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INTRODUCTION vi

The post-war period hazs seen a rapid increase in
Canada's population as well as a shift from urban to rural
centres with the result that approximately 70% of our popu-
lation can now be classified as urban according to the 1961
Censusl. This high rate of growth of the urban oonulation
has brought with it increased demand for new and better
municipal services: new schools and additions to existing
educational facilities, storm and sanitary sewers and sewage
treatment plants, watermains and water purification plants,
new and better roads, improved mass transit facilities, new
parks and playgrounds, rising social welfare costs, urgent
demands for low-rental housing, have all combined to put
added strain upon existing sources of municipal revenue.
This "gap™" between expenditures and traditional revenues
have been noted by more than one author; a growing literature
in the field attests to this. Indeed, many are now talking
of a "crisis" in the field of municipal finance. D. W.

Slater states the case in these terms: "The central policy

1. The definition of "rural" and "urban" for the 1961 Census
specified that all cities, towns, and villages of 1,000
and over, whether incorporated or not, were classed as
urban as well as the urbanized fringes of (a) cities
classed as metropolitan areas, (b) those classed as other
major urban areas, and (c) certain smaller cities, if the
city together with its urbanized fringe was 10,000 popu-
lation or over. The remainder of the pooulation was
classed as rural. This is the definition of "urban™" used
throughout this study.

Census of Canada, 1961, Bulletin 1.1-7.
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INTRODUCTION vii

problem of municipal finance is for municipalities to obtain
more revenue or to transfer more of their financial burdens
to other governments. It seems quite clear that the
increased strain that has emerged in municipal finance in
recent years has inhibited the improvement of our cities..."z.
The Belanger Commission in Quebec has shown that for the
period 1954-1963 municipal revenues were totally inadequate
to finance exvenditures with the result that municioal debt
almost tripled during the periodB. Similar conclusions have
been reached by others both in Canada and the United States;
requests for new or increased sources of revenue are frequent
(let it be said that this is not solely characteristic of
jmunicipal governments). This study attemots to analyze the
case of Ontario by considering expenditures and revenues for
the overiod 1946-1964: what areas of expenditures have risen
jnore rapidly? similarly, what sources of revenue have
contributed most to the financing of these increased ex-
penditures? what role have pnrovincial government grants
Played in financing expenditures? how elastic or inelastic

are the sources of municipal revenue? These are but some of

2. D, W, Slater,
"Urban Growth and Municipal Finance",
Canadian Banker, Summer, 1964, p. 1li.

3. Gouvernement du Quebec, ) )
Rapport de la Commission Royale d'Enquete sur la Fiscalite,

Quebec, 1965, p. 265,

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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INTRODUCTION viii

the broad questions that must be looked at in order to
arrive at valid conclusions on the state of municipal finance
in Ontario. The wide variety of problems that now confront
municipal leaders attest to the importance of finding
solutions to the problems of municipal finance. Sound and
timely decisions must be made in respect to the following
areas:
a) water conservation and water distribution;
b) the disposal of sewage and industrial and
other waste;
¢) the transportation of people and goods
from one point to another both within
the city and between cities;
d) the resultant traffic situation caused
by the above;
e) the promotion and location of industry;
f) the implementation of programs for
housing and urban renewal;
g) the provision of such basic community
services as school, hospital, protection
and recreation facilities;
h) the adjustment of basic conflicts between
"urban" and "non-urban" uses of land;
i) the utilization of land use regulations
as an essential means of assuring a sound

development of the above-mentioned functions.
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The choice of Ontario was based upon three con-
siderations; first, by limiting the analysis to one province
we are dealing with homogeneous units all operating under
the same set of laws and regulations; then, the available
statistics are by far superior in the case of Ontario than
any other province; finally, Ontario is Canada's most
populous province as well as the most highly urbanized of
all the provinces. The basic aim of this thesis is to
examine municipal finance in Ontario for the period 1946-196L
with the view of determining those types of expenditures
that have risen the most and correspondingly, those sources
of revenue that have been used to finance them; ultimately,
one hopes to answer the question of the adequacy of sources
of revenue now available to municipalities to finance ever-
increasing municipal expenditures. The figures used
throughout this study have been those published by the
Dominion Bureau of Statistics rather than those shown in the
Ontario Department of Municipal Affairs annual report; the
Bureau's figures have the advantage of being comparable as
between provinces and are somewhat more comprehensive as
DBS makes various adjustments not shown in Department of
Municipal Affairs reovorts; moreover the Department of
Municipal Affairs does not publish capital spending figures:
these are obtained from various sources by Dominion Bureau
of Statistics and published in their annual municipal

finance publication., The state of the figures themselves

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES
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INTRODUCTION X

leaves something to be desired when disaggregation is
attempted; this limits part of the analysis to a purely
descriptive role especially in areas such as public works
and education where it is difficult to separate those various
factors that have an influence on expenditures. The study
is divided into two parts; the first section deals with
municipal expenditures and attempts to determine those areas
of expenditures that have arisen the most and the factors
that have caused this increase if and when they are discerni-
ble; the second section deals with municipal revenues where
an analysis is made of municipal sources of revenue, notably
the real property tax and government grants as well as
borrowing; the conclusion of the study makes an assessment

of the present state of municipal finance in Ontario with

regard to the adequacy of present sources of revenue.
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CHAPTER 1
MUNICIPAL EXPENDITURES 1946-196L

The ourpose of this chapter is to examine the
trends that have taken place in municipal expenditures in
the period 1946-1964. Both current and capital expenditures
are analyzed first at an aggregative level in order to
determine the areas that have risen most rapidly; then we
review each major classification of expenditure so that the
underlying factors accounting for increases in that particu-
lar area are brought out (see Appendix I for the various
possible classifications of expenditures). Finally an
attempt is made to predict possible future trends in total
as well as in various categories of expenditures, in keeping
with the major aim of this study which is to determine past
trends in municipal expenditures and revenues, and more
important perhaps, to answer the question of the adequateness
of present sources of revenue to finance ever-increasing
municipal expenditures,

Municipal expenditures in Ontario as well as in
the other provinces of Canada have risen substantially in
the post-World War II period. Indeed during the period
1946-1964 total current expenditures of Ontario municipal-
ities increased nearly seven fold. There are many reasons
underlying this massive increase in expenditures. Like
other sectors of the economy, municipal governments entered
the postwar years with a large backlog of expenditures. At

the same time there have been other forces at work associated

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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MUNICIPAL EXPENDITURES 2

with the economic growth of the nation as a whole. In the
main, these factors include the growth in population and its
continuing mobility, particularly to urban and suburban
communities, the expanding requirements generated by
increased automobile ownership, technological advances,
rising incomes and standards of living, and the increased
responsibilities undertaken by government authorities.
Inflation also must be considered as a contributing factor.
Let us examine briefly those factors which have an
influence on total municipal spending. First, the effect of
population growth. Ontario is Canada's most populous
province as well as the most highly urbanized of all the
provinces, Table I shows Ontario's total and urban popu-
lation at four census dates: 1941, 1951, 1956, 1961. During
the twenty year period total pooulation moved from 3788
thousands to 6236 thousands, an increase of 64%; during the
same period urban population increased from 2557 thousands
to 4820 thousands, a total increase of 88%. In 1961 over
77% of the total population was urbanized, up from 67.5 in
1941. Such a massive growth in urban population no doubt
places tremendous oressure on the financial resources of
hmunicipalities and accounts for a substantial share of the
rise in expenditures.
Another factor to consider is that of inflation.

As prices increase it becomes more and more costly for a

government to provide a given level of services let alone

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES
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MUNICIPAL EXPENDITURES [

increases in expenditures brought about by other factors such
as population growth. Chart I shows total current expendi-
tures in current as well as in constant dollars (calculated
using the implicit price index of Gross National Expenditure
with 1949=100). As can be seen from the chart total expendi-
tures, even after price changes are taken into consideration,
show a very strong upward trend during the whole 1946-~1964
period. Price changes are a partial explanation to the over-
all increase in exvenditures. Yet they do not exvlain
totally how exvenditures have moved as will be seen when per
capita increases in expenditures are given in current as well
as constant dollars.

Increases in the level and quality of certain
services in response to demands by tax-payers for more and
better services will affect the total level of exvenditures.
With the ranid and continued increase in personal income and
wages and because of a higher standard of living, what was
considered as a luxury twenty and even ten years ago has
become a necessity today. The result has been that per
capita outlays have risen substantially in every classifi-
cation of expenditures. As quality changes are sometimes
hard to measure the task of determining whether quality
changes are important in a per capita increase for a certain
type of expenditure is a difficult one; however, certain

objective standards have been set for some areas (education,

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA ECOLE DES GRADUES

1000
800

600

400
300

200

100

MUNICIPAL EXPENDITURES 5

CHART I
TOTAL CURRENT ELPENDITURES - ONTARIO

[
» _.—-=""CONSTANT
A I I I N [ Y O (S (O  FNOO N A
1946 50 55 60 65
Current: Dominion Bureau of Statistics, Municipal

Source:

Government Finance, ‘Jueen's Printer, Ottawa,
Yearly Issues.

Constant: Implicit price index of Gross National
Expenditure with 1949=100.
on goods and services),

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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MUNICIPAL EXPENDITURES 6

public works, etc...) and will be looked at as various
expenditure classifications are analyzed.
Let us first of all see how expenditures out of

current account have moved in the 1946-64 periodl. In this

first section only main trends are considered; once these
main trends in both current and capital expenditures have
been outlined, the major expenditure cutegories will be
broken down and analyzed more fully to see what varticular
factors have contributed to their increase. Table II shows
expenditures out of current account for all Ontario munici-
palities from 1946 to 1964. The most aoparent feature of
this table isfstrong unward trend shown in total expenditures
as well as in all the major categories of expenditures.
Total expenditures went from $157,593,000 in 1946 to
$1,051,278,000 in 1964; this represents an increase of over
550% in the 18 year period. All the major expenditure
categories have exhibited similar trends: education, which
is by far the largest item in total expenditures, grew from
$33,016,000 in 1946 to $296,367,000 in 1964. Likewise
public works expenditures went from $20,465,000 in 1946 to
$141,893,000 in 1964; debt charges and orotection, the other

major expenditure categories also showed ravid rates of

1. See Appendix Il for an explanation of the differences
between current, gross and net exvenditures and revenue
as well as for a reconciliation of current exvenditure
figures revorted by DBS and used in Table II with the
dnnual Report of the Ontario Department of lMunicival
Affairs.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES




TABLY II

MUNICIPAL CURRENT EXPENDITURES - ONTARIO, 1946-64

(in thousands)

of dollars
ITEM 1946 1947 1948 1949 1950 1951
1. General Government 17,609 14,656 16,945 17,779 18,577 20,313
2. Protection of
prooerty & persons 21,124 23,859 26,995 30,894 34,131 39,719
3. Public works 26,465 29,797 33,548 38,109 41,807 48,441
L. Sanitation & waste
removal 6,935 9,276 9,774 11,191 12,482 14,925
5. Health 2,982 2,979 3,528 5,474 5,732 14,097
6. Social welfare 12,044 16,084 17,622 18,007 21,686 16,521
7. Education 33,016 40,386 46,427 54,129 60,267 74,951
8. Recreation & community
services 5’1#'09 6,396 6,987 8,375 8,820 9,577
9. Debt charges 29,690 29,775 30,469 34,777 39,568 45,642
10. Contributions to own
govt. enterprises 1,000 1,025 1,875 1,085 1,038 821
11. Provision for reserves 1,119 964 1,167 1,389 1,310 1,888
12, Capital expenditures
out of revenue N/A 3,708 3,398 L,941 L,527 5,309
13. Joint or special
expenditures N/A L ,266 L,263 3,428 3,042 2,041
14. Other expenditures 200 210 181 235 226 3,663
15. TOTAL 157,593 183,381 203,179 229,813 253,213 297,908

Source: Dominion Bureau of Statistics, Municipal Government Finance,

Yearly Issues.
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7ABLE I1 ®QCont'd)

MUNICIPAL CURRENT EXPENDITURES - ONTARIO, 1946-6L

(in thousands)
of dollars
ITEM 1952 1953 1954 1955 1956 1957
1. General Government 22,917 25,055 28,811 31,952 35,129 38,053

2. Protection of
property & persons L5,660 49,629 54,036 58,774 64,108 72,705

3. Public works 53,587 53,740 64,071 73,592 82,564 87,956
b ey ton & waste 16,428 18,100 20,089 22,398 24,138 26,990
5. Health 15,154 16,091 20,112 21,366 22,209 22,807
6. Social welfare 17,652 17,500 19,432 21,735 23,097 26,365
7. Education 87,529 96,471 106,046 118,941 138,178 155,488
8. Recreation & community

services 10,608 11,663 12,342 14,666 16,303 18,631
9. Debt charges 51,783 59,094 71,132 82,892 94,070 109,409

10. Contributions to own
govt. enterprises 1,559 1,677 1,756 1,819 L, 205 2,112

11. Provision for reserves 2,559 3,976 3,602 3,213 3,320 6,283

12. Capital expenditures

out of revenue 5,834 6,346 6,063 7,846 10,022 17,448

e exsenditures 4,636 4,655 6,349 3,013 3,638 4,062
14. Other expenditures 1,259 2,294 2,511 4,225 6,007 6,704
15, TOTAL 337,165 366,291 416,352 466,432 526,988 595,013

SHUNLIANAIXT TVdIDINNKW

Source: Dominion Bureau of Statistics, Municipal Government Finance,
Yearly Issues.




TABLE I.®cont'd)

MUNICIPAL CURRENT EXPANDITURES - ONTARIO, 1946-6L

(in thousands)

of dollars
ITkM 1958 1959 1960 1661 1962 1963 1964
1. General Government 43,401 48,410 50,015 52,500 57,146 56,960 62,59
2. Protection of
oroperty & persons 80,983 89,544 96,160 105,978 112,277 119,814 129,420
3. Public works 97,111 112,769 119,502 113,504 125,243 135,004 141,893
L. Sanitation & waste )
removal 29,122 32,624 34,492 37,962 39,803 42,938 47,755
5. Health 23,535 15,531 14,583 16,692 16,251 17,331 18,851
6. Social welfare 32,922 38,437 43,241 49,661 53,451 56,215 58,058
7. Education 160,961 188,460 264,701 292,495 248,647 268,623 296,367
8. Recreation & community
services 21,483 24,257 29,544 31,279 33,905 37,103 39,913
Y. Debt charges 126,764 146,224 149,72, 166,090 18L,138 180,391 192,459
10. Contributions to own
govt. enterorises 2,563 3,011 10,953 10,888 12,158 15,134 13,117
11. Provision for reserves 6,078 5,664 6,868 7,938 10,365 10,271 12,801
12. Capital expenditures
out of revenue 20,178 23,361 19,024 20,035 22,206 19,081 21,280
13. Joint or special
exvenditures 5,292 5,011 6,500  3,k22 3,71k 3,859 4,391
14. Other exnenditures 7,282 9,182 11,012 7,366 9,766 11,570 12,379
15. TUTAL 657,634 742,485 780,581 833,194 905,351 977,204 1,051,278

Source: Dominion Bureau of Statistics, Municival Government Finance, Yearly Issues;

RS-

1964 figures (unpublished) provided by DBS.
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UNIVERSITE DOTTAWA ECOLE DES GRADUES

MUNICIPAL EXPYNDITURES 10

growth: debt charges stood at $192,459,000 in 1964, up
from $29,690,000 in 1946; protection, up to $129,420,000 in
1964 from ©21,124,000 in 1946. Chart II gives a graphical
presentation of how these four major expenditure areas which
together account for over 72% of total current exvenditures
in 1964 have moved over the period. The other items, though
not as important in total expenditures, hsve also increased
substantially; health and social welfare have more than
tripled during the period (although health expenditures
decreased substantially in 1959 and have not yet climbed back
to pre-1959 levels); sanitation and waste removal exvendi-
tures also showed substantial increases. Municipalities
are also now contributing substantially more to their own
government enterorises than was the case in the 1946-1955
period.

Table III gives the percentage distribution of
total expenditures in 1946, 1956, 1964. ss was seen in
Table II education constitutes the largest portion of total
expenditures being eguivalent to 28.2% in 1964, substantially
up from the 21.0% of 1946; in terms of average annual rates
of growth education has the highest rate of all expenditures
(13.0%); it also showed the greatest nercentage increase over
the veriod (797.6%). Debt charges represent the second
highest exvenditure item in terms of percentages with 18.3%
of total expenditure in 1964, down slightly from 18.8% in

1946 but up from the 17.8% in 1956; the annual rate of growth

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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CHART TII
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TABLE III

PERCENTAGE DISTRIBUTION OF MUNICIPAL CURRENT EXPENDITURES - ONTARIO, 1946-64
(in thousands)

Increase Average
or decrease 1946-1964 annual rate
ITEM 1946 1956 1964 Absolute % of growth
1. General government 11.2 6.7 6.0 44,985 255.5 7.3
2. Protection of voroperty
& persons 13.4 12.3 12.3 108,296 512.7 10,6
3. Public works 16.8 15.7 13.5 168,358 L36.2 9.8
L. Sanitation & waste
removal Lo L.6 L.5 40,820 588.6 11.3
5. Health 1.9 L.2 1.8 15,869 532.2 10.8
6. Social welfare 7.6 Lol 5.5 46,014 382.0 9.1
7. kducation 21.0 26.2 28.2 263,351 797.6 13.0
€. Recreation &
comnunity services 3.4 3.1 3.8 34,504 637.9 11.7
9. Debt charges 18.8 17.8 18.3 162,769 548,2 10.9
10. Capital expenditures
out of revenue N/A 1.9 2.0 17,572 L73.9 10.8
11. All others 1.5 3.3 L.l 36,223% 560, 3% 11.7
TUTAL 100 100 100 893,685 567.1 11.1

% refers to 1947 - 1964 as some figures are unavailable.
Source: Table II.
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of debt charges stands at 10.9%, somewhat below the rate of
increase for all expenditures (11.1%) while its percentage
share remains stable. Public works and protection remain

the two next largest categories of expenditures being equal
respectively to 13.5% and 12.3% of total expenditures in 1964
both show a downward trend in terms of percentages with t heir
1904 total down from 13.4% and 1c.8% in 1946. General
government decreased substantially in the period going from
11.2% in 1946 to 6.0% in 1964; it also showed the lowest
annual rate of growth (7.3%). Health expenditures show a
remarkable decline from their level of 1946 (L4.27% of total)
down to 1.8% in 1964 reflecting no doubt the increased
involvement of the provincial government in this field,
namely through the provision of hospitalization insurance.
Recreation and comuunity services charges increased slightly
from 3.4 to 3.8% of total expenditures but had tle second
highest percentage increase (637,97%) of all the categories;
sanitation and waste removal costs have remained quite stable
while social welfare expenditures are down from 7.6% of the
total in 1,46 to 5.5.7% in 1964,

Table IV gives a different view of these same
figures but in per capita terms. In 1946 per capita expendi-
tures on education were $8.07 while in 1964 this figure had
climbed to $53.38, a 43% increase; public works went from
$6.47 per capita in 1946 to $20.77 in 196k, a 2217 increase;

debt charges had a 2:8% increase during the period, standing

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES



PER CAPITA MUNICIPAL CURRENT EXPENDITURES - ONTARTIO, 1946-64

Increase or decrease

1946 - 1964
ITEM 1946 1956 1964 Absolute %
1. General government $4.30 $6.50  $9.16 L.86 113,0
2. Protection of
property & persons 5.16 11,86 18.94 13.78 207.1
3., Public works 6.47 15,28 20,77 14.30 221.0
L. Sanitation & waste
removal 1.69  L4.47 6.99 5.30 313.6
5. Health 0.73 Loll 2.76 2.03 278.0
6. Social welfare 2.94 L.27 8.50 5.56 189.1
7. Education 8.07 25.56 43.38 35.31 347.5
8. Recreation &
community services 1,32  3.02 5.84 L.52 3424
9, Debt charges 7.25 17.40 28.17 20.92 238.6
10. Capital expenditures
out of revenue 1.12% 1.85 3.11 1,99 171.0%
11. All others 0.64  3.18 6.25 5.68 C87.5
TOTAL 2.50 97.50 153.87 115,37 299,7

% refers to 1947 - 1964 as some 1946 ficures are unavailable,
Source: Table II,
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at $28.17 per capita in 1964; two expenditure categories
(sanitation-waste removal, and "all others") showed increases
substantially higher than that for total e xpenditures: sani-
tation increased by 313% while the "all others" category
(which includes items 10, 11, 13, and 14 of Table II, re-
spectively, contributions to own government enterprises, pro-
vision for reserves, joint or special expenditures, and other
expenditures) showed a 887% increase; however this category
accounted for only 4.1% of total current expenditures in 196L.
The lowest rates of increase were shown by general government
(113%) and social welfare (189%). Finally, total current ex-
penditures, on a per capita basis, increased 299.7% from 1946
to 1964 increasing from $38.50 in 1946, $97.50 in 1956, to
$153.87 in 1964. On a constant dollar basis these totals
become $50.30 in 1946, $69.78 in 1956 and $86.13 in 1964; the
over-all per capita increase (in constant dollars) for total
current expenditures is equivalent to 71.2% for the whole
period.

Let us now see how capital expenditures have

increased during the 1946 - 1964 period.

Capital Expenditure52

The term 'capital e xpenditure' refers to the

acquisition of any fixed asset whose cost is financed by the

2. The Ontario Department of Municipal Affairs does not
publish comorehensive capital expenditure figures. These
are obtained by DBS and are estimates based on a sample
survey of the municipalities; outlays from school capital
funds are as shown in the Department of Education Annual
Report; hospital capital expenditure figures are obtained
from information supplied by the Department of MMunicipal
Affairs.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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issue of municipal debentures. Accounting records of these
capital transactions of municipalities are segregated in a
special fund known as the Capital and Loan Fund. As a
result, each capital outlay which a municipality makes will
be reflected in the Capital and Loan Fund Balance Sheet in
the following way:
1) on the asset side, a new capital asset
2) on the liability side, a new issue of
debentures outstanding.
A by-law of the municipal council or other issuing authority
provides the authorization for each issue of debentures.
Moreover, the by-law covering the issue of debentures must
be approved by the Ontario Municipal Board which Eases its
recommendations upon such considerations as:
a) purpose and legality of the proposed
expenditure,
b) terms of the proposed debenture issue,
¢) financial position of the municipality
as evidenced by various factors such
as its outstanding debt, its size,
population and property and land
assessment, its mill-rates, tax
collections and arrears.
When a decision is made to issue debentures the municipality

is confronted with such questions as:

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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a) what term of years to maturity is
appropriate?
b) should serial bonds be issued?
c) what rate of interest should be
offered?
d) what method of marketing the debentures
should be used?
Main investors in municipal debentures are normally large
financial institutions (such as life insurance companies) or
other groups such as pension funds. The debentures are
sometimes sold directly to investors; this is known as
"private placement™; the sale of an issue to a firm of
investment dealers may sometimes be arranged by negotiation;
the most common method of sale is by calling for tenders on
the issue, and accepting the highest bid. Depending on the
market rate of interest, the debentures may ope sold at a
premium or, conversely, at a discount. Some assistance for
capital orojects is provided to municipalities; the Ontario
Municipal Improvement Corporation is authorized to purchase
municipal debentures issued to provide sewage, water,
garbage disposal, and drainage works; school board projects
are also eligible. The main function of the Ontario Water
Resources Commission is to construct, acquire, provide
operate and maintain water and sewage works. Municipalities
which use the services of this commission are financially

responsible for the work done on their behalf. Finally,
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under the provisions of the Tile Drainage Act, the
Lieutenant-Governor in Council may authorize the purchase of
certain debentures issued by a municipality. These are
debentures which have been issued to cover up to 75% of the
estimated cost of drainage work to be carried out by an
assessed owner of land in the municipality who wishes to
borrow money for the purpose.

Chart III gives a graphical presentation of total
capital expenditures (in current and constant dollars) for
all Ontario municipalities for the period 1946-1964. The
strong upward trend shown by current expenditures is also
prevalent in the case of capital expenditures. However, two
important characteristics must be noted: 1) the very strong
upsurge in capital spending that occurred in the immediate
post-war years and 2) the apparent slowdown in capital
expenditures in the early sixties. The 1947-48-49 upsurge
in capital spending is a direct result of the war years
which had a dampening effect upon municival expenditures;

a tight labor market and shortages of materials forced
municipalities to put off capital projects with the result
that at the end of the war they had a substantial back-log
of capital orojects to undertake; coupled with this back-log
of projects the vost-war period saw a substantial increase
in population which put increasing oressure upon municipali-
ties to increase capital expenditures. The recent levelling

off in total capital expenditures can best be explained by
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CHART III
MUNICIPAL CAPITAL EXPENDITURES - ONTARIO, 1946-64
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Constant dollars obtained using implicit price index of Gross
National Expenditure with 1949=100.. (Government expenditures
on goods and services).

Source: Table V.
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the trends shown in the four major areas of capital

expenditures,

Chart IV shows how these four major categories
(which together account for approximately 87% of total
capital expenditures in 196L4) have moved over the period.
The levelling off of total capital expenditures has been
caused mainly by a downward shift of school expenditures
starting in 1962; public works expenditures also declined
slightly since 1962 causing total c apital expenditures to
move downwards., Sanitation expenditures have stayed fairly
constant while expenditures on municipal enterprises started
to move upward in 1963, The most striking feature of
Chart IV is the very erratic behaviour of the various
categories of expenditures; although the trends exhibited
are definitely of an upward nature, wide fluctuations do
occur in the level of expenditures from one period to the
next. This situation will be looked at more closely in the
latter part of this chapter when the question of capital

budgeting by municipalities is examined.

Table V gives a functional breakdown of total
capital expenditures for the period 1946-6L. From this
table one can see the relative magnitude of capital expend-

itures compared with current expenditures.
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CHART IV

MAJOR CATEGORIES OF MUNICIPAL CAPITAL EXPENDITURES -
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TABﬁb’V

MUNICIPAL CAPITAL EXPENDITURES - ONTARIO, 1946-64

{(in thousands)

ITEM 1946 1947 1948 1949 1950 1951

1. General government 123 301 2,510 616 663 --
2. Protection of pro-

perty & vpersons 108 297 1,575 667 707 816

3. Public works 10,164 7,085 10,416 6,291 8,971 6,154
L. Sanitation & waste

removal Ly 426 7,358 8,008 4,506 L, 440 7,862

. Health -- - -— - -- 5,927

6. Social welfare 428 477 10,358 4,402 5,755 -
7. Recreation & com-

munity services 675 1,756 5,729 2,738 1,901 2,976

8. Education 6,589 6,406 21,354 25,112 29,158 36,491
9. Utilities & other

municipal enterpri-

ses 3,929 6,674 20,655 14,284 36,012 41,014

10. Miscellaneous 5,022 529 626 10,514 12,015 7,687

TOTAL 31,464 30,883 81,231 69,130 99,622 108,927

-- denotes no figure revorted by DBS for that year.

Source: Dominion Bureau of Statistics, Municipal Government Finance,

Yearly Issues.
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MUNICIPAL CAPITAL EXPENDITURES - ONTARIO, 1946-64

{in thousands)

ITEM 1952 1953 1954 1955 1956 1957
1. General government 395 2,183 1,056 6,154 9,923 6,894
2. Protection of pro-
perty & persons 815 1,100 2,102 11,301 7,029 3,432
. Public works 9,870 19,655 34,881 61,558 51,901 95,383
L. Sanitation & waste
removal 4,294 13,637 71,571 34,221  L&,165 34,276
5. Health 2,903 4,112 6,836 2,686 5,173 7,488
6. Social welfare 369 1,577 3,988 4,367 3,966 2,050
7. Recreation & com-
munity services 1,737 3,755 2,352 3,885 3,179 1,827
8. Education 4,8,82L 47,790 54,953 55,421 60,521 73,702
9. Utilities & other
municipal enterpri-
ses 20,941 47,790 76,887 45,439 56,893 41,031
10. Miscellaneous 13,281 -- - -- -- 3,201
TOTAL 103,429 141,599 254,626 225,032 246,750 269,28,

TYJIDINANW

[
Ra)

-~ denotes no figure reported by DBS for that year.

Source: Dominion Bureau of Statistics, Municipal Government Finance,

Yearly Issues.
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MUNICIPAL CAPITAL EXPENDITURES - ONTARIO, 1946-6L

(in thousands)

ITEM 1958 1959 1960 1961 1962 1963 1964
1. General government 3,866 3,529 8,657 5,566 7,948 18,009 15,254
2. Protection of pro-
perty & persons 1,729 L, 499 L ,856 7,479 9,934 7,935 11,151
3. Public works 99,179 107,670 114,196 128,509 159,969 164,204 159,191
L. Sanitation & waste
removal 36,917 43,133 48,502 72,094 64,063 70,414 66,955
5. Health L, 463 9,807 17,017 14,002 22,926 5,554 5,805
6. Social welfare 5,399 L,779 6,480 6,893 5,458 5,019 7,073
7. Recreation & com-
munity services 4,252 5,530 5,307 5,829 11,636 8,416 8,499
8. Education 63,765 75,730 97,871 92,160 163,506 179,463 135,909
9. Utilities & other
municipal enterpri-
ses 39,113 Lk ,585 43,852 38,527 30,929 31,826 45,079
10. Miscellaneous 2,400 2,198 2,884 3,027 4,075 L, 88 5,578
TOTAL 261,083 301,100 349,522 374,086 A480,4kk 501,902 460,494

Source: Dominion Bureau of Statistics, Municival Government Finance, Yearly Issues;
1964 figures (unoublished) provided by DBS.
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Over the 18 year period canital expenditures as a % of
current expenditures have fluctuated from a low of 19.7% in
1946 to a high of 60.9 in 1954 % latest figures available
(for 1964) show capital expenditures at a level of approxi-
mately 43% of current expenditures. Total cavital ex-
penditures grew substantially increasing from 31,464,000 in
1946 to $460,494,000 in 1964; similarly as was seen in

Chart IV on page 21, all the major capital expenditure
categories showed substantial gains; public works increased
from a low of $10,164,000 in 1946 to $159,191,000 in 1964;
canital expenditures on educational facilities jumved from
$6,589,000 in 1946 to a very substantial $135,909,000 in
1964, sanitation and waste removal, another of the main
exoenditure categories moved from $4,426,000 in 1946 to
366,955,000 in 1964; expenditures on utilities and other
municipal entervrises went from $3,929,000 in 1946 to
345,079,000 in 1964 ; the increase of expenditures in the
general government category was a very substantial one: from
$123,000 in 1946 to $15,254,000; similarly, expenditures for
protection showed a very great upsurge: $108,000 in 1946 as
against $11,151,000 in 1964; expenditures on social welfare
and recreation increased but by a lesser amount: from
$4,28,000 and $675,000 respectively in 1946 to $7,073,000 and
$8,499,000 in 1964. Finally, two expenditure categories,
health and miscellaneous, remained quite stable over the

period; health expenditures actually decreased from
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$5,927,000 in 1951 to $5,805,000 in 196L4; miscellaneous
expenditures increased very slightly from $5,022,000 in 1946
to $5,578,000 in 1964.

Table VI gives the percentage distribution of total
capital expenditures in 1946, 1956, 1964, The largest ver-
centage share of total expenditures in 1964 is that of opublic
works (34.6%) which increased slightly from 32.3% in 1946
after having dipped considerably in 1956 (21.0%). Education
comes next with 29.5% of the total in 1964, uop from 20.9% in
1946 and 24.5% in 1956. Sanitation expenditures, the third
largest category in 1964 with 14.5% of total expenditures has
remained fairly constant over the period standing at 14.1%
in 1946 and 19.5% in 1956. The last major category,
utilities and other municipal entervrises, took a decreasing
vercentage of total expenditures with 9.8% in 1964, down
substantially from 23.1% in 1956 and 12.5% in 1946. The
other expenditure categories are relatively less important
in the over-all total for cavital exvpenditures with the
largest item (general government) bring equal to only 3.3% in
196L; of these other categories general government and pro-
tection had the most substantial increases while social
welfare and recreation remained fairly constant over the
period; miscellaneous expenditures declined substantially
from 16.0% in 1946 to 1.2% in 1964.

In terms of percentage increases and annual rstes

of growth general government and orotection expenditures are
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TABLE VI

PERCENTAGE DISTRIBUTION OF MUNICIPAL CAPITAL SXPENDITURES - ONTARIO, 1946-6
{in thousands)

Increase Average
or decrease 1946-1964 annual rate
ITEM 1946 1956 1964 Absolute () % of growth
1. General government O.4 4.0 3.3 15,131 12,301.6 30.3
2. Protection of pro-
perty & persons 0.3 2.8 2.4 11,043 10,225.0 29.0
3. Public works 32.3 21.0 34.6 149,027 1,466.2 16.5
L. Sanitation & waste
removal 14.1 19.5 14.5 62,529 1,412.8 16.3
5. Healthx* - 2.1 1.3 2,902 200.0 5.9
6. Social welfare 1.4 1.6 1.5 6,645 1,552.6 16.9
7. Recreation & com-
munity services .1 1.3 1.8 7,824 1,159.1 15.1
8. Education 20.9 24.5 29.5 129,320 1,962.7 18.3
9. Utilities & other
municioval enterori-
ses 12.5 23.1 9.8 41,150 1,047.3 14.5
10. Miscellaneous 16.0 - 1.2 556 11.1 0.6
TOTAL 100.0 100.0 100,0 429,030 1,363.6 15.6
x refers to 1952 - 1964 --- letails may not add to total, due to rounding.

Source: Table V.
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foremost with substantial increases over 10,000% and growth
rates of 30.3% and 29.0% respectively; however these two
categories together account for only 5.7% of total caoital
expenditures in 1964; attention must be focussed orimarily
on the major expenditure categories of public works, edu-
cation, sanitation, and utilities; of these four categories
education showed the highest percentage increase (1,962.7%)
as well as the highest average annual rate of growth (18.3%);
the same situation »orevailed, it will be remembered, in the
case of current exvenditures; public works showed a slightly
lower rate of growth (16.5%) and percentage increase
(1,466.2%) while sanitation exvenditures were very close to
public works in terms of rate of growth (16.3%) and per-
centage increase (1,412.8%); utilities showed the lowest rate
of growth (1l4.5%) and percentage increase (1,047.3%) of the
ma jor expenditure categories., Total cavital expenditures
over the 1946 - 1964 period grew at an average annual rate
of 15.6 and showed an increase of 1363%.

Table VII gives the capital expenditure figures on
a ver capita basis for 1946, 1956, 1964. Total capital ex-
penditures stood at 37.69 per capita in 1946, $45.65 in 1956,
and $67.40 in 1964 for an over-all increase of 776.5%. Edu-
cation expenditures per capita moved from #$1.61 in 1946 to
$19.89 in 1964, an increase of 1,135.4%; public works ex-
penditures increased from $2.48 pver capita in 1946 to $23.30

in 1964 (839.5%) while sanitation exnenditures incressed
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TABLy VII

PER CAPITA MUNICIPAL CAPITAL XPENDITURES - ONTARIO, 194,6-64
(in thousands)

Increase or decrease

1946 - 1964
ITEM 1946 1956 1964 Absolute %
1. General government .03 1.84 2.23 2.20 7,333.3
2. Protection of pro-
perty & persons .03 1.30 1.63 1.60 5,333.3
3. Public works 2.48 9.60 23.30 20,82 839.5
L. Sanitation & waste
removal 1.08 8.91 9.80 8.72 807. 4
5. Health - .96 .85 - -
6. Social welfare .10 .73 1.04 9L 940.0
7. Recreation & com-
munity services .16 .59 1.24 1.08 675.0
8. Education 1.61 11.20 19.89 16,28 1,135.4
9. Utilities & other
municioval enterpri- )
ses .96 10.53 6.60 5,64 587.5
10. discellaneous 1.23 -- .82 - W41 33.3
TOTAL 7.69 L5.65 67 .40 58.87 776.5

Source: Table V
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slightly less (807.4%) going from $1.08 per capita in 1946 to
$9.80 in 1964; utilities, the other major expenditure cate-
gory has decreased from $10.53 ver capita in 1956 to £6.60 in
1964 although this is still much higher than the 30.96 per
capita in 1946. Health presents an interesting case in that
there is an actual decrease in per capita expenditures

($0.96 in 1956, $0.85 in 1964).

Particular Expense Categories

In this section an attempt is made to analyze more
closely the various categories of expenditures to see what
factors have been responsible for increases in a given ex-
penditure categorv. The analysis will focus mainly on the
major exvenditure categories (notably education, oublic
works, protection, debt charges, and utilities and other
municipal enterprises) although, where possible, the other
categories of exvenditures will be examined. The vaucity of
data in several areas cannot be overstressed at this stage;
in certain areas, a breakdown of the aggregates is simply
not available, while in other areas the figures reported by
DBS are estimates based upon past trends. However, in spite
of these limitations, several underlying factors causing an
increase (or decrease) in a given category of expenditures
can normally be discerned and serve to exvlain at least in
part the past trends in expenditures; moreover these factors

are important to know if one is to make reasocnable
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assessments as to future trends in various expenditure
categories (although a formal nrojection of expenditures is

not undertaken in this study).

Bducation

Tne first expenditure cstegory to be covered is
that of education which, it will be remembered, accounted for
28.2% of total current expenditures and 29.5% of total
capital exvenditures in 1964. Based upon various nublished
and unpublished figures of the Zducation Division of DBs it
4was possible to analyze the following factors which might
serve to explain the increases in education expenditures over
the 1946 - 1964 neriod:

1) enrolments

2) classroom - pupil ratio

3) teacher - pupil ratio

L) salary scales of teachers

For enrolments there are two sets of figures which
may be used: either the actual enrolment figure as such or
the average daily attendance. Both series give an indication
of how many more peonle are coming into the education stream
thus putting more pressure upon existing facilities and
eventually causing education exvenditures to rise in order to
orovide new facilities. Table VIII illustrates how enrolments
have risen in the vperiod 1946 - 1964. From Table VIII it can

be seen that enrolments more than doubled over the neriod
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(for the purpose of analysis figures used refer to publicly-
supported schools only; however it can be assumed that the
trend in orivate schools is of a similar nature). Such an
influx of students into the system no doubt explains part of
the substantial increase in education expenditures in the
post-war years.

Accompanying this influx of students there has been
a tendency in recent years for class sizes to become smaller
both in terms of the number of pupils per classroom and the
pupil-teacher ratio. Table IX sets out these two ratios.

The opupil-teacher ratio has gone down substantially
between 1946 (28.8) and 1964 (26.9) while the pupil-classroom
at 28.4 in 1964 is higher than in the early fifties but has
declined continuously since the middle fifties. A decrease
in these ratios will obviously »nush education expenditures
uoward as more resources are needed to orovide for the needs
of an increasing number of students. This narrowing has been
taken by some authors as an indication of a quality im-
provement in educationB; as the need for more svecialized and
better education facilities develops these ratios may be

pushed lower thus causing increases in education expenditures}

3, For a discussion of the quality measurement of education
see W. 5. Hirsch, "Quality of Government Services", in
H. G. Schaller, editor, Public Expenditures Decisions in
the Urban Community, John Hopkins Press, Baltimore, 1963,

pp. 163 - 179.
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PUPTL-TEACHER AND PUPIL-CLASSROOM RATIO - ONTARIO,

1946 to 1964

SHUNLIANTdYY TYdIOINAW

YEAR PUPTL-TEACHER PUPIL~-CLASSROOM
1946 28.8 N/A

1947 28.5 -

1948 28.8 -

1949 28.7 -

1950 8.4 27.6
1951 28.5 27.5
1952 29.3 28.9
1953 29e7 30.5
1954 29.7 30.8
1955 29.2 30.8
1956 28.8 30.7
1957 29.1 31.0
1958 28.7 30.2
1959 29.1 29.7
1960 29.0 29.6
1961 28.0 29.6
1902 28.2 29.1
1903 274 28,4
1964, 20.9 28, L
Source: Unpublished figures provided by the Education

Division, Dominion Bureau of Statistics.
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Teacher salaries play an imnortant role in total
education expenditures and as such an upward movement in
salaries will have a marked effect on the costs of ovperating
school facilities. Table X shows the median salary of
teachers in Ontario and Canada as a whole for the period
1946 - 1964. Over the period 1946 - 1964 the median salary
has increased 336% in the case of Ontario, slightly less than
the increase shown for Canada as a whole (342); Ontario
salaries remained consistently higher than the national
average over the whole period. The upward trend in teacher
salaries will definitely continue in the future especially
with the increased qualifications demanded of teachers (for
examnle, in the primary grades where attempts are being made
to require a university degree as the minimum basic qualifi-
cation). Increased teacher remuneration should bring about
quality improvements in the educational system but it will

also boost the cost of education even more.

Public wWorks

Public works expenditures accounted for 13.5% of
total current expenditures and 34.6% of total capital ex-
penditures in 1964 thus maeking it a very important item in
the over-all spending of municipalities. The category of
"opublic works" includes the following major expenditure
items: 1) streets and roads, bridges, viaducts, subways and

tunnels, etc..., 2) snow and ice removal, 3) waterways and

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES
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TABLE X
MADIAN SALARIZSS OF THACHERS IN PUBLIC, ELEMENTARY, AND

SECONDARY SCHOOLS3, ONTARIU AND CANADA, 1946 to 1964
(in thousands)

YEAR ONTARIO CANADA
1946 1,514 1,446
1950 2,217 2,050
1954 3,008 2,840
1958 4,026 3,757
1962 L, 804 L,522
1964 5,182 b,954
Increase 1946 - 1964 336% 34,2%

Source: Dominion Bureau of Statistics, Salaries and Mualifi-

cations of Teachers in Public, Elementary, and Secondary

Schools, 1964 - 1965, Ottawa, (ueen's Printer, 1966,
p. 20,
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drainage, 4) other smaller items such as parking meter
repairs and maintenance. The only figures available which
can be used to exnlain increases in the category as a whole
are those which relate to the "streets and roads" category;
expenditures on roads and streets normally account for a
substantial share of total nublic works expenditures.

Road and street mileage and expenditures (in our
case, urban street mileage and expvenditures) are published
annually by DBS and serve to give an indication of how such
expenditures, occasioned by a growing need for better road
facilities, contribute to increases in public works ex-
penditures.

The number of vehicles in use has a direct effect
upon the costs of providing road facilities; during the post-
war veriod the number of vehicles in use in Ontario has risen
sharply reflecting the increasing use of the nrivate auto-
mobile as a means of daily transit to and from work.

Table XI shows the numter of motor vehicle registrations in
Ontario for the period 1946 - 1964. Total motor vehicle
registr=tions showed a very substantial rise of aoproximately
387% going from 1,605,300 in 1946, to 6,234,900; passenger
automobile registrations had a slightly higher increess
(407%) than that for commercial vehicles (351%). This
rapidly increasing number of vehicl:s necessitates higher
road expenditures and an increase in the total rocad and

street facilities. Table XII details the urban street

UMNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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mileage open to traffic for three given years: 1946, 1956,
1964. 1In order to keep vace with the expanding automobile
population new road facilities have had to be built; over ths
1946 - 1964 veriod urban street mileage in Ontario increased
345%, from 4,401 miles to 15,223 miles, more than the
increase for Canada as a whole (294)5). Urban street ex-
penditures consequently increased substantially over the
veriod going from .38,940,850 (gross; the net figure, which
takes into consideration subsidies and amounts collectable,
is $8,751,578) in 1946 to $134,900,000 in 1964 (net:
$66,551,000). Thus, gross expenditures on roads and streets
rose by more than 1,400% from 1946 to 196L. (The question
of grants and subsidies which in fact serve to alleviate the
burden of expenditures will be examined in the following
chaoter along with other sources of revenue). As auto-
mobile ownership increases over the next few years and as
the use of the private automobile as a means of transvor-
tation becomes still more widespread, municipalities will
have to s»nend still greater amourts in order to provide for
the increased demand for road facilities. The dilemma
facing most major cities in this field is to decide whether
increased expenditures for roads and streets are justifiable
since these increased facilities are made necessary bv the
greater use of the nrivate automobile as a means of
transportation or whether the returns would not be greater

(in terms of lessening the traffic congestion in downtown

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES
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areas and less varking space needed) if exvenditures were
made to provide for better mass transit facilities. The
question is a crucial one as the costs (both economic and
non-economic) are starting to be felt in terms of spiralling
oublic works exnenditures for roads and streets and even

greater traffic problems in downtown areas.

Debt Charges

Debt charges in 1964 ($192,000,000) accounted for
aporoximately 18.3*5 of total current expenditures and have
remained steady at this level for the whole 1946 - 1964
period. The category "debt charges" includes the following
itemsh:

1. Debenture debt charges -- net
principal instalments, sinking
fund requirements and interest due
during the current fiscal year in
respect of all general fund de-
bentures issued by the municipality,
as well as similar amounts due in
respect of debentures assumed from
other municipalities. Princioal

vayments of and interest on Municinal

Improvements assistance Act loans

are also included here.

L. See: Dominion Bureau of Statistics, liunicipal Finance
Reporting Manual, Ottawa, yueen's Printer, 1960,
20108 - 109,

UNIERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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2. Other long-term debt charges.
3. Other debt charges -- these include

such items as temvorary debt charges

on short-term borrowings, discount

on sale of debentures, premium or

loss on sale of securities purchased

as investments, and loss on foreign

exchange.
The mein category of course is the one dealing with de-
benture debt charges. Debt cherges are a direct result of
borrowing for specific purposes (schools, utilities, etc...).
As such, the interest on debentures issued for education
purnoses, for example, should logically be allocated to the
expenditure category of education; yet DBS gives a sevarate
category for debt charges in the statement of current ex-
penditures in order to determine the total borrowing costs
to municipalities. Further information is provided as to
a breakdown of debenture debt charges by function. From
Table XIII it can be seen that the bulk of debenture
borrowing costs are incurred in the "general'" category (e.g.
exoenditures for drainage, local improvements, etc...).
School borrowing costs are the second item with 74,648,000
in 1963, or 36% of total debt charges. Utilities, the other
category for which debenture debt charges are listed,
accounts for aoproximately 18% of total debt charges. The

composition of debt charges has not changed substantially

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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TaBLE XTIT

ANALYSIS OF MUNICIPAL DEBuNTURE DEBT CHAKRGoS - ONTARIO,

1951, 1956, 1963

(in thousands)

of dollars
1951 1956 1963
General 21,931 39,994 92,825
Schools 11,928 28509 7l , 648
Utilities 10,659 19,492 38,004
TOTAL 4h,518 87,995 205,477

Source: Dominion Bureau of Statistics, PMunicipal Government

Finance, Uttawa, 'Jueen's Printer, Yearly Issues.
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over the years. The fact that total debt charges shown are
higher than those shown in Table II on pages 7, 8, 9, does
not detract from the purpose of Table XIII which is to show
what categories of expenditures are responsible for increases
in debt charges. The higher total figures giver in

Table AXII1 are due to changes in various classification of
charges adopted by DBSS. The data for Table AIII are
oublished by DBS in order to provide comparability with other
series. Future trends in debt charges will depend on many
things notably upon the costs of borrowing money and on the
outlays made for the major categories of expenditures. The
general trend should be an upward one for the next few years
because of the fact that increased expenditures on items such

as schools, municipal utilities,seem likely.

Protection, Health, Social welfare

Trese three categories together account for close
to 20% of total current expenditures in 1964 although their

share of total capital expenditures is substantially lower

5. See: Dominion Bureau of Statistics, Municipal Government
Finance, 2ueen's Printer, Ottawa, 1963, ». 9: "Prior
to 1960, where, as now, debenture debt included debentures
issued directly by utilities or by municivalities on their
behalf, the relative debenture debt charges were included
in current expenditures as such and in revenue as de-
benture debt charges recoverable. This procedure has been
chanzed. Debenture debt charges recoverable have been
netted against the exvenditure item debt charges so that
the latter item now represents only debenture ard other
debt c-urges for general municipal purposes, including
school, special funds and activities".

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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(aporoximately 5% in 1964). Data are available from 1954 on
which permit us to give a breakdown of these three expendi-
ture categories (available only for current exvenditures);
these are given in Table LIV.

In "protection™ the major category in 1963 was that
of police, while "otber" {(including items such as flood
control, railway crossing signals, pollution control, fire
orotection, and street lighting rank next in magnitude. This
order has not changed over the period for which data are
available (1954 to 1963). Protection expenditures are
normally a function of population; as further population
increases occur in Ontario municipalities can exvect to spend
proportionate amounts on protection services.

Total health expenditures showed a decrease during
the period 1954 - 1963; of the two categories, public health
and hospital care, the former assumed the greatest share of
total expenditures in 1963, a situation reverse to that of
1954 and 1958. The costs of providing better health facili-
ties to citizens will no doubt have to be subsidized to a
greater extent in the future; larger subsidies from the
province have been reflected in a decrease of the municinal
share of total health expenditures in recent years. This
trend is bound to continue in the future; such a situation
has been recognized also in the United States: "... a sharp

growth in the scope of local public heslth and hospital

activities seems unlikely, unless accompanied and induvced by
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extensive federal-state financing of the extra costs locally
incurredn.®

Social welfare presents an area which, according to
some authors, could justifiably be relinquished by the mu-
nicipalities, partially if not totally, and taken over by the
senior levels of government. Total social welfare costs are
rising with the major share going to aid to the unemployed
followed by child welfare, and other expenditures (grants to
welfare agencies and societies). In the U.S. the situation
is akin to the Canadian one: ™",..in the particular states
where »ublic assistance arrangements still place a consider-
able load on local governments we may expect pressure for a
shift toward more reliance on state government resources.
Success in such efforts could orovide some of the additional
elbow room which urban local governments need to deal with
other expenditure needs"7. The Canadian case is presented
by one author in these terms: "...the growing volume of
evidence and argument pnints towards the desirability of
complete federal and provincial assumotion of resoonsibility
for all welfare services, with the exception of short-term

g

emergency assistance for needy persons™ basically the main

arguments for this provosal are as follows: 1) as welfare

6. H. G. Schaller, op. cit., p. 29.
7. Ibid, p. 27.

8. F. R. MacKinnon, "Local Government and welfare™, Canadian
Public Administration, March, 1960, o. 41.
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payments and services become more costly it renders the task
of the smaller units of local government much more difficult
with the result that the level of services declines; 2)
welfare services without auxiliary services and preventive

or corrective devices serve no useful ourpose in that they do
not nrovide means whereby a long term solution to the problem
is achieved; 3) the vroblem of assistance being denied to
the needy because of residence restrictions; 4) the divided
responsiolility of three levels of government narticipating in
the welfare program is undesirable from the point of view of
efficiency. The arguments provided seem to be justified in
the light of increased welfare expenditures forced unon mu-
nicivalities; a take-over of this field by the senior levels
of government seems appropriate and would be a welcome form
of relief to the municipalities. The Gordon Commission on
Canada's Zconomic Prospects shared such a view back in 1957
when it stated: "Hospitals and some social services might
also be finally removed from the list of burdens on real
oroverty, and indeed on municipalities. The particular
relevance of health and welfare services to real property has
never been easy to defend, and the case for municipal ad-
ministration of such services has weakened in the light of

experience with provincial and federal Drograms"g.

9. Royal Commission on Canada's :iconomic Prosvects, Uttawa,
gueen's rrinter, 1957, po. 508.
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Public Utilities

Funicipal spending on utilities accounts for a
fairly large orooportion of their total capital outlays (close
to 10 of total canital snending in 1964)°. The Dominion
Bureau of Statistics in its annusl publication on Municipal
Finance provides a breakdown of debenture debt outstanding by
function. Table .V shows debenture debt outstanding (for
utilities) for the years 1946, 1956, 1963.

~S can be seen from Table AV the bulk of capital
spending on utilities is for water supnly systems; debenture
debt outstanding in this category increased more than five-
fold over the period 1946 - 1963 ($32,408,000 in 1946 as
against $171,446,000 in 1963). The next most important
category is that of transit systems where debt outstanding
increased over nine times from 1946 to 1963 (410,712,000 in
1946, $98,272,000 in 1963). Electric light and power reore-
sents the third largest category with an increase from
59,385,000 in 1946 to 383,857,000 in 1963. The other cate-
gories of utilities are of a lesser importance although
snending by municipalities on parking facilities has now

become substantial, reflecting the greater number of vehicles

10. at the present time operating ststements of municipal
government enterprises (utilities) are not nublished by
the Dominion Bureau of Statistics as such figures are
not collected by the Department of (luniciral affairs;
therefore, current expenditures oy type of utility are
not obtainable,
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in use in the major metropolitan areas. tlunicipal expendi-
tures on utilities can be expected to keev on rising in the
future as increased demand for water treatment facilities

and mass transit facilities, among others, keeps on rising.

Capital Budgeting

The need for municipalities to undertake sound
long-term planning by means of a capnital budget has never
been greater than now. As was seen earlier in this chanter
municipal capital expenditures in Ontario in 1964 were
equivalent to nearly half a billion dollars (aporoximately
Li» of total current expenditures). The very erratic nature
of the level of capital spending as shown in Chart IV on page
17 seems to be an indication that caonital budgeting as tool
of »lanning is not being utilized as it should be. Yet the
failure to olan capital expenditures for a period of years
rather than for one year at a time can have verv unfavourable
results such as: 1) voorly-timed burdens, 2) general
dissatisfaction with municivoal administration. Although
Ontario municivalities are now required (since 1961) to
orepare a five-year capital budget updating it every year it
is doubtful whether the stage has been reached where the
capital budget is used as an actual and effective tool of
municipal administration. The need for sophisticated capital
budgeting by municipalities was elaborated uvon close to 10

years ago by one well-known authority in the municipal field:
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"In recent years the increased demand for municipal im-

provements and capital financing needs to take care of the

growth and expansion of urban municipal governments has not

only focussed further attention on the subject of canital

vlanning but in my opinion clearly indicates the need for a

capital budget as an essential tool of municipal adminis-

tration"ll.

provides the

1)

The capital budget, if it is used effectively,
administration with a guide to determine:
the »nrojects that should be or may

be undertaken in a given fiscal

period

the debt situation, which limits

the incurring of new or additional
debenture obligations

the temporary financing needs for

the period

the implication for the period

ahead of debt charges resulting

from the current orogram.

The canital budget must be such that it sets up

certain priorities based upon consideration such as:

1)

the potential contribution of a
project expenditure to the welfare

of the citizens of the community

11. James H. Lowther, Address to the 20th Annual Conference,
Canadian Federation of Mayors and Municipalities, Murrav

Bavy,

uebec . June 13-17, 1057,
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2) for what length of time will present
facilities provide & needed level of
service without replacement or
renewal?

3) will the project be self-supporting
or not and will it increase tax
revenues by improving property
values?

L) what is the relationship between the
total cost of the exnenditure and
the municipalities financial positi n?

The 2ctucl nrocedures or steps for capital budgeting should
be along the following lineslz,

1) first, a long range raster Plan
must be prevared to look ahead from
10 to 25 years; this Master Plan
lays varticular stress on land use
and control and concerns itself
mostly with physical olanning
necessary to bring about public
improvements and control over the
orivate use of rroverty. Such
planning is not prevalent in the

municipal sector.

12. See: J. G. 3owland, "Planning a Municipal Capital Rudget™",
%%gadian Public Administration, December, 1963, op.463-
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2) The second stage is the actual

planning stage where a capital
budget (based on estimates of
additional services needed, the
amount of capital improvements
desired and revenues anticipated)
is prenared for a five or six year
period; this plan is reviewed and
revised each year and subsequently
extended for another year.

3) The third stage is an analysis of

the municipality's revenue and
exvenditures present and antici-
pated over the life of the five
yvear capital budget

L) & fourth stage is the cocordination

of the analysis of a municinality's

oroposed revenues and expenditures

with a priority list of oroiects.
Such a planning of capital expenditures (which also forces a
municinality to review its current expenditures) would
improve the financial health of most municipalities by
rationalizing to a greater extent costly projects which are
sometimes ©lindly undertaken. A benefit - cost analysis
approach is needed if municipalities and their citizens are

to reap the greatest benefits from the expenditures they
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incurl3. Some authors have gone further and suggested that

the capital budget techniques be integrated in a '"pro-
vincial - local government budget" which, using the same
techniques, would integrate municival spending estimates with
those of the provincial government. The composition and use
of such a budget will be looked at in Chavnter II.

The major areas of municipal expenditures that
have risen substantislly in the post war period have been
identified as education, public works, utilities, and sani-
tation. Let us now examine those sources oi revenue that
have been used to finance municinal expenditures in these

and other categories.

13. For an excellent discussion of the benefit - cost type of
analysis see: N. Lichfield, J. Margolis, "Benefit Cost
Analysis as a Tool in Urban Government Decision Making'",
in H. G. Schaller, editor, op. cit., op. 118-14L6.
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CHAPTER IT

MUNICIPAL REV:NUES 1946-1964

A municionality has four major sources of revenue
available to it:
a) taxation, current or deferred
(borrowing),
b) grants, subsidies, and shared taxes,
¢) earnings from municinal enterorises
(this can also be a source of deficit),
d) miscellaneous revenues, such as license
and permit fees.,
In this cha»nter an attempt is made to analyze the sources of
municional revenues for the neriod 1946 - 1964; tax revenues
comorise the major source of revenue for municinalities not
only in Ontario but in the other nine orovinces as well; the
real vroperty tax which accounts for the bulk of tax revenues
will e examined closely to see how this has moved over the
years; grants, subsidies and shared taxes, the second major
revenue category will also be scrutinized as to the extent
and the effects of such grants. The major nurnose of the
chapter is to determine what sources of revenue have been
used to finance rapidly increasing municipal expenditures in
order to make some appraisal as to the adequateness of
present sources of revenue. Finally, possible alternative

sources of revenue are outlined.
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Current Revenue Trends

Table XVI gives a breakdown of current revenue by
source for all Ontario municipalities for the period 1946 -
196L. As can be seen from the table, taxation (especially
the property tax) constitutes the single largest source of
revenue to municipalities: this yielded $805,515,000 out of
a total revenue figure of $1,052,420 in 1964 (approximately
77% of total current revenue); this is up substantially from
$117,619,000 shown in 1946 (avproximately 75% of total
current revenue). The next largest item is that of contri-
butions, grants, and subsidies which accounted for
$179,919,000 (or 17.1%) of total current revenue in 1964 as
against $13,850,000 (or 8.9%) in 1946. The last source of
revenue shown in Table XVI on pages 58, 59, 60, is the "other"
classification (which includes licenses and permits, rents,
concessions and franchises, fines, interest and tax »enal-
ties, recreation and community services). This accounted
for $66,986,000 (or approximately 6%) of total current
revenue in 1964, and #24,656,000 (or approximately 15%) in
1946.

The percentage share of total current revenue is
given in Table XVII. The share of taxation increased from
72.2% in 1946 to 76.5% in 1964; the highest percentaze share
reached was in 1951 (76.9%) while the lowest was in 1958
(71.4%); the trend was an upward one from 1946 to 1952,

reversed itself from 1953 to 1959, and jumped substantially
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TABLE XVIT

PERCENTAGE DISTRIBUTION OF MUNICIPAL TOTAL CURRENT REVENUE=

ONTARIO, 1946-1964

TTEM 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955
A=-TAXAT TON 72,72 7h 5 Th.h 7L, T7h.5 76,9 T77.2 76,3 Thoh 72.7
B-CONTRIBUTTIONS,

GRANTS &

SUBSIDIES 8.9 12.4 12.8 13.6 13.7 1l4.5 14.5 14.0 15.3 16.1
C-0OTHER 18.9 13.1 12.8 12.3 11.& 8.6 8.3 9,7 10.3 11l.2

TOTAL 100 100 100 100 100 100 100 100 100 100

I

Source: Table XVI
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TABLE XVII (Cont'd)

PERCENTAGE DISTRIBUTION OF MUNICIPAL TOTAL CURRENT REVENUE-

ONTARIO, 1946-1964

ITEM 1956 1957 1958 1959 1960 1061 1962 1962 1964
A-TAXATTON 73.6 72.8 7l.4 7l.h 75.9 76.7 76.4 76.1 76.5
B-CONTRIBUTIONS,

GRANTS &

SUESIDIES 15,7 16.7 17.5 17.9 18.2 17.8 17.9 17.5 15,1
C-OTHER 11.7 11.5 11l.1 10.7 5.9 5.5 5.7 6.4 6.4

TOTAL 100 100 100 100 100 100 100 100 100

Source: Table XVI
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in 1960 remaining at the 76% level from 196l on. Contri-
butions grants, and subsidies as a percentage share of total
revenue nearly doubled over the period going from £,95 in
1946 to 17.1, in 1964; the trend shown was upward until 1960
when the highest share (18.2,) was reached; it has levelled
off slightly since 1960 although it remained substantially
above the percentage share shown from 1946 to 1vy57. Lastly,
the category of "other revenue" has had a mar.ed decrezse in
terms of vercentare share dro»ning from 13.9. in 1946 to

6.4 . in 1964.

To summarize: taxation as a source of revenue for
the municivalities hss increased somewhat in importance over
the 1946 - 1964 veriod; the greatest increase, lhowever, was
shown by gcvernment contributions, grants, and suosidies
which nearly doubled its percentage share of total municinal
current revenue; other sources of municipal revenue de-
creased in relstive imvortance. Chart V shows the ga»
between total municipal revenue and revenue from own sources,
the gap between the two representing government contri-
butions, grants and subsidies. (bee Aovendix IV for differ-
ence between these terms.) 1n the following sections of this
chaoter the various sources of municival revenue are analyzed
in detail with the nain emphasis beinz set on the real

property tax and government grants.
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CHART V

TOTAL ReVANUE AND RAIVENUZ FROM OwN SOURCLS

1000 |-

- TOTAL CURRENT
800 B REVENUE
600 |—

REVENUE FROM
400 - OWN SOURCES

300 —

200 —

100 I N A N T U A AN N NN N O DO O O N N |
1946 50 55 60 65

Source: Dominion Bureau of Statistics, Municipal Government
Finance, 'Jueen's Printer, Ottawa, Yearly Issues.
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Taxation
The »nower of a municipality to levy taxes ema-
nates from an enactment of the legislature of the province in
which it is situated. Section 92 of the “ritish North
America Act grants to the legislature of each orovince the
exclusive right to enact laws relating to "Direct Taxationt
within the Province in order to the raising of a Revenue for
Provincial Purnoses'" and relating to "Shop, Saloon, Tavern,
Auctioneer, and other Licenses in order to the raising of a
Revenue for Provincial, Local or lMunicival Purposes'. Faced
with this constitutional limitation orovinces have restricted
municivalities under their control to some form of direct
taxation. In Untario this h:zs meant the real and versonal
nproverty tax, business taxz, and noll tax.

Table XVITII shows how the real »roperty tax
(includins business tax) has moved over the 1946 - 1963
neriod.

Table AVIII provides data enabling us to comnare

taxable assessed valuations and property tax levies with

1. A direct tax has been defined as one "which is demanded
from the very persons who it is intended or desired should
pay it"; an indirect tax is one "which is demanded from
one person in the expectation and intention that he shall
idemnify himself at the expense of another™ (J.5., Mill).

2. Revenue from business tax is included in real vronerty tax]
in Table 4VII on pages 61 and 62; this is the manner in
which the figures are presented by D35S.
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TABLE AVIII (Cont'd)

ASSESss0 VALUATIONS, PROPRRTY TAKL LuwVIZS AND PERSUNAL TNCOME

ONTARIO, 1946—1963
(in millions)

of dollars
(1) (2) (3) (L) (5) (6)

TAAABLE PROP1LRTY EFFECTIVE PERSONAL VALUATIONS LEVIES AS

AS-ES3ED TAL RATE OF 4S % OF PrRCENTAGE
YEAR VALUATIONS  LEVIUS TAZ INCOME (4) OF (4)
1954 6,099 309 5.07 7,397 82.45 4.18
1953 5,043 282 5,61 7,209 65.96 L.92
1952 4,773 263 5.51 6,749 70.73 3.90
1951 4,410 221 5.02 6,093 72.38 3.63
1950 4,199 188 450 5,285 79.46 3.58
1949 3,980 170 4.28 L, 904 81.17 3.47
1948 3,436 150 L.37 L,570 75.20 3.29
1947 3,346 135 L .05 4,017 83.31 3.37
1946 3,173 117 3.71 3,738 84,90 3.15
Average
Anaual
Growth
Rate 7.8 11.5 7.7

* Assessed valuations include mainly real property comorising both land
and vnermanent improvements together with assessments on business and
personal oproperty, but exclude valuations exemot from taxation. Tax
levies include all levies for municinal, school or other local
nurpvoses in the form of real »ronerty taxes, business taxes, and
svecial assessuents.

source: Dominion Bureau of Statistics, Municival Government Finance
. 2 ’
rueen's Printer, Uttawa, Yearly Issues.
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personal income. Column 3 of the table indicates the ef-
fective rate of tax (e.g., valuations divided by levies):
This rate has been going upward consistently over the period
increasing from a low of 3.71% in 1946 to a high of 6.58% in
1963; in other words rising mill rates have been prevalent
throughout the period. The next important ratio to be looked
at is that of assessed valuations and personal income: the
percentage of valuations to income has risen slightly to
86.277% in 1963 from 84.90% in 1946 although it had declined
substantially from 19L7 to 1953 when it reached a low of
©9.96%. More important perhaps is the figure shown in

column 6 which indicates that tax levies as a percentare of
personal income have risen consistently from 3.157% in 1940 tg
5.68% in 1963; the implication of this is that the tax
burden has become heavier over the years; although the
revenue elasticity of the real property tax has been close
to one during the period 1946 - 1963* (e.g., as shown by the
average annual growth rate of valuvations, 7.8%, and that ol
personal income, 7.7%) this has not provides sufficient
revenue to municipalities to finance their expenditures and
consequently the tax burden has had to be increased. ¥ithin
the framework just described let us consider the major
criticisms that can be levied against the real property tax
(both as to the system itself and as the major csource of
revenue to municipalities) and which are applicable to
Ontario as well as to the rest of Canada.

% The revenue elasticity will be affected by two factors:
a) an increase in the tax base or
b) an increase in tax rates;

These, however, are not separable for o.r purposes,

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES



UNIVERSITE DDOTTAWA ECOLE DES GRADUES

MUNICIPAL RLEVENUE 69

1) The real property tax has been
criticized as being too "high"
(although the term is a difficult
one to define studies have shown’
for example that Canada is the only
country in the world where property
taxes represent a higher vercentage
of national income than in the United
States) resulting from several major
facts; 1in the first place the prooer-
ty tax has been called uvon to finance
a great share of the cost of such
services as education, which are not
services to property, and as a result
property owners are being asked to
bear an unreasonably large share of
the total cost of goods and services
oprovided by the public sector;
secondly, there is the unfavourable
impact of the real n»nroperty tax upon
industries making extensive use of
real oroperty (this could be overcome
at least partly by basing the vroperty

tax for business on rental rather than

3. D. Netzer, Economics of the Property Tax, Brookings
nstituti i on, 1966, 320 pon,
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capital values); thirdly, there is
the question of the uneven impact of
the property tax as per different
municipalities (this brings rise also
to the question of the differing
levels of services provided to citizens
of various municivalities which is
linked to the fiscal cavacities of the
municivalities); this problem will be
looked at in a later section on

fiscal equity,

the second major problem with the

real property tax lies in the field

of assessment and, ultimately, the
effect of such assessment practices

upon the equity of the proverty tax.

The process of assessment serves two basic purposes:

a)

b)

it determines the objects or proper-
ties that are liable to taxation in
a municivality (e.g., determination
of tax base),

it determines each taxpayer's share

of the total tax burden.

To the taxpayer the ultimate consideration is one of equity;

it remains of little importance to him whether his property

is under or over~-valued in relation to actual value as long

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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as his assessment is equitable and in line with other as-
sessments. Real property assessment in Ontario (as well as
in other provinces) has been criticized and cited as one of
the major causes of the financial difficulties of municipali-
tiesh. The main points of interest in real property as-
sessment are what constitutes property for assessment
purposes (the tax base), and the basis upon which such
oroperty is valued (property valuation). The Ontario statu-
tory definition of land (e.g., the term includes real estate)
is the following5:
i) Land covered with water;
ii) all trees and underwood growing
upon land;
iii) all mines, minerals, gas, oil,
salt quarries and fossils in and
under land;
iv) all buildings, or any vart of any
building, and all structures,
machinery and fixtures erected or
olaced upon, in, over, under, or
affixed to land;
v) all structures and fixtures erected

or placed uoon, in, over, under, or

L. See for example: F, H. Finnis, Property iAssessment in
Canada, Canadian Tax Foundation, Toronto, 1962.

5. Ontario Assessment Act.
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affixed to any highway, land, or

other public communication or water;

but not the rolling stock of any

transvortation system.
There are certain exemptions permitted:

a) exemotion because of ownershio
b) exemotion because of use.

Exemption by ownership: Crown property, whether held by the
federal or provincial governments, is exempt from taxation;
property of municivalities and other local government au-
thorities (school boards for example) is also exempt. That
oronerty held by the Crown or local government authorities
becomes liable to taxation if it is occupied by some other
person in which case the occupant or tenant becomes liable
for thz taxes. Grants in lieu of taxes are normally paid
directly to municinalities in question. dfxemotion by use:
this refers to exemptions granted to institutions such as
churches, hospitals, educational institutions,etc.... Also
in Ontario farm machinery is exempted from the definition of
real property; the Ontario Assessment Act stioulates that
farm lands and building used solely for farm purposes by the
owner or a tenant be assessed without giving any consider-
ation to the sale value of neighbouring lands sold for
purposes other than farming. Lastest published figures (1963)

on exempt vroperty are given in Table XIx.
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The major source of exemptions is that of munici-
pal property while federal and provincial exemptions are
about on a par; non-government property exemptions are equal
to approximately 25% of total exemptions. Total exemptions
as a % of taxable valuations are 18.8%. The present system
of exemptions has been criticized on the following groundséz

1) First, because the size of the
exemption (or subsidy) 1is propor-
tional to the value of the real
estate owned it favourizes the
"haves" against the "have nots"
and ignores the criteria of need.

2) Secondly, because the subsidy is
available only to capital invest-
ments, it may induce institutions
to spend too much on these and too
little on improving operations
where the money could contribute
for more effectively to the ac-
complishment of their purposes.

3) Lastly, it leads to a wasteful
underuse of scarce urban sites.

There is no doubt that should there be no ex-

emptions from the property tax the added income accruing to

6. H. Blumenfeld, "The Role of the Federal Government in

Urban Affairs™, Journal of Liberal Thought, Spring, 1966,
pp. 35 - 4k,
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municipalities would be more than welcome; however it must
be remembered that municipalities are compensated to a
certain extent in terms of grants in lieu of taxes. It is
doubtful whether exemptions as they now exist can be re-
scinded. Municipalities in Ontario should not look towards
such a step to increase their sources of revenue in the near
future.

The major area of criticism of the proverty tax is

not that of the tax base but rather that of assessment

practices.

The Ontario Assessment Act states that land and
buildings be assessed at Mactual values™. Ilost OUntario mu-
nicioalities interpret "actual values" to be the anproximate
level of value prevailing in 1940. The provincial assessmenty
manual itself is based on 1940 levels of value (a new manual
was introduced in 1963 with assessments based upon the aver-
age value of the past five years; its use 1is, however, not
compulsory). Assessment is a municipal rather than a oro-
vincial responsibility in Ontario; orovincial assessors give
advice to local assessors, instruct them in the use of the
provincial manual and equalize municipal assessments for pro-
vincial grant purposes. The need to use actual or market
values in assessment has been stated in these terms by one
author: "It is agreed by most of those who have studied
assessment problems that the possibility of the nearest

approach to equity in assessment exists where assessments

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES
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are on the basis of 100 per cent value"’, Yet the practice
of under-assessment versists; the major criticism that has
been levied against it is on the basis of equity. Under-
assessment practices tend to magnify errors. The following
is an example of how this could come about8: supnose that a
pronerty, based uoon a 1940 level of value is assessed at
$5,000 and the taxes levied upon it, based uvnon a rate of

60 mills, are 3300 per year; if the assessor makes an error
of $1,000 and assesses the proverty at $6,000 instead of
$5,000, then the taxes payable are 3360. If, however, by
using current values, the assessment was $20,000, the mill
rate necessary to raise an equal amount of tax revenue would
be 15 mills., Even if the same error of assessment were made
(21,000 assessment instead of $20,000) the tax nayable would
be 4315 and not $360. However, the major concern of this
part of our study is in determining the adequateness of the
real vroperty tax as the major source of revenue to the mu-
nicipalities. An attempt has been made by one author to
measure the revenue productivity of the real proverty tax in
Ontario, using both actual and potential (e.g., current
market value assessments) tax bases. The study shows that
the income elasticity coefficient of the »nroperty tax is .39

for the period 1937 - 1961 when computed using the actual

7. K. G. Crawford "Some Problems of Assessment", Canadian
Public Administration, June, 1964, pn. 324-332,

8. See F. H. Finnis, op. cit., o. 54.
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tax base and 1.11 for the same period when computed using
the potential tax baseg. As was seen in Table XVII[ on pages
66 and 67 the elasticity over the period 1946 - 1963 using
the actual tax base was very close to unity; had market
values been used the elasticity, as shown, in Clayton's
article, would have been 2.39. Therefore on strictly economs-
ic terms, let alone the eqguity considerations, the practice
of under-assessment is to e condemned; it can lead to a
lower rate of revenue productivity than if actual market
values are used. Another criticism has been levied against
the present propertr tax because o the effect it has on
urban renewal. Most, if not all, major cities have some

slum areas where the quality of housing is inferior to that
found in other parts of the city. Apart from the sociolo-
gical asvects which are quite imoortant in themselves the
financial consequences of such a situation are fairly
evident: lower quality housing provides for lower tax reve-
nues; at the same time services must nevertheless be »orovided
(in the form of streets, sewer facilities, etc...) and thus
the gap between revenues and expenditures grows even

greaterlo. Clark's article in the Canadian Tax Journal

9. See: F, A. Clayton, "Revenue Productivityv of the Real Prod
perty Tax - The Ontario Experience, 1937 - 19617, Canadian
Tax Foundation Paners in Taxation and Public Finance,
Toronto, 1961, pn. 131-161.

10. For a thorough discussion of the relationship between ur-
ban renewal and our present municipal tax system see:

D. Clark, "Urban Renewal and !lunicival Taxation™, Canadiar]
Tax Journal, Nov.-Dec., 1962 and Jan.-Feb. 1963. '
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emphasizes that the present system of municinal taxation,
although it is not the sole factor to consider in urban
decay, "does seem to be one of the easiest of these factors

to control"ll

, and suggests reforms amongst which we find:

a) improved land assessment procedures

to remove the discrimination against

downtown oroperty owners and to elim-

inate the failure of assessors to

assess land with outmoded improvements

on the basis of its highest and best

use and

b) a general reduction in the level of

real v»roperty taxation.
This last recommendation is a crucial one because so many
owners of substandard dwellings are reluctant to undertake
renairs which raise their tax bill. The urban renewal ques-
tion is a vital one in the light of the fast nooulation surgg
now being experienced by our cities. ZEvery nossible tool
available should be used to combat urban decay and this
includes revamping the nroperty tax system where needed.

We have seen up to now that the real pronerty tax
constitutes the main source of revenue tn municipalities
(approximately 76% of total current revenue in 196L); real
provoerty taxes as a nercentage of total municivnal revenue hag

been going un from annroximately 72% in 1946 to 73% in 1956

11. Ibid.
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to 76% in 1964. It was shown in Table XVIII on pages 66 and
67 that:
i) mill rates have risen consistently
over the 1946 - 1964 ~2>riod and
ii) the ourden of the tax is becoming
progressively heavier.
Although the tax could become more pnroductive given a better
system of assessment and administration the crux of the
matter is that the real oroverty tax has become totally in-
adequate to serve as the major source of revenve for the mu-
nicipalities. The result has been that the orovinciasl gov-
ernment h2s had to contribute still more in the form of
grants and subsidies. The real nroperty tax has been asked
to do too much for too long, a fact that was noted by the
Gordon Royal Commission on Canada's iconomic Prospects back
in 1957 when it concluded: "In sum, we would provose that
the municipal real property tax be given rather less work to
do"lz. Its conclusions are based on the following consider-
ations:
a) by the standard of ability to pay the
real property tax is none too satis-
factory,
b) by the standard of benefits received

the real property tax a'so leaves a

12. Gordon Royal Commission on Canada's Economic Prospects,
Final Report, Ottawa, wueen's Printer, 1957, o. 508.
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good deal to be desired especially
in regard to education expenditures
which are not a direct service to
oroperty.

The major conclusions to be reached from the above
is that those areas of exnenditures which are not a service
to nroperty should not be financed to the extent that they
are by the real nrorerty tax. This obviously boils down
mostly to the question of education; although the provincial
governmen* 1is now contributine more towards the costs of
education as will be seen in our section on grants and
subsidies, it appears that such contributions are inadequate.
The reports of tax commissions in other provinces -- the
Byrne Commission in New Brunswick, the Mitchener Commission
in Manitoba, the Provincial and Municipal taxation study in
Nova ocotia, the Hacleod Commission in Saskatchewan, and the
Bélanger Commission in 'yuebec -- have all recommended pro-
vincial responsibilities for s:ch genersl services as edu-
cationlB. The case for such a shift in responsibilitvies was
recently stated in the following terms by an Ottawa newspapeq
after the mill rate in Ottawa had been raised more than 7

mills with over 60% of the increase being attributed to

higher costs in education: "Admittedly, the level of

13. For a good summary of the major recommendations of thre
Commissions in New Erunswick and iManitoba, see articles
by T. J. Plunkett and D. A. Young in Canadian Public
Administration, March, 1965.
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provincial grants has been increasing. But the time has
come for the province to assume all responcibility for fi-
nancing education"lh. Whether the province should or for
that matter would assume all costs of education is doubtful
yet there is substantial room for improvement. Tet us now
see how the province subsidizes part of local government ex-
penditures through its system of contributions, grants and

subsidies.

Contributions, Grants and Subsidies

Municipalities in Ontario receive financial
assistance from the senior levels of government mainly in
the form of grants in lieu of taxes, grants-in-aid, and un-
conditional grants. Table X{ gives a breakdown of such
grants for the year 1963 (latest year available).

The largest item by far is that of provincial
grants which account for $252,345,000 of the grand total of
$285,260,000., Next in importance are the federal government
grants totalling $19,486,000.% Other contributions and grants
such as those paid by the federal and provincial governments
in lieu of taxes are of relatively lesser importance in the

overall totalls.

14. Ottawa Citizen, March 30, 1967,

15. M. A. Tyler, Handbook on Precvincial Municipal Cost -
Sharing Programs, Canadian Federation of Mayors and
Municipalities, Ottawa, 1966.

* See Appendix IV
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Municipalities receive financial assistance from
the orovince under a variety of grant schemes., There are
first of all unconditional per capita grants paid under the

Municinal Unconditional Grants Act. Unconditional grants as

the name implies are not fixed to any area of expenditures
and are paid for the most vart to enable municipalities to
provide a better standard of local services than can be
supported by local taxation alone. In 1963 unconditional
grants amounted to anproximately 159 of total orovincial
crants. Other orovincial grants (apart from grants made in
lieu of taxes) are "conditional™ grants which means that
they are given for a specific nurvose suct as health,
welfare, education and roads.

Federal grants to the municioalities are given
mainly in four major areas.

1) Municipal winter works »rogram

2) housing and community development

3) civil defence

L4) hosw»wital construction grants.
The winter works incentive vrogram provides for a re-im-
bursement of 50% of direct payrcll costs (60% if the munici-
pality is in a Designated Area) of the municipality incurred
on on-site winter works projects during thre veriod November
1 to April 30. Excluded from this program are work on
schools and school grounds, hospitals and hospital grounds,

subway transportation systems and municinally owned building
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used for business bdurposes by private interests. Housing
and community development grants are given under the National
Housing Act for:
a) urban renewal studies, where the
federal government pays up to 75%
of the cost of the study,
b) preparation of urban renewal
schemes where the contribution is
50% of the cost,
c) implementation of urban renewal
schemes, where the contribution
is 50% of total cost.
Civil defenc= projects such as undertaken by Zmergency
Measures Organization in a municipality are subsidized up to
75 by the federal government. Under the Hosnital Construc-
tion Grants scheme the federal government contributes uovo to
$2,000 per hospital bed and 33% of the total cost of renova-
tions to hospital facilities. Table XXI gives a functional
breakdown of total grants-in-aid received by municivelities
for the year 1963. Grants for current exmenditures total
$103,866,000 while those for canital exnenditures amount to
$114,132,000. In the current expenditure breakdown the
largest emount of grants is for the categorv of oublic works
with $68,518,000 or 66% of total current grants; the other

item of a substantial nature is socisl welfare with

$33,268,000 or 32% of total current grants. In the capital
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expenditure grant category the largest item is education with
387,427,000 or 76.6% of total capital grants; the next
largest item is nublic works, $21,547,000 or 18.9% of total
capital grants.
in-aid received by municinalities from the federal and, for
the most part, from the provincial government.
cial assistance in the field of education is shown in

Table XXII. Figures available for the oeriod 1956 - 1963
show that Prowvincial Grants to municinalities for education
have varied between 35.3% of total municinal education ex-

venditures to 56.%%.

MUNICIPAL REVENUE

The figures outlined here refer to grants-

settled around the 50% mark in the last few years.

cial assistance is of two kinds:

capital grants.

a) OPERATING GRANTS

Basic Tax Relief Grants:

i)

ii)

iii)

iv)

flementary schools: average
daily attendance x $80.
Continuation schools: average
daily attendance £ $120.
Non-vocational courses in high
schools: average deily atten-
dance X $175.

Vocational courses in secondary
schools: average daily atten-

dance £ $250.

The provin-

It appears that Provincial Grants have

overating crants,

87

Provin-

and

UNIVERSITY OF OTTAWA

SCHOOL OF GRADUATE STUDIES



88

*eMBqa( ‘JequTad S,usant ‘senssT ATJdesj]
‘S0UBUT QUSWUJISAON TBIOUTAOJIJ ‘SOTASTABAS JO neaang UOTUTWOC :80Jan0g

ECOLE DES GRADUES

UNIVERSITE DOTTAWA

ENUE

MUNICIPAL REV

616 neL ees $00°692 €961
IAEA 02L 8L 8476 ‘m02 2961
AN G669 Mge 9SG T8T 1961
G*2s L0€ ‘90¢€ 164091 0961
6°96 0€£8° €92 LST0ST 6551
6° 8" 980° 592 AL YA 8961
€°LE 08z ‘€92 28136 LSAT
€°6€ goz‘lez €62°03 9661

SJIeTTOP JO
(spuesnoyl ut)

€96T-9G¢HAT '"OTUYINO "MNOILYONAF ¥Od SHATLLITVLIOINAN OL SINYHD TVIDNIAQHIJ

IIXY HIdYL

SCHOOL OF GRADUATE STUDIES

UNIVERSITY OF OTTAWA




UNIVERSITE DOTTAWA ECOLE DES GRADUES

MUNICIPAL REVENUE

Equalization Grants:
i) For elementary school boards,

the grant is the balance of the

average daily attendance X :130,

less the equalized assessment in

support of the board £ 11 mills.
ii) For secondary school boards, the
grant is the balance of:

-- The average daily attendance
of puoils enrolled in contin-
uation schools X 3200;

-- The average daily attendance
of pupils enrolled in non-
vocational courses in high
schools X $245;

-- The averare daily attendance
of pupils enrolled in voca-
tional courses in secondary
schools X $300;

-~ Less the equalized assessment
suvvorting the board X 7 mills.

iii) All public school boards in a mu-
nicinality receive a Cormnoration

Tax Adjustment Grant; these grants

anply to expenditures such as the

ourchase of library and text books.
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b) CAPITAL GRANTS

i) Basic Tax Relief -- 35% of
recognized extraordinary ex-
nenditures.

ii) Equalization Grants -- The
equalization grant is a per-
centage of recognized extraor-
dinary expenditure. The per-
centage varies according to
equalized percentage ver class-
room.

iii) Growth Need Grants -- The growth
need grant is a percentage of
recognized extraordinary ex-
penditure where the recognized
extraordinary expenditure is
over $500 par classroom in
elementary schools and 31,000
per classroom in secondary
schools. The percentage rate
rises as the recognized extraor-
dinary expenditure per classroom
rises,

A maximum is placed on the growth need grant. In
most cases it is 10 percentage points for elementary boards,

20 percentage points for secondary boards. However, it may
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involve in some cases fewer vercentage points for certain
elementary and secondary boards.
The orovince has recently (March, 1967) announced

a change in the formula used for capital grants; it will
continue to vay 35 ver cent of the cost of school rooms, but
instead of setting an arbitrary figure of 20,000 as the cost
of elementary school rooms, and ;25,000 for high school
rooms, the average true cost in a given region will be used;
the province will be divided into three zones, with average
real construction costs in each area used as the basis for
grants. This should do much to give local school boards a
sounder basis upon which to undertake their construction
programs; yet this is not enough according to most school
authorities. Provincial assistance in the field of education
is inadeguate in the light of mounting school costs. The
only solution is for the rrovince to finance an even greater
share of education expenditures. ‘'iost authors are or this
oninion; one noted Canadian economist put it in these teras:

Today most municipal expenditures are services to

neople -- not to property. As such they should be

borne by the province or by the federal government,

either by broadening municipal tax powers or through

direct suvsidies. The greatest burden on munici-

palities is o course the cost of schools, which in

most cities absorbs more than half the receiots from

all municivnal taxes. If the »rovinces could assume

these school costs entirely, then t?% load on the
property tax could be greatly eased-",

16. D. H. Fullerton, article in tne Toronto Jaily 3tar,
April 24, 1967.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA ECOLE DES GRADUES

MUNICIPAL REVENUE G2

If the province does not take over education costs to a
greater extent then there is still a valid argument for
taking the burden of education awav from the real property
tax. The late A. Kenneth Eston, perhaps the leading exnert
on Canadian taxation in the last generation, summarized the
situation in these words:

...it does seem that there is a different and far
broader community basis in tax theory for raising
funds for education than there is for raising funds

to provide ordinary housereening services in a mu-
nicioality that are of concern and conveanience only

to local residents. It is certainly an anomaly that
the same kind of tax 1s used to finance these two
broadly different tynmes of expenditure. Specifically,
if education is socially desirable and beneficial
generally for the community, the taxes to pnay for
education should be levied on a broad community basis
and presumably on some ability to nay orinciple. If
this is accented, the clear inference must be that
local school taxes based on the gross value of oro-
verty standing in the name of the local residents
without recard to ability to nay taxes or whether they
have children to be educated or not, have anything but
a firm theore%}cal basis ss a8 means of raising monev
for educsation~’,

The question of education costs is a vital one for a solution
to the problem of municipal finance in Ontario as well as in
the other Canadian »rovinces; any new municipal tax systen
orooosed will have to relieve the burden of education costs
on property owners if it is to be workacle and equitable.

It appears that grants, esnecially from the »nrov-
ince, will constitute an even greater share of total munici-

val revenue in the years to come; yet increased grants are a

17. A. K. Eaton, Essays in Taxation, Canadian Tax Foundation,
Toronto, 1966, p. 116.
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danger in themselves; the main criticism levied against them
is that they sometimes nervetuate inefficient situations and
pro-rams. One obvious case that comes to mind is that of a
school district which, beins too small in area and too weak
in resources, does not provide for the hi-hest educational
standards possible. Then, there is the question of equity;
there is a wide disnarity in the level of services H>rovided
to a citizen in one part of the orovince and his countermart
in another vpart, say a large metronolitan area. Yet the tax
burden often does not show such a disparity because of inef-
ficiency in the administration of certain orogramns. There is
no indicztion that under the present grant system in Untario
the fiscal pattern established is conducive to oontimum eco-
nomic growth and at the same time to the equitable treatment
of the residents of various parts of the orovince. An
attempt has been made in the literature to develoo a orinci-

ple which could form the hasis for such a fiscal vattern.

18

This »nrinciole is known as the fiscal equity principle

It was first develoned by an American economist, J. M.
Buchanan, with relation to federal - state fiscal relationslg;

it can also be used in the provincial - municival context.

18, J. F. Graham, "The Application of the Fiscal <Zquity Prin-
ciple to Provincial - Municinal ~elations", Canadian
Public administration, March, 1960, »p. 24-30.

19. J. M. Buchanan, "Federalism and Fiscal tquity", American
sconomic Review, XL, 3September, 1950.
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The basic princinle of the fiscal equity concept is that
similarly-situated individuals, that is, individuals with the
same income, expenditure, and value of proverty shovld re-
ceive about the same benefits from nublic services and incur
about the same tax burdens regardless of where they live in
the province. 1If fiscal treatment of otherwise similarly-
situated individuals is not equal in different municinalities
there will be nressure on the less favourable treated ones to
move themselves or their cavital, or both, to where the treat
ment is more favourable. 5Since it is desirable from the eco-
nomic point of view that labour and canital move to where
their rewards are greatest, that is to where they are most
productive, it would be anomalous if differential fiscal
pressure caused factors to be located where their nroductiv-
ity is less than it would be elsewhere. Even if all services
of a local neature were nrovided by the onrovince there would
be differences in the levels of some services as between
urban and rural areas, for exam»nle, for street lirhting and
sewers. The fiscal equity »rincinle does not attempt to
equalize all services but rather certain specific services
although it can be exvanded to cover all services. Services
of municipalities can be divided roughly according to whether
they are of a local or general nature -- that is, whether the
benefits accrue only to the residents of each municinality or
whether they are spread throughout the pnrovince (or the

nation). It is avprorriate for the »rovince to prescribe the
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standards for thiose municioal services whose benefits extend
beyond municival boundaries such as education, health and
social welfare. The province can do so by means of a "foun-
dation orogram" for each service. Each municipality's share
of the cost of these services would be equal to a uniform
rate applied to its equalized valuationzo. The uniform rate
would be the lower rate necessary to cover all of the costs
in any of the municipalities, that is, in that municinality
with the largest equalized valuation in relation to the cost
of oroviding the service at the required standard. The »ro-
vince would make a grant to each of the other municipalities
to brinz the service up to the required level. Table XLIIT
is a hy»nothetical illustration of how this could work.

When we come to the case of services of a purely
local nature such as sewers, street lighting and »olice pro-
tection, the situation is slightly different but analogous.
It is not appropriate that the orovince provide minimum uni-
form standards for such services; it is ocossible, though,
that the province determine the averase pver canita amount
spent on local services by each type of municioality and to
determine the lowest rate on equalized valuation required by
any municipality of each type to raise this average amount.

This rate could subsequently be apnlied to the equalized

20. The term "equalized valuation" is used to denote that the
taxable prooerty of all municipalitiss in a province is
measured on a comoarable basis.
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valuation of each municipality to determine the municinali-
ty's share with the province making a conditional grant to
bring the total up to the average amount (the "standard ex-
penditure™). In other words the municipalities themselves on
the averace are determining the desirable amount to be spent
for local services; regardless of the level, each munici-
pality would be able to make the "standard expenditure™ for
local services with the same burden on its taxpayers as in
other municipalities of the same type. The tax burden for
each service would be the same in all municivalities as in
the one with the greatest equalized valuation in relation to
the standard cost of that service. The province could ini-
tially make a flat rate grant equal to some given percentage
of the standard cost of a narticular service and could apply
the fiscal equity orinciple to the balance. Table XXIV is a
hypothetical illustration of this. The fiscal equity princi-
nle does not preclude the possibility of the province taking
over completely the costs of one category of expenditure, say
education. It simoly orovides a sounder basis upon which to
base the provision of actual services by municipalities.
Graham, in his article, prefers this method of adjustment to
that of a redistribution of revenue sources. Making addi-
tional taxation sources available .to the municipalities would
increase their general revenue raising cavacity but would not
eliminate inequalities in fiscal performance and burdens.

The municipal finance problem is not only one of inadequate
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TABLE XXIV

A PROVINCTIAL GRANT SCHEME TO ENABLE MUNICIPALITIES TO

MAINTAIN A FOUNDATION PROGRAM FOR A SERVICE wITH A UNIFORM TAX BURDEN,

WITH A FLAT-RATE GRANT OF 20 PER CENT

(in thousands)

of dollars
Munici-
Cost of Flat-rate Balance of pality Provincial Total
Munici~ Foundation Equalized grant of foundation share of share of provincial
pality programsx assessment 20% program balance balance share
A $1,000 $125,000 $200 $800 $800 $ 0 $200
B 1,000 112,500 200 800 720 80 280
C 1,000 100,000 200 800 640 120 360
D 1,000 87,500 200 800 560 240 440
E 1,000 75,000 200 800 480 320 520
F 1,000 62,500 200 800 400 400 600
G 1,000 50,000 200 800 320 480 680
H 1,000 37,500 200 800 240 560 760
I 1,000 25,000 200 800 160 640 840
d 1,000 12,500 200 800 80 720 920
TOTAL 10,000 2,000 8,000 4,400 3,600 5,600

*k Taken as equal for all municipalities to simplify the illustration.
of the princivle is unaltered by this simplification.

The application

%% Determined by rate which must be imposed on the equalized assessment of A to yield
the balance of A's cost of the foundation vrogram, that is $800/$125,000 X 100 = ,64
per cent. The share of all of the municipalities of the balance of the costs of the
program is determined by multiplying their equalized assessment by .006k.
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revenue sources for all municipalities but also one of gross
inequalities in the level of services and burden of taxation
between various imunicipalities. The fiscal equity principle
attempts to find a viable solution to the problem,

One source of potential revenue which is not being
fully exploited by municipalities is that of "user or service

charges"Zl.

Although this area is oeyond the scope of our
study there is still room for comment on this. The Gordon
Commission stated the case for an increased use of user
charges by municipalities with the most obvious example being
that of motor vehicle taxes. Municipal expenditures on ser-
vices to motor vehicles are increasing rapidly every year; it
seems logical and just that municivalities be enabled to re-
cover some orovortion of these expenditures from the owners
and operators of motor vehicles. The Commission suggests
that this could be done in two ways:
a) municinalities in a province could be
permitted to impose motor vehicle taxes,
nreferably at some standard rate or
b) the province could earmark a stated

proportion of its revenues from motor

vehicle license fees or gasoline taxes

21. On the subject of user charges see:
1) W. w. Vickrey, "General and Specific Financing of
Urban Services", in H. Schaller, op. cit., op. 62-90
2) L. F. Haskey, "Municipal 'otor Vehicle User Taxes",
Canadian Tax Journal, Jan.-Feb., 1959.
3) National Industrial Conference Board, Use of Service
Charges in Local Government, New York, 1960, 56 np.
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or hcth, and transfer this propor-
tion to municipalities as of right.
In the latter case, the distribution amongst municip
nzlities might be determined on the basis of vehicle recis-
trations or traffic covnts. This tyoe of tax or revenue
would have 1cre "built-in" expansionary nocential than the
rea' proverty tax; as traffic increased, creating a greater
need for nore road and str=et facrilities, so would revenues
necessary to finance the increased exvenditures. A similar
argument is made by the Commission for a greater use of water
and sewage facilities charges. Such an expanded source of
revenue would reduce greatly the burden on the real »rover*y
tax.
The financial squeeze on municipalities has as one

. . . - 22 .
direct result an increase in municival debt™™; as municipal

expenditures increase at a greater rate than revenues munici
nalities are forced to borrow more thus pushing up debt out-
standing and subsequently debt servicing charges as wss seen
nreviously. Table XaV gives an indication of row municinal
debt in Ontario has moved over the veriod 1952 - 1963, (fic-
ures published for 1946 to 1951 are not comparable). The

table indicates that direct debt increased 35% during the

22. A comprehensive treatment of the municival debt cuestion
is not attempted here as it has been covered elsewhere;
see J. M. Andrews, Cancdian “lunicipal Debt Structure and
Borrowing, 1946 - 1959, unpublished M.Z. thesis,Universi-
ty of Ottawa, 1961.
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veriod going from $612,080 in 1952 to 1,259,018 in 1957 to
$2,192,134 in 1963 with the largest relative increase occur-
ring in the 1952 - 1957 neriod; total debt increased at a
slightly lower rate (352%) while indir=ct debt, which con-
sists of the direct debt of certain outside municinalities
guaranteed as to orincional and interest by municipalities,
decreased (455%); this indirect debt, however, comnrises a
very small proportion of total debt. This rising municipal
debt leads to some concern nrimarily because of the ever
increasing costs of financing the debt especially in ligh* of
the fact that debt charges for education nurposes, which it
was argued before should be absorbed to a greater extent by
the provincial government, constitute a large prorortion of
total debt charges. Because of the fact that there is a
statutory limit on debenture borrowing by municinalities, a
continually rising debt level should not be looked at solely
with the idea of determining a municipality's capacity to
repay its borrowing but rather with the view of determining
the rationale behind rising municival debt. The ocuestion of
justifiable priorities in municipal borrowings is a very
important and cruvcial one.

This leads us to the last tonic to be considered in
this study, that of effective provincial-municival relations.
Federal-nrovincial conferences on various fiscal and other
matters are now an' accented nart or tool of our federal sys-

tem of government; such a system of consultation is surely
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needed at the provincial-municinal level not only in Ontario
but right across Canada. Such a concevtual framework has
been oroposed by A. W. Johnson, now Assistant Deputy-./‘inister
of Finance in the Federal Government, in a paper oresented to
the Institute of Public idministration of Canada back in
1960. Dr. Johnson calls this approach a "nrovincial - local
government budget"23. The rationale behind the concent is
that the provincial economy should be considered as a whole
and that there should be the periodic prenaration of a budget
for the »rovincial community-one embracing all government
programs regardless of which jurisdictior administers themn,
and all sources of revenue regardless of who is the collector
The mechanics o the budget would be as follows: every five
years each orovincial government would prepare a one-year
budget showing the expenditures oroposed by it and all local
governments in the nrovince, and the sources of revenue nro-
posed for financing them. To eliminate dunlication only tle
expenditures made by the so-called final spending authority
would be totalled: transfers from the provincial government
to local governments would be eliminated. Similarly the
revenue total would exclude local government receints from
the provincial government. Expenditures would be shown bv
functions of government, such as education, health and

welfare, transportation and communication, and arranged

23. A. W. Johnson, "A Provincial-lLocal Government Budget",
Canadian Public Administration, Volume IV, No. 1, (1961),

D, 20,
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within each function by vwrogram. Thus it would be ocossible
not only to see but also to evaluate government oprogram em-
phasis in the provincial community. Revenue would be shown
by source, such as taxes, license and permit fees. Taxes in
turn would be arranged by character, thst is, income taxes,
expenditure taxes and prooerty or asset taxes. Thus it would
be wossible to determine which revenue sources are being
relied upon and to evaluate their imnsct and incidence. To
facilitate analysis of the budget, actual r=venue and ex-
venditure ficsures for the preceding five years would be
included.

The above explains tis conceptusl basis of tl=
budget; the important tl.ing, of course, is how this budget is
to re used. The provincial-local government budget would be
used by the province in essentially four ways:

1) first, it would be used to determine

whether the appropriate tax sources
are being employed for financing
government ~rocrais, given the nro-
grams contained in the budget. If
the government were dissatisfied
with the tax structure, the necessary
adjustments could be made, employing
where necessary transfers between

governments.
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2) It would be used to determine whether
the provincial government wished to
alter the program emphasis implicit
in the expenditure nronosals of the
budget. This intervention could take
the form of increasing direct provin-
cial expenditures, or of inducing
higher local expenditures by means of
conditional grants: or of assuming
program responsibilities formerly
borne by local governments, or simnly
of making more funds availecble to
local bodies with the hope that the
political realities they face would
cause them to spend the monev on
programs the provincial government
thought to be desirable.

3) Another use would be as a device for
determining whether the »nrovincial
community was following avnropriate
canital financing »~olicies; if such
were not the case the province could
directly limit borrowing vnowers,
establishing itself as the central
source of funds for local governments,

guaranteeing approved local debentures,
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or increasing capital grants to

local governments.
4) Lastly, the »nrovince would use this

budget as a technique for evaluatine

the nrovince's machinery of govern-

ment. It is the »rovince's role to

ensure that government responsibili-

ties have been allocated »nroperly

between the provincial and local

levels, to ensure that local govern-

ment organization is effective in

terms of local responsibilities, and

to ensure that provincial regulations

and influence on municival government

are meaningful.
funicipnal expenditures and their financing must be
rationalized if the coals of »Hublic »olicies are to be real-
ized for the greater benefit of all citizens. There are two
broad cuestions that must be answered concerning municipal
exnenditures: 1) what are the goals of government that the
prozrams are seeking to achieve and are trese goals econom-
ically justifiable and desirab’e® 2) given that the goals
are economically sound, is the existing complex of nolicies
and procrams achieving the stated objectives? The provinciald
local government budget annears to be a souvnd and logical

tool of planning which the provincial government should
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introduce without further delay for it is the ultimate re-
sponsibility of the province to find some workable solution

to the »roblem of municipal finance. as professor K. G.

Crawford states it:

The provinces enact the legislative framework within
waich the municipalities function. The nrovinces
determine the oowers with which the municipalities

are to be endowed and the resvonsibilities which are
to be imposed unon them. It is the »rovinces which
determine the sources of revenue available to their
municivnalities to finance the latter's onerations.

It would avpear to be a nrovince's responcsibility to
so design that legislative framework, and to so adjust
the revenue sources, that the municiralities may
exercise their nowers and carry out their responsibili-

ties?l,
The oresent municipal finance situation in Ontario

demends prompt and effective action on the part of the rro-

vincizl government.

2L . K. G. Crawford, Canadian Municipal Government, University
of Toronto Press, Toronto, 1954, v, 3060,
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An examination of the data on the expenditure side

in Ontario has revealed the following trends:

1) total municipal expenditures in the
post-war period have risen substan-
tially mainly because of a rapid rise
in urban population, inflation, and
increases in the level and quality of
certain services provided reflected by
a higher per capita rate of expenditure,

2) current expenditures by municipalities
have increased notably in the areas
of education, public works, and debt
charges,

3) a very strong upsurge was evident in
capital expenditures, especially in
the immediate post-war years, although
the rate of growth slowed down in the
early 1960's; the major expenditure
areas were education, public works,
utilities, and sanitation,

4) particular expense categories revealed
the following patterns:

a) education expenditures: the growth
in this area was attributed mainly to

higher enrolments and teacher

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES




UNIVERSITE DDOTTAWA - ECOLE DES GRADUES

SUMMARY AND CONCLUSIONS 109

salaries and lower pupil-teacher,
punil-classroom ratios;

b) public works: this classification
covers mainly expenditures on
roads and streets; a rapidly in-
creasing number of vehicles in
use and the corresponding greater
street and road mileage necessi-
tated accounted for the increases
in this area;

c) debt charges: increased in line
with greater borrowing by munici-
palities for general purposes,
schools, and utilities;

d) protection, healt* and social
welfare: these expenditures rose
oroportionately with increases in
population over the period;

e) public utilities: increased ex-
penditures went mostly for water
treatment systems, transit systems,
and light and power utilities.

Municipal revenues in Ontario in the period 1946 -
1964 have been characterized as follows:
1) total current revenues have kept ovuce

with current expenditures; this is an
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accounting identity in & sense as

municipalities are required by law

to balance their budgets; what is
more important, perhaps, is the
composition of total revenues and
how this has changed:

a) the real »roperty tax (including
the business tax) continues to
be the main source of municinal
revenues and actually increased
its percentage share of revenues
over the veriod;

b) government grants increased sub-
stantially in terms of its ner-
centage share while,

¢) "other revenue" (e.g., license
fees, fines, tax venalties),
decreased considerably in impor-
tance. In other words, revenue
from own sources has not kept
pace with total revenue require-
ments with the result that govern-
ment grants and borrowing have had
to fill the gap to an even greater

extent.
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2) real property (and business) tax:
the burden of the tax (as measured
against personal income) has become
heavier; although the revenue elas-
ticity of the tax (again measured
against personal income) has been
close to unity for the period as a
whole, this apparantly did not
generate enough revenue with the
result that mill rates have risen
consistently; the assessment system
was criticized on the grounds of
equity and revenue elasticity while
an examination of the relationship
between the real property tax a-d
urban renewal indicated some sort
of unfavourable relationship existed
between the two.

3) as a result of the increased capital
expenditures undertaken, municipal
debt outstanding rose considerably
thus putting still greater pressure
on municipal revenues as was shown
in the section on current expendi-
tures, with debt charges accounting

for a large part of these expenditures.
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The conclusions that can be drawn from the analysiﬁ

in the study are set down below.

1) the over-all conclusion is that there
is a municival finance "problem" in
Ontario although this is not at the
"crisis™ stage as some have main-
tained; municipal sources of revenue
apnear inadequate to finance ever-
increasing services demanded by a
rapidly expanding urban population;
even with a substantial increase in
provincial government grants, munici-
valities have been forced to tax
home-owners even more and to increase
their debt position in order to fi-
nance their expenditures,

2) although no formal projections of
revenues and expenditures are
attemopted in this study there is
no indication that major changes
should be expected in the vattern
of revenues and expenditures over
the next ten or fifteen years. On
the expenditure side all the major
categories should continue to in-

crease with constant demands being

112
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made by citizens for more and better
roads, improved transit facilities
and urban renewal schemes, Lducation
is the one major area where expendi-
tures seemed to have slackened off

in the early 1960's; yet, even if

the rate of growth in school costs

is not as high as in earlier years
the absolute growth in total educa-
tion expenditures still imposes a
heavy burden on municipalities. On
the revenue side there apvoears to be
little room left for the municipali-
ties to manoeuvre in; the property
owner is already over-taxed in
relation to the services he is
getting and therefore the real prop-
erty tax cannot be looked to as a
source of added revenue; the "other
revenue" source {license fees,
permits, tax penalties) is »robably
not being exploited fully by the mu-
nicipalities but this is only a minor
source of revenues to them; the major
source of revenue that will probably

have to be expanded is that of
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government (provincial) grants as
noted below,

The solution to the problem has to be initiated by
both the municipalities and the province acting jointly.
Firstly, the municivalities can achieve a lot by putting
their own house in order: exvenditures to be undertaken
should be rationalized and priorities determined in the light
of existing revenue sources; this means a greater use of and
reliance upon sonhisticated management techniques such as the
capital budget; then the municipalities can imorove their
efficiency in the administration of the real property tax
although, it has been noted before, the real oroperty tax as
a source of revenue has been stretched to the limit; finally
the municivalities should make more use of various user
chargzes as a source of increased revenues. The main avenue
to a solution, however, lies with the »nrovince. The system
whereby the real property tax is used to finance school ex-
penditures is aan archafc and outdated one. Education is not
a service to provmerty and as such should not be suvported to
the extent that it is by a tax on pronerty; the benefits of
education accrue to the comnunity as a whole and the costs
should be borne by the community as & whole through an in-
crease in provincial income tax rates, for example. The
orovince, which is now paying approximately 50% of municipal
expenditures on education, should subsidize an even greater

share of the cocsts; some writers have suggested 80% or even

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA ECOLE DES GRADUES

SUMIARY AND CONCLUS[LONS 115

a 100% figure although a comnlete take-over by the »rovince
is undesirable on the grounds of local autonom7, This
annears to be the only soluti-n which car relieve the finan-
ciel turden oa the municiozlities. The second way thut the
province can heln is by coordin.ting the activities of the
municinalities rerhars through the use of a onrovincial-local
government budget as was suggested earlier. This couvld be
achieved through the Department of Municinal Affairs which
would take on = planning role epart from its control func-
tion now exercized. These are but some of the ocossible
solutions to the municipal finance problem in Ontario; no
mention has been made of metrovolitan or regional forms of
government as possible solutions as well as other »rooosals
brourkbt out in the literature. TFe above oronosals annear
to be, at least to the writer, the most plausible and also
the most urgent areas for reforms. We close with this quo-
tation from J. J. Deutsch, president of the Economic Council
of Canada, who states the municipal finance »nroblem in these
terms:
It is inevitable that the nace of urbanization of our
society brings with it great increases in costs for
local gorsernments. It 1s well known that the larger
the aggregations of peonle, the greater the need for
common services, the c¢reater the costs of social
maladjustments, and the greater the scope for variety
in educstional facilities and fo= the cultural refine-
ments of life. It's well known that while these needs,
including the enormously increased costs of education,
have been growing with nell-mell sveed, the financial
base of local governments has been mired much too

rigidly in the expediencies of the past. The conve-
niences and the ubiquitous features of the old property
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tax have been stretched to the utmost. There is now
little relation between the expanding re%uirements
and revenue systems of local governments-.

L.

J.J. Deutsch, "Horse and Buggy Government for our
Exploding Cities", Canadian Business, April, 1967.
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municinal capital budget and argues for greater use of
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Tax Foundation Papers in Taxation and Public Finance

Number 5, Toronto, 196l.
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Canadian Public aAdministration, Volume IV, Ho. 1, (1961),

p. 20.
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SOURCS OF FIGURES

The annual report of Ontario's Department of Mu-
nicipal Affairs, the source of the main body of statistics,
does not differentiate between amounts received from the
provincial government and those received from provincial
government enterprises. The Department of Municinal Affairs
provides the information required to identify contributions
from provincial governments. Also contributions from the
federal government and federal government enterprises are
similarly grouped and it is necessary for DBS to sevarate
one from the other. As almost all contributions made by the
federal government to municipalities represent payments in
lieu of taxes, the amount of such vpayments as reported by the
federal government is ascertained and the balance of the
contribution as reflected by the Devartment of Municipal
Affairs is considered to be contributions from federal
government enterprises.

The amount of levy for schools in unorganized areas
is obtained through the vrovincial Deoartment of sducation.
The amount of debenture debt charges for public and secondary
schools in unorganized areas is similarly obtained.

In order to estimate expenditures of a capital
nature the Department of Municipai Affairs orovides D33 with
the amount of capital expenditure approvals made by the

Ontario Municival Board in respect of hospitals. Other
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expenditures of a capital nature are estimated through the
Bureau's capital and repair expenditure survey collected
directly from municipalities. Capital payments of school
boards are added, as provided by the Department of Education.
A separation between health and welfare grants is
calculated by an analysis of the information contained in
the provincial government Public Accounts.
The major publication used in the study is the
annual publication issued by the Public Finance and Transpor-
tation Division of the Dominion Bureau of Statistics (Munici-

pal Government Finance).
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REVENUZ AND EXPENDITURE CLASSIFICATIONST

Municipal government revenues and expenditures may
be classified in the following way:
Revenue
1. Source
2. Administrative unit.

Expenditure

1. Function (the nurpose served
by the expenditure)

2. Activity (the program or specific
work carried out in performing
the function)

3. Object (articles purchased and
services obtained)

4. Character (current or canital
nature)

5. Administrative unit.

In this study revenue is classified by source and
expenditure by function.

"Gross™" and "net"

The gross general revenue and expenditure figures
include all revenue regardless of the source and the total

cost of all services rendered. Net general revenue and

1. Dominion Bureau of Statistics, Historical hkeview Financial

Statistics of Governments in Canada, 1952-62, Ottawa,
Queen's Printer, 1966, pp. 276-77.
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expenditure figures reflect only those revenues that the
government was required to raise directly (through taxation,
etc...) and the nature and extent of the services provided
therefrom.

Gross general revenue

This is made up of (a) revenue credited to ordinary
or current account, (b) revenue of administrative or special
funds, and (c) revenue credited to ca»ital account in the
form of the sale of fixed assets or shared-cost contributiong
towards the nurchase of assets.

Gross general expenditure

This comprises (a) expenditures debited to ordinary
or current account, (b) expenditures of administrative or
svecial funds, (c) expenditures that result in the acqui-
sition of or addition to fixed assets and which are charged
to capital account.

Net general revenue or expenditure consists of the gross

figures

Less (a) interest, premium, discount and exchange
which are offset against the expenditure item "debt charges”,
(b) institutional revenue (hospitals, etc...) which are
offset against the appropriate function of expenditure, and
(c) revenue in the form of grants-~in-aid and shared-cost
contributions which are offset against the functional item of

expenditure to which they relate.
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In this study current expenditure and revenue
figures are used because of the lack of availability of
">ross™ and '"net™ general data prior to 19522. The following
table gives a reconciliation of (gross) Current Revenue and
Expenditure as used in the study with Net General Revenue
and Exovenditure as well as with the figures published by the

Ontario Department of Municival affairs.

2. These data are available in the Historical Review previ-
ously referred to; prior to 1952 current exoenditure and
revenue figures are the only ones available.

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA ECOLE DES GRADUES

APPENDIX TII 128

RECONCILIATION OF GROSS CURRENT REVENUE AND
NSET GENERAL REVENUE WITH THE REPORT OF THE
ONTARIO DEPARTMENT OF MUNICIPAL AFFAIRS
1. Current revenue as reported by Ontario DMA........cceeueen
To arrive at "gross current revenue':

ADD:

Local authorities not included in current revenue:

2. Taxes levied by school authorities....cceceieeeeccccoosanoeoa
3. Obher.iei ittt eteenseesasoeecenssossssassssasscassnns
L. Revenue deducted from expendlture ........................ .
5. Other revenue......cvceeeea. et et aies sttt eas et
DEDUCT:
6. Interfund eliminationS. vee e eeeeenerneeneenenneenennennenns
7. Intermunicipal transfers..... cetecaoan st ecseseccetnosnsnsos
8. Debenture debt charges recoverable.....cceeereeveeeernnens .
9. Utility revenue included in current revenuUe.....eeceeseeas
0. Grants, etc., received for school puUrpoOSES..ceveeecscseses
1. Taxes paid on municipally-owned property..e.ccececeeeeceesse
L2 L4 Other ................... ® & & 0 & ® ¢ 9 % 0 9 00 & & 0 8 2 5 ¢ & ¢ 0 02 0 ® & o © 5 @
3. GROSS CURRENT REVENUE. ... veveereerrienceseosnconsnnes

To arrive at "net general revenue':

DEDUCT:

Inter-government transfers:

| ,. Provincial crants~in-aid (ordinary)....eeeeeeieeeeecnnenns

| 5. NET GENEHAL RAEVENUE. . ..eeeeeeeeneonnns Cheeeecitsa e

Source: Dominion Bureau of Statistics, Municipal Government
Finance, Queen's Printer, Ottawa, 19603,
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RECONCILIATION OF GROSS CURRENT EXPENDITURE AND
NET GENERAL EXPENDITURE wITH THE REPORT OF THE
ONTARIO DESARTMENT OF MUNICIPAL AFFAIRS

Current expenditure as reported by Ontario DMA...........
To arrive at "gross current expenditure™:

ADD:

Local authorities not included in current expenditure:

2. Local school authorities......iiiieivineeeeeoncssccssncns
P © ) 7 oY= o et e e s e s casenn
4. Debenture debt charges not included 1n current
EXPENA It Ur . e vt ittt eoeesonacsonessssssacassasoossascsns
5. Revenue deducted from exvenditure..... o iveeiiencencenns
I 0 '+ U= o ..
DEDUCT:
7. Interfund eliminationsS...vveeeerenenneieanaceans Ceeeieceen
8. Intermunicipal LransSferS. .. v e et eeeereneeereeeneeennennns
9. Contra to debenture debt charges recoverable .............
10, Utility expenditure included in current expenditure......
11. Grants, etc., to local school authorities..........cuee..
12. Taxes paid on municipally-owned oroperty...eceeeeeeeeeeens
13. Duplication of expenditure on municipal homes and
recreation and COMMUNITY CENLIES.eeeereeosereneennnens .
1. Other . et eeeieeeeeeeeanssssnsensssnssonsansnns e eteseas
15. GROSS CUARENT BXPENDITURE...... it iretineeennnenn

to arrive at '"net general expenditure":

ADD:

Gross capital expenditures, excluding public utilities...
DEDUCT:

Inter-government transfers:

Contra to vnrovincial grants-in-aid.......... Cesessesears e
Provincial grants-in-aid (cavital).......ieeuu... e
Federal grants-in-aid (capital)...eeeeveeeon.. Ceeeeseaaa

Contributions to general caoital and loan fund (caoltal
expenditures out of revenuel.............. cetecesancans
Debt retirement...eeceecceeeecrencnns cte et s ettt
NET GENERAL EXP T NDITURE. i ittt it ittt teneoenneeneas
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MUNICIPAL ORGANIZATION IN ONTARIOL

Slightly more than one tenth of the area of
Ontario is municipally organized and the remainder (desig-
nated as "Districts™) is governed entirely by the Provincial
Government. The older settled section of the province is
divided into 43 counties, five of which are united with
others for administrative procedures. Each county, although
it is an incorporated municipality, comprises the towns,
villages and townships situated within its borders from which
it requisitions a county "rate™. Seven "separated" towns in
Southern Ontario are independent of the counties for adminis-
trative purposes other than certain road expenditures. There
are 32 cities, 157 towns, 158 villages, 573 townships and 19
improvement districts in the province. Some of each are
located in the 11 northern districts in which no county
organization exists. The metropolitan form of government is
found only in Toronto; the municipality of Metrovolitan
Toronto was formed on January 1, 1954 and encomvasses

thirteen "area municipalities" -- one city, four towns, three

1. Dominion Bureau of Statistics, Municipal Government
Finance 1963, Queen's Printer, 1966, p. 7.

See also the following:
1) L. G. MacPherson, W. G. Leonard, Municipal Accounting
in Ontario, Ryerson Press, Toronto, 1961.

2) K. G. Crawford, Canadian Municipal Government,
University of Toronto Press, Toronto, 1954.

3) L. D. Feldman, "Legislative Control of Municipalities
%gé?ntario", Canajian Public Administration, September,
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villages, and five townshins. The municipality of rletro-
nolitan Toronto has jurisdiction over assessments, trunk
water and sewage works, metropolitan road systems, transit,
municipal housing developments, community nlanning, main
varks and recreation areas, the administration of justice and
certain health and welfare services. The main source of
revenue of .ietrovolitan Toronto consists of a levy an-
nortioned among the M™area municipalities". A4ll borrowing of
the area municipalities for canital purposes is done by the
municivality of ..etrovpolitan Toronto.

Supervisory control of Ontario municipalities
emanates nrincivally from two bodies, the Department of
bunicival affairs and the Ontario runicipal Board, empowered

under the Department of Municival Affairs Act (Revised

Statutes of Ontario, 1960, C. 98, 5. 30 (1)), the runicipal
Act (Revised Statutes of Ontario, 1960, C. 249, S. 521), and

the Ontario .lunicinal Board Act, (Revised Statutes of

Ontario, 1960, C.27L4, S. 5 and 7).
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CONTRIBUTIONS, GRANTS AND SUBSIDIES
SHARED-COST CONTRIBUTIONS

Revenue accruing as a contribution from another
government or other source, which is to be expended on some
agreed upon activity considered to be the responsibility of
the receiving government, and based on a specific share of
the total cost of meeting the responsibility.

GRANTS-IN-ATID

Revenue accruing as a contribution, from another
government or other source, which is to be espended on an
agreed upon activity considered to be the responsibility of
the receiving government, but not based on a specific share
of the total cost of meeting the responsibility.

SUBSIDIES

Revenue accruing as a contribution from another
government or other source, as assistance towards maintaining
general municipal governmental services without being related
in any way to a specific activity for which the receiving
government is responsible,

GRANTS IN LIEU OF TAXES

Both the Provincial and Federal Governments are
exempted by law from paying municipal taxes; they, however,
compensate municipalities through a system of grants in lieu
of taxes. The Provincial Government pays to each municipali-
ty in which it holds property a grant equal to that amount
which the general municipal rate (exclusive of educational
and business tax levies) would produce if it were levied
against such property. The valuation of the property is car-
ried out by the Department of Municipal Affairs. Where the
province or its agencies occupy or sue land for business pur-
poses an additional amount equivalent to the current rate fon
genera'! municipal purpose on business assessment is normally
paid. Public utilities pay full tax on their assessed proper-
ties. Certain types of provincial property are excluded such
as parks, hospitals, penal and institutional institutions.

The Federal Government benefits from total exemp-
tion on some of its buildings and holdings such the Parlia-
ment buildings in Ottawa, Museums and Parks. In certain
case the grants cover only a part of the municipsal tax: for
example, land and buildings on an airport where protection
services are not provided by the municipality but rather by
the Government. Where the Federal Government leases space in
office buildings and also where a Crown corporation carries
on its business full commercial mill rates are paid.

Although the Federal Government is officially listed as a Pul
lic School supporter its grants go into a municipality's
General Fund.
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