver’s increase in per capita capital
spending is nearly double Calgary’s. These are most significant differences, given
that one of the principal challenges facing Canada’s GCRs is being able to compete
head-on with American GCRs.

Toward fiscal and political self-determination for Canada’s GCRs

Vander Ploeg’s analyses and charts have important policy implications.
Clearly, access to a range of broad-based taxes is not just a European phenome-
non: it applies to some US cities as well. Moreover, the evidence suggests that
having access to broader-based taxation is arguably the key to addressing
Canadian GCRs’ capital-infrastructure deficit.

However, the broader reality is that there remains an enormous gulf
between the economic and political potential of GCRs in the KBE, on the one
hand, and the access to money and power of Canada’s GCRs, on the other.
Indeed, not only do our GCRs rank very low internationally in terms of fiscal
flexibility, but they are arguably the weakest, constitutionally, in the developed
world. Thus, it should not be surprising that there are numerous voices calling
for a rethinking and reworking of the role of our GCRs in our political, institu-
tional and fiscal federalism. Among the most energetic and outspoken advocates
of more powers for Canada’s cities is Alan Broadbent, who writes as follows in
terms of the relationship between cities and their provincial political masters:

Canadian cities are creatures of the provinces. The amount of power and author-
ity granted to them by the provinces, whether ample or not, is beyond their con-
trol. The provinces have the ability to dissolve municipalities and dismiss their
governing councils. The provinces have the ability to dictate the size and struc-
ture of city governments, to set the conditions of their ability to raise capital, and
to apply duties and obligations to them. The cities have no independent consti-
tutional ability to resist whatever conditions the provinces opt to create for them.

The situation is problematic for cities in Canada, one of the most highly
urbanized countries in the world. Its cities, particularly the large cities of Toronto,
Montreal, and Vancouver, are the economic, social, and cultural engines of the
entire country. Within these urban regions are contained the principal forces
which make Canada an effective and competitive modern nation. Yet the cities
have very little control over their decisions. They have limited ability to leverage
their assets and to maximize their potential. (2000, 1)

Broadbent goes on to note that among the reasons why Canadian cities come
up short in terms of what self-determination they do have is that they typically have
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“weak mayor” systems, a situation that is further complicated by the fact that their
governance typically does not have the discipline associated with party systems.
In terms of their relationship with the federal government, it is clear that
Canada’s GCRs (and municipalities generally) will never achieve the powers of the
local authorities in Germany. Canada is a legislative federation, not an adminis-
trative federation and, as such, implementation is not routinely delegated to local
authorities. However, there is plenty of scope between the polar positions of not
allowing the central government to employ bureaucrats in the political boundaries
of local governments (as is the case in Germany), and not allowing local officials
to deliver or implement any federal programs. For example, our immigration-
receiving cities have greater knowledge, experience and motivation than does
Ottawa to ensure that Canada’s immigrants are successfully integrated into their
cultural and labour-market milieux; yet, they have precious little say in these mat-
ters, let alone in the allocation of immigration-settlement monies or in ensuring
that these immigration settlement monies are appropriately coordinated with the
myriad of other services to which immigrants and refugees need to have access.
At the same time, one needs to respect the perspective of University of Western
Ontario political scientist Andrew Sancton (2004) on this issue. After noting that “of
course, our big city municipalities should be free from oppressive provincial regulation,”
and “of course [cities] should have access to a more diversified tax base,” he comments:

My position is that cities are far too important for municipal purposes alone.
Policies of federal and provincial governments have always been crucial to the
well-being of our cities and will continue to be, so we cannot define constitu-
tionally who is responsible for what with respect to all the demands on govern-
ment within our cities. The governance of cities will always be multi-level. (np)

These perspectives suggest that addressing the concerns of the GCRs in the
KBE must involve creative processes as well as redesigned structures. This is the
task of the remainder of this paper.

Federal-Municipal Relations

During the short-lived Paul Martin government, Finance Minister Ralph
Goodale’s 2004 budget introduced a “New Deal for Canadas Communities,”
which included GST/HST exemptions for cities, enhanced infrastructure fund-
ing, federal gas-tax sharing, enhanced participation by municipal representatives
in federal budget consultations, the creation of the External Advisory Committee
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on Cities and Communities (more on this later), and the appointment of a
Parliamentary Secretary (and later a Minister of State) for Infrastructure and
Communities. These initiatives ushered in an exciting era for cities, large and
small. Even though the excitement has been turned down a notch or two under
the Harper government, some recent developments merit highlight.

Sharing the federal gas tax

While much has been made of Prime Minister Paul Martin’ high-profile initia-
tive to share the federal gasoline tax with the cities, one assumes that the GCRs were
hardly pleased with it. This is because putting the transfer on an equal-per-capita basis,
by province, effectively converts it into a program of equalization from GCRs to small-
er cities, since gas taxes are disproportionately collected from GCRs. What the GCRs
want, and arguably need, are tax transfers on a derivation basis, i.e., on the basis of
what was actually collected from them in the first place. If the federal government finds
it politically difficult to depart from equal-per-capita transfers by province, then the
appropriate way out is to transfer the equivalent aggregate number of tax points or der-
ivation-based tax shares to the provinces, which will in turn be committed to allocat-
ing them to their cities and local governments. To be sure, there is still no guarantee
that these tax revenues will end up in municipalities on a derivation basis, but it is more
likely that they will. For example, Ontario allocates 30 percent of its gas tax transfers
on the basis of population and 70 percent on the basis of public transit ridership.
Moreover, the prospect that investing in hub cities will have very substantial “trickle
down” or convergence effects on smaller municipalities should also play a role in con-
vincing provinces to privilege their GCRs or hub cities (Brender and Lefebvre 2006).

Federal gas-tax sharing did, however, provide an important catalyst for
similar action by the provinces (e.g., Manitoba and Ontario). (Note that other
provinces, such as British Columbia, Quebec and Alberta, already shared some
gas taxes.) Indeed, the example of gas-tax sharing may well incite the provinces
to share income taxes or sales taxes with municipalities.

Employment insurance and working income tax benefits

The funding and distribution of benefits associated with Canada’s employ-
ment insurance (EI) program have long been a major concern for most of the
GCRs. This came to the fore recently in the context of Time For A Fair Deal, the
2006 report of the (Toronto) Task Force on Modernizing Incomes Security for
Working-Age Adults (MISWAA). Specifically, the task force noted that only
22 percent of the unemployed in Toronto are eligible for EI, compared with the
national average, which is in the 43 percent range, and the even higher eligibility
rates for cities like Saint John and St. John’s (figure 3). And, because access to the
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EI component of training is only available to those eligible for EI, a larger share of
the unemployed in Toronto (and in many other cities, as figure 3 reveals) must be
drawing upon provincial welfare or training funds rather than EI benefits or EI
training funds. For a variety of reasons, this policy surely qualifies as unaccept-
able. The first reason is that it means that Canadians in similar situations are being
treated differently under a national program. This is in part why many Canadians
view EI as running afoul of interregional equity. The second reason is that the cost
of living is higher in large cities like Toronto, so El-related discrimination is espe-
cially inappropriate (Task Force 2006). The final reason relates the value system
implicit in our social policy. We tend to congratulate ourselves because our
medicare system is citizen-based, unlike in the United States, where health-care
coverage is largely employment-based (in the sense that one needs a good job to
fully access American social benefits). This linking of federal training funds to EI
eligibility, rather than to the needs of similarly situated Canadians, represents a
move toward the US value system as it relates to social benefits.

Figure 3
Proportion Unemployed Receiving Regular Employment Insurance
Benefits, by Major City, Canada, 2004
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In light of all of this, the task force proposed several recommendations,
including the following (where their term “working income supplement” is iden-
tical to what we are calling the working income tax benefit [WITB]):

A new refundable tax benefit should be created consisting of a basic tax cred-
it for all low-income working-age adults and a working income supplement for
low-income wage earners. Most Task Force members believe this new benefit
should be federally financed and administered? (2006, 32)

It also recommended that EI eligibility rates become standardized across Canada.
Its preferred option is to extend the existing regional preferences (relating to entry and
duration of benefits) uniformly across the country. With respect, my preference would
be to standardize upward, as it were, and to remove the regional provisions that reward
short-term labour-force attachment. One might maintain the current EI contribution
rates, but roll the resulting “excess premiums” into a payroll tax dedicated to training
for all Canadians or perhaps as a payroll tax dedicated to financing the WITB.

What is most intriguing about these proposals is the call for Ottawa to play
a larger role in income-distribution among the unemployed and the working
poor. Arguably, this would be entirely salutary for Canada’s GCRs (and cities gen-
erally), because one legitimate fear is that powerful cities would put efficiency
and wealth creation before income distribution in terms of their overall priori-
ties. To a considerable degree, such a focus on efficiency would be essential, since
GCRs in the KBE are the wellspring of competitiveness and innovation.
Moreover, given the recent volatility of regional fortunes and the resulting inter-
regional migration, it seems that helping citizens adjust to variations in regional
economic conditions should not fall as much as it currently does on the
provinces, and especially not on the GCRs. With Ottawa already playing an
income-support role for the children and the elderly, it might also consider
extending its income-distribution role to the working poor in the form of a work-
ing income tax benefit. In other words, for cities to succeed in ensuring “place
prosperity,” the senior levels of government need to play a larger role in ensuring
“people prosperity.”

Fiscal imbalance, the GST and GCRs

Prime Minister Harper’s commitment to open federalism is a commitment,
in part at least, to respect the Constitution, including the provision that essen-
tially makes cities the creatures of the provinces. Presumably this means it is
unlikely that Prime Minister Harper will embrace federal-municipal tax sharing
a la Paul Martin. On the other hand, the Conservatives are about to embark on
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an initiative that will serve to increase the options for, if not the likelihood of, a
tax transfer to the provinces, which could then be passed on to the cities.

Specifically, the 2006 federal budget background paper, Restoring Fiscal Balance
in Canada (Finance Canada 2006), asserts that for any federal action to redress the
fiscal imbalance, there would have to be a provincial quid pro quo. One element of
this quid pro quo would have to be a commitment on the part of the provinces to
harmonize provincial sales taxes. Obviously, this would mean harmonizing the
provincial PSTs with the GST for Ontario, Manitoba, Saskatchewan, British
Columbia and PEI (since Quebecs and the rest of Atlantic Canada’s provincial sales
taxes are already harmonized, and Alberta, with no PST, can be viewed as also falling
into the harmonized camp). This would be an excellent policy in its own right, since
there are substantial competitive gains to be had from converting the PSTs to a GST
format (such as an overall reduction in corporate taxes, since typically PSTs tax cap-
ital inputs and intermediate inputs generally). This situation would not occur under
a GST, because these input taxes would be eligible for rebates. Moreover, according
to Bird and Smart (2006), the GST provinces have had larger increases in investment
than the PST provinces. The roadblock preventing provinces from capturing these
gains is a political one: converting a PST to a GST may run up against considerable
public resistance. In this light, Ottawa’s insistence that sales tax harmonization be
part of the quid pro quo for addressing fiscal imbalance may well pave the political
way for the provinces to make the conversion.

If this were to occur, it would open up the possibility of a GST tax trans-
fer to the provinces. Arguably, the GST is an appropriate choice for a derivation-
based tax transfer or even tax sharing. One reason for this is that per capita GST
revenues would be distributed more equally among provinces than would per-
sonal income taxes and corporate taxes. Moreover, since Prime Minister Harper
has promised a further cut in the GST — from 6 percent to 5 percent — this
could take the form of vacating GST tax room to the provinces as part of a larg-
er GST transfer. This GST transfer to the provinces could then be transferred on
to the cities. This would be the “double devolution” recommended by the
Harcourt Report, to which I now turn.

The External Advisory Committee on Cities and Communities

As already noted, among the city/municipal initiatives the Martin government
undertook in its 2004 federal budget was the establishment of the External Advisory
Committee on Cities and Communities (EACCC), which was chaired by Mike
Harcourt, former British Columbia premier and Vancouver mayor. The committee was
charged with examining the future of Canada’s cities and communities and develop-
ing a longer-term vision of the role that cities should play in sustaining our prosperity.
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The report notes that the Europeans are more advanced than Canada in
their embrace of subsidiarity and devolution, and it is convinced that some gov-
ernance arrangements now in place (such as unfunded mandates) actually penal-
ize the competitiveness of our people and places. All levels of government must
become involved in correcting the situation; it says:

The federal government must make sure that Canada collectively is a strong
nation by allowing better local choices. Provinces and territories have crucial
strategic roles in reconciling policies and programs for places. Intercity net-
works, city-region effects and city-to-rural connections are valuable aspects
of development that are less than national in scope and more than munici-
pal in their functioning. Municipalities have important roles in delivering serv-
ices, providing leadership and vision, and regulating and taxing highly local-
ized markets.

To shape better cities and strong communities, federal capacities are need-
ed to make connections, provincial and territorial powers are needed for strategic
integration and municipal abilities are needed to engage with citizens and deliver
change locally. Cooperative relationships are essential to good governance for
places. To achieve the required outcome, it is the Committee’s view that it will be
essential to strengthen not only provincial and territorial roles, but even more to see
stronger, confident provinces and territories devolving power and resources to
municipalities — working with them and civil society in new governance partner-
ships tailored to city-regions and neighbourhoods. (EACCC 2006, 4)

While much of the case for privileging Canadian cities tends to focus on
reworking the structure of federalism (i.e., devolving money and power to the
cities), the Harcourt Report puts much more emphasis on the processes of feder-
alism. The important implication of this is that cities can also have more say
about their futures if they are integral players in multi-level cooperative and col-
laborative approaches to governance, to policy design and to policy implemen-
tation. Janice Gross Stein has called this “networked federalism” (2006).

Nonetheless, in order to underpin this process dimension of federalism,
the Harcourt Report also calls for some structural innovation, namely a “double
devolution” of money and responsibilities to the municipalities:

The Committee therefore recommends a double devolution, shifting responsi-
bilities and resources from the federal government to the provincial and territo-
rial governments, and then from the provincial and territorial governments to the
local level; the double devolution should ensure that choices about how to raise
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and use resources, including tax choices, move to the most appropriate local
levels, where accountability to citizens is most direct.

By way of providing a rationale for this double devolution, the report adds:

The first principal purpose of double devolution is to make sure that all orders
of government, with relevant partners from business and civil society, work
together to implement governance arrangements that are locally appropriate,
including arrangements dealing with significant city-region and neighbourhood
issues that may not necessarily correspond with government boundaries. The
second purpose of double devolution is to allow municipalities to develop a
municipal taxation structure that gives them access to revenues, some of which
grow with the economy while others provide a stabilizing influence. (5)

Summary

Clearly, one could list many other federal programs, policies and
processes that could enhance the autonomy and well-being of Canada’s cities.
[ elaborated on some of these, such as the recommendations made by the TD
Bank, in an earlier paper (2006). Nonetheless, the underlying reality is that
increasing the cities’ fiscal autonomy, enhancing their powers, and improving
local democracy and accountability will depend on creative changes in provin-
cial-municipal relations.

Provincial-Municipal Relations

A wish list for global city regions: The Greater Toronto Charter
Alan Broadbent puts the GCR-province challenge in the following context:

There is a huge number of issues where the cilty is the key point of delivery, where
it has greater knowledge and experience, or where it can exercise the flexibility and
responsiveness that leads to better delivery... But the city cannot structure its own
solutions, because these solutions must pass the test of acceptability by a level of
government with less specific knowledge, experience, or motivation. (2000, 3)

Since many GCRs are, in fact, larger than the majority of provinces and
have the critical civil-servant mass needed for effective policy design and deliv-
ery, granting them powers and responsibilities in line with cities elsewhere in the
world ought to be eminently achievable.
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In order to advance this goal, Broadbent and a group of city politicians,
business people, NGOs and academics drafted what they called The Greater
Toronto Charter. The key provision is that the greater Toronto region be empow-
ered to govern and exercise responsibility over a broad range of issues, including:

child and family services; cultural institutions; economic development and mar-
keting; education; environmental protection; health care; housing; immigrant and
refugee settlement; land-use planning; law enforcement and emergency services;
recreation; revenue generation; taxation and assessment; transportation; sewage
treatment; social assistance; waste and natural resource management; and water
supply and quality management (Greater Toronto Charter, 2001)

The requisite corollary provision of the charter is that the Toronto region
would have to have the fiscal authority to raise revenues and to allocate expen-
ditures with respect to the above powers/responsibilities.

Several comments are in order. The first is that the Charter focuses more on
intergovernmental structures than processes. Second, it may be argued that the
Charter is really a blueprint for a “city-state” (or city-province). Smaller centres would
have neither the territorial scope nor the professional expertise to take on these pow-
ers. Third, and in terms of cities and multi-Hrbeklevel-governance or networked-fed-
eralism, these powers would not all be exclusive to cities. Many (perhaps most)
would be shared, or concurrent powers. Indeed, some could be devolved adminis-
tratively from other levels of government (as in the German federation). For example,
Toronto, Montreal or Vancouver might decide to operate a “single window” for immi-
grant/refugee services, which could include some that currently fall under the senior
orders of government. Finally, Canadian cities have more leeway than US cities to
pursue their economic interests, because key elements of the social envelope, such as
medicare and income support for children and seniors, are the responsibility of high-
er orders of government. In this regard, including social assistance in the responsi-
bilities of cities could be problematic if the responsibility went beyond administration
and coordination to embrace funding. Access to broad-based tax sources would help
here, but there would still be a strong case for provincially financed social assistance
(or greater federal financing, along the lines I suggested in the previous section).

With respect to funding, the Canadian model of provinces piggybacking on
federal income taxes is successful at home and envied abroad. The time is ripe to
replicate this at the municipal-provincial level. Presumably, this is what the Harcourt
Report had in mind with the second part of the proposed double devolution.
Obvious candidates for taxes to share are personal income taxes (PIT) and sales taxes
(after the remaining PSTs have been converted to the GST). Initially, at least, the
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cities should settle for a fixed share of the tax on a derivation basis. After all, it took
nearly 40 years for the provinces to win freedom to set tax rates and brackets under
the shared PIT, so a settling-in period for the cities would be appropriate (and polit-
ically astute) . Moreover, and again initially, the tax transfer need not represent addi-
tional revenues. Rather, its initial role could be to replace a portion of the current
40 percent of revenues (in the Greater Toronto Area) that come from provincial
grants and to reduce reliance on property taxes, especially for the growing range of
services that have little relation to property. However, over time the cities will
become progressively better off, since they will have access to a growing tax base.

In the meantime, “there is no reason for the cities to wait for a handout,”
as Berridge asserts. Cities have many untapped or underutilized revenue sources
— user fees and benefit taxation, as well as properly priced local public services
— and they could even request some of the taxes currently accessible to Seattle
and Denver. Moreover, as Berridge says with respect to Toronto’s utilities:

Toronto is one of the few cities in the world that still operates these services
(electricity, water, garbage, transit...) as mainline businesses. The ability to use
the very substantial asset values and cash flows of these municipal businesses
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 reinvestment cap-
ital..with remarkable leverage potential, both from public-sector pension funds
and from private-sector institutions. (1999)

Cities would be better positioned financially and when they lobby the sen-
ior orders of government for more money and power if they utilized more fully
the powers they already possess.

Democracy and accountability

Even if it is true, as I posited earlier, that citizens are the principal benefici-
aries of the information revolution, why push the principle of subsidiarity to the
local level where democracy and accountability appear to be weaker than they are
at higher government levels? Phrased differently, why has the recognized potential
for democracy to thrive at the local level not materialized? One of the reasons may
be that it is difficult for citizens to be enthusiastic about local democracy as long
as city politicians are largely administrators of responsibilities and policies that are
legislated (and funded) elsewhere. Much better, if this is the case, to join the city
politicians and engage in rent-seeking at the provincial and federal doorsteps.
However, with greater political autonomy involving enhanced responsibilities and
greater revenue flexibility, the stage would then be set for more meaningful citizen
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engagement, since much more would be at stake at the city level. In a word, the
result would be more local accountability and more democracy.

Along with this increased application of the principle of subsidiarity, there
would also be an improvement in the dynamic efficiency of cities and their gov-
ernance. This is because cities would approach their new-found responsibilities
in myriads of creative ways. This is competitive federalism at play in the cities’
arena. Some might view this as needless variation. It is likely, however, to be the
source of creative asymmetry, and novel ways to do things would emerge, the
best of which would presumably be replicated in other cities.

Big cities versus small cities

Implicit in the foregoing analysis is that GCRs are different from other cities and
merit preferential treatment. But surely all cities, not just the GCRs, would benefit from
the dynamic-efficiency effects of acquiring greater money and power. Moreover, it might
be difficult politically to privilege GCRs relative to smaller cities. In Apples and Oranges?
Urban Size and the Municipal-Provincial Relationship, Roberts and Gibbins struggle with
this very issue: are small cities similar enough to big cities so that they can be viewed as
“small apples,” or are they really “oranges™ The authors recognize that there is a need
for a new relationship between big cities and the provinces, but they reject the two
extreme approaches, namely, drawing a hard line between big cities and other munici-
palities, on the one hand, and treating all municipalities in the same way, on the other.
Their compromise is what they call the “best-of-both-worlds solution,” namely:

An opt-in framework that is flexible enough to enable those municipalities that
desire greater autonomy or new fiscal tools in certain areas to adopt them, but
one that does not require those municipalities that do not possess the capaci-
ty to take on the roles sought by big cities to abandon the security of their cur-
rent arrangement. (2005,1)

The result would be de jure symmetry but de facto asymmetry, or “variable
geometry,” as the Europeans would call it. And this, I would argue, would be
good politics.

Conclusion

The daunting challenge is how to bridge the gap between the KBE potential of
Canadian global city-regions and the ongoing Canadian reality, as well as the gap
between Canadian and international GCRs. My reading of the literature is (1)
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that citizens and cities are indeed the principal beneficiaries of the KBE. (2) The
democratization of information and the falling costs of telecomputation ensures
that subsidiarity will prevails and bring government closer to the people, and (3)
Given that human capital and associated KBE activities are concentrated in cities,
this means that cities will increasingly drive productivity, innovation and living
standards. Accordingly, GCRs need to be brought more fully and formally into
the operations of Canada’s political and fiscal federalism. If one then notes that
most of the world’s GCRs already have powers and responsibilities well in excess
of those of Canada’s GCRs, it would seem to follow that granting GCRs enhanced
expenditure and revenue-raising responsibilities should be a slam dunk.

But it clearly is not a slam dunk politically. One reason for this is that at stake
is a realignment of effective powers in the federation, which is tantamount to de
facto, if not de jure, constitutional change. Governments do not part with such
powers lightly, not only because they want to “protect their turf,” but also because
arguably all the institutional structures and processes in our federation rest on the
current distribution of powers. Indeed, while one may lament the continued gap
between the potential and the reality of Canadas GCRs, constitutional change
should be difficult, since at issue are society’s underlying property rights, as it were.

On a more positive note, however, considerable progress is already apparent. The
“New Deal for Canadas Communities” in the 2004 budget, in particular Ottawa’s gas-
tax sharing (despite the equal-per-capita allocation), was a very significant initiative,
because it “embarrassed” the provinces into recognizing the potential of their cities.
Moreover, several major institutions have put their research, reputation and influence
behind a better deal for our cities — the TD Bank, the Canada West Foundation, the
Conference Board of Canada, the Maytree Foundation and the Institute for Research on
Public Policy, among others. In addition, Ontario has recently reworked its municipal
act in directions that would allow Toronto, for example, to deal directly with Ottawa in
certain areas. Thus, one can envision the implementation of certain federal programs or
services being delegated to the cities, which would clearly enhance the cities’ ability to
coordinate, if not integrate, their various services. In tandem with many other develop-
ments, we are witnessing meaningful progress in terms of the structural and process
dimensions of federalism. And from this there is no turning back.

However, the real breakthrough will probably have to come from the provinces.
As was the case with Saskatchewan and medicare, one province needs to embrace
broad-based tax sharing with its GCRs and cities generally, and then the game would
be afoot. And this will be about “when” and not “if,” because all Canadians know that
Canada needs globally competitive cities. If the provinces are not up to the challenge of
privileging their GCRs, then Canadians and the GCRs must and will work together to
ensure that subsidiarity privileges the cities, even if it means bypassing the provinces.
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Notes
1 This paper updates the analysis in my
earlier paper, “Citistates and the State of

Cities: Political Economy and Fiscal-

Federalism Dimensions” (2006). While

readers will recognize here some of the

main themes, I have omitted important
parts of the earlier analysis from the

present paper. The paper originated as a

presentation I made to the panel “Cities

and Municipalities: Partners or

Paupers,” which was part of Queen’s

University’s Institute of

Intergovernmental Relations 2006 con-

ference “Fiscal Federalism and the

Future of Canada.” I wish to acknow-

ledge the support of the SSHRCC Major

Collaborative Research Initiative (MCRI)

(Multi-Level Governance) and encour-

agement {rom the MCRI leader Robert

Young. It is also a pleasure to thank

John Allan for valuable comments, and

also Jeremy Leonard and Francesca

Worrall for their substantive and stylis-

tic imput.

2. The Task Force elaborates as follows:

e Basic Refundable Tax Credit: A new
income-tested refundable tax credit
for low-income working-age adults,
including persons with disabilities.
The maximum benefit would be
$1,800/year ($150/month). It would
begin to be recovered at $5,000/year
in household income and would
reduce to zero by $21,500/year in
household income.

*  Working Income (Tax) Benefit: A
new working income supplement
delivered through the tax system.
Minimum work hours to qualify
would be 50 hours/month or a
household income of $400/month
or $4,800/year. The maximum ben-
efit would be $2,400/year
($200/month). When integrated
with the refundable tax credit, it
would bring a single adult earning

.34 ‘ Enjeux publics IRPP | Juin 2007 Vol. 8, n° 2

minimum wage and working aver-
age hours (32 hours/week) from an
income of just under $13,000/year
to an income level of approximately
$16,000/year. This benefit would
also reduce to zero at $21,500/year
in household income (2006, 32).
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