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On January 1, 1998, the new City of Toronto came into being by replacing the
former metropolitan level of government and its constituent lower-tier munici-
palities (Toronto, Etobicoke, North York, Scarborough, York and East Y ork)
with asingle-tier city.! Thisrestructuring was not initiated by local initiative but
by the provincia government through the passage of Bill 103, the City of To-
ronto Act, 1996.2 Indeed, opposition to the proposed amalgamation came from
many different quarters: local municipalities (both inside and outsde of Metro
Toronto), the opposition parties, citizen organisations, and from within the
Conservative party itself (see Sevenson and Gilbert 1999; Sancton 1998). The
major citizen opposition was led by aformer mayor of Toronto, John Sewell,
who was behind the formation of the Citizensfor Local Democracy inlate 1996.
Sewell’s opposition to amalgamation centred on the loss of locd identity and

1. The new City of Toronto is contained within the Greater Toronto Area (GTA) which is
comprised of the City of Toronto plusthe two-tier regions of Durham, Halton, Peel and Y ork.
The population of Toronto in 1999 was 2,385,421. The populations of the other regions of
the GTA are: Durham -- 452,608; Halton -- 329,613; Peel - 869,219; and York -- 618,497.
These estimates, which were taken from the 1999 Ontario Municipal Directory, show thatthe
population of Toronto represents aout half of the population of the GTA.

2. Municipal restructuring in Ontario is widespread. In some cases, restructuring was initiated
locally with provincial assistance such as in Kingston. At the request of some municipalities
(for example, local municipalities in Kent County and Chatham, Temagami and others), the
provincial government appointed a commissioner to make recommendations on regructuring.
In four regions (Ottawa-Carleton, Hamilton-Wentw orth, Sudbury and Haldimand-N orfolk),
the Province appointed special advisors whose recommendations were subsequently adopted
and turned into provincial legidation (the first three are one-tier megacities; Haldimand-
Norfolk has been divided into two single-tier cities). Y et other municipalities have initiated and
implemented restructuring voluntarily at the local level. To date, al but four counties in
Ontario have undertaken some restructuring.
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reduced access to local government. In the broader context of the GTA, it was
felt that amalgamation would result in incressed polarisation within the region.

On March 3, 1997, referenda on amalgamation were held in each of the
lower-ti er municipalitiesin Metro Toronto; about 36 % of eligible voters voted.
Opposition to the proposed amalgamated City of Toronto (referred to as the
“megacity” ) ranged from 70 to 81 % of voters depending on the municipality.

Furthermore, none of the studies of governance in theGreater Toronto Area
(GTA) commissioned by the Province (discussed below) emphasized pr oblems
within Metropolitan Toronto or the need to create a megacity. Rather, these
studies identified problems with the coordination of transportation, planning,
water provision and waste management among the regions within the GTA and
focussed on the need for aGTA governi ng body to address these servi ce coordi-
nation issues.

Thispape provides apreliminary assessmant of the creationof the new City
of Toronto, focussing on the finandal aspeds. It is preliminary because oneyear
of post-amalgamation data is not sufficient to estimate the full impact of a
restructuring. The paper briefly reviews the history leading up to the creation of
the new City, summarises its finances and provides an initial analysis of the
impact. In the paper, the reasons for restructuring are evaluated and it is con-
cluded that it is unlikely tha this type of regructuring will result incost savings
nor will it sol ve many of the non-financial problems cur rently faced by the new
City of Toronto. Nevertheless, there may be some benefits from amalgamation.

The Need for Regional Governancein the GTA

Amalgamation had not been on theagenda prior to the introduction of Bill 103.
The Office of the Greater Toronto Area (OGTA), which was established by the
Province in 1988, focussed on a strategic vision for the GT A and the coordina
tion of regiona issues (Stevenson and Gilbert 1999). A forum of GTA mayors
(of local municipalities) and chairs (of regional gove'nments) concentrated its
efforts on economic development and marketing in the GTA.

Further issues around regional coordination were raised by the GTA Task
Force (chaired by Anne Golden). The Task Force was created by the Premier of
Ontario on April 1, 1995, in response to growing concerns about the future of
the economic performance of the urban region. The major conclusions of the
GTA
Task Force (1996) were that®:

» theentire GTA needsto betreated as a single economic unit with a uni fied
economic strategy;

3. Therewereal® recommendations on property tax reform.
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» anew GTA governmental body isneeded to deal with GTA-wideenviron-
mental and planning issues and to share mgor infrastructure and social
COsts;

» more compad urban development that contains sprawl will meke transit
moreviable and reduce infrastructur e costs (the Task Force estimated sav-
ings at an average of $700 million to $1 billion per year for the next 25
years);

» local government within the GTA needs to be simplified by eliminating
Toronto’s upper tier (Metro) and the four surrounding regional govern-
ments, and by reducing the number of local municipalities.

The Who Does Wha (WDW) Panel, appointed by the provincial governmentin
1996 and chaired by David Crombie, also called on the Province to set up a
GTA governance dructure It recommended:

» the creation of a Greater Toronto Services Boad (GTSB) eliminating the
five metropolitan and regiona governments,

» consolidations of member municipalities into strong cities;

» consolidationsin Metro to create agrong urban core for the GTA; however,
therewas no consersus on whether there should be one city of Toronto or
four cities.

Notwithstanding ten years of provindally-commissioned reports on the needto
coordinate service delivery between Toronto and the surroundi ng regions, the
provincia government chose to amalgamate the municipalities within Toronto.
The stated rationale was to save taxpayers money by repladng six lower-tier
governments and the metropolitan level of government with one municipal
government -- the new City of Toronto.

Following the amalgamation of Toronto, the Province also established the
Greater Toronto Services Board (GTSB).* The GTSB was given no legislative
authority except to oversee regional transit. It was not designed to be alevel of
government nor wasit gi ven direct taxing authority. The GTSB iscomprised of
40 membersplusthe Chair. The membesincludethe25 mayorsinthe GTA, the
four regiond chars, ten additional members from the City of Toronto council
and one additional member who issits on both the Mississauga and Peel coun-
cils. For GT Transit matters, the City of Hamiltonm isrepresnted onthe GTSB.

Looking back over the reports on governance inthe GTA, it isevident that
themajor concern was coordinationof servicedelivery acrosstheregion. Neither
the creation of the new City of Toronto nor the GTSB has adequately addr essed
these fundamental regional probl ems.

4. The Greater Toronto Services Board Act, 1998 sets out the structure and responsibilities of
the Greater Toronto Services Board (GTSB) and the Greater Toronto Transit Authority.



16 SLACK

Characteristics of theNew City of Toronto

The new City of Toronto has 2.4 million people and is 632 square kilometres.
The operating budget of the new City of Torontois about $6 billion, larger than
six Canadian provinces. T here are 26, 000 people wor king for the City and an
additional 18,000 working for the 214 agencies, boards and commissions. The
number of departments in the new City was reduced from 52 (in the seven
former municipalities) to six. The number of divisions was reduced from 206 to
37. The numbea of executive positions was reduced from 381 to 154. The
number of management postions was reduced from 1,837 to 1,204 (City of
Toronto 1999).

The new council was originally comprised of 57 councillors (two elected
from each ward) plus the mayor. Although thisisa much larger council than in
other Ontario municipalities (Stevenson and Gilbert 1999), each councillor also
represents a much larger number of people than in other municipalities in the
GTA. The number of representativesin the GTA rangesfrom 38 in Peel Region
to 75 in York Region. In terms of representation by population, the range is
from one ooundllor for every 7,300 people in Durham to one councillor for
evey 41,850 personsin Toronto. For the 2000 munici pal election, the number
of councillorsin Toronto was reduced (unilaerally by provincid legislation) to
44. This resulted in one councillor for every 54,214 persons in Toronto.

Much of the work of ocouncil is handled by six standing committees and
other sub-committees and task forces. The City is also required to have commu-
nity councilswith members of council representi ng a particul ar area of the city.
Community councils deal with neighbourhood issues such as development
applicationsand local recreation needs. All recommendations must be approved
by city council to be implemented.

Financial Profile of the New City of Toronto

Table 1 shows expenditures per houshold by caegory for the seven municipdi-
ties in the former Metropolitan Toronto for the five years leading up to amal-
gamation and for the oneyear foll owing amal gametion. Total operating expendi-
tures per household fell at an annual average rate of about 1.5 % over the five-
year period before amalgamation. The decrease can largely be explained by a
decrease in general welfare assistance (at an annual average rate of 7.4 %),
reflecting a time of economic recovery and changes to the socia assistance
program.

In 1998, total operating expenditures in the new City of T oronto were over
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$5.6 hillion or $6, 013 per household. Thethreelar gest expenditure categori es--
genera welfare assistance (19.5 %), transit (14.3 %), and policing (9.5 %) --
were al metropolitan level services prior to the amalgamation. Expenditures
increased by 6.1 % over the previous year. As noted below, this increase could
reflect the impact of amdgamation or other public policies that were imple-
mented at the same time such as provincia downloadi ng of general welfare

TABLE 1 Operating Expendituresper Household, New City of Toronto, 1993 to 1998 ($)
1993 1994 1995 1996 1997 1998
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General Government 585 642 709 648 697 660
Fire 254 248 252 258 254 242
Police 618 585 583 568 580 56:
Con serv ation authority 12 13 12 11 (13(2) e
Protective inspection and control 68 65 64 63 oo o
Subtotal protection to persons & proper ty 952 912 911 900
Roadways 247 243 244 262 267 22523
Winter control 36 38 32 29 36 oo
Transit 804 793 800 839 842
Parking 65 71 70 73 76 i?
Street lighting 22 19 20 18 16 .
o o ; : : 1 243 1,239
Subtotal ransportation services 1,174 1,164 1,166 1,223 ) ,
Sanitary sewer system 249 231 236 250 242 22§
Storm sewer system 8 7 6 6 1o
Waterworks system 187 198 195 207 222 o
Garbage collection 83 75 76 68 o -
Garbage disposal 95 77 71 67 . .
Pollution control 1 4 6 4 o
Other 0 0 0 2 soi 672
Subtotal environmental services 622 592 590 604
86

Public health services 95 91 88 88 72 :
Public inspections and control 6 5 5 3 o o
Hospitals 3 1 1 1 - 2
Ambulance services 81 77 76 71 18 or
Subtotal health services 185 175 171 163
General assistance 1,442 1,513 1,464 1,131 1,061 1112
Assistance to aged perons 207 182 169 158 122 .
Assistance to children 26 23 25 24 i
Day nurseries 200 202 206 197 215 Lose
Subtotal social and family services 1,875 1,921 1,864 1510 1,453 ,
Parks and recreation 330 331 316 316 326 i;li
Libraries 154 152 147 142 141 "
Other cultural 63 63 69 69 5;71 6o
Subtotal recreaton and cultural srvices 547 546 532 527

436"
Planning and d evelo pment 88 81 86 78 80
Total 6.020 6,032 6027 5652 5669 6013
Tote: F—ThTs Therates $3 74 per hotsenord for socrar rotsHig 1 1998+
Source: Calculated from MARS data, Ministry of Municipal Affairs and Housing.

TABLE 2 Distribution of Operating Revenues, New City of Toronto, 1998 (%)
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1993 1994 1995 1996 1997 1998

Property Taxes 41.2 41.2 41.4 44.0 44.0 45.2
Water and Sewer Billings 2.0 2.1 2.3 2.5 2.5 6.9
Total Taxation 43.2 43.3 43.7 46.5 46.5 52.1
Payments in Lieu of Taxes 2.8 2.8 2.8 3.0 3.0 3.6
Provincial Unconditional G rants 2.3 1.9 1.9 1.9 1.5 0.9
Provincial Conditional Grants 28.6 29.6 28.4 23.4 22.3 14.2
Total Provincial Grants 30.9 31.5 30.3 25.3 23.8 15.1
User Fees 13.6 14.0 14.3 16.5 18.0 16.6
Other Municipalities Grants and Fees 0.7 0.6 0.6 0.6 0.5 3.8
Other Revenues 8.8 7.9 8.3 8.1 8.1 8.9
Total 100.0 100.0 100.0 100.0 100.0 100.0
Source Calculated from MARS data, Ministry of Municipal Affairs and Housing.
assistance.

Since municipdities are not pamitted to incur adeficit intheir operating
budget, operating revenues are roughly equal to operating expenditures Table
2 summarises the di stribution of operating revenues by source for the seven
former municipalities in Metropolitan Toronto from 1993 to 1997 and for the
new City of Toronto in 1998.

The main source of revenue to municipalities in Toronto, as elsewhere in
Ontario, isthe property tax followed by user fees (mainly for transit, parks and
recreation, parking, garbage disposal and assistance to the aged). Provincial
grants came third; most of these grants were conditional in that they have to be
spent on functions designated by the provincial government. The largest condi-
tional grantsin 1998 were for socid and family services. Theonly unconditional
grant that Toronto received in 1998 was $50 million for transiti onal assistance
related to the amalgamation and the downloadi ng of provincia services. Other
revenues include licenses and permits, contributions from reserve funds, invest-
ments and other income.

Table 2 shows that property taxes as a percent of total operating revenues
have increased steadily over the period. At the same time, provincial uncondi-
tiona grants have steadily dedined. The large drop in grarnts from 1997 to 1998
reflects the downloadi ng of services to municipalities in that year. User fees
increased as a percentage of revenues from 1993 to 1997 and then declined in
1998.

Table 3 shows capital expenditures pe household for the for mer lower-tier
municipalitiesand Metropolitan Toronto for the yearsfrom 1993 to 1997 and for
the new City of Toronto in 1998. Capital expenditures do not follow a patern
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TABLE 3 Capital Expenditures per Household, New City of Toronto, 1993 to 1998 ($)
1993 1994 1995 1996 1997 1998

General Government 26 22 41 54 50 46
Fire 9 9 9 8 9 11
Police 29 22 27 22 24 33
Other 3 4 4 4 5 Z
Subtotal protection to persons & property 41 35 40 34 38 4
Roadways 123 111 152 138 177 138
Transit 201 276 323 357 421 611
Other 14 28 19 18 9 7
Subtotal transportation services 338 414 494 514 607 757
Sanitary sewer system 67 58 52 52 55 2;
Storm sewer system 5 3 3 7 8
Waterworks system 27 36 26 39 58 39
Garbage collection 3 1 27 22 3 2
Garbage disposal 9 10 0 0 12

Other 0 0 8 1 12 1
Subtotal environmental services 112 108 116 122 148 159
Health services 15 7 7 9 3 2
General assistance 17 10 12 13 5 12
Assistance to aged perons 10 9 4 6 18
Assistance to children 0 0 0 0 0 23
Subtotal social and family services 27 19 16 20 23

Parks and recreation 66 39 95 216 97 65
Libraries 17 23 20 13 12 23
Other cultural 23 10 8 14 17 6
Subtotal recreation and cultural srvices 106 73 122 242 126 94
Planning and d evelo pment 68 23 54 29 8 41
Total 732 704 894 1,023 1,005 1,167

Source carcutated fTonmm MARS data, \4 Slly orvrammerpar ATaTS a1 HousS| g

over time in the same way as do operating expenditures Rather, they fluctuae
from year to yea in response to paticular needs. For example, capital expendi-
tures for parks were high in 1996 but were consider ably lessin other years.

Thelargest capita expenditur es are generally for transit and roads foll owed
by sewers and water. Transit ex penditur esincreased steadily from 1993 to 1997
and then jumped up significantly in 1998. This large increase likely reflects the
downloading of transit (both capital and operating expenditures) to munidpalities
inthd yea.

In terms of capital financing, the main sourcesare current revenues, contri-
butions from reser ves and reserve f unds (which comprise property taxesand user
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fees set aside for capital purposes), development charges, provincial grants and
loan forgiveness, and municipal borrowing.

Impact of Restructuring

Understanding the impact of amdgamation in Toronto is difficut, not only
becauseit takes about fiveyearsfor all of the changes to work their way through
the system but also because other changes in municipal finance havebeen taking
place at the sametime in Ontario: the realignment of local savices and propaty
tax reform were both implemented in 1998.

Local services realignment (more commonly referred to as downloading) in
Ontario resulted in the transfer of responsibility for many “ hard” services (such
aswater, sewers, roads and transit) plus social housing, public health and ambu-
lancesto municipalities. Furthermore, it downloaded increased responsibility for
social servicesto muni cipal governments. Regional pooling of the costs of soci al
services, socia housing, and transit costsamong municipalitiesin the GTA has
spread the impact of downloading throughout the region. In return for the
services that were downloaded to municipalities, the Province took over the
funding of elementary and secondary education and cut residenti al property taxes
for education in half in 1998 and made further cutsin 1999. Also in 1999, the
Province took back some funding responsibility for ambulances and public
health.

Property tax r€form meant that a uniform assesament system based on
“current value” (interpr eted as market value) was implemented pr ovince-wide.
Because the change to a unif orm province-wide assessment system by itself
would have resulted in large shiftsin tax burdens within and between classes of
property, tax policy changes wer e introduced at the same time. The result was
anew property tax systemin Ontariowith an impact onvirtudly every taxpayer.

Although the local services realignment and the details of property tax
reform are beyond the scope of this paper (see Slack 1999) for a review of
property tax reform in Ontario), suffice it to say that it is imposdble for a
taxpayer to separate out the property tax impact arising from property tax re-
form, local services realignment or analgamaion. This confusion not only
makes it difficut to sort out the impact of any one policy, but it seri ously com-
promises accountability when taxpaye's do not know why their taxes have
changed.

Service and User Fee Harmonisation
Service harmonisation applied to only 30 % of the total ex penditur es of the new

City because 70 % of total expenditures (social services, transit and policing)
had already been amalgamated at the metropolitan level of government. To
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ensure that there wer e no disruptions in service, harmonisation did not begin
until 1999 and it is expected to continue over a period of years. The areas
targeted for harmonisation were solid waste collection and recycling, winter

control activities, TABLE 4 Operating Expenditures per Household for Selected Services,
Lower-Tier
Municipalities in Metropolitan Toronto, 1997 ($)

Tor. Etob. Scar. North Y ork East

York York
Fire 329 238 189 238 193 232
Protective inspection and control 68 43 44 42 47 38
Roadways 145 171 137 177 187 88
Winter control 19 30 30 26 0 112
Parking 138 9 1 18 7 4
Street lighting 16 21 15 16 0 13
Sanitary sewer system 76 44 16 42 48 20
Waterworks system 96 137 108 156 92 27
Garbage collection 102 49 50 63 34 47
Public health services 99 56 64 70 69 104
Public inspections and control 12 8 6 9 0 0
Parks and recreation 282 265 159 241 149 174
Libraries 116 95 101 153 70 72
Other cultural 47 4 1 15 2 5
Planning and d evelo pment 156 21 34 25 30 21
Total operating expenditres' 2,284 1,592 1,259 1,545 1,191 1,161
Nofe: T. Columns do not add becauseonly selected expenditures are included In e taple.
Source Calculated from MARS data, Ministry of Municipal Affairs and Housing.

public health services and library services.

To illustr ate the challenges associ ated with servi ce harmonisation, Table 4
highlights some interesti ng differencesin per household expenditures among the
former lower-ti er municipal ities. In some cases, higher expendituresmean hi gher
service levels; in other cases, they reflect the need for spedalised services. For
example, fire expenditures per household have been considerably highe in
Toronto than in the other lower-tier municipalities because of the higher density
of the downtown area. Garbage collection costs were higher in the former City
of Toronto lik ely because of the greater propor tion of commer cia proper tiesthat
require pickup and because theCity of Toronto provided that ser vice when other
municipalities did not. Public health expenditur es are higher in the former City
of Toronto becauseof the diversity of the populationliving downtown. Expendi-
tures on winter control were higher in the former City of North Y ork becauseit
cleared sidewalks as well as roads while othe municipalitiesdid not.
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Aninitia review of service harmonisati oninthenew City (City of Toronto
1999) shows an overall increasein annual expenditures for winter control and
public health and some reductionsin expendituresfor solid waste managemert.
Thisinitia review of servi ceharmonisation excluded fire protection. Subsequent
analysishasrevealed the need for significant expenditureincreasesfor fire (City
of Toronto 2000).

The mainaress for user fee harmonisaion ae recreation centres, water and
commercial garbage collection. Surprisingly, the harmonisation of user fees has
led to areduction in user fee revenues in the new City of Toronto compared to
the combined revenues of the former municipalities. In particular, feesfor parks
and recreation have fallen. Although user fees are being charged for recreation
services in the City of Toronto where they were not charged in the past, the fees
have been reduced in other parts of the city. Recent reports suggest that too
many people have dgned up for the free services and too few for the ones that
are not free with the result that the city is facing significant cost overruns inits
parks and reareation department (Toronto Star 2000). Overall, the service and
user harmonisationis expected to result in incressed coststo the City of Toronto
in 2000 and beyond (City of Toronto 1999).

Transitional Costs

Municipal amalgamations generally result intransiti ona costsand they are often
higher than anticipated (Vojnovic 1998). If the transition is towards a more
efficient, effective and accountablelocal government, then the costs ar e proba
bly worth it. If not, transitional costs become an additional argument against
amal gamation. One-time transition costsin Toronto include: acquisi tion of new
technology for financial, human resources and payroll systems, renovation of
existing facilities such as the Toronto City Hall, and hiring of technical and
professional expertise withrespect to areas such as teleconmunications (City of
Toronto 1999). In addition to the one-time wsts there are also costs associated
with downloading and staff exits.

It has been estimated that the onetime transitiond costsfor Toronto will be
about $153 million over the period from 1998 to 2001. The cost of staff exits
and preparation for downloading adds a further one-time cost of $56 million for
1998 and 1999 (Gity of Toronto 1999). The City received a $50 million grant
from the Province and an interest-free loan of $50 millionin 1998. A further $63
million i nterest-fr ee loan was granted by the Province in 1999. This assistance
from the Province isto help with the transitional costs of downloading. Theloan
arrangementscall for the repayment of the loan from savings achieved following
the completion of the amalgamation process.

Cost Savings
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From amunicipal finance perspective, one of the key questionsabout the amal-
gamation is whether there have been cost savings. In 1998, the City set a $150
million target for amalgamation savings over three years or a 10 % reduction of
the $1.5 billion gross expendi tures of the amalgamating programs. As noted in
City of Toronto (1999: 10), “the source of amalgamation savingsare possible
through reductions in expenditures of the amalgamating programs...” . Savings
wererealised in staff reductions and servi cerati onal isation; therewasno mention
of a reduction in services. It is too soon to determine if service levels have
changed following the amdgamation.

The City claims that it is on target -- most of the savi ngs have come from
staff reductions. The City does not, however, compare these savings to the
increased costs associated with service and user fee harmonisati on (noted abov €)
or with other budget increases. For example, it does not net out increased costs
such as: 62 new fire fi ghters recommended following a review of fire services
in the new City, 21 new planning staff (because too many were let go at the time
of theamalgamation), costsof administrativerestructuring, service expansion for
solid waste, enhanced litter cleaning and other changes in srvice delivery.
Furthermore, new collective agreementswith inside and outside workers will
have a major impact on the budget. Finally, the zero tax increasesin 1998,
1999, and 2000 indicatethat any cost savings that were realised did not reduce
property taxes. Unfortunately, it is difficult to separate the impact of amalgam-
ation from the impact of provincial downloading.

Reasons for Restructuring

Theprovinci al government has stated that themain reason for municipal restruc-
turing is to achieve cost savings by reducing waste and duplication. Other
reasonsfor restructuring include: the ability to coordi nate services across munic-
ipal boundaries, the need to spread the costs of local gover nment in genera and
the costs of downloading in parti cular across a br oader tax base, equalisation of
service levels and the need for a stronger voice for Toronto (Slack 1997).

The argument on cost savings asserts that amalgamaion can reduce the
number of politiciansand administr ators. Althoughthisargumentisvalid, italso
true that the amalgamaion of municipalities with different service levds and
different wage scales results in expenditure increases.® As Tindal (1996: 5)
notes. “past experience tdls us that there are strong upward pressures on costs
after an amalgamaion” and the pressures are to level services up, not down.

A review of American empirical evidence on fragmented versus consol idated
local governments (Boyne 1992) concludes that lower spending is a feature of

5.  Sancton (1996) reviewed municipal consolidationsin three provinces and concluded that the
evidence does not support the view that consolidations result in cost savings.
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fragmented local government systems; consolidaed structures are associaed with
higher spending. Indeed, he notes that very large consolidated units of govern-
ment will be subject to ‘ diseconomies of scale’ because of ‘ bureaucratic conges-
tion’ and problemsdelivering servicesto remoteareas. Both Boyne andthe GTA
Task Force noted that amal gamati onreduces competition between municipal ities
because there isless incentive to be concerned with efficiency and less incentive
to be responsiveto local nesds. Competition increases efficiency in the ddivery
of services and results in lower costs.

Recent studies on cost savings unde one-tier versus two-tier governmernts
in Ontario all indicate the opposite; they conclude that significant cost savings
can be achieved through amdgamation. The reports of the four special advisors,
appointed by the provincial government (in Ottawa-Carleton, Hamilton-Wen-
tworth, Sudbury and Haldimand-Norfolk) project significant amalgamation
savings. It should be noted, however, that the pedal alvisors were required to
find ways of saving costs & part of their mandate so it is highly unlikely that
they would not find any. Furthermore, the advisors have only proj ected cost
savings; the actual service levels and expenditures will be detamined by the
newly-elected municipal councils. It isimpossibleto know inadvance what these
service levels will be. Finally, many of the cost savings that are listed in these
reports could be achieved without amalgamation because they addressimprove-
ments in service delivery.

The amalgamation of Chaham-Kent is often cited as a model of how amal-
gamation can lead to cost savings. Savingspredicted in Chaham-Kent, however,
werenot fully realisedand property taxes did not fall in the amalgamat ed munic-
ipality. A recent article inthe locd newspaper (The Daily Newns December 17,
1999) quotes the mayor as saying that amalgamation “was not quite the savings
extravaganza we were led to believeit was’ . The article also says that there has
been an under-investment in public works in Chatham-Kent in the two years
following the amalgamation in the order of $2.5 million per year. The munici-
pality is now faced with an increase in property taxes or its debt burden or both.

Higher costs associated with the equalisation of savice levelsis not neces-
sarily a bad thing. If some municipalities cannot provide an adequae level of
service because they do not have adequate resour ces, amalgamation allowsthem
to providethe samelevel of servi ce as other municipalitiesin theregion. But this
means that costs are likely to rise, not fall. For example, the former City of
Y ork and the former Borough of East Y ork were experiencing declining levels
of assessment and inadequate levels of service. As Table 4 showed, they did not
achievethe same expenditur e per househol d asdid the other municipalitiesinthe
former Metropolitan Toronto. Amalgamation has presumably i ncreased thelevel
of services for residents in these two municipalities and resulted in increased
equity within the former metropolitan area.

The Metropolitan Board of Trade saw amalgamation & creating a more
effectiveentity for economic devel oppment and marketing (Sevensonand Gilbert
1999). The larger government would be more effective & promoting economic
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development by reducing the bureaucracy and duplicaion and by eliminating
inter-municipal competition. The Greater Toronto Marketing Alliance (GTMA)
was creged in responseto these arguments but the City of Toronto has threat-
ened to pull out. Furthermore, large property tax differentials between the City
of Toronto and the rest of the GTA have kept the new City of Toronto at a
competitive disadvantagein the region (Slack 1994).

The Toronto amalgamation has resulted in some important influences on
policy formation. Homelessness, for example, is a problem that needs to be
addressed across the entire new City. Attempts are being mede to co-ardinate
shelters, drop-ins and service delivery on a broader, city-wide basis than in the
past. Second suites (mainly basement apatments) are an important component
of the affordable rental housing stock in the city. Previously, they were only
permitted in some of the municipalitiesin Metro Toronto. The new city council
has adopted Official Plan and zoning by-lawsto permit second suites as-of-right
in single and semi-detached houses throughout the new city.

In terms of a stronger, unified voi ce in the region and across the province,
Toronto's leadership role in a national attack on homelessness shows that it is
making its presence felt on abroader scale (Sevenson and Gilbert 1999). Efforts
to improve the waterfront are another example of the clout that can be exercised
by acity of 2.4 million people on the provincial and federal governments. The
2008 Olympic bid also exemplifiesthe stronger position of the new, larger city
compared to the earlier bid of the former City of Toronto.

In summary, although there are unlikely to be cost savings from amalgam-
ation, theremay be othe reasonsto amalgamate To the extent that service levels
do equalise up to the level of the highest munidpality, those with poor services
gain from amalgamation. Furthermore, the costs of providing those servicesare
spread over a broader tax base. This allows each municipality to provide a
similar standard of service at similar tax rates Although the amalgamation of
Toronto may have given the City more influence with both the provincial and
federal governments, there is some dispute over whethe it has more influence
withinthe GTA. The amalgamation may haveincreased the polarisation between
the city and the suburbs.

Challenges Facing the New City of Toronto within the GTA

Toronto isincreasingly recognised around the world as an international city and
as one of the best places to live and work. Courchene (1999), for example,
argues that Toronto is key to the Ontario economy. As al cities in Canada,
however, Toronto remains acreature of the Province withfew key economicand
socia levers at its own discretion. The challenges that face Toronto are to
continue to provide the services that people and businesses want and to attract
new businesses while kegping taxes at a reasonable level. This may be an in-
creasingly difficult challenge.
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Poverty Ison the Rise

Research for the Mayor’s T ax For ce on Homel essness showed that the incidence
of poverty isincreasing in Toronto and homelessness is on therise. In 1996,
almost 26,000 different people used the shelter systemin Toronto. Furthermore,
there is a growing disparity in incomes between Toronto and the rest of the
GTA. According to the 1996 Census, the incidence of poverty for familiesin
Toronto was 24.4 % compared to 11.5 % for the rest of the GTA and 12.2 %
for Ontario outside of Toronto. Although the incidence of poverty in other
municipalitiesinthe GTA has increased, it still remainslessthan half of therate
in Toronto. Toronto has a disproportionate share of poor households.

With alarger shar e of low-income households, Toronto will face a greater
demand for social services and fewer resources to pay for them. T he further
downloading of social services to munidpalities in 1998 has exacebated the
problem. To some extent, the pooling of socia servi ce and social housing costs
across the GTA has cushioned theimpact on Toronto. Although pooling i sastep
intheright direction, itislesseffectivethan provincial funding of social services
and it is contentious within GTA municipalities. Poverty and homel essness have
to be addressed on a GTA-wide basis.

Infrastructureis Deteriorating

Continued under-investment in roads and bridges and the deferral of essential

rehabilitation meansthat Toronto isfalling behind other major citiesin maintain-
ing basic infrastructure. A recent report (Urban Strategies Inc. 1999) suggests
that Toronto is investing in new infrastructure at about one-fifth the rate of
equivalent U. S. cities. A study by the IBI Group, Hemson Consulting Ltd. and
C.N. Watn & Assodates cited inthe ebovereport showsagap of $800 million
between budgeted investment and required investment in the GTA for roads and
transit. The long-term consequences of conti nuing to under-invest in infrastruc-

turewill be mgjor traffic congestion and a significant reduction in quality of life.

This situation will have serious implications for Toronto's ability to attract
business in the future and for its ability to compete in the global economy. The
transportation system has to be addressed on a GTA-wide basis.

Financial Sustainability is Being Threatened

A city’sunderlying fiscal health or itsfinancial sustainability is general ly mea-
sured by the diffaence between its expenditure needs and its revenue-raising
capacity over time. A city should be able to provide a reasonable (often mea-
sured by an average) level of service by | evying a reasonable (or aver age) tax
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rate. A positivefiscal health index, which meansthat its revenue-rasing capecity
exceeds its expenditure needs, indicates that the munici pality woul d have reve-
nues | eft over to increase servi ce quality or reduce taxes after it had provided an
average level of savices at an average tax rate. A negative fiscal health index
showsthe percentageincreasein revenue themunicipality needsto receive from
outside sources (such as othe levels of government) to be able to provide an
average level of savices at an averagetax rate. To measure itsfiscal hedlth, it
is necessary to deter mine areasonable | evel of service end areasonéable tax rate
(see Ladd (1994) for areview of theliterature on the measurement of expendi-
ture need and fiscal cepacity).®

Further research on fi scal health (both fiscal capadty and expenditure need)
would provide some useful information about the finandal sustainability of
Toronto. Based on actual revenues and expenditures, however, it can be con-
cluded that Toronto is not financially sel f-sufficient (Slack 2000). Local fiscal
imbalance occurs when revenues fdl short of expenditures. When measured by
operating expenditur es less own-source operating revenues, local fiscal imbd-
ance shows Toronto’s ability to meet its expenditures from its own revenue
sources. On the basis of expenditures of $5.6 billion and revenues from own
sources (total revenues less federal and provincial grants) of about $4.8 billion,
thelocal fiscal imbalanceis approximately $0.8 hillion or about $354 per capita.
It is anticipaed that, with increased responsibilities at the local level combined
with the current wave of property tax freezes across the province, this fiscal
imbal ance could worsen.

Onthecapital side, the forecast for the City showsan increasein its net debt
load from $1.1 billion in 1999 to $2.3 billion in 2004. Although Toronto iswell
within provincia borrowing guiddines,” its debt load is expected to increase
significantly in the next five years. The increased debt load means less money
available to meet future operating needs, possible reduction in the level of
services, higher property taxes, or al three.

Fiscal imbalance can be addressed by either i ncreasing the sources of reve-
nue at the local level or by reducing expenditure responsibilities. For example,
if the Province were to upload the funding for social services,®then the loca
fiscal imbalance would be reduced. Alternatively, the Province could allow
Toronto to raise rev enues from taxes ot her than the property tax. For example,
Toronto could receive a share of provinci a fuel tax rev enues as doesthe regi onal
transit authority (Trand.ink) in the Greater Vancower Regiond District. To
ensurefiscal balance, the Province needsto transfer someexpenditure regponsi-
bilities from citiestothe provinaal level or givecities likeToronto moreflexi-

6. Provincial-municipal equalisation grants, used in the pastin Ontario, attempted to compare
fiscd health but they only looked at fiscal capacity and not expenditure need.

7. The guidelines require that debt char ges not exceed 25 % of own-source revenues.

8. Social asdstance is provincially funded in all provincesexcept Ontario and Manitoba. Nova
Scotiais curreny moving towardsfull provincial funding.
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bility in raising revenues. If Toronto istruly an international city andis key to
the success of the Ontario economy as Courchene (1999) argues, the Province
should take some adtion to make Toronto financially sustainableby reducing its
expenditure responsibilities or by broadening its revenue sources.

Concluding Comments

The studies leading up to the creation of the new City of Toronto all identified
problems of service coor dination between the former Metropolitan Toronto and
the other regionsin the GT A. Current problems facing the new City of Toronto
are no less significant now than they werebefare the city was created and they
have not been amdiorated by the creation of the new city. Indeed, the creation
of the new city has been lar gely irr elevant to the problems faced bothby Toronto
and by the GTA as awhole. Regional issuessuch as transportation and poverty
need regional solutions that go beyond Tor onto’sboundaries. Fiscal issues need
provinci al government policiesto changethe way expenditures and revenuesare
allocated between the Province and cities.

Although the amalgamation has not solved any of the problems identified,
theremay till have been vdid reasonsto amalgamate. Theseinclude, for exam-
ple, a stronger presence for economic development, fairer sharing of the tax
base, equalising up of local services so that everyone can enjoy asimilar level
of services, and a stronger voice for Toronto across the province and the coun-
try. It is highly unlikely, however, that the amalgamaion will lead to cost
savings. On the contrary, it is more likely that costs will increase. Given the
other changes in municipa finance, however -- downl cading and pr operty tax
reform -- it may never be possible to determine the impact of amalgamation in
Toronto.
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