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ABSTRACT

Local fiscal autonomy depends on the extent to which local governments rely on their 
own source revenues rather than intergovernmental transfers and also on their ability to 
set their own tax rates. Compared to other major cities around the world, Toronto appears 
to have a lot of local autonomy because it is less dependent on intergovernmental transfers 
and more reliant on property taxes and user fees. Nevertheless, its autonomy is limited by 
provincial government restrictions on how these taxes and fees are levied and also by the 
conditions imposed on federal and provincial transfers. Toronto also has fewer revenue-
raising options than many other cities.

This paper describes the extent to which Toronto enjoys fiscal autonomy and evaluates 
the degree to which it takes advantage of the autonomy it has in setting tax rates and mak-
ing other financial decisions. The paper considers some of the fiscal challenges the city now 
faces and some future challenges on the road ahead. It evaluates the extent to which the city 
can respond to these various external shocks with the resources at its disposal. It concludes 
that, although Toronto enjoys some local fiscal autonomy, it would benefit from having 
more diversified revenue sources.
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1.  INTRODUCTION

In a 2017 study comparing local fiscal autonomy in eight cities around the world, 
it was concluded that Toronto is less dependent on intergovernmental transfers than 
many other major cities but, with the exception of London, has fewer tax options 
(Slack, 2017)  1. Madrid, for example, relies relatively heavily on property taxes but also 
benefits from shared taxes - personal income tax, value-added tax, and selected excise 
taxes. Although the study suggested that local fiscal autonomy also depends on the abi
lity of local governments to set tax rates, it did not go into detail about the restrictions 
imposed on taxes and fees by national or state governments in each of the cities.

This paper delves into the Toronto case to determine how much fiscal autonomy it 
actually has, given the restrictions placed by the provincial government on the various 
taxes, fees and borrowing instruments at its disposal. Although Toronto enjoys some 
fiscal autonomy, the next part of the paper evaluates the extent to which it makes use of 
it. For example, does it raise the property tax sufficiently to meet expenditure require-
ments? Does it borrow enough to meet capital expenditure needs? Finally, in light of 
these findings, the paper identifies some of the challenges that the city is facing and 
evaluates its ability to respond with the revenues it has.

The next section of the paper provides a description of Toronto and the context in 
which it operates in the Canadian federation, followed by an analysis of its expenditures 
and revenues before addressing the issues around local fiscal autonomy.

2.  TORONTO IN THE CONTEXT OF THE CANADIAN FEDERATION

Toronto is a city of almost 2.8 million in a metropolitan region of over 6 million 
people in a country of over 38 million  2. It is the largest city in Canada and the fourth 
largest in North America after Mexico City, New York, and Los Angeles. Toronto is 
the capital of the Province of Ontario and is home to a diverse population, with nearly 
half of its population born outside the country. The city contributed 20 percent of the 

1  The cities are Berlin, Frankfurt, London, Madrid, New York, Paris, Tokyo and Toronto. With the excep-
tion of Toronto, these cities were chosen by the London Finance Commission.

2  These estimates are from the 2021 census (https://www12.statcan.gc.ca/census-recensement/2021/dp-pd/
prof/index.cfm?Lang=E).

https://www12.statcan.gc.ca/census-recensement/2021/dp-pd/prof/index.cfm?Lang=E
https://www12.statcan.gc.ca/census-recensement/2021/dp-pd/prof/index.cfm?Lang=E
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GDP of the country in 2019. The three largest industries by employment are: professio
nal and technical services; retail trade; and finance, insurance, and real estate leasing 
(Statistics Canada, 2022, and City of Toronto, 2019).

Canada is a federal country with 10 provinces and 3 territories and approximately 
3,750 municipalities. The Constitution Act sets out the division of powers between the 
federal and provincial governments. The federal government makes laws with respect to 
unemployment insurance, trade and commerce, national defence, Indigenous affairs, and 
criminal law. Provincial governments control regional and local affairs including: educa-
tion, health, social services, property rights, administration of justice, local public works, 
and municipal institutions. Some responsibilities, such as immigration, agriculture, and 
pensions, are shared between the federal and provincial governments. Provincial govern-
ments have exclusive authority to make laws in relation to municipal institutions (Slack, 
Philipps, Tedds and Evans, 2019); these institutions do not have independent status in 
the Constitution and are thus often referred to as «creatures of the provinces».

In terms of the distribution of revenues, the Constitution gives the federal go
vernment comprehensive powers to raise money «by any mode or system of taxation» 
whereas the provinces are given authority to levy «direct taxation within the province» 
(which includes, for example, income, sales, property, and commodity taxes) for pro-
vincial purposes. Municipalities are limited to the taxing authority that is delegated to 
them by the provincial government, and this authority varies by province. In practice, 
municipalities can levy property taxes and user fees, and they receive transfers from the 
provincial and federal governments. Some cities, such as Toronto, can levy other taxes 
under special legislation. Overall, each of federal and provincial taxes account for 45 
percent of total tax revenues; municipal taxes account for only 10 percent  3.

Provincial governments play a significant role in the affairs of municipal govern-
ments in Canada. They can create, dissolve, amalgamate, or alter the boundaries of local 
governments in other ways without consulting local residents (Taylor and Bradford, 
2020). Indeed, in 1998, the provincial government merged the metropolitan govern-
ment and six lower-tier governments to create a single-tier City of Toronto against the 
wishes of its residents as expressed in local referenda (see Slack and Bird, 2013 for an 
analysis of the financial impact of the Toronto amalgamation).

With respect to municipal finance, provincial governments assign responsibilities to 
local governments and determine which revenues they can raise. Municipalities are not 
permitted to budget for an operating deficit, and, if over the course of the year they 
do run a deficit, they are required to cover it immediately in the next fiscal year. Pro-
vincial governments also restrict the amount that municipalities can borrow to meet 
capital expenditures, with the exception of Toronto which sets its own limits. Lastly, 
provincial governments provide transfers to municipalities, many of which have condi-
tions attached. All provinces also provide some unconditional funding to municipalities.

3  The source for these numbers is Statistics Canada, Table 10-10-0015-01.
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Slack and Bird have argued in the past that the high degree of provincial control 
over local governments in Canada means that there cannot be any visible fiscal crisis at 
the local level (Slack and Bird, 2008). While this may be true, municipal governments 
in Canada are constrained from solving any real fiscal problems they may have. Local 
governments are autonomous in the sense that they are responsible to local citizens both 
for how they spend and how they raise revenues. The reason, as will be noted below, is 
that the bulk of their revenues come from own sources —property taxation and user 
fees— rather than intergovernmental transfers. However, they are constrained in terms 
of fiscal flexibility because they rely largely on only those two sources of revenue and the 
provincial government prescribes how they raise those revenues  4.

With the exception of Toronto, municipal finances in Ontario fall under the Munici-
pal Act, 2001 (S.O. 2001, chapter 25). Under the City of Toronto Act, 2006 (S.O. 2006, 
chapter 11), Toronto can levy taxes that are not available to other municipalities in the 
province. Section 267(1) authorizes the city to levy any direct tax but there are several 
exclusions: taxes on income, payrolls, wealth, machinery, natural resources, energy con-
sumption, and sales of goods and services (Taylor and Dobson, 2020). The city is not 
permitted to impose poll taxes and can only charge road tolls with provincial permission. 
It can, however, levy taxes on motor vehicle registrations, land transfers, and billboards. 
Following a 2017 amendment to the legislation, the city is also permitted to levy a tax 
on temporary lodging including hotel occupancy taxes and taxes on short-term rentals.

3.  TORONTO’S FINANCES

With the proposed budget of over $16 billion CAD for 2023, Toronto’s operating 
expenditures exceed that of four Canadian provinces and are not far behind two others. 
Its capital budget is proposed to be an additional $49 billion over ten years. Yet, the 
City’s revenues are restricted largely to property taxes, user fees, and federal and provin-
cial transfers. Provinces have access to many more sources of revenue, including taxes on 
income, sales, fuel, and more.

What services does Toronto deliver? Table 1 provides a breakdown of Toronto’s ex-
penditures in 2021 (the latest year for which financial reports are available) and 2019 
(to compare the distribution pre- and post-pandemic). In 2021, the largest expenditures 
were on transportation (which includes roads and transit) followed by social and family 
services. Protection to persons and property (mainly police and fire protection) came 
third and followed by environmental services which include water, sewers, and solid 
waste collection and disposal.

4  In a study of local autonomy in 10 Canadian cities, four measures were used to assess fiscal autonomy: 
municipal expenditures relative to provincial expenditures, municipal tax revenues relative to provincial tax 
revenues, level of conditional grants, and borrowing restrictions. All 10 cities, including Toronto, scored low on 
fiscal autonomy according to these measures. See Smith and Spicer, 2017.
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TABLE 1.  EXPENDITURES, CITY OF TORONTO, 2019 AND 2021

Expenditure category 2021 (%) 2019 (%)

Transportation 27.5 27.0

Social and family services 20.1 19.3

Protection to persons and property 15.0 14.6

Environmental services 8.7 7.9

General government 8.0 6.7

Recreation and culture 7.3 8.1

Social housing 7.2 6.3

Health services 5.2 3.8

Planning and Development 1.0 2.7

Total 100.0 100.0

Source: City of Toronto. Our road to recovery - 2021 Annual Financial Reports for the year ended December 31, 2021; 
City of Toronto 2019 Consolidated Financial Statements, December 31, 2019.

Between 2019 and 2021, the distribution of expenditures did not change very 
much. Expenditures on recreation and culture and planning and development fell dur-
ing the course of the pandemic as a percentage of total expenditures. There was an 
increase in expenditures for environmental services, social housing, health services, and 
general government.

Table 2 provides a breakdown of Toronto’s revenues for 2021 and 2019. In 2021, the 
most significant source of revenue was the property tax, which accounted for almost one 
third of total revenues, followed by federal and provincial government transfers. User 
fees were almost 20 percent of revenues in 2021. Other revenues include the municipal 
land transfer tax, rents and concessions, development charges, and other revenues (taxes 
on billboards, hotels, and lodgings; revenue from the sale of recycled materials and pro
perties; and some other miscellaneous revenues).

A comparison of the distribution of revenues between 2019 and 2021 shows a 
marked increase in government transfers and a decline in user fees. Revenues from the 
municipal land transfer tax increased from 2019 to 2020. Generally, user fees have 
accounted for a larger portion of Toronto’s revenue than government transfers but, as 
will be discussed more fully below, the pandemic changed that distribution. Covid-19 
resulted in increased expenditure pressures and a loss of revenues, most notably from 
user fees on transit. Some of this revenue was made up by federal and provincial grants, 
which increased compared to previous years. It is not clear if this pattern of revenues 
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will continue or if user fees will go back to being the second largest source of revenue 
as in the past.

TABLE 2.  DISTRIBUTION OF REVENUE, CITY OF TORONTO, 2019 AND 2021

Source of Revenue 2021 (%) 2019 (%)

Property taxes 31.3 30.7

Government transfers 30.7 24.3

User charges 18.4 24.5

Municipal land transfer tax 7.7 5.6

Other revenues 4.5 4.5

Rents and concessions 3.1 3.7

Development charges 2.4 2.8

Investment income 1.0 2.3

Government business enterprises 1.0 1.6

Total 100.0 100.0

Source: City of Toronto. Our road to recovery - 2021 Annual Financial Reports for the year ended December 31, 2021; 
City of Toronto 2019 Consolidated Financial Statements, December 31, 2019.

Of the total transfers in 2021, federal transfers accounted for about 15 percent 
and provincial transfers for about 84 percent. Federal grants were largely dedicated to 
capital purposes whereas provincial grants were provided for operating purposes. The 
majority of transfers (federal and provincial) are conditional, in the sense that they have 
to be spent on specific services; only in 2020 and 2021 were there unconditional grants 
from the province in response to the need to fill the operating deficit arising from the 
pandemic.

User fees are another major of source of revenue for the city  5. Three services —water, 
parking, and solid waste— are funded almost entirely from user fees but the City also 
levies more than 3,000 different types of user charges, for services such as transit, classes 
at recreation centres, and entrance fees to municipal attractions. For water and garbage 
services, residents are sent utility bills and they pay separately for residential street parking, 
metered street parking, and parking in city lots. For other services (such as transit, child 
care, social housing, or ambulances), fees, charges, or rents cover part of the cost of the 
service and property taxes, transfers, and other general revenues cover the rest.

5  For a good discussion of user fees in Canada, see Althaus and Tedds, 2016, and Tassonyi and 
Kitchen, 2021.
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Another source of revenue is the municipal land transfer tax (MLTT) which was 
introduced in 2009 under the authority of the City of Toronto Act, 2006 and has allowed 
for some diversification from the property tax. Revenues from the land transfer tax now 
account for almost 8 percent of total revenues but, MLTT revenues can be very volatile. 
For that reason, the MLTT cannot be relied on to fund operating expenditures which 
increase consistently over time. The city has dedicated a portion of MLTT revenues to 
capital purposes.

Other taxes that the city has levied under the City of Toronto Act, 2006 include a ve-
hicle registration tax, but it only lasted for two years. The city also levies a billboard tax 
and a hotel and short-term rental tax. Starting in 2023, it will levy a vacant home tax  6. 
The city also generates revenues from non-tax sources including, for example, permits, 
licensing fees, fines and penalties (such as parking violations).

The capital budget, as noted earlier, is forecast to be $47 billion over the next ten 
years. Capital is funded from reserve funds dedicated to infrastructure, provincial and 
federal transfers, funding from the operating budget, municipal borrowing, and de-
velopment charges. The latter are one-time charges on developers to cover the off-site, 
growth-related capital costs associated with new development or redevelopment. Deve
lopment charges are described further in Section 4.

4.  PROVINCIAL RESTRICTIONS ON MUNICIPAL FINANCE

The provincial government is involved in every aspect of local service delivery. It 
exercises control through cost-sharing, policy setting, regulation, or other forms of en-
tanglement with municipalities. Indeed, it has been estimated that there are at least 280 
provincial statutes, and countless provincial regulations, policy frameworks, and service 
standards that affect how municipalities in Ontario deliver services (Wilson, 2019).

Although the City of Toronto relies heavily on own-source revenues, it does not 
have complete control over how it levies these taxes and fees. A truly local tax is one in 
which the local government can decide whether to levy the tax or not, determine the 
precise base of the tax, set the tax rate or rates, administer the tax, keep all of the re
venue collected, and grant tax allowances or reliefs to individuals and firms (Bird, 2011; 
Blöchliger and Rabesona, 2009). As noted earlier, Toronto can only decide to levy a 
tax if it is permitted under provincial legislation. So, for example, it has chosen to levy 

6  A vacant home tax is being introduced (similar to the Empty Home Tax in Vancouver) to increase hous-
ing supply by discouraging owners from leaving their properties vacant. A property is considered vacant if it was 
not used as a principal residence by the owner or any permitted occupants or was not occupied by tenants for 
six months or more during the previous calendar year (https://www.toronto.ca/legdocs/bylaws/2022/law0097.pdf). 
Properties are also considered to be vacant if the owner does not make a declaration of occupancy status. There 
are some exemptions where the property is undergoing repairs or renovations, where the principal resident is in 
care, etc. The tax is one percent of the current value assessment (the base of the property tax). Revenues from 
this tax will be allocated to affordable housing initiatives.

https://www.toronto.ca/legdocs/bylaws/2022/law0097.pdf
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property taxes, a land transfer tax, a municipal accommodation tax, a billboard tax, and, 
most recently, a vacant home tax. It has avoided other potential taxes such as a com-
mercial parking levy, entertainment taxes, tobacco taxes, a vehicle registration tax, and 
a few others  7.

In terms of the details of each tax, there are often provincial restrictions on the base 
of the tax and the setting of rates. The following provides two examples of provincial 
restrictions with respect to the property tax and development charges and it suggests 
how provincial transfers can also restrict local autonomy  8.

4.1.  Property taxes

The property tax in the Province of Ontario (including Toronto) is calculated by 
multiplying the property tax rate(s) times the tax base, which is assessed as the current 
(market) value of all property as determined by the Municipal Property Assessment 
Corporation (MPAC)  9. MPAC is a not-for-profit corporation established by provin-
cial statute Municipal Property Assessment Corporation Act, 1997, S.O. 1997, chapter 
43, Schedule G). Every municipality in the province is a member of the corporation. 
The corporation is governed by a board of directors comprising taxpayer, municipal, 
and provincial representatives appointed by the provincial government. The princi-
pal responsibility for assessment ultimately rests with the province (Bird, Slack and 
Tassonyi, 2012)  10.

MPAC is responsible for determining the assessed value of properties, classifying 
properties into different categories (e. g., residential, commercial, industrial) accord-
ing to provincial regulations, determining which properties are entitled to be exempt 
from taxation, preparing and delivering an annual assessment roll to municipalities, 
and defending assessment appeals. There are many advantages to having these func-
tions performed at the provincial level. For example, it results in a uniform assessment 
system across the province to ensure that similar properties are assessed in the same 
way regardless of where they are located. It also reduces the cost to the municipalities 
when the function is performed at the provincial level where economies of scale can be 
achieved  11.

7  Toronto is currently reviewing the use of a number of theses taxes, however: https://www.cbc.ca/news/
canada/toronto/toronto-taxes-fees-debate-1.6729032/.

8  Although not discussed in this paper, statutory rules also govern the application of user fees at the mu-
nicipal level and the methodology for linking cost recovery to the users (Tassonyi, 2022).

9  Market value is defined as the price that would be struck between a willing buyer and a willing seller in 
an arm’s length transaction.

10  MPAC is funded by the municipalities in Ontario on basis of the number of properties on their assess-
ment roll and the value of the assessment base.

11  Municipalities do pay MPAC for the assessment function but it is assumed to be less costly than if they 
undertook this function themselves.

https://www.cbc.ca/news/canada/toronto/toronto-taxes-fees-debate-1.6729032/
https://www.cbc.ca/news/canada/toronto/toronto-taxes-fees-debate-1.6729032/
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There are cases, however, where municipalities may want to intervene in the assess
ment process to ensure fairness in the system. One example has to do with the assessment 
cycle. Provincial legislation requires that properties be assessed on a four-year cycle. The 
last reassessment was undertaken for the 2017-20 period and was based on 2016 va
lues. During the recent pandemic, reassessments were postponed: for 2021, 2022, and 
2023, assessment continues to be based on 2016 values. In Toronto, as in many cities in 
Ontario, relative property values have changed significantly since 2016. As an example, 
residential property values have increased more quickly than commercial properties (in 
part because of the work-from-home phenomenon that increased during and since the 
pandemic and the move to online shopping). The market value of warehouses has in-
creased but that of office buildings and retail stores and malls has fallen. Whenever the 
provincial government requires a reassessment based on more current values, there will 
be major shifts in taxes among property types  12. Neither Toronto or any other munici-
palities in the province can hasten that reassessment but they do have to face the con-
sequences of the inequities arising from the continued freeze. Inequities can be found 
within classes of property (e. g., within the residential or commercial classes), between 
classes, and across municipalities.

Turning to the setting of tax rates, all municipalities in the province, including 
Toronto, are required to set tax rates for different property categories set out by pro-
vincial regulation (for, example, residential, multi-residential, commercial, industrial). 
Although each municipality can determine how much it wants to collect from property 
taxes in total, it has to choose differential tax rates that are within provincially-deter-
mined ranges. For example, the commercial tax rate has to be set between 0.6 and 1.1 
times the residential tax rate. If it is already beyond 1.1, it cannot go any higher but it 
can stay where it is. These so-called «ranges of fairness», may be designed to reduce ineq-
uities in the property tax system, but they limit local flexibility to set tax rates by class of 
property. They also provide another example of provincial control over municipal taxes.

Finally, the provincial government exercises considerable control over the admin-
istration of the property tax in terms of rules about preparing the annual tax roll, the 
payment of taxes by instalments, the content and form of tax notices and tax bills, and 
much more. Municipalities are also required to provide property tax relief to certain 
types of properties or owners (e. g., seniors). Although many of these programs are man-
datory under provincial legislation, municipalities generally have some discretion over 
eligibility criteria, the amount of relief provided, and the administration of the program. 
In short, although the property tax is largely a local tax  13, the provincial government 

12  Reassessments in the province are revenue neutral so, for example, a 25 percent increase in assessed va
lue will not result in a 25 percent increase in property taxes. If assessments increase, municipalities are required 
to lower property tax rates so that there is no overall impact on property tax revenues from a reassessment.

13  The province also levies an education property tax, which is collected by municipalities and remitted 
to the provincial government. Many authors have recommended that the provincial government stop levying 
an education property tax and provide tax room for municipalities (see Kitchen, Slack and Hachard, 2019).
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exerts a fair amount of control over how municipalities, even a large city like Toronto, 
can raise it (Tassonyi, 2022).

4.2.  Development charges

Development charges (DCs) in the Province of Ontario are governed by provincial 
legislation —the Development Charges Act, 1997 (S.O. 1997, chapter 27)—. Charges 
are levied for works constructed by the municipality, and the funds collected have to 
be used to pay for the infrastructure made necessary by the development. DCs fund 
growth-related capital costs for roads and transit, water and sewer infrastructure, fire and 
police facilities, recreational facilities, and other infrastructure.

Provincial legislation is very prescriptive about what types of infrastructure munici-
palities can levy for, what portion of the costs can be recovered through development 
charges, how the money can be spent, the types of reserve funds that need to be set up, 
and other details. Municipalities are required to follow a number of steps to calculate the 
development charge, including preparing a development forecast, establishing historic 
service levels that cannot be exceeded, making a determination of the increased need 
for services arising from the new development, and apportioning the costs to different 
development types (e.g., residential and non-residential).

Although DCs provide a major source of revenue for growth-related capital pro
jects, municipalities are constrained in the amount they can levy. In part, the constraints 
reflect concerns about the impact of DCs on housing prices and housing supply but 
the rules are also designed to ensure that municipalities only levy for the growth-related 
capital costs associated with development and not simply use DCs as a way to reduce 
property taxes or user fees.

In 2022, amendments to the Development Charges Act, 1997 under Bill 23 (More 
Homes Built Faster Act, 2022, S.O., 2022, chapter 21) introduced a number of pro-
visions which will serve to reduce the amount of DCs that municipalities can levy. 
For example, the legislation introduced exemptions for affordable housing units, 
reduced the rates for other types of housing units, changed the calculation of eli-
gible capital costs by removing housing services, required that DCs be retroactively 
phased in over a five-year period, discounted rates for purpose built rental units, and 
added new exemptions. The interest rate on borrowing within the DCs was capped 
and other measures were introduced that reduced the amount that municipalities 
can charge.

These changes are expected to have an impact on the ability of municipalities to 
charge for infrastructure in new developments and their ability to provide that infra-
structure. In Toronto’s case, the city has estimated that this legislation will result in a loss 
of an estimated $230 million annually, amounting to a 20 percent reduction in develop-
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ment charge revenues  14. It is not clear if the province will compensate municipalities for 
the loss of development charge revenues. If it doesn’t, the foregone revenues will have to 
be made up from other revenue sources, such as the property tax or user fees. There are 
clearly limits to the amount of local autonomy Toronto has when it comes to the use of 
development charges to pay for infrastructure.

4.3.  Provincial transfers

As noted earlier, municipalities that depend heavily on intergovernmental transfers 
have less fiscal autonomy than those that rely on own-source revenues. Even with trans-
fers, however, there can be more or less local autonomy depending on the size and type 
of transfer. For example, transfers can be unconditional (not earmarked) or conditional 
(earmarked for a specific purpose).

Unconditional transfers can be spent by municipalities in the areas they choose 
without restrictions and can even be used to reduce taxes. Conditional transfers, on the 
other hand, have to be spent on specific functions, such as transit or housing, and often 
with other conditions attached to their use. Obviously, local governments have less au-
tonomy with conditional grants.

There are a number of justifications for senior levels of government to provide trans-
fers to municipalities. The first is to close any «vertical fiscal gap» or the difference 
between the revenues that can be raised at the local level and the expenditures required 
to cover its assigned local government responsibilities. This gap may arise because local 
governments are assigned more responsibilities than can be financed by the revenue-
raising powers at their disposal (Bird and Slack, 2021). To close the vertical fiscal gap, 
an unconditional grant would be appropriate.

Another rationale for transfers is to ensure that all provincial residents, regardless 
of where they reside, are treated as equally as possible. Transfers can be used to close 
the «horizontal fiscal gaps» that face municipalities that have fewer resources (and per-
haps also higher expenditure «needs») compared to those in the best-off locality. This 
rationale calls for an unconditional grant based on fiscal capacity (the ability to raise 
revenues) and expenditure need. These types of transfers are referred to as equalization 
grants  15.

A third possible justification for transfers, the most consistent with the «efficiency» 
framework familiar to economists, may be to offset possible distortions to local budgetary 
decisions owing to any external benefits and costs —that is, effects spilling over to other 
localities— of specific local government expenditure programs. This rationale calls for a 
conditional grant where the federal or provincial government provides a percentage of lo-

14  See City of Toronto report: https://www.toronto.ca/legdocs/mmis/2023/cc/bgrd/backgroundfile-230130.pdf.
15  For a review of provincial-municipal equalization grants in Canada, see Bird and Slack, 2021.

https://www.toronto.ca/legdocs/mmis/2023/cc/bgrd/backgroundfile-230130.pdf
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cal government expenditures on a particular service based on the amount of spillover. So, 
for example, if 30 percent of the benefits of a road spill over into another jurisdiction, the 
provincial government would fund 30 percent of the expenditures on that road.

Another objective may be simply to reimburse local governments for the costs that 
they incur in implementing policies that the provincial government requires them to 
deliver as its agent, thus doing away with unfunded mandates. A conditional grant is 
more likely to be given in this situation. Finally, there may be political reasons for pay-
ments to particular localities to cope with specific local problems (e. g., disaster relief ) 
or to induce or reward political support (Bird and Slack, 2021: 10). These transfers 
would also be conditional.

Conditional transfers offer less local autonomy because the donor determines where 
the funds will be spent. They are fungible, however, in the sense that there is no guaran-
tee that the recipient will spend the funds on the purpose for which they were intended. 
This is particularly true for a large city like Toronto which is likely spending substantial 
funds already in the area specified by the donor government so would be able to use any 
additional resources for other purposes.

Unconditional grants are a way to close the fiscal gap while respecting local fiscal 
autonomy, but they do raise concerns about accountability. By increasing fiscal capacity 
without taking allocation decisions away from local policymakers, unconditional grants 
allow cities to ensure funds are used in the way that best responds to local preferences. 
On the other hand, this approach may receive less support from higher levels of govern-
ment that rely on conditionality in order to ensure local policy is consistent with federal 
or provincial priorities and that they have some control over what municipalities do 
with the money.

When the level of government that makes the spending decisions (in this case, the 
local government) is not the same as the level of government that raises the revenues 
(federal or provincial government), accountability is blurred. Local governments are 
more likely to carry out their expenditure responsibilities in a responsible manner if they 
have the autonomy to raise the revenues to pay for them (Slack, 2017: 4).

Toronto has historically received only conditional transfers from the federal and 
provincial governments. In the case of provincial transfers, they are largely dedicated 
to social and family services, transportation (transit and roads), and health services. 
Although the Province of Ontario does provide equalization transfers to municipalities, 
these transfers are dedicated to small, rural, and remote communities  16. Not surprisingly, 
Toronto does not receive provincial equalization transfers.

A change in the types of transfers given occurred in 2020 and followed again in 
2021, whereby the provincial government provided unconditional transfers to Toronto 
and other Ontario municipalities to meet their operating deficit that resulted from the 

16  For more on provincial-municipal transfers in the Province of Ontario, see https://www.ontario.ca/
document/2022-ontario-municipal-partnership-fund/technical-guide.

https://www.ontario.ca/document/2022-ontario-municipal-partnership-fund/technical-guide
https://www.ontario.ca/document/2022-ontario-municipal-partnership-fund/technical-guide
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pandemic. In particular, the city lost a large portion of transit fare revenues when transit 
ridership plummeted by 80 to 90 percent compared to pre-pandemic numbers. Al-
though the city continues to seek federal and provincial funding to fill the operating 
deficit arising from pandemic pressures, funding has been limited.

5.  HOW HAS TORONTO USED ITS FISCAL AUTONOMY?

To the extent that Toronto relies relatively heavily on own-source revenues, it has a 
reasonable amount of local autonomy. There are some provincial constraints on how it 
levies some of these sources, as noted above, however. How has Toronto exercised the 
autonomy it does have? A few examples illustrate what the city has done over the last 
decade. The first is expenditure patterns, followed by a review of property tax increas-
es over the same period. Municipal borrowing is a financing tool over which the city 
does have a significant amount of control, and the third example looks at how much the 
city has taken advantage of its ability to borrow to pay for infrastructure in recent years 
and also looks at the use of reserves and reserve funds.

When expenditures per household are adjusted for inflation, they were roughly 
comparable in 2021 to what they were a decade ago. Although there is a perception that 
spending has been growing rapidly in recent years, Figure 1 shows that expenditures 
per household were actually less in 2021 than they were in 2009, when adjusted for 
inflation. This finding likely reflects a combination of factors: finding cost efficiencies, 
uploading some responsibilities to the province  17, and cutting service levels.

Another reason why expenditures have been relatively stable could be the city’s 
reliance on the property tax as its main source of revenue and successive decisions to 
keep property tax rate increases at or below the rate of inflation. Figure 2 shows pro
perty taxes per household adjusted for inflation over the period from 2009 to 2021. 
For most of the period, property taxes per household, adjusted for inflation, were 
declining; they started to increase somewhat in 2018. Commitments on the part of 
mayors since the amalgamation in 1998 to keep property tax increases at or below the 
rate of inflation accounts for the pattern in Figure 2. The most recent 2023 budget, 
includes a 5 percent increase in the property tax coupled with a 1.5 percent increase 
on a supplementary property tax dedicated to transit and housing infrastructure. The 
overall rate increase of 7 percent is slightly above the rate of inflation for the first time 
in over a decade.

17  For example, the Provincial-Municipal Fiscal and Service Delivery Review in 2008 was a formal up-
load agreement signed by the Province, the Association of Municipalities in Ontario (AMO), and the City of 
Toronto that committed the provincial government to assume the full cost of some health and social programs 
by 2018. These reforms eliminated billions of dollars of financial obligations from municipal balance sheets 
in the province. But, they also added a new layer of conditions and constraints. See Eidelman, Hachard and 
Slack (2020).
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FIGURE 1.  EXPENDITURES PER HOUSEHOLD, ADJUSTED FOR INFLATION, 
CITY OF TORONTO, 2009-2021
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Source: Ontario Municipal Financial Information Returns.

Why is it so difficult to increase the property tax? Part of the reason is that the pro
perty tax is a very visible tax (Slack and Bird, 2014; Slack, 2022). Unlike the sales tax 
which is paid in small amounts with every purchase or the income tax which is withheld 
at source, homeowners receive a property tax bill every year. That means that they know 
how much they pay in property taxes every year. For this reason, politicians find it very 
difficult to increase the tax and often keep increases fairly small.

FIGURE 2.  PROPERTY TAXES PER HOUSEHOLD, ADJUSTED FOR INFLATION, 
CITY OF TORONTO, 2009-2021
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Figure 3 provides information on the pattern of property taxes compared to other 
revenue sources that the City of Toronto relies on. Over the same period that property 
taxes were declining, the Figure shows a steady increase in user fees. In 2019, user fees 
per household, adjusted for inflation, started to decline, however. The loss of transit fare 
revenues (and, to a lesser extent, fees for recreational programs) during the pandemic 
accounts for the largest part of the decline. This loss was largely compensated for by 
the increase in transfers from both the federal and provincial governments in 2020 
and 2021. As noted earlier, these are unprecedented increases in transfers and will not 
necessarily continue at that magnitude.

FIGURE 3.  SELECTED REVENUES PER HOUSEHOLD, ADJUSTED  
FOR INFLATION, CITY OF TORONTO, 2009-2021
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Federal and provincial transfers accounted for 30 percent of the City’s revenues 
in 2021, up from 20 percent in 2012. Transfers increased in 2010 and then declined 
until 2017, before the significant increases starting in 2017 before the pandemic and in-
creasing throughout the period to 2021. The municipal land transfer tax has increased 
throughout the decade. Because the land transfer tax imposes a levy on house sales, 
the revenues reflect the volume of homes sold as well as house prices, both of which 
fluctuate in accordance with a range of macroeconomic factors. As a result of the city’s 
housing boom over the last decade, land transfer tax revenues have generally exceeded 
the revenue projections each year. As markets change post-pandemic, revenues from 
the MLTT may be more volatile. Revenues from licences, permits, rents, etc., remained 
fairly steady over the decade.

Finally, we look at the application of Toronto’s fiscal autonomy with respect to bor-
rowing and reserves. Municipalities in Ontario can borrow money and take on debt, 
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but only to fund capital expenditures. Large amounts of debt constrain municipal gov-
ernments by requiring that they spend more every year to pay down the principal and 
interest costs of borrowing. Although the provincial government in Ontario sets limits 
on the amount of borrowing a municipality can undertake (the rule is that debt charges, 
which include annual pre-payment of principal plus interest payments, cannot exceed 
25 percent of own-source revenues), it does not place a borrowing limit on Toronto  18. 
The city has imposed its own limit, however —debt charges cannot exceed 15 percent 
of property tax revenues— a limit that is more stringent than the one imposed by the 
province on all other municipalities.

What has Toronto done on the borrowing front? The 2022 Budget projected that 
the City’s debt levels are approaching the self-imposed limit, climbing from less than 14 
percent in 2021 to 15 percent in 2029 before declining (City of Toronto, 2022 Budget). 
The City’s credit rating is strong - Standard and Poor’s (S&P) Global Ratings, one of 
three major rating agencies, rates Toronto as AA (positive) as it has done since 2002  19. 
In short, Toronto, like most cities in the province, has been fairly conservative in terms 
of its borrowing.

Reserves and reserve funds provide financial resources to municipalities but also 
indicate a government’s willingness to sacrifice current spending to plan for the future. 
Reserves are year-to-year savings that can be used for unforeseen events (such as an 
extreme weather event or downturn in the economy) that reduce the city’s revenues. 
Reserve funds are generally dedicated to future infrastructure spending, and cannot be 
easily reallocated to fund other needs. Indeed, there may be legislative, regulatory, or 
other legal restrictions on their use. Although Toronto’s reserves have increased in the 
past, the most recent budget (2023) forecasts that reserves and reserve funds for capital 
purposes will fall from over $7 billion in 2023 to over $6 billion in 2024 to over $5 
billion in 2025. This decline reflects that, to the extent possible within the legislation, 
the city is moving funds designated for capital projects to meet its operating expendi-
ture deficit.

To summarize, Toronto has some local autonomy when it comes to making deci-
sions on expenditures, revenues, borrowing, and reserves. How has it used this autono-
my? From a fiscal health perspective, it appears that Toronto does not have a spending 
problem - expenditures are roughly the same as they were a decade ago when adjusted 
for population growth and inflation. Residential property taxes are low and have been 
growing at or less than the rate of the inflation since the amalgamation of 1998 until 
2023. Toronto’s debt is relatively modest and manageable for a growing city and well be-

18  Through the City of Toronto Act, 2006, the province does impose other conditions on borrowing. For 
example, the term of long-term debt cannot extend beyond the life of the capital asset for which it was issued 
and cannot exceed 40 years (City of Toronto Act, 2006, section 247.1).

19  https: / /www.toronto.ca/news/city-of-torontos-aa-credit-rating-reaffirmed-by-dbrs-morn-
ingstar/#:~:text=DBRS%20Morningstar%20%E2%80%93%20AA%20(Stable),and%20outlook%3A%20
2002%20to%20Present.

https://www.toronto.ca/news/city-of-torontos-aa-credit-rating-reaffirmed-by-dbrs-morningstar/#:~:text=DBRS Morningstar %E2%80%93 AA (Stable),and outlook%3A 2002 to Present
https://www.toronto.ca/news/city-of-torontos-aa-credit-rating-reaffirmed-by-dbrs-morningstar/#:~:text=DBRS Morningstar %E2%80%93 AA (Stable),and outlook%3A 2002 to Present
https://www.toronto.ca/news/city-of-torontos-aa-credit-rating-reaffirmed-by-dbrs-morningstar/#:~:text=DBRS Morningstar %E2%80%93 AA (Stable),and outlook%3A 2002 to Present
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low the limits set by the provincial government for other municipalities in the province. 
Toronto’s credit rating remains high, even in the face of pandemic challenges.

Notwithstanding that Toronto looks good in terms of some of these measures of 
fiscal health, Toronto’s fiscal health may have been at the expense of its overall health, 
especially the state of its infrastructure. In the 2023 Budget, the city is reporting an in-
creasing backlog in state-of-good-repair (SOGR) maintenance. Much of the infrastruc-
ture is old and in need of renewal. The backlog is forecast to climb from $10 billion in 
2023 to almost $17 billion in 2031. Raiding its capital reserves to cover the operating 
deficit, as it is doing, will make the state of its infrastructure even worse.

6.  TORONTO’S ABILITY TO RESPOND TO EXTERNAL SHOCKS

Toronto faces many challenges now and potentially more going forward that will 
impact the city’s expenditures and revenues in the future. The question is whether the 
local fiscal autonomy it has, without more revenue diversification, is sufficient to meet 
these challenges. What are these challenges?

First, the impact of the pandemic is still being felt especially in terms of the loss of 
transit fare revenues. These revenues are still not back to pre-pandemic levels. The result 
has been an operating shortfall and, even with more fiscal autonomy than most other 
Canadian cities, Toronto has had to go with cap in hand to the other levels of govern-
ment for money. It also plans service cuts in 2023 for transit and other services.

Second, as noted earlier, Toronto’s aging infrastructure is in a declining state of good 
repair. The state of the city’s infrastructure —water and wastewater pipes and treatment 
facilities, transportation infrastructure (roads and expressways), public transit vehicles 
and equipment, municipal buildings and facilities, libraries, recreation centres, and 
community housing— has been deteriorating for years. It will need to invest in main-
taining and renewing existing assets as well building new infrastructure to accommodate 
growth and service needs.

Third, the city faces a short-term challenge from inflation and rising interest rates. 
Inflation means that the cost of delivering services and infrastructure will increase for 
the city. Moreover, inflation means that citizens may have more trouble making ends 
meet and will turn to the city to deliver more services. Rising interest rates mean that 
the cost of borrowing for new infrastructure will increase. Hopefully, both of these 
challenges will be short term on the expectations that inflation will slow and interest 
rates will be lowered by the Bank of Canada. Nonetheless, without diversified re
venues, the city will have trouble responding to external shocks such as inflation and 
rising interest rates. Whereas federal and provincial governments have experienced 
increased income and sales tax revenues during this period, Toronto does not have 
access to these revenue sources. Rather, it relies on property taxes which have been 
fairly stable.
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Fourth, the impact of climate change will also affect the city’s budget. Cities are be-
ing impacted in two ways by climate change. They have to respond to extreme weather 
events (flooding, ice storms, heat waves, tornados) which result in major municipal 
cleanup and remediation costs. Cities also have to reduce greenhouse gas emissions 
(GHGs) to limit the global temperature increase. In Canada, we need to cut emis-
sions by half over the next decade to reach net zero carbon emissions by 2050. Cities are 
a major source of emissions. Toronto, and other cities, will need to increase the share of 
renewable energies, establish cleaner transportation systems, retrofit existing infrastruc-
ture (buildings and facilities, etc.), and implement other measures. These measures will 
place a financial burden on the city.

Fifth, the federal government has increased its immigration targets to allow 
500,000 new residents into the country annually by 2025 (Immigration, Refugees 
and Citizenship Canada, 2022). Most immigrants and refugees settle in the major 
cities and need a variety of municipal services, at least initially. These services include 
mainly housing and social services as well as other municipal services needed to facili-
tate resettlement. Although immigration decisions are made by the federal and provin-
cial governments, many of the costs are borne by municipalities. Cities such as Toronto 
argue that they do not have sufficient resources to meet the needs of immigrants and 
refugees and also that they should have a seat at the table when decisions are made 
about immigration.

Although the challenges identified so far will all have an impact on Toronto’s ex-
penditures going forward, there will also be pressures on the revenue side of the bud-
get. The sixth challenge arises from the work-from-home phenomenon, which started 
before the pandemic, but increased dramatically during the pandemic. To the extent 
that people continue to work from home, there is the potential to impact commercial 
property values and, by extension, commercial property taxes. If commercial property 
values fall relative to residential property values, there will be increasing pressure on the 
residential property tax in the future. Similarly, the move to online shopping is affecting 
the commercial property tax base.

It is by no means clear whether people will continue to work from home or shop 
online but some US cities have already experienced a decline in commercial property 
values and commercial property taxes by 25 percent, on average (Chernick, Cope-
land and Reschovsky, 2020). The occupancy rate in the downtown office towers in 
Toronto has climbed from a low of 6 percent in the height of the pandemic to 45 per-
cent, still far short of what it was before the pandemic  20. As noted earlier, the provincial 
government has frozen the assessment base for property taxes but when the freeze is 
lifted, the impact of the shift from the commercial to the residential property tax base 
will be felt.

20  See Strategic Regional Research Alliance (SRRA), https://srraresearch.org/covid/category/Occupancy%20
Index.

https://srraresearch.org/covid/category/Occupancy Index
https://srraresearch.org/covid/category/Occupancy Index
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All these challenges likely mean higher expenditures for Toronto, as well as other 
municipalities and, at least in one case, lower revenues. The city is searching for new tax 
sources (such as implementing a commercial parking levy), but it is limited in terms of 
what is available under the City of Toronto Act, 2006. To bring in any substantial amount 
of revenue, it would need access to income or sales taxes, and these are not permitted at 
the local level under provincial legislation. Given the negative response from the province 
in 2017 to the mayor’s request to implement road tolls on two of its major highways, it is 
not at all clear that they would respond favourably to a request for income or sales taxes.

Nevertheless, a mix of taxes would give Toronto more flexibility to respond to lo-
cal conditions such as changes in the economy (inflation and rising interest rates, for 
example), evolving demographics and expenditure needs, changes in the political cli-
mate, and other factors. For example, local politicians might choose to levy sales taxes 
for local services that are enjoyed by commuters for which the city currently receives 
no tax revenues (Kitchen and Slack, 2016). An employee-based personal income tax 
(often referred to as a payroll tax) would tax commuters who work in the city and use 
services there but live outside. From an equity perspective, an income tax is likely to be 
more progressive than a property tax. A mix of taxes would allow cities to increase or 
stabilize revenue at the same time that it maintains equity.

Reliance on a number of different revenue sources means that a city can set lower 
tax rates for any single tax to levy a given amount of revenue, thereby reducing the 
burden of that tax. Moreover, with a range of tax sources, distortions in one tax may be 
counteracted by distortions in other taxes. For example, the property tax may discou
rage investment in housing whereas an income tax may encourage investment in owner-
occupied housing, because the imputed income of owner-occupied housing is not taxed 
in Canada (Slack and Tassonyi, 2022).

There are two ways that cities might levy income or sales taxes. They could set up 
and administer their own tax systems or piggyback onto the existing provincial sys-
tem  21. It would be much easier and cheaper to piggyback on to the provincial system  22. 
In terms of a local income tax, the External Advisory Committee on Cities and Com-
munities (2006) recommended a system of «double devolution», whereby the federal 
government would provide tax room to provinces, which, in turn, would provide tax 
room to local governments, who would piggyback onto the provincial personal income 
tax system. Clearly, this mechanism would require substantial intergovernmental co-
operation.

In terms of sales taxes  23, it would be costly for municipalities to introduce their own 
tax. There may also be problems with cities piggybacking in Canadian provinces that 

21  Piggybacking onto the provincial tax can still mean that cities levy their own tax rates.
22  See Kitchen and Slack, 2016, for a description of how piggybacking onto federal/provincial income 

or sales taxes would work.
23  An alternative to the sales tax is a business value tax (BVT). The base can be calculated as sales minus 

the purchase of inputs from other businesses (including capital inputs less a depreciation allowance). Although 
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have the harmonized sales tax (HST) or the goods and services tax (GST) because of the 
way in which these taxes are administered in Canada (Slack, 2023).

Municipalities are often more interested in taking a share of provincial (or federal) 
government sales tax revenues than levying their own tax rates. Tax sharing is not the 
same as local taxation, however, because the local government has no control over the 
tax base or tax rates. It simply receives a portion of provincial taxes and, for this reason, 
is much the same as a transfer.

7.  FINAL COMMENTS

Compared to many other cities around the world, Toronto has considerable local 
fiscal autonomy, at least if we measure autonomy by dependence on transfers from other 
orders of government. But, when we dig more deeply into the question of autonomy, 
we find that many of its own-source revenues are constrained by provincial legislation 
including, for example, property taxes and development charges. And, of course, most 
federal and provincial transfers have conditions attached to them.

Perhaps the more serious problem for the city’s finances, however, is the lack of re
venue diversification. Although the city is responsible for a wide range of services, it is li
mited to only a few sources of revenue - property taxes, some other smaller taxes, user fees, 
and intergovernmental transfers. This lack of diversification is particularly evident when 
the city faced external shocks such as the pandemic or changes in the macroeconomy such 
as inflation and rising interest rates. It has coped, at least in the case of the pandemic, by 
soliciting funds from the federal and provincial governments but it is not at all clear how 
long this bailout will continue. To balance its operating budget, which it is required to do 
by law, the city will have to increase property taxes and user fees or cut services.

It is time to consider other sources of revenue for Toronto. Income and sales taxes, 
have the potential to provide significant revenues to meet the challenges it faces and 
its changing expenditure needs. These taxes both require provincial legislation and 
possibly some tax room from the federal and provincial governments. If Toronto is 
to continue to contribute to the economic growth of the province and the country, 
all three orders of government need to come together to figure out how Toronto can 
diversify its revenues.
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