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Introduction: cities in a world context, towards and operational network.
I am pleased to be in Mexico City which according to the 2008 Foreign Policy Global Cities Index is ranked 34th among 60 global cities for its Business Activities, 23rd for its human capital, 32nd  for the volume of its information exchange, 9th for its cultural activities and 11th for its political engagement and influence in the world. Many other rankings exist, among them some that can be developed with data from the Global Urban Competitiveness Project we shall learn about during this conference.  These are useful among other tools in the establishment of city strategies for they help in identifying city strengths and weaknesses, challenges and potentials. 
Transnational economic linkages and immigration to cities in the world’s wealthiest economies have created a set of interdependent urban places that have become articulated into a working system through networks along which goods, services, ideas, capital, and labour flow. These flows work both positively and negatively as we can observe in the current situation of financial and real turmoil. 
According to the United Nations, the urban population of the world has reached 3, 2 billion persons in 2007; the first time the urban population is greater than the rural population, i.e. 3, 1 billion.  Every week 1 million people move to cities. There is a growing number of megapoles i.e. cities with populations greater the 8 or 10 million people. Tokyo with 33 million people (35 with its suburbs) has a population greater than Canada’s. New York with 24 million, Djakarta with 18 million Mexico City with 22 million are megapoles. Chongqing is a hyper megapole with 32 million inhabitants and it is increasing by 500,000 persons every year. It has received 3 billion dollars of foreign direct investment in the last 5 years.   By 2025 it is expected that the following cities will have populations over 10 million :  Chennai, Guangzhou, Jakarta, Kinshasa, Lagos, Lahore, Paris and Shenzhen. In Kibera (Nairobi-Kenya) more than one million inhabitants do not have access to water and they occupy 5% of the city’s territory imposing significant stress of its ecosystem, a problem present for many other large cities. Migration from rural areas to urban areas in is creating severe economic, social and ecological problems in the large cities of most less developed contries. 
Hong Kong, Singapore, Chicago, Beijing, Moscow Shenzhen and Dublin are expected to become significant rivals to New York, London Paris and Tokyo in coming years.

Since more than 50% of the world’s population and 80% of Canada’s population growth will occur in cities, a priority for governments everywhere is to improve their understanding of the economic, social, cultural and environmental problems and prospects of cities and to implement policies that improve their ability to generate employment and incomes that increase the standard of living of their citizens and consequently that of the countries where they are located. 

We are witnessing the birth of an urban civilization, hence special needs in transportation, communications, and new challenges in attaining sustainable economic, environmental, social and cultural development. Metropolitan areas are facing  a variety of significant development problems to different degrees, among them continuing population growth either from internal rural-urban migration and /or immigration,  multimodal infrastructure deficits , rising energy costs, climate change, aging populations, growing security considerations, the concentration of urban poverty, limited taxation and financing possibilities, difficulties in playing their  role as urban gateways to regions, difficulties in attracting and retaining highly qualified persons so essential to the creativity and innovation needed in research, marketing and organizational activities, inadequate governance models and low involvement cohesion and collaboration between different levels of government, the private sector and civil society at the metropolitan level,
Most of them face higher operating costs because of their size and density, additional costs for transit and social housing, welfare, educating and policing, fire protection and building inspections. They also suffer from high levels of air pollution and impose significant stress on their ecosystems. Many of these problems can only be adequately tackled on a coordinated basis by national and sub-national governments and on region wide bases. Creative and innovative solutions to these problems most often imply leadership and collaboration between governments and the private sector and civil society.

 Concern for the sustainable development of large cities is of essence for national and world well being. 
 The role of national governments towards municipalities should be reviewed given the important and growing role of cities in the attainment of national sustainable economic, environmental, cultural and social development objectives and the renewed understanding of the determinants of national and global sustainable growth. 
In North America, city growth is highly related to that of the provinces and states in which they are located. The Spearman rank correlation coefficients between GDP per person and the urbanization rate of provinces and U.S. states in which they are located ( for the years 1991, 1996 and 2001 regrouped, which involves 30 observations for provinces and 153 for states)  were  statistically significant and were estimated at 0.656 for provinces and 0,502 for states.
 While this relationship does not identify the nature of causality between city and province-state growth, it does suggest that national and provincial and state policy makers should be attentive to city growth as a factor relevant to their growth objectives. 
The necessity of analysis and action to establish renewed world and national governance models, one component of which could be an institutionalized network of world cities, has been  highlighted by the recent trials of the financial systems of many countries. That revision and modification of the World Bank, IMF, WTO, UNCTAD....mandates should be undertaken to reflect the new multipolar context we now live in is more and more obvious to a growing number of persons. We are only at initial stages of discussions attempting to determine the nature of a new global economic compact and new international financing facilities. One of the new institutions or mandates should be focussed on the establishment of an operational network of world cities given their growing and predominant role in national economies and in the new interdependent world context. This new cities network should undertake activities to help in the development of city strategies. Although the objectives may be similar, means to attain them should differ between cities at the top of the world city hierarchy mostly located in industrialized countries and those at the bottom.   A new operational world network of cities would help in the development of the proper policies which in general terms necessitate benchmarking , identification of best practices, followup and evaluation of performance in the attainment of economic social and environmental objectives, the promotion of process, product, marketing and organizational  creativity and innovation, Creativity and innovation require  access to domestic and international research and development and the protection of intellectual property, information and mechanisms to accompany the growing long- term and temporary mobility of highly skilled persons,  the identification of the scope and means for the development of high value added specialized industries and services and cultural activities which  rely on efficient multimodal infrastructures and generate returns to scale. Many other policies such as municipal financing we will discuss below have a role to play in city development strategies. Their nature depends on a reading of the strengths and weaknesses and particular features of cities. Their implementation depends on their governance and the initiatives and entrepreneurship of the actors involved. 
 The Global Urban Competitiveness Project could consider the preparation of an inventory of  the numerous organizations and networks already assuming parts of the world urban network mandate. The GUCP could propose objectives for a new cities network one of the necessary components of a renewed world governance model. 
This paper begins with a brief presentation of the urban structure in Canada and the constitutional context which influences how the Federal, provincial regional and local governments relate to municipalities. 
We then briefly discuss municipal public finance i.e. expenditures, revenues and the application of the benefits based fiscal system to identify means to renew the basis of municipal financing. 

The paper then reviews the literature dealing with the determinants of the growth of cities and closes with proposals concerning elements of a new multidimensional-multilevel model for the governance and growth of cities.  
1) The Canadian urban system: a brief presentation. 

The Canadian urban system consisted of 139 urban centres in 2001, i.e. 27 census metropolitan areas (CMA’S), with populations over 100,000 and 112 census agglomerations (CA’S) with populations between 10,000 and 100,000. 
Between 2001 and 2006, Canada’s population increased by slightly more than 1.6 million, to

31.6 million, translating to a growth rate of 5.3 percent (see Table 1). The vast majority of the 1.6 million increase took place in large urban areas. Half of the nation’s population increase took place in five large urban areas: Toronto, Montreal, Vancouver, Calgary, and Edmonton. It is expected that as much as 80 percent of the country’s economic and population growth over the next few decades will occur in only six broadly-defined city regions: the Greater Toronto Area, Vancouver and the lower mainland, Montreal and its environs, Ottawa-Gatineau, and the Calgary and Edmonton regions’. 
But just as Toronto surpassed Montreal to earn first rank in the Canadian urban hierarchy, other

Canadian cities i.e. Calgary are stepping to the fore given resource in tar sands for oil, while others i.e. Winnipeg are experiencing stagnant growth (see Table 2 presented by E. Wyly). The performance of Winnipeg may improve for the growth prospects of Saskatchewan are very positive currently notwithstanding the end of the primary resources bubble  
Table 1. Population Changes at the Top of Canada's Urban Hierarchy,

2001-2006.




POP. 2006


POP 2001

POP Change

% Growth 
Canada 


31,612,897 

3 0,007,094 
1,605,803 
5 .35

Toronto (Ont.) 

4,753,120 

4 ,375,899 
377,221 

8 .62 

Montréal (Que.) 

3,316,615
 

3 ,161,967 
154,648 

4 .89

Vancouver (B.C.) 

1,953,252 

1 ,834,849 
118,403 

6 .45 

Calgary (Alta.) 

988,079 


8 79,252 

108,827 

12.38 



Edmonton (Alta.) 

862,544 


7 82,163 

80,381 

10.28 

Ottawa - Gatineau (Ont./Que.) 860,928 


8 34,799 

26,129 

3 .13 

Québec (Que.)

 659,545 


6 35,512 

24,033 

3 .78 

Hamilton (Ont.) 

647,634 


6 20,232 

27,402 

4 .42

Winnipeg (Man.) 

641,483


 6 26,956 

14,527 

2 .32 

Kitchener (Ont.)

422,514 


3 87,319 

35,195 

9 .09 

Data Source: Statistics Canada (2007), Population and Dwelling Count Highlight Tables,

2006 Census, Urban Areas and Designated Places . Catalog 97-550-XWE200602. Ottawa:

Statistics Canada. Available at http://www.statcan.ca.

(Table presented by E. Wyly) 
Some places, however, even fall short of the low expectations of slow growth. Sixty-four cities lost population between1996 and 2001 according to Simmons and Bourne. 
 Between 2001 and 2006, 1,098 usually very small entities experienced population declines. In the vast majority of cases, these declines were very small, and the population figures involved are dwarfed by the large numbers involved at the peak of the national urban system.
Some of these places have endured more than a generation of economic and demographic restructuring, following a period of expansion associated with staples-driven urbanization in the early years of the twentieth century.

Table 2. Population Decline in Canada's Urban System,

2001-2006.




POP 2006
POP 2001
Pop Change
% Change 
Canada 



31,612,897 
3 0,007,094 
1,605,803 
-5 .35

Chicoutimi - Jonquière (Que.)
 106,103 

1 08,409

 -2,306 

-2.13

Prince George (B.C.) 

65,082 

6 6,871

 -1,789 

-2.68 

Prince Rupert (B.C.) 

12,128 

1 3,799 

-1,671 

-12.11 

Terrace (B.C.) 


15,415 

1 6,659 

-1,244 

-7.47 
Glace Bay (N.S.) 


19,968 

2 1,187 

-1,219

 -5.75 

Kitimat (B.C.)


 7,600

 8 ,800 

-1,200 

-13.64

Angus - Borden CFB-BFC (Ont.)
 8,615 

9 ,722 

-1,107 

-11.39 

Quesnel (B.C.) 


12,641 

1 3,727 

-1,086

 -7.91

Timmins (Ont.) 


30,243 

3 1,188 

-945 

-3.03 

Cape Breton - Sydney (N.S.)

 33,012 

3 3,913 

-901

 -2.66 
Data Source: Statistics Canada (2007), Population and Dwelling Count Highlight Tables,

2006 Census, Urban Areas and Designated Places . Catalog 97-550-XWE200602. Ottawa:
Statistics Canada. Available at http://www.statcan.ca.. Table presented by E.Wyly. 
These experiences of growth and decline built Canada’s dichotomy between a heavily-developed core urban network with dense concentrations of wealth and economic dynamism, all located within 60 miles of the U.S. border, and a periphery with fewer economic opportunities; an emphasis on primary resource production; a more dispersed population; restricted innovative capacity; limited political power; specialized (and vulnerable) urban economies; and sometimes – particularly on Canada’s east coast – weakly integrated urban systems.
 
Large Canadian cities continue to capture most of the ongoing growth and expansion in

national economic activity, productivity improvements, and technological and cultural

innovations in a information knowledge innovation and service oriented economy hence their importance for the Federal and Provincial governments wishing to attain national economic, social and environmental objectives. 
2) A summary examination of municipal expenditures and revenues by province. 
, 
Increased funding responsibilities for Canadian cities, limited  provincial grants, and reliance on own-source revenues  which increased over the past 12 to 15 years  only to fall recently, have changed the fiscal environment in which Canadian cities now operate.  

nancing City Services

3a i) MUNICIPAL EXPENDITURES 
Table 3 present data on municipal expenditures by province in 1988 and 2001. 
Table 3: Municipal Expenditures by Province, 1988 and 2001





Per Cap   Per Cap   %of GDPP
%of GDPP
% of Prov-Local Total 





1988
2001
1988

2001

FY88/89
  FY 2001/02

Newfoundland and Labrador 

563 
767 
4.0 

2.9

 9.2
 8.0

Prince Edward Island 

252 
379 
1.8 

1.5 

4.5 
4.3

Nova Scotia 


865 
1,061
 4.5 

4.0 

15.3
 13.1

New Brunswick 


551
 864
 3.3 

3.2 

10.0
 10.1

Quebec 



1,002 
1.341
 4.9

 4.3 

15.3 
13.7

Ontario 



1,181 
1,951 
4.6 

5.3 

20.1 
23.5

Manitoba 


871 
1,091
 4.5 

3.6 

13.8 
11.7

Saskatchewan


 814 
1,143
 4.5 

3.5 

12.3 
12.2

Alberta 



1,306 
1,579 
5.2 

3.2

 17.9 
16.0

British Columbia 


830 
1,286 
3.8 

4.0 

15.4 
14.5

Canada average 


1,035 
1,546 
4.6 

4.5

 16.7 
17.3

FY = fiscal year.

Note: 1988 is the first year for which the data were provided on a uniform and consistent basis; 2001 is the latest year for which

data were available at the time of writing.

Source: Professor H. Kitchin calculations based on data from Statistics Canada, Financial Management Systems, June 2002.
Table 4 shows the relative importance of municipal expenditures by function. 

Table 4: Per Capita Level and Distribution of

Municipal Government Expenditures by Province, 2001

Municipal Service 

Nfld. 
P.E.I. 
N.S. 
N.B. 
Que.
 Ont. Man.    Sask. Alta. 
B.C. 
Canada

(percent)

General administration 
16.2 
12.9 
10.4 
11.1
 12.2 
8.9     13.7      12.4 
12.2 
10.0 
11.0

Protectiona 

4.7 
23.2 
20.1 
21.0 
16.7 
13.4   19.7      17.6  14.3 
18.8
 15.9

Transportationb 

28.6 
21.5 
16.9 
20.2 
27.2 
18.2   23.4      31.8  28.3 
16.5 
19.8

Healthc


 0.1
 0.1
 0.1 
0.4 
0.2 
3.5       2.2      0.6    1.6            1.8            2.0

Social services 

0.2
 0.0 
4.5 
0.0 
1.4 
24.7    0.3       0.5    1.6             1.8          2.0

Education 

0.1
 0.0
 14.2 
0.0 
0.1
 0.0     0.0       0.0     0.3            0.0           0.4

Resource conservation
 0.7 
1.7 
0.8 
2.4 
2.8 
1.6      2.4       3.6     3.4            1.4           2.0

Environmente 

22.1 
12.7 
16.8
 25.4 
12.0 
13.3    17.4    15.4   13.9         20.4         14.0

Recreation/culture 

14.5 
21.9 
10.7
 12.7 
12.4 
8.7      9.4      14.2   13.8         19.6          11.1

Housing 


0.6 
0.0 
0.2 
0.3 
2.9
 5.0     0.4        0.4      0.7          0.6          2.6

Regional planningf 

1.2 
2.3 
1.5 
2.0
 2.5
 0.1     2.3       1.7      3.0            2.3           2.2

Debt chargesg 

11.1 
3.7
 3.7 
4.2 
9.4
 2.3     8.5       1.7      7.1             6.3         5.9

Other 


0.0 
0.0
 0.0
 0.2
 0.0 
0.2       0.4       0.1     0.0             2.2         0.5

Total 


100.0 
100.0 
100.0 
100.0 
100.0 
100.0 100.0 100.0 100.0 
100.0 
100.0

a Includes courts of law, correction and rehabilitation, police, firefighting, and regulatory measures.

b Includes roads and streets, snow and ice removal, parking, and public transit.

c Includes hospital and preventive care.

d Includes agriculture, tourism, trade, and industrial development.

e Covers water, sewer, solid waste collection and disposal, and recycling.

f Covers planning, zoning, and community development.

g Covers interest payments.

Source: Professor Kitchin  calculations based on data from Statistics Canada, Financial Management Systems, June 2002.
The main points to note are the following:

• Per capita municipal spending in 2001 ranged from $379 in Prince Edward Island to $1,951 in

Ontario; the weighted average for Canada was $1,546. The reasons for such differences among

the provinces include different municipal expenditure responsibilities, higher servicing costs in

some areas, greater municipal needs in the more highly urbanized provinces, and differences in

the quality and, perhaps, the efficiency of services delivered.

• As a percentage of gross domestic provincial product (GDPP), municipal spending for the entire country remained almost the same in 2001 as in 1988, falling slightly from 4.6 percent to 4.5 percent and 4,3% in 2005 as we shall see below. 
However, spending increased from 4.6 percent to 5.3 percent of GDPP in Ontario and from

3.8 percent to 4.0 percent in British Columbia. Toronto and Vancouver are assuming growing international functions and explain some ot these changes. 
• As a percentage of total spending by the provincial and municipal levels of government, municipal expenditures increased in relative importance between 1988 and 2001 only in Ontario (from 20.1 percent to 23.5 percent) and New Brunswick (from 10.0 percent to 10.1 percent).

Examination of the per capita level and distribution of municipal expenditures by province in 2001 indicates the following: 
• Social services are almost entirely a provincial funding responsibility everywhere except in

Ontario, where they accounted for 25 percent of municipal spending in 2001 (Nova Scotia, for

example, removed social service funding entirely from the local property tax base in 2002).

• Nova Scotia is the only province where municipalities are responsible for funding some public

education; elsewhere, this is the responsibility of school boards and/or provinces.

• Except for relatively small expenditures by municipalities on preventative health care programs, such as anti-smoking campaigns, health expenditures are the responsibility of the provinces.Financing City Services

• Transportation (roads, streets, snow removal, public transit), protection (police, fire), and

environmental services (water, sewage, solid waste collection and disposal) account for more

than 50 percent of all municipal expenditures in every province except Ontario (where the proportion is lower because of municipal spending on social services).

• The municipal sector spends only between 9 and 22 percent of its money on recreation and cultural services.

• Debt charges for capital projects — municipalities are prohibited from borrowing to cover a budgeted operating deficit — vary considerably, from less than 2 percent in Saskatchewan to more than 11 percent in Newfoundland and Labrador.
The current stock market meltdown is posing significant financing problems to municipalities which must meet pension plan contributions. Municipalities should be allowed to re-establish required financing requirements over a period of years to avoid tax increases which would come during a period of slow growth 

3aii) CHANGES IN MUNICPAL EXPENDITURES BY PROVINCE, 1988- 2005.

Municipal expenditures increased in absolute terms in all provinces between 2001 and 2005. 

TABLE 7 

	Table: MunMunicipal Expenditures by Province and Territory, 2005

	Province/Te    Province/Territory
	NL
	PEI
	NS
	NB
	QC
	ON
	MB
	SK
	AB
	BC
	YU
	NWT
	NU
	Canada

	Per capita ex   Per capita expenditures, 2005 ($)
	806
	582
	1,360
	1,078
	1,676
	2,144
	1,281
	1,475
	1,963
	1,555
	2,138
	2,838
	5,139
	1,814

	Share of GDP   Share of GDPP (%)
	1.9
	1.9
	4.1
	3.4
	4.7
	5.0
	3.6
	3.4
	2.9
	3.9
	4.4
	3.0
	13.8
	4.3

	Share of persShare of personal income (%)
	3.1
	2.2
	4.8
	4.0
	5.6
	6.5
	4.5
	5.2
	5.1
	5.1
	5.2
	6.3
	14.8
	5.7

	Share of con Share of consolidated provincial/local government expenditures (%)
	7.1
	5.6
	13.5
	10.6
	14.1
	20.8
	11.8
	12.3
	16.7
	15.4
	7.8
	--
	--
	16.6

	Note: There iNote There is a significant percentage of the population living in unincorporated areas in New Brunswick and PEI (37 percent and 31 ). 

porespective If only the municipal population (and not the population in the incorporated areas) is included for these two provinces, municipal expenditures would be 1711$ in New Brunswick and 844$ in PEI.

Note: GDPP iNote GDPP is  Gross Domestic Provincial Product.

Source: Calcl Source:  Estimated from Statistics Canada, FMS data by Harry Kitchen of the Department of Economics, Guelph University. 



Missing data in last column of table 7) NU = 5139, 13,8% and 4,8%   CDA = 1874, 4,3, 5,7 16,6 ) 

Between 2001 and 2005 municipal spending as a % of GDPP  increased from   1,5% to 1,9% in PEI ( from 379.$ to 582.$ in absolute dollars) )  and from 4,3% to 4,7% in Quebec i.e. from 1341.00$ to 1676.$). It declined in Newfoundland and Labrador i.e. from 2, 9% to 1, 9% (767. $ to 806$.); in Ontario i.e. from 5.3% to 5.0% (1951$ to 2144$); and Alberta i.e. from 3, 2% to 2, 9% (1579$ to 1963$). 

Municipal expenditures as a % of the provincial-local total increased from 20, 1% in 1988 to 23, 5% in 2001 in Ontario and from 10.0% to 10.l% in New Brunswick.  

Between 2001 and 2005 municipal spending as a % of the consolidated provincial/local  total increased in all provinces except Ontario where it fell from 23,5% to 20,8% and Newfoundland and Labrador where it fell from 8,0% to 7,1%. The Canada total remained relatively stable changing from 16,7% in 1988 to 17, 3% in 2001 to 16, 6% in 2005.  This change is a concern for we would have expected an increase given the growing concentration of social and economic problems in cities and their important role as growth centers of national economies and gateways to and from their regions.  
Until now, cities have met their expenditure responsibilities from current revenue sources. Their

ability to do so, however, has come at a time of sustained economic growth, with relatively low

unemployment and significant growth in the property tax base. At the same time, and to meet budgetary needs without raising property tax rates or expanding user fees, cities have postponed or delayed important and necessary infrastructure spending. This will now become more difficult as we enter a period of prolonged slow growth (if not recession) in the very short term.
According to the most recent data on Local government revenues and expenditures by province and territory available from Statistics Canada, all provinces except Newfoundland (oil revenues) were in a deficit situation in 2007.  Transportation and communications  expenditures represented 12,3% of total municipal expenditures at the national level ranging from 12,3% in Prince Edward Island,  21,5% in New Brunswick. Municipales expenses on education represented 39% of national expenses, ranging from 62,5% in P.E.I. to 37% in Ontario and 38% in Quebec and British Columbia. Environmental expenses represented 1.1% of the national total, ranging from 26% in New Brunswick and 1% in Saskatchewan. 
Canadian municipalities have not run deficits in their operating budgets since they are explicitly prohibited from doing so by provincial legislation. Few (if any) cities have borrowed to pay for capital expenditures because they are constrained from doing so by provincial governments. 

As a consequence, there cannot be any visible fiscal crisis at the local level. 
 As cities grow and age, they must expand or replace their capital stock: water plants and sewage treatment facilities need to be enlarged or rehabilitated, transportation and communication facilities updated and extended, solid waste facilities improved or provided if absent, contaminated land cleaned up, and blighted areas revitalized and redeveloped. The largest must in addition, adapt to a new world urban system, and serve as gateways to regions of the different provinces, one of our points of interest as a member of the GUCP. 
Some studies have estimated the ‘’ infrastructure gap’’ and such estimates range from 60$ billion to 125$ billion. The lowest estimate is huge, since the total local public infrastructure capital stock was estimated to be only 82,4 / billion in 2002. 

A recent Statistics Canada study indicates that the average age of Canada’s water plants has declined from 16, 9 years in 2001 to 14, 8 years in 2007.  Water and waste sewage  systems have aged, passing from 17,4 years in 2001 to 17,8 in 2007 ( from 16,9 years to 19,1 years in Quebec). Canada has not witnessed any significant modification in the average age of its sewage systems i.e. 18.0 years in 2006 and 17,9 in 2007. 
3b) FINANCING CITY SERVICES  
Revenues to fund city services come from provincial (and some federal) government grants, both conditional and unconditional, and from cities’ own sources, particularly property taxes and user fees but also including small amounts from investments and a miscellaneous collection of amusement taxes, licences and permits, and fines and penalties. 
Professor Kitchen notes that since the late 1980s, cities’ reliance on property taxes and user fees has grown and their dependence on provincial grants has fallen.
 As we shall see below however, city reliance on own source revenues of which property taxes are the important component, have fallen recently. A majority of economists now favour fees over taxation to fund public services where the exclusion principle and pricing can be applied. 
An examination of revenue sources for 2001, again aggregated by province, shows the following points of note:
• Own-source revenues account for as little as 74 percent of municipal revenues in Newfoundland and Labrador and as much as 94 percent in Nova Scotia; the average for Canada is 83 percent.

• Conditional and unconditional grants range from 6 percent of municipal revenues in Nova Scotia to 26 percent in Newfoundland and Labrador.

• Property taxes, the major component of own-source revenues, range between 44 percent of all

municipal revenues in Alberta and 74 percent in Nova Scotia; the average for all of Canada is

52 percent. • In every province, the property tax is shared between the municipal sector and the province and/or school boards.
Revenues from user fees vary from as little as 16 percent of total municipal revenues in Nova

Scotia and Newfoundland and Labrador to as much as 29 percent in British Columbia.

 Note that Federal conditional grants are relatively unimportant i.e. 0.4% of total. 
According to Statistics Canada data for 2007, municipal Own source revenues as a percentage of total municipal revenues at the Canada level fell from 83% in 2001 to 60% in 2007. Of these, Property and related taxes as a % of total revenues fell from 52% in 2001 to 39% in 2007, ranging from 69% in Saskatchewan to 21% in P.E. I. 
Professors E. Slack and Richard M. Bird note that most transfers to local governments come from the provinces and are conditional, although a few provinces provide limited equalisation grants. 
 

Currently, four provinces have some limited revenue sharing. In B.C. 11 cents per litre of the provincial tax on fuel is transferred to the Greater Vancouver Transportation Authority for capital and operating expenditures of public transit and major roads in the Vancouver regions. In Alberta, Calgary and Edmonton receive 5 cents per litre of taxable gasoline and diesel fuel for transportation infrastructures. In Quebec The Agence Métropolitaine de Transport gets 1, 5 cents per litre of provincial taxes collected on motor fuel sold in the Greater Montreal Area. The only province that has a more general unconditional revenue-sharing system is Manitoba, where the provincial government shares personal and corporate income tax revenues, fuels tax revenues, revenues from video lottery terminals and casinos, and provincial fine revenues with municipalities. 
In all these cases how the tax is levied, collected  distributed  and the level of the tax is unilaterally decided by the provinces and can be changed at will, not an ideal approach for governments are most accountable when those who make decisions on spending and taxes are politically responsible to the people who receive the benefits from spending and pay the taxes. Most economists would agree that when possible, local governments should not be given not money but the responsibility to make decisions and the chance to raise money on their own. Accountability is blurred when the federal or provincial governments set tax rates for the benefit of localities,. In addition the principle of subsidiarity i.e. locating decisions as close as possible to the taxpayer is to be taken in consideration in reviewing taxation and spending in municipalities.  
3c) THE ROLE OF THE FEDERAL GOVERNMENT IN THE FINANCING OF CITY SERVICES IN CANADA 
The federal government has no constitutional jurisdiction over cities. Instead, cities are “creatures of the provinces”. Their governing structures are created by provincial statutes, and their powers, expenditure responsibilities, and access to revenue sources ultimately are under provincial control.

 As a consequence Federal Government policies directly aimed at municipalities are limited whereas its indirect effect on municipalities’ revenues and expenditures is significant. 

Provincial legislation that defines cities’ responsibilities is embodied in municipal acts and many

additional statutes and regulations.

Provincial government’s jurisdiction over local governments is founded in the British North America Act of 1867. Section 92 of that act included ‘’municipal institutions’’ in the list of matters falling exclusively within the jurisdiction of the provinces. Any authority that municipalities have to levy taxes, issue licences and borrow money is derived from provincial authority over those matters. The powers of local government over property, hospitals, justice and ‘’local works’’ derives of provincial jurisdiction over those services. 

From a legal point of view, municipalities and school boards have an inferior status: the governments of Canada and the provinces exist by virtue of constitutional law while local governments exist only by statutory law.
We argue in this paper that it is desirable to enable urban areas to respond to global changes they are facing. Devolution to urban areas calls for a new multilevel governance model and new regional and urban linkages between the public sector governments the private sector and civil society. 
The Final Report of the National Liberal Task Force on Municipal Infrastructure presented May 31, 1990 presents an examination of Federal Activities affecting municipalities from 1930 through the 1980’s. 

The Report points out that historically, all three levels of government- municipal, provincial and federal – have contributed to the costs of financing urban infrastructure. 

Between 1938 and 1984:Federal loans and grants served essentially for  water and sewage improvement projects, transportation systems, water distribution and parks, pollution abatement, land development, social and recreational projects. 
One early examination of the Gross General Revenues of Local Governments in 1982, indicates that  grants in lieu of taxes from the federal government were 215,6 million$ (.64% of total) and that conditional grants from the federal government were 134,6 million (.40 of total). 
  As indicated above, there has been no significant change in the Federal Government’s share of conditional grants to municipalities for they were still 0, 4% of total revenues in 2001.
The Report mentions that Ottawa is a major contributor in health care, education and social services and that it should not be constrained by the Canadian Constitution and should be involved financing municipal infrastructure. Debate on that question continues to this day. One of the arguments raised in the report to motivate Federal Government involvement  i.e. that the benefits (and the costs) of infrastructures spill over onto external geographic areas applies as well and more particularly to provinces and globally for the airport facilities of world cities are essential infrastructure for many countries in today’s globalized world.

Authors of the report argue that intergovernmental transfers, enabling municipalities to overcome low tax bases, higher capital costs and differing needs are also a factor explaining Federal Government involvement, an argument which is also applicable to provincial governments which themselves benefit from a Federal-Provincial equalization payment scheme. 

Authors of the Report also argued that the amount of the investments required for water and sewer infrastructure were beyond the fiscal capacity of municipalities. 

The Report (recall that it was presented in 1990) presented a broad range of Federal Government measures to ensure the future health and viability of Canada’s infrastructure including a process through which the federal government should identify and prioritise needs on a national scale in consultation with and with the concurrence of provincial and municipal governments. Among measures it referred to increasing incentives for maintenance and reconstruction of existing capital assets and the use of low-capital environmentally conscious techniques, such as waste reduction and recycling; the exploration of alternative funding sources including more rational user fees for water services, fuel tax revenues for road construction maintenance and increased private sector involvement; support for R& D and the encouragement of more efficient municipal management methods to permit phased programs of rehabilitation, better management of infrastructure systems and effective use of funds. 

Throughout the 1980s and 1990s the federal government’s preoccupation with deficit and

debt reduction sidelined urban issues from serious policy consideration. 

With a dramatic improvement in its fiscal situation in the late 1990s, the federal government

responded to demands for a cities agenda by appointing a caucus task force to study the issues and directed the Privy Council Office to establish a Cities Secretariat.
 The task force called for more effort in traditional areas of federal urban investment such as housing, transit, and infrastructure while the Cities Secretariat appropriately focused on inventorying existing federal commitments – both explicit policy and implicit presence – in cities. 
Prime Minister Chrétien’s successor Paul Martin went beyond the proposals of the task force. Martin appointed an external advisory committee, chaired by former Vancouver Mayor Mike Harcourt and asked it to develop a 30-year vision for cities (and now communities) in sustaining Canada’s quality of life. The Prime Minister mandated the committee to consult widely on economic, social, cultural, and environmental dynamics in cities, and the national policy implications. The Cities Secretariat became part of a new Ministry of State for Infrastructure and Communities to translate the vision into action and drive implementation of the New Deal’s measures. 
Under the broad New Deal rubric the Martin government sought to draw together a range of

initiatives for aligning federal objectives with locally generated priorities or community-driven

projects.
 As summarized by Professor Sandford, there were three basic thrusts: 1) to provide predictable, longer term revenue streams for all municipalities; 2) to establish more tri-level government collaboration for area-based policy-making in the larger urban centers; and 3) knowledge building for an urban policy lens to assess and improve the impact of all federal activities in cities.
The final report of Prime Minister Martin’s External Advisory Committee on Cities and

Communities concluded that “integrated approaches to policy making (involving federal, provincial and territorial powers which engage with municipalities and civil society) are unavoidable when serious policy outcomes are to be met.

The January 2006 election result put to rest any such planning for a phased New Deal

implementation. The incoming government indicated its preference for an alternative urban

agenda – acknowledging the federal presence in cities but turning away from any attempts at

explicit national policy.

While the government’s first budget continued implementation of its predecessor’s gas tax

investments in urban infrastructure, the federal search for further areas of tri-level policy

collaboration was called off. With a tight message about federal accountability to taxpayers

through centralized control over policy inputs, the Conservatives find multi-level governance insufficiently focused and transparent.
The Prime Minister created a new department, Transport, Infrastructure and Communities. 
Prime Minister Harper indicated that the federal government’s policy focus should be on its

own jurisdiction – principally, national defence, foreign affairs, border security, and the

economic union. He also added that in those instances where “projects of national significance” draw Ottawa into provincial jurisdiction the federal spending power and regulatory authority must be used with restraint, and with respect for other levels of government. He also mentioned that there must be action to correct the federation’s fiscal imbalance whereby Ottawa accumulates surpluses while most provinces struggle to make ends meet. Through federal tax cuts, tax vacating, and unconditional transfers, the provinces would be able to meet their responsibilities for cities and communities. This policy approach is appealing to Quebec. 

It is likely that in coming years the ongoing debate on the federal spending power will influence the roles of the Federal and Provincial governments in the financing and control of municipal governments in Canada.
 The spending power is the power of Parliament (of Canada)  to make payments to people, institutions or provincial governments for purposes on which Parliament does not necessarily have the power to legislate, for example, in areas of exclusive provincial jurisdiction. Professor Tom Courchene correctly views the exercise of the federal spending power more broadly to encompass areas like federal regulation that can also affect the division of powers. Prime Minister Stephen Harper’s call for “open federalism” replete with a commitment to respect the constitutional division of powers on the one hand and the subsequent Parliamentary proclamation that “the Québécois form a nation within a united Canada” on the other, indicate that the involvement of the Federal Government in municipal financing will likely eventually be placed on the policy agenda. He has promised to end the federal –provincial disequilibrium which has (until the current difficult economic situation) left the federal government with surpluses and the provinces with deficits, hence our expectation that the issue will eventually be addressed with significant effects on the roles of the federal government and provinces relating to municipalities. 

In its first year in office direct federal investments in urban infrastructure

totaling $16.5 billion featured a new highway and border crossing fund, and flagship projects

such as the Asia-Pacific Gateway and Corridor. Using “PPP’s ” the government was keen to

“partner with the private sector to design, build, finance, and operate” the new infrastructure.
To tackle urban crime, federal legislation was introduced to end conditional sentences for gun violence. 
For implementation, the government opted for tax credits to individuals and families – as distinct from shared investments in social or community infrastructure. This was evident in the $1 billion expenditure reductions announced by the government in September 2006. Funding for numerous social partnerships, voluntary sector agencies, and community initiatives was either eliminated or drastically cut back. A similar fate befell Canadian Policy Research Networks, a federally supported think tank that had produced numerous studies on New Deal style topics.
While local feedback was part of the government’s urban agenda, Ministers would confine their sectoral consultations to official municipal associations such as the FCM or the Big City Mayors’ Caucus.

In summary, the Conservative government’s approach has constrained previous federal efforts toward an explicit urban policy. Instead, they seek only efficient management of a circumscribed federal presence in cities. Echoing the EURICUR analysis, Loleen Berdahl, a close observer of the Conservative government, assessed the Conservative record and concluded that it would be unfair to characterize such steps as a retreat from a federal urban presence.

We agree with Professor Neil Stafford that the Liberal government’s New Deal for Cities and Communities was closer to what our colleague Leo van den Berg and his European

Colleagues call an explicit national urban policy aiming to transform federal-local relations. According to this approach the national government works horizontally to align its own departments, and vertically to join other levels of government and community actors for planning and action. 
This contrasts with the approach of the Conservative government, elected in 2006, which is primarily involved presently with managing the federal urban presence in cities 

More recently the federal government presented a proposal to share up to 5 cents per litre of gasoline on a (roughly) per capita basis to municipalities, a rebate on the goods and services tax (GST) for municipalities, more funding for public transit and housing, and a commitment to renew existing infrastructure funding programs.
. 
In the 2006 federal election, the Conservative Party promised to include municipalities, along with the federal and provincial/territorial governments, in discussions to resolve the so-called fiscal imbalance. 
As the following tables show, federal explicit involvement in municipalities does not amount to much. It focuses almost entirely on infrastructure (see table 1a) and homelessness (see table 1b). For instance, under the Infrastructure Canada Program, introduced in 2000, the government committed funds over a six-year period for clean air and water, transportation and affordable housing.
Ideally, urban regions should be consulted in important areas that affect them directly. Immigration, for example, is a largely urban phenomenon, yet there is no formal mechanism for cities to be involved in immigration matters. Federal programs for the urban Aboriginal population are designed in collaboration with provincial/ territorial governments but not with municipalities. More coordination among all three levels of government is needed. There are examples of such coordination: Urban Development Agreements in Vancouver, Edmonton and Winnipeg,  the Stragegic Infrastructure Canada Program (see table 1a).

TABLE 1A) Federal-Municipal Funding Programs.

Program 


Description 




Funding

amount

($ millions)

Infrastructure programs

Canada Strategic 


Up to 50% of the cost of large-scale 

4,000

Infrastructure Fund 


strategic infrastructure projects that 

over

further economic growth and improve 

6 years

quality of life (in partnership with

provincial/territorial and municipal

governments).

Border Infrastructure Fund 

Up to 50% of the costs of infrastructure 

600 over

projects to reduce border congestion 

5 years

at Canada-US border crossings.

Municipal Rural Infrastructure 

Base allocation of $15 million and the 

1,000

Program



 rest on a per capita basis for smaller- 

over

scale infrastructure, particularly for

 5 years

smaller communities.

Infrastructure Canada 


Created in 2000 to upgrade 


2,050 over

Program 



infrastructure in urban and rural 


6 years

communities. Partnership of federal

government (1/3), provincial/territorial

governments (1/3) and municipal

governments (1/3).

Green Municipal Funds 


Established in 2000 to stimulate invest- 

550 over

ment in innovative municipal infrastructure
 5 years

projects and feasibility studies to improve

air, water and soil quality and to reduce

greenhouse gas emissions. Funds are

managed by the Federation of Canadian

Municipalities.

Sharing Federal Gas


Starting in 2005, directs a portion of 

5,000 over

Tax Revenues 



federal gas tax revenues (up to 5 cents 

5 years

per litre) on roughly a per capita basis

to municipalities through respective

provinces/territories. Funds have to be

spent on environmentally sustainable

municipal infrastructure (including roads).

Additional support for 


Funds for public transit allocated to 

800 over

public transit provinces on a per capita basis with 2 years

stipulation that provinces allocate funds

t




o municipalities and transit agencies on

the basis of ridership.
Table prepared by e. Slack and Richard M. Bird in ‘’ Cities in Canadian Federalism’’ IRPP, Policy Options, December 2007-January 2008-10-28
TABLE 1B, FEDERAL –MUNICIPAL FUNDING PROGRAMS 

Table 1B) Federal Municipal Funding Programs 

Program 


Description 




Funding

amount

($ millions)

National Homelessness

Initiative

Supporting Communities 
Provides financial support to communities 
258 over

Partnership Initiative (SCPI) 
to increase range of services along 

3 years

continuum from homelessness to selfsufficiency,

including emergency shelters,

transitional/supportive housing and

prevention. Encourages them to work

with provincial/territorial and municipal

governments and private and voluntary

sectors.
Regional Homelessness 
Provides support to small and rural 

13 over

Fund 



communities experiencing homelessness. 
3 years

National Research Program 
Provides funds to research magnitude, 

7 over

characteristics and causes of homelessness. 
3 years

Homeless Individuals and 
National database on size and scope of

 n.a.

Families Information 

homeless population, number of

System (HIFIS)


 shelters, etc.

Urban Aboriginal 

Provides funds to address unique needs 
45 over

Homelessness 


of Aboriginal population. 


3 years

Surplus Federal Real 

Transfer of properties to help with 

18 over

Property for Homelessness
 projects addressing homelessness. 

4 years

Initiative

Table prepared by E. Slack and Richard M. Bird, op.cit.
But the Federal impact on local governments is much greater that these data indicate. More direct impact is concentrated in transportation and communications, recreation and culture, the environment, infrastructure development and housing, a subject we will examine in more detail later. 

As we shall see below when we present the model we use to study city growth and financing, there are numerous international and national determinants of the growth and competitiveness of Canadian cities. This leads us to expect and observe that the Federal Government’s impact on local government is significant. A wide array of general policies and specific decisions made in Ottawa affect local governments. Federal international trade, industrial and regional policies, federal budgets, Bank of Canada policies on interest rates and exchange rates have effects which are significant and are felt unequally in different urban areas. Concern for people (and specifically highly qualified immigrants ), investment and ideas, the concentration of poverty and socio-spatial polarization,  the presence of 80% of Canada’s aging population in cities and the presence of native and immigrant population in cities underlies the importance of the Federal role in Canadian cities. These policies and their effects should be taken into consideration in efforts to develop sustainable economic growth plans for cities. 
The Federal (and provincial) government also has imposed service standards-i.e. water quality standards- on municipalities without providing the resources. 

The Federal Government has an important physical presence in localities by virtue of its land holdings (post offices, military bases, office buildings, ports, railway lands, airports, etc.) and a significant number of departmental personnel, employees of Crown corporations and the military. 

No attempt is made here to quantify these effects. 
4) HOW TO FINANCE MUNICIPAL GOVERNMENTS: the benefits-based model and its implications for municipal financing by the Federal and Provincial and Local Governments.
Economists have long debated the value of ‘’ ability to pay’’ and ‘’ benefits received’’ models as a basis for fiscal systems. 

An approach based on the ‘’ benefits received’’ model appears appealing to deal with municipal government finance. Professor Harry Kitchen is a noted advocate of that approach. 
The underlying principle of this model is simple: those who benefit from city services

should pay for them. 

Economic efficiency is achieved when the user fee, price, or tax per unit of output equals the extra cost of the last unit consumed. This is the principle, well known to economists, of “price equals marginal cost pricing”. Charges applied in this fashion are efficient for funding services where the beneficiaries can be clearly identified and the costs correctly derived. Prices or taxes ration output to those who are willing to pay and act as a signal to suppliers (whether local governments or their delivery agents), which permits them to determine the desired quantity and quality of public output.

Accountability is enhanced when there is a close link between consumption and the price or tax paid per unit of consumption. 

Fairness within the benefits model is achieved because those who consume public services pay for them.
Concerns about the tax burden on lower-income individuals should be addressed through income transfers from provincial and federal governments and social assistance programs targeted to individuals in need.  Professor Kitchen argues that it is far more equitable and efficient to handle income distribution issues through income transfers or targeting. The benefits-based model suggests that cities should not be responsible for funding programs specifically directed toward the redistribution of income among individuals. Professor Kitchen notes however that although there are elements of income redistribution in almost all public services. Redistribution is more present in welfare payments, children’s aid, social housing and income transfers.  These functions are more appropriately addressed by the federal and provincial governments.g City Services

Professor Kitchen also argues that cities should not be viewed as strictly service agencies, specifically charged with funding only those services that clearly benefit specific properties and for which user fees would therefore be appropriate, for cities provide a range of public services whose collective benefits (fire and police protection, local roads, streets, sidewalks, street lighting, and so on) are enjoyed by both its residents and visitors from other jurisdictions.  He is of the view that user fees are not appropriate to fund such services. Instead, they should be funded from taxes on local residents, with necessary adjustments through the use of grants (or transfers-we might add) to account for “externalities” i.e. to deal with situations where benefits from these services spill over into neighbouring communities.

.

Professor Kitchen also argues that grants from the province may also play a role. Specifically, conditional grants should be used for partial or full funding of services that generate spillovers and those in which the province has a direct interest. Unconditional grants should be used to ensure that minimum service levels are funded without the imposition of excessively high tax rates on local taxpayers.

This model also suggests that, whatever tax or taxes are chosen, local governments should set their own tax rates, a principle largely accepted by economists. Unless local governments can alter tax rates, they will not achieve local autonomy or accountability. Moreover, local tax-rate setting provides predictability for municipal governments and gives them the flexibility to change rates in response to different circumstances.

In recent years, as noted above, cities have increased their reliance on property taxes for annual operating purposes, and on development charges and reserves for capital projects and user fees for both operating and capital purposes. 

Although the property tax achieves many of the desirable characteristics of a local tax — the base is relatively immobile, it is difficult to export the residential tax to non-residents, revenues are fairly stable and predictable, and the tax base is visible — it cannot achieve all of them, for a number of reasons. First, property values generally respond more slowly to annual changes in economic activity than do incomes. Second, the property tax on commercial and industrial properties may be exported to non-residents. And third, the tax yield is often inadequate 
to meet the growing expenditure needs of city governments in the new more and more open economy. 
In the benefits –based fiscal model of intergovernmental finance, the federal government should fund its own responsibilities, either directly or by transferring money to cities for the purpose. This is most obvious given the fiscal pressures large cities are feeling given immigration and urban aboriginal programs. The federal government should also fund a portion of social housing costs particularly for immigrants, refugees and aboriginals. 

Professor Kitchen argues that the federal government should not provide grants from federal fuel tax revenues to municipalities for public transit and transportation projects, a program which he argues would accountability and transparency. Governments have not heeded that advice. 
Professor Kitchen argues that the provinces should give cities and large urban areas, if not smaller municipalities, access to new tax sources. This access should not be in the form of revenue sharing; rather, cities should be responsible for setting their own tax rates while piggybacking onto the provincial tax base. 
The provinces should also give cities access to new financing instruments for capital infrastructure. 

They should not increase their grants to cities, however, unless the grants are designed to

fund specific programs whose beneficiaries spill over beyond the local community or whose objective  is to fund a service the province desires. Even here, grants should not be given for infrastructure projects and other services unless proper accounting procedures (including full-cost accounting) and asset management programs are in place.

Proposals for new municipal taxes are numerous. Professor Kitchen proposes that consumption based  alternatives should take precedence over the personal income tax, with the

highest priority given to a city fuel tax, followed by a hotel and motel occupancy tax and a general city sales tax. 

One or more of these taxes could be justified on the grounds that cities would be able to tax both residents and non-residents (commuters and visitors) for services which both groups consume but for which the latter does not pay.
Globalization and the establishment of international value chains also suggests that we should evolve towards expenditure based taxes or value added taxes to deal with transfer cost pricing and the difficulties of taxing incomes.  
Professors Slack and Bird suggest that an income tax piggybacked on the federal or provincial tax with locally set rates has clear advantages in terms of local autonomy, accountability, and revenue elasticity. They correctly point out however that there are obvious problems in imposing such taxes at the local level. Business income is especially difficult to tax, both because of its mobility across jurisdictions and because business capital is already generally overtaxed by the property tax.  They point out that solutions such as taxing employment income are possible, but present their own problems. Their analysis leads them to conclude that local surtaxes on the provincial tax in those provinces that have a retail sales tax would be technically feasible but would clearly be a bad idea economically, not least because such taxes would again tax business inputs heavily.  They estimate that in provinces with value-added taxes (which do not tax inputs), local surtaxes may be technically feasible, but they are unlikely to be politically acceptable in the near future. Hotel and motel occupancy taxes (currently levied in Vancouver, Victoria, and Montreal, and on a voluntary basis in the Greater Toronto Area) are an additional levy imposed on the provincial retail sales tax rate on hotels and motels. They point out that the usual justification for imposing this tax at the local level is to compensate cities for the services they provide to tourists or visitors (additional police and fire protection, public transit, etc.). They point out that a fuel tax has been recommended on the grounds that, if the funds are earmarked for local roads and transit, the tax can be viewed as a benefits tax.
5) A brief overview of recent literature on factors influencing city sustainable economic and social development and some policy implications.
 
The following brief and selective summary of recent literature attempts to identify factors which different public and private actors should take into consideration in their efforts to improve the competitiveness of cities. 
Cities are the ‘’drivers’’ of sustainable i.e. environmentally friendly economic development, in an information and knowledge based economy. Many are benefitting from the concentration of jobs in the new services, information and knowledge economy and suffering from the decentralization of manufacturing jobs.

Urban labour markets increasingly feature declining manufacturing jobs and growth of a service sector characterized by a further divide between well paid careers in research, finance, consulting, the media and so forth and low-paid contingent jobs in retail, cleaning, data entry, in-person care and the like. 

 Innovation in processes, products, marketing and institutions found in cities are the key to productivity which is a fundamental determinant of the standard of living. Firms attain and maintain competitiveness not only by being as cost efficient and productive as possible, but more and more by participating in clusters and networks that generate the ideas and circulate the know-how for innovation. Identifying the features which are unique to the city, those activities that are it strengths relative to other cities and developing and marketing their existence further are essential to efforts to attain sustainable economic development. Flexibility to evolve towards newer higher value added primarily service based international and national activities is essential. 
Policies and programs to attain these objectives should differ as between cities at the top of the urban hierarchy and cities at the bottom. for policies appropriate to the later in the current context are not feasible for the former which lack the basis for sustainable specialization in high value added manufacturing and especially services necessary for sustainable urban growth in the new world context.. Suffice it to say that many of the objectives and means discussed below are relevant to all large cities, the specificities of each taken into consideration. . 

Cities, with their population density, highly qualified workers and organizational synergies, are the home for clusters, which are distinguished by face-to-face relations among proximate

economic actors ranging from firms and venture capitalists to universities, colleges and training

councils. 

Many factors influence the development of cities. 
 The following graph identifies important factors which influence the competitiveness of cities as conceptualized in the literature on clusters. . Multimodal infrastructures should be added (i.e in the left hand box with labour knowledge and technology) as elements that should be examined in developing a city’s sustainable economic development strategy. 
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P.S.Multimodal infrastructures should be added in the left hand box. 
Investing in the ‘’ quality of place’’, attracting and retaining knowledge workers, pursuing environmentally friendly  policies, nurturing cultural and lifestyle diversity and investing in accessible community services for health, housing, recreation, and education are factors which favour city competitiveness. 
 Benchmarking and comparisons to competing cities in different activities is also a feature of this model for being ‘’ second best’’ is not the best position for cities in the new global economy.
Urban labour markets increasingly feature declining manufacturing jobs and growth of a service sector characterized by a further divide between well paid careers in research, finance, consulting, the media and so forth and low-paid contingent jobs in retail, cleaning, data entry, in-person care and the like. 

Cities today are engines of national prosperity and locales concentrating risks of social exclusion. Professor Meric Gertler from the University of Toronto argues that the great social policy questions of the day – education, health, poverty, housing and immigration – are urban policy questions” 

Canadian cities which are dependent upon provinces have long decried the inadequacies in the financial resources available to them to deal with many of these issues and particularly with the multimodal infrastructures needed in the new global context.

Coordinated policies and action are necessary to facilitate city adaptation to change This calls for the attraction of inward investment; the attraction and retention of talented people; effective local and regional governance with requires effective leadership, sufficient fiscal capacity, high quality social services cultural facilities and physical infrastructure and an attractive natural environment. A diversified economy proactive local agents of change, lower levels of income inequalities and less environmental pollution are all necessary ingredients for sustainable city growth in the new economy. Action by the federal government relative to immigration and the national economy and income inequalities; action by the provinces in areas of education and health, and the delivery of local services by municipalities are also related to the attainment of acceptable growth in cities as are efficient multimodal infrastructures and adequate financing systems.  
This analysis suggests that dealing with city competitiveness necessitates the establishment of a multilevel-multidimensional governance model to deal with city problems and potentials. 
 The policy agendas of federal, provincial, regional and municipal governments have impacts of city competitiveness, hence a need for analysis of such and initiatives towards the establishment of a renewed governance model. 

5a) Towards a renewed multilevel-multidimensional governance model to promote the competitiveness of Canadian metropolitan regions 

Our challenge is to adapt Federal, Provincial, Regional and Local Government policies and programs to reflect the new knowledge-information- integration based context. 
The emergence of the New Economy and greater attention to the role of creativity and innovative capacity and social and environmental questions in various cities and urban regions are some of the elements of the new paradigm which can guide us in the development of a renewed approach to sustainable economic development for our cities. There is growing acceptance of the fact that knowledge creation and learning are locally influenced, often tacit and involving “untraded interdependencies” which occur outside market transactions. 

Rather than a national top down approach to economic development policies to help position our provinces and metro areas in North America and the World, the new paradigm should be focused on regional and local levels and involve the cooperation and collaboration of all levels of government as well as non-state organizations, the private sector and civil society . The new approach also emphasizes support for institutions that promote knowledge creation and linkages between the many actors involved in the process of economic development i.e. between firms, universities and research labs. The focus should be on multilevel participation and administration and promote and sustain both hard institutions such as universities, R&D centers, and intangible ones upon which cooperation, collaboration and learning depend.

We shall not attempt to discuss this new paradigm in any detail here. 
  The interested reader will read the Wolfe-Creutzberg paper with interest for an interesting presentation which parallels that we have been proposing in our papers since 2000.   

My previous involvement in the formulation of a renewed approach to the development of municipalities and regions in Quebec (the ACCORD Project) begins with interest in regional economic systems as a whole. Innovation systems are a subset although a most fundamental one of regional economic systems. Our interest in the multilevel policy initiatives necessary for the development of province and metro economies draws on the systems of innovation approach which points to the interdependence of economic, political, environmental and cultural factors, and the importance of  proximity in influencing innovation and growth. As is obvious from the graph we presented above, we also recognize the important role of institutional actors such as corporate research and development labs, universities and the role of governments in the growth process at the urban-region level.  

Our approach is also characterized by concern with the importance of specialization and innovation in products, services, processes and institutions to cope with and benefit from the new paradigm. A consequence of this interest is concern with the roles of education, R&D; multimodal infrastructures, and models of governance to improve the functioning of metropolitan areas. 
The current level of coordination between the Federal Government and Provincial Governments in Canada leaves much to be desired, although interesting examples of cooperation abound i.e. The Urban Development Agreements in Western Canada. No one government controls all the policy instruments needed in the new economic context. 

The shift to a more knowledge-intensive context has altered the relationship between the economy and geography in ways that affect the respective roles to be played by different levels of government as well as the relationship between public and private sector actors.

The work of Shumpeter, Nelson and Winter and that of Paul Romer  particularly, underly the renewed approach. One important conclusion is that the process of economic growth is interactive whereby the generation and application of knowledge both influences and are influenced by the structural changes of the economy. Knowledge is understood as an unlimited process, with more knowledge and development or activity giving rise to new possibilities and change in the knowledge base. 
 
Cities and urban regions are the ‘’ places of choice’’ to implement this model.
Economically relevant knowledge if often context specific or local all the more so for much of the knowledge is tacit and not easily codified and transferable. Knowledge accumulation and economic development is therefore uneven spatially and temporally hence our interest in the metropolitan areas where one finds the human resources, the multimodal infrastructures and other sources of agglomeration economies. This helps to explain the new regional and metropolitan and place emphasis in new economic development initiatives and the recent initiatives of national and sub national governments to involve a wide range of economic actors to benefit from their local knowledge in the hope of being competitive in global markets.
Continuing globalization and the establishment of value chains does however necessitate linkages to other places hence our suggestion to establish a network of international cities to facilitate benchmarking, knowledge and information flows and coordination between large cities and those responsible for their growth and development. 

The shift to a renewed model which gives more importance to regions and metro areas also comes from changing conceptions of the determinants of investment. The price of key inputs to production still counts as do the availability of knowledge and skills, but the new approach involves more concern with the quality of the physical, social and knowledge infrastructure and quality of place, questions which metro areas and regions are closely related to. Richard Florida’s emphasis on the importance of investors, engineers, systems analysts, scientists and creative people is a reflection of this approach which originated in endogenous economic growth theories. The mobilizing of these assets is facilitated through a multilevel development model. One must go beyond the provision of supporting physical and technological infrastructures to fostering the processes of social learning and cooperation among key actors of regional economic systems and between them and province and Federal Government representatives. International cooperation in a network of cities is also of relevance hence our proposal to establish such a network in the new global model of governance.
A critical component of city and urban region economic systems is the infrastructure of R&D and educational institutions located within therein. We underline the importance of linkages to other regions and metro areas i.e. external networks of relationships, both because history and policy initiatives and the workings of agglomeration economies have given rise to a concentration of specialized research and educational institutions in certain areas and because budget constraints preclude the duplication and development of certain facilities which are mostly concentrated in areas located more that a relatively short distance from metro areas. This analysis underlies the emphasis we place in identifying the location of clusters in countries, states, provinces, cross-border regions and regions and in metro areas, for linkages to suppliers and research institutes located elsewhere is part of the story of success in competitiveness in more and more integrated economies.
 Growing interest in “nearshoring” and “offshoring” and the location decisions of multinational firms which are decomposing their value chains and relocating specialized parts of it in specialized metro areas is also related to this analysis. Growing concern with transportation and environmental costs and time are however prompting many multinationals to review their value chains and re-patriate certain elements.  Mexico and its maquiladoras could benefit from this process. We have also argued that rationalization of certain clusters on a north American scale should form the basis of a 4th international trade option for Canada. 
National, state and province, regional and local governments are changing their approaches to economic development. They are continuing to focus their attention on macro policies, the national economy, productivity and economic determinants of growth but there is growing attention to continental factors, micro economic determinants of growth, innovation, regional productive systems and clusters, the accessibility and availability of technology, the skills of the labour force, the availability of domestic capital and foreign direct investments, advanced multimodal infrastructures, quality of life considerations to attract and keep highly qualified human resources, social capital and social and environmental questions. 
Canada is lagging in its adjustment to the new paradigm of a new multilevel governance model. Some interesting initiatives have been taken but much remains to be done.

Positioning Canada’s metropolitan regions and provinces to compete effectively in North America, the western hemisphere, and the world will presumably involve new policy initiatives in a variety of areas, which are captured by the conceptual framework 
My analysis of metropolitan growth and province-state trade flows in North American leads me to conclude that cities and urban regions will become more important as hubs and nodes of interrelated east-west-north-south trade. In some cases these could resemble the north-south cross-border economies envisaged by Tom Courchesne who argues that Canada has undergone a dramatic transformation and is best viewed as a series of North-South cross-border economies rather than as a single East-West economy. Development strategies for individual cities should also take into consideration the presence and different regional growth patterns  (some of which are transnational) in North America. The Pacific region is more dynamic than the Great Lakes region and the experience of cities in the northern U.S. is relevant to understanding that which awaits Canadian cities located near the U.S. border and integration proceeds. 

Scholars have been busy developing models of multilevel governance. Both involve a shift away from hierarchical forms of organization to less hierarchical ones in which network relationships are based on conditions of trust, reciprocity, and reputation, openness to learning and inclusive and empowering dispositions. This involves the devolution of power from national ministries to local and regional governments. Accredited business organisations could be empowered to develop certain talks. This model provides the opportunity for more meaningful dialogue to take place at the metropolitan and regional level. This approach involves the devolution of greater degrees of autonomy and responsibility for the policy outcomes onto those organizations what will both enjoy the fruits of the policy success or live with the consequences of its failure. 

Making multilevel governance work requires a degree of reflexivity, i.e. the ability to self monitor and learn from past successes and failures. The concept of learning to learn is appearing with increased frequency in writings on the “policy making of social learning”. The carrying out of policies formulated at the highest level of government often leads to changes in broadly defined policies. The effectiveness of the implementation of policies is held to depend on the capacity of the institutional structures to adapt to this reality. 

As mentioned above one initiative to be considered by cities and urban regions in collaboration with Provincial and Federal Governments is the undertaking  of regional strategic planning exercises such as those undertaken in Oregon or Massachusetts and Quebec, exercises which involved serious efforts to benchmark the activities and clusters proposed as a result of the exercises.
 
Neil Bradford’s appeal to set aside traditional segmented and aspatial approaches and develop a “place-based public policy rooted in collaborative multilevel governance appears opportune to us. 
 In his words, this involves: 1) tapping local knowledge, 2) developing a more holistic policy approach which includes policies for health, employment, education; 3) governing through collaboration among governments, civil society and the economy; and 4) recognizing the important role of cities and urban areas in the pursuit of sustainable economic and social development. 
6) CONCLUDING COMMENTS 
As indicated by the graph illustrating our conceptual model for dealing with urban region growth a great number of international, national, regional and local policies influence urban growth.

Cities are facing numerous problems in the attainment of sustainable economic, environmental social and cultural growth. Promoting creativity and innovation, dealing with significant infrastructure deficits and security questions, coping with rising energy costs, climatic change, aging populations, acting as gateways for regions, engaging in the international benchmarking activities needed to formulate short and medium terms development strategies, auditing success in the attainment of objectives, improving the urban quality of life, coping with the growing number of migrants and immigrants, developing cultural strategies, attracting and retaining highly qualified persons, engaging in innovative R&D and its commercialization either at home or in partnership with research centers in other global cities, achieving a viable diversified economy with high value added manufacturing and high level services,..., these are some of the concerns and challenges cities face. We shall not attempt to summarize here the numerous issues we have presented above.
The role of national governments towards municipalities should be reviewed given the important and growing role of cities in the attainment of national sustainable economic, environmental, cultural and social development objectives and the renewed understanding of the determinants of national and global sustainable growth. 
Continuing integration and the growing concentration of economic relations between large urban centers is giving rise to a network of global cities as part of the new system of global governance which is now attracting the attention of scholars and politicians. The Global Cities Network network could help megapoles in their adaptation to the new urban world context. It could work with cities in industrialized countries as well as cities in less developed countries which require  means which are different from those of cities located in industrialized countries, a consideration related to the ‘’special treatment’’ accorded developing countries in the WTO. The footlooseness of high valued added manufacturing and services sector activities suggests that global cities should be particularly attentive to the urban quality of life among which environmental and cultural activities in their city, a factor of importance in attracting and retaining innovative scientists, engineers.... Local synergies and entrepreneurship  also play an essential role in the development of global cities.. 
. We are only at initial stages of discussions attempting to determine the nature of a new global economic compact and new international financing facilities. One of the new institutions or mandates should be focussed on the establishment of an operational network of world cities given their growing and predominant role in national economies and in the new interdependent world context.

The Global Urban Competitiveness Project could consider the preparation of an inventory of  the numerous organizations and networks already assuming parts of the world urban network mandate. The GUCP could propose objectives for a new cities network one of the necessary components of a renewed world governance model. 

Urban governments face significant financing constraints which make difficult the proper implementation of strategies to deal with urban economic, social and environmental objectives. A renewed multilevel governance and a renewed financing model (based on the benefits received model) would see the national governments involved in financing certain activities relative for example to immigration and redistribution in cities, provincial governments providing financing for other urban activities which for example involve regional national and international spillovers, and municipal governments making greater use of fees as suggested by the benefits received financing model.

Since the late 1980s, Canadian cities’ reliance on property taxes and user fees has grown and their dependence on provincial grants has fallen.
 A majority of economists now favour fees over taxation to fund public services where the exclusion principle and pricing can be applied. 
Most economists would agree that when possible, local governments should not be given not money but the responsibility to make decisions and the chance to raise money on their own. Accountability is blurred when the federal or provincial governments set tax rates for the benefit of localities,. In addition the principle of subsidiarity i.e. locating decisions as close as possible to the taxpayer is to be taken in consideration in reviewing taxation and spending in municipalities.  

The Federal government’s explicit involvement in municipalities in Canada  focuses almost entirely on infrastructure (see table 1a) and homelessness (see table 1b). For instance, under the Infrastructure Canada Program, introduced in 2000, the government committed funds over a six-year period for clean air and water, transportation and affordable housing.
Ideally, urban regions should be consulted in important areas that affect them directly. Immigration, for example, is a largely urban phenomenon, yet there is no formal mechanism for cities to be involved in immigration matters. Federal programs for the urban Aboriginal population are designed in collaboration with provincial/ territorial governments but not with municipalities. More coordination among all three levels of government is needed. There are examples of such coordination: Urban Development Agreements in Vancouver, Edmonton and Winnipeg, for

instance, and the Infrastructure Canada Program (see table 1a).
There are numerous international and national determinants of the growth and competitiveness of Canadian cities. This leads us to expect and observe that the Federal Government’s impact on local government is significant. A wide array of general policies and specific decisions made in Ottawa affect local governments. Federal international trade, industrial and regional policies, federal budgets, Bank of Canada policies on interest rates and exchange rates have effects which are significant and are felt unequally in different urban areas. Concern for people (and specifically highly qualified immigrants ), investment and ideas, the concentration of poverty and socio-spatial polarization, and the presence of 80% of Canada’s aging population in cities and the presence of native and immigrant population in cities underlies the importance of the Federal role in Canadian cities. These policies and their effects should be taken into consideration in efforts to develop sustainable economic growth plans for cities.
It is likely that in coming years the ongoing debate and forthcoming changes in the rules conerneing the federal spending power will influence the roles of the Federal and Provincial governments in the financing and control of municipal governments in Canada.
 The spending power is the power of Parliament (of Canada)  to make payments to people, institutions or provincial governments for purposes on which Parliament does not necessarily have the power to legislate, for example, in areas of exclusive provincial jurisdiction. Professor Tom Courchene correctly views the exercise of the federal spending power more broadly to encompass areas like federal regulation that can also affect the division of powers. Prime Minister Stephen Harper’s call for “open federalism” replete with a commitment to respect the constitutional division of powers on the one hand and the subsequent Parliamentary proclamation that “the Québécois form a nation within a united Canada” on the other, indicate that the involvement of the Federal Government in municipal financing will likely eventually be placed on the policy agenda. He has promised to end the federal –provincial disequilibrium which has (until the current difficult economic situation) left the federal government with surpluses and the provinces with deficits, hence our expectation that the issue will eventually be addressed with significant effects on the roles of the federal government and provinces relating to municipalities. 

Urban labour markets increasingly feature declining manufacturing jobs and growth of a service sector characterized by a further divide between well paid careers in research, finance, consulting, the media and so forth and low-paid contingent jobs in retail, cleaning, data entry, in-person care and the like. 

Cities today are engines of national prosperity and locales concentrating risks of social exclusion. The great social policy questions of the day – education, health, poverty, housing and immigration – are urban policy questions” 

Innovation in processes, products, marketing and institutions found in cities are the key to productivity which is a fundamental determinant of the standard of living.
National, state and province, regional and local governments are changing their approaches to economic development. They are continuing to focus their attention on macro policies, the national economy, productivity and economic determinants of growth but there is growing attention to continental factors, micro economic determinants of growth, innovation, regional productive systems and clusters, the accessibility and availability of technology, the skills of the labour force, the availability of domestic capital and foreign direct investments, advanced multimodal infrastructures, quality of life considerations to attract and keep highly qualified human resources, social capital and social and environmental questions. 
Identifying the features which are unique to the city, those activities that are it strengths relative to other cities and developing and marketing their existence further are essential to efforts to attain sustainable economic development. Flexibility to evolve towards newer higher value added primarily service based international and national activities is essential. 

My analysis of metropolitan growth and province-state trade flows in North American leads me to conclude that cities and urban regions will become more important as hubs and nodes of interrelated east-west-west- north-south trade. In some cases these could resemble the north-south cross-border economies envisaged by Tom Courchesne who argues that Canada has undergone a dramatic transformation and is best viewed as a series of North-South cross-border economies rather than as a single East-West economy. Development strategies for individual cities should also take into consideration the presence and different growth patterns of regions (some of which are transnational) in North America. The Pacific region is more dynamic than the Great Lakes region and the experience of cities in the northern U.S. is relevant to understanding that which awaits Canadian cities located near the U.S. border and integration proceeds. 

Policies and programs necessary to achieve the economic, social cultural and environmental objectives of cities  should differ as between cities at the top of the urban hierarchy and those at the bottom, for policies appropriate to the former are not feasible for the later,which generally lack the basis for sustainable specialization in high value added manufacturing and especially services necessary for sustainable urban growth in the new world context. Attracting and retaining highly qualified individuals and nurturing creativity and innovation in products, processes, marketing and institutions either locally or in partnership with relevant institutions in other world cities are essential in the current world urban context hence the relevance of investments in culture and the quality of life in metropolitan areas 
A constructive federal-provincial-municipal interface would put into play synergies found at the city level between the public and private sectors and civil society in developing and implementing strategies for  domestic and international urban growth in the new urban age.
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The chart outlines the ideal productive system and all its elements. It involves a concept that encourages those responsible for project design and delivery to think in terms of groups of projects, as well as in terms of the conditions necessary for their development. 














