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PREFACE
This is the third report published by the Local Government Institute on the organization
of local governments in the capital region. The first, Local Government Service Production in
the Capital Region, described how local government services are actually produced in the region
and how those production patterns relate to what is known about economies of scale and efficient
organization arrangements elsewhere in North America. The second, The Cost of Municipal
Elected Officials in the Capital Region of British Columbia, described the costs of the 88 local
governmental elected officials, compared those costs with jurisdictions having fewer officials
and described differences in voter turn-out and the costs of campaigning in different sized
municipalities. These two reports cover the most important aspects of local government:
representation and service production.
This third reports puts the debate over amalgamation into a broader context and considers
other issues including the characteristics of an effective local government system, a history and
the assumptions underlying the amalgamation movement, the financing of local governments,
and other topics relating to government organization that were not covered in the first two
reports. This report will also refer to findings from the first two reports. The three reports
together will provide an information base upon which to discuss options for local government
organization in the capital region.

ACKNOWLEDGMENTS
In the course of preparing this report and the two previous reports on local governments
in the capital region many students, colleagues and administrators have contributed. They
include Glen Bullen, Eric Clemens, Colin Crisp, Tiffiny Fawcett, Jennifer Godwin, Allison
Habkirk, Donna Kenny, Jim McDavid, Barbara Pearce, Todd Pugh, Mark Sproule-Jones, Igor
Vojnovic, Philip White and administrators from the twelve municipalities and Capital Regional
District. Observations, conclusions and recommendations, however, are the responsibility of the
author. Deborah Fawcett has produced the final reports.

3

CONTENTS
page
PREFACE

2

CONTENTS

3

INTRODUCTION

4

THE MUNICIPAL REFORM (AMALGAMATION) MOVEMENT

5

EVIDENCE ON LOCAL GOVERNMENT PERFORMANCE

8

PROFILE OF CAPITAL REGION GOVERNMENTS

12

HOW DOES THE CAPITAL REGION COMPARE?

15

FINANCING ISSUES

17

Comparing Costs

18

Incentives for Efficiency and Fairness

19

Core City Finances

20

Fiscal Aspects of Amalgamation

22

ISSUES

24

Economic Development

24

Arts and Culture

26

CONCLUSIONS

27

DIRECTIONS FOR FUTURE RESEARCH AND CHANGE

29

BIBLIOGRAPHY

31

4

INTRODUCTION
All local government systems must be able to deal with similar issues. These issues
include:
-providing elections and other procedures whereby citizens who are affected by the
government have a voice in its decisions and can hold officials accountable for their
actions,
-dealing with problems and providing services over a variety of geographic scales,
-utilizing different kinds of production arrangements to account for the great diversity in
the nature of local government services and the different scales at which they are most
efficiently produced,
-possessing incentives that encourage elected officials and administrators to seek efficient
production arrangements, and
-possessing financing methods that are fair. Where social services are a local government
responsibility significant financing usually needs to be on a wide area basis; where social
services are a provincial responsibility fairness for local government services is usually
associated with beneficiaries, either as individuals or groups, financing the services they
benefit from.
The fact that different local government functions are best provided on different
geographic scales and that different services may be most efficiently produced by different
organizations means that the ability to cooperate and coordinate among different organizations is
an extremely important aspect of any system of local governance.
All local governments deal with these issues in some manner and some do a better job
than others. Long-standing stable systems are the ones that evolve to deal with these issues best.
There are several different basic systems in North America, all of which are characterized
by a multiplicity of small and large municipalities and a variety of other institutions such as U. S.
counties, Alberta’s counties and municipal districts, maritime counties, Ontario’s regional
governments and British Columbia’s regional districts. There are a small number of
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exceptions, including Winnipeg’s unicity, Toronto’s new megacity, a few other amalgamated
governments in Ontario and three amalgamated governments in the Maritimes: Halifax Regional
Municipality, Cape Breton and Mirimichi. 1
These systems, as well as systems abroad, especially in Great Britain, Europe, Australia
and New Zealand, have been researched and a considerable amount is known about the
performance of differently organized local government systems. Much of this research was
stimulated by the “municipal reform” movement. This was a movement that began in the United
States at the beginning of the 20th century in response to the growth of urban areas and the
difficulty of understanding just how a multiplicity of local governments worked in a growing
urban area. The solution for local government organization within this movement was simple:
one local government for each urban area. Because many of the arguments appearing in capital
region discourse reflect this review, this report will describe that perspective and then proceed to
identify the findings of more recent scholarship and how the capital region compares with
systems of local government that function very well.
THE MUNICIPAL REFORM (AMALGAMATION) MOVEMENT
Throughout the latter half of the 19th and throughout the 20th century in North America
there has periodically been a call, usually from central city business interests and news media, to
amalgamate the variety of local governments that exist in virtually every metropolitan area into
one large municipality. 2 This movement came to be called the municipal reform, or reform
through consolidation, movement, although in Canada the term amalgamation is more commonly
used than the term consolidation.
There are a variety of intellectual and pragmatic precursors to the municipal reform
movement in North America. Some of the ideas are of European origin, including idealization
of a professional bureaucracy as developed in Prussia; others are North American, with the
1

A review of other systems and a comparison with British Columbia’s system is provided in
Robert L. Bish, Regional District Review - 1999. Additional references to each system are
included there.
2

A detailed review of the reform movement is provided in Robert Warren’s Government in
Metropolitan Regions: A Reappraisal of Fractionated Political Organization. A summary of
reform’s theoretical foundations is provided in Bish and Ostrom’s Understanding Urban
Government: Metropolitan Reform Reconsidered.
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American contribution being an advocacy of a professional civil service and city manager
systems. North America was also the location of significant population growth with its many
practical problems, such as the extension of roads and utilities as urban areas grew.
By 1925 the key tenets of the tradition can be clearly identified. Its major
recommendations included:3
(1) Each major urban area should be organized by only one unit of local government.
This would allow for area-wide planning, economies of scale in service production, and
infrastructure extension to the entire area. Today we would call this a "single-tier"
model, with the tier encompassing the entire metropolitan area.
(2) The voters should elect only the most important policy making officials and these
should be few in number. At- large elections were recommended so that the council would
represent the city as a whole, not its different parts.
(3) Administration should be separated from politics. There should be a single chief
administrative officer and specially trained public servants staffing the bureaucracy.
Implied in the concern for specially trained public servants is both a rejection of
patronage appointments and the presumption that "specially trained" public servants
would use modern management techniques.
From this perspective small governments were considered unprofessional and inefficient,
and fragmentation of authority, either within a government or among multiple local
governments, was viewed as a source of weakness that would prevent coordination. Only with a
single-tier, professionally organized government, it was believed, could an urban area be
properly governed and public services efficiently produced.
This "ideal" model of government dominated North American thought up to the 1960's.
By the 1960's serious questions were being raised about amalgamation solutions. One concern
was practical but also articulated very well in political theory in debates over Winnipeg. It was
that people in different subareas might face different problems and prefer different local services.
Some have labelled this a "community control" perspective. A second concern was based on the
3

As summarized by William Anderson, American City Government. New York, 1925, pp. 641642.
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simple practical observation that not all services possessed economies of scale, i.e. costs of
production did not fall, but instead increased, as production was undertaken on a larger and
larger scale. One solution that emerged from these two concerns was a "two-tier" model, where
some services would be provided by a lower tier and others at a second or higher tier.
In Canada, local governments were at the forefront of two-tier solutions. One example
was Metropolitan Toronto--with lower tier cities and a regional metropolitan government.
Another was Winnipeg, first with 12 municipalities and a regional government and then with its
unicity of 12 amalgamated municipalities in an upper tier and with 50 wards, which were in turn
grouped together to constitute a "community" based lower tier. It can be noted that Toronto's
second tier had a reasonably long life, while Winnipeg's lower tiers were reorganized and their
importance reduced in only 6 years. Toronto has been reorganized again.
There is considerable dissatisfaction with other two-tier systems in Ontario and concern
remains in Winnipeg over a lack of response to neighbourhood (many of which were once
independent cities) issues and over the fact that Winnipeg's boundaries are no longer large
enough to encompass the suburbs. There are very few two-tier systems on the Ontario model
elsewhere. Usually one finds a multiplicity of other local governments existing at the same time,
as in the Indianapolis-Marion County amalgamation where independent municipalities and
township governments remain separate within the amalgamated city-county government
resulting in over 100 separate tax-rate areas. The same can be said of the few simple
amalgamation models that exist, as in Halifax Regional Municipality (an amalgamation of
Halifax, Bedford, Dartmouth and Halifax County), where community councils made up of a
minimum of 3 electoral districts have been created and volunteer fire departments have been
retained within the amalgamated structure. Halifax has also emerged with 60 different tax-rate
areas to account for different services delivered to those areas.
While the two-tier response illustrates recognition of the inadequacy of the single tier
model, two-tier systems like Ontario’s are currently mired in controversy. This appears to be
because it is impossible to make clean lists of functions that are local and regional and because
two sets of elected officials often compete with one another rather than cooperate. This has led
to a curtailment of new two-tier systems and for many, a lack of understanding of how local
government systems are best organized. 4 One response has been to return to an advocacy of
4

For a very recent analysis of two-tier systems see And rew Sancton’s “Signs of Life? The
Transformation of Two-Tier Metropolitan Government,” in Urban Affairs: Is it Back on the
Political Agenda, edited by Caroline Andrew, Katherine Graham and Susan Phillips and soon to
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amalgamated single governments in metropolitan areas; another has been to look more closely at
characteristics of systems that work well. A lot has been learned about local governments since
the reform movement solidified its tenets in 1925. 5
EVIDENCE ON LOCAL GOVERNMENT PERFORMANCE
Books and articles examining the actual performance of differently structured urban areas
are included in the bibliography. Some are statistical studies comparing different urban regions,
some are case studies, and some are reviews and evaluations of other studies.
The single most important observation about local government performance has been
made about the services it produces and provides to its citizens. Most local government
services do not possess economies of scale beyond relatively small sizes and no local
government is the right size to efficiently produce every service. Instead, the use of
volunteers, contracts with both profit and non-profit organizations and intermunicipal
servicing arrangements all have been identified to increase service production efficiency
over in-house production for many services. Within this setting a regional organization
becomes one among many alternatives for municipalities to utilize to provide and or produce
services for their citizens. Successful regional governments are those that are either responsible
for a very small number of regional functions like water supply, sewage treatment and public
transportation, or they are utilized for functions as agreed upon by municipalities within their
boundaries, as with non- mandated functions for U.S. counties in many states or as in British
Columbia’s regional districts.
The statistical studies of costs of local governments are quite clear. Fewer, but larger,
local governments in an urban region do not correlate with lower per capita costs and for all but
be published by McGill-Queens University Press. Sancton’s article also includes an excellent
quotation from Nova Scotia’s Graham Commission (1974) that explains why local government
functions cannot rationally be divided up between local and regional government.
5

Different systems of local government in North America are briefly reviewed in a comparison
with British Columbia’s regional districts in Robert L. Bish, Regional District Review - 1999:
Issues and Interjurisdictional Comparisons. Prepared for the Ministry of Municipal Affairs and
published by the Local Government Institute, University of Victoria, and available on the Local
Government Institute web site. Reviews of empirical studies are presented in Ostrom, Bish and
Ostrom, Local Government in the United States and in Igor Vojnovic, Municipal Consolidation
in the 1990's: An Analysis of Five Canadian Municipalities.
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the smallest governments, larger municipalities spend more per capita than smaller ones. There
appear to be three main reasons why larger local governments have consistently higher spending.
One is that most local services do not possess economies of scale and they actually cost more to
produce in a larger organization. Another is that larger local governments undertake a larger
number of activities. Finally, many larger governments are central cities and central cities have
higher per capita costs because services must be provided to commuters and shoppers as well as
to their own citizens. These reasons explain why amalgamating smaller governments into larger
ones is correlated with higher rather than lower expenditures in an urban area.
Expenditures by BC municipalities fit North American patterns, with the very smallest
municipalities with villages (population up to 2500) having higher per capita costs than towns
(2500-5000 population), but after towns larger municipalities have, on average, higher per capita
costs.
When one moves beyond expenditures by individual municipalities of different sizes,
there is clear evidence as to what kind of local government system produces services for the
lowest cost.
An analysis of 60 statistical studies of local government spe nding concludes that
lower spending in urban areas is associated with a multiplicity of municipalities,
competition among adjacent local governments, lower level units undertaking most of the
spending in multi-tier systems, and finally, easy entry for new governments. In sum, lower
spending is a feature of fragmented local government systems where the lower level units
are dominant (Boyne 1992 p. 352).
In addition to aggregate statistical data on local government structure and cost, there are
some case studies of specific amalgamations and studies of specific issues such as the
representativeness of municipal councils in different sized local governments. These studies do
not indicate that amalgamations reduce costs or increase representativeness, and in fact that
amalgamation itself may lead to both increased costs and an increased rate of annual cost
increases after amalgamation.
Very few thorough Canadian studies have been undertaken on these topics, although we
do know that unicity in Winnipeg was accompanied by significantly higher costs, and when New
Brunswick amalgamated 42 school districts into 18, office expenses increased by $2 million
instead of declining. A preliminary examination of the implementation costs of Halifax Regional
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Municipality (an amalgamation of Halifax, Dartmouth, Bedford and Halifax County) indicates
that they may end up with a one-time cost of $40 million, or 4 times the initial forecast of $9.8
million, to implement and it is doubtful there will be any net savings.
Because there have been extensive reviews of amalgamation research, conclusions from
some are presented below. The first dates back to 1973 and is from Governor Ronald Reagan's
Task Force on Local Government Reform. Governor Reagan entered office with an attitude
much like that of Premier Mike Harris in Ontario. Very simply, having so many local
governments must cost more. The difference between Reagan and Harris is that Reagan
appointed a task force including scholars and local government managers and they proceeded to
review existing research and commission additional research in California. Their conclusion
was:
"After considering the wealth of evidence on the costs and performance of local
government services, we have concluded that a system of highly flexible and independent
local government units is as capable or more capable of providing the quality of service
that people expect than a centralized and consolidated government system. In fact, our
evidence on functional costs, on economies of scale and on the impact of professional
influence, indicates that a reduction in the number of governmental units, through
consolidation of local units, would produce a system less likely to provide public services
of a quality and at a cost that suit the diverse preferences of the citizens of California"
(Task Force on Local Government Reform,(1973).
Governor Reagan heeded his task force and abandoned initiatives toward amalgamating local
governments in California.
In Canada, after a review of evidence, including extensive evidence from Great Britain as
well as North America, Andrew Sancton, Director of the Local Government MPA program at the
University of Western Ontario wrote:
"The days of large scale centrally imposed municipal reorganization are clearly over.
New regional governments, urban communities, or "unicities" are not on the horizon.
Reorganization policies in the provinces now generally involve tinkering with existing
structures, building local consensus before legislating, and ensuring that new
arrangements can flexibly adapt to changing circumstances." Local Government
Reorganization in Canada since 1975, ICURR, 1991.
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Following provincially mandated amalgamations in the Maritimes and Ontario, Dr.
Sancton went on to comment on the above quotation:
"This misguided statement assumed that provincial policy- makers wanted to save money
and that they understood that the consolidation of municipalities usually led to more
spending, not less. This latter assumption in turn assumed that policy- makers were aware
of the academic literature about the impact of scale on cost in local government. By
1991, the issue had been thoroughly investigated, and there was precious little evidence
to support the consolidationist position. "Reducing costs by Consolidating
Municipalities: New Brunswick, Nova Scotia and Ontario," Canadian Public
Administration, Fall 1997.
Proponents of amalgamation who have recognized that costs are most likely to inc rease
have made other arguments for amalgamation. These include arguments that amalgamation will
increase equity and provide for better regional planning. One can increase uniformity of tax
rates but no major amalgamated government has extended its full range of services to rural areas
within its boundaries, so in some cases residents get to pay equal tax rates but receive many
fewer services. In others, several tax rates are used within the jurisdiction. In Halifax, for
example, there are separate rates for urban, suburban and rural areas and each community
council area, plus additional rate areas can be created for specific services, resulting in
approximately 60 different tax rate areas. In Indianapolis, which was amalgamated with Marion
County, the result of a similar policy is over 100 separate taxing areas. Finally, there is simply
no evidence one way or the other on the quality of regional planning performed in differently
organized systems. Many observers of regional planning in the Regional Growth Strategy
process in the capital region feel the result will be far better as a joint effort of municipalities and
the CRD than it would be by the CRD alone.
Given this brief review of evidence on amalgamation issues it is time to turn to an
examination of the B.C. capital region.
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PROFILE OF CAPITAL REGION GOVERNMENTS 6
The capital region includes a 1998 population of 303,561 within the boundaries of 12
municipalities. There are another 31,808 in unincorporated areas. Basic characteristics of the 12
municipalities are presented in Table 1.
Table 1
Population and Expenditures of Capital Region Municipalities
Name

Population

Total Operating
Expenditure

Per Capita
Expenditure

Esquimalt
Oak Bay
Saanich
Victoria

16,667
18,173
107,026
76,121

$ 14,554,421
21,488,144
80,952,899
109.122,309

$ 873
1,182
756
1,434

Central Saanich
North Saanich
Sidney

15,121
10,995
11,257

12,150,378
7,635,933
10,503,221

804
694
933

Colwood
Highlands
Langford
Metchosin
View Royal

14,758
1,563
19,421
5,025
7,043

6,522,935
1,033,170
9,077,622
2,199,046
4,872,464

442
661
467
437
691

Population estimates are for 1998. Municipal operating expenditure is for 1997 as reported in
Municipal Statistics, Schedule 66. Calculating per capita expenditures with 1997 populations
would make virtually no difference.

The municipalities range in size from over 1,500 to 107,000, with seven between 10,000
and 20,000 population. Each municipality has its own history, all have Official Community
Plans (OCP). Saanich has different OCPs for different communities and Victoria has separate
neighbourhood plans. These plans reflect considerable differences in the preferences of their
6

A good source of information on the capital region is the web site maintained by the Greater
Victoria Economic Development Commission at www.bizvic.com .
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citizens. Overall, however, the plans provide for all anticipated land uses, with major future
residential growth anticipated in Langford, Colwood, the densification of downtown Victoria,
and, to a lessor extent, in View Royal and Saanich.
Table one also provides information on total and per capita operating expenditures,
including debt service. Capital expenditures are excluded. The expenditure data is for 1997
because that is the latest year expenditures have been standardized from each municipal budget.
One can observe that Victoria's expenditures are highest. It is the central city and it does provide
many services. Oak Bay also has relatively high per capita expenditures. The highest spending
municipality spends over three times the amount of the lowest spending municipality. This table
indicates nothing about efficiency or what services the municipalities provide; it simply indicates
that capital area municipalities have chosen to do different things.
Tables 2 and 3 provide information on tax assessments and property tax revenues. For
presentation the Business category includes utilities, heavy industry, light industry, and business;
the Other includes managed and unmanaged forest, recreation and non-profits and farms. Most
municipalities are over 90% residential, with Highlands the highest at 99.2 %. The exceptions
are Victoria with 29.8% business, Sidney with 14.3% business, Central Saanich with 11.4%
business and Langford with 11.3% business. This reflects Victoria's role as the central city with
commercial subcentres in Sidney and Langford and light industry in Central Saanich.
While differences in assessment base indicate some diversity, because business property
taxes are levied at a higher rate than residential, the differences in tax base are more obvious
when the percentage of taxes raised from different tax bases is examined. The distribution of
levies is shown in Table 3. Three municipalities (Highlands, Oak Bay and Metchosin) get over
90 percent of their property tax revenue from residences, Saanich gets 83.1% from residences,
seven municipalities are in the seventy percent range, but Victoria's tax levy is only 47.3%
residential; 52.5% of Victoria's property tax revenue comes from the business community.
The comparisons above simply indicate the differences within municipalities. When the
distribution of assessed value is examined for the region, as is presented in Table 4, one can

13 a
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observe that Saanich and Victoria account for just over 60 percent of the total tax base in the
region, and that Victoria alone accounts for 60.7% of the more narrowly defined Business class,
which includes all business except utilities, major and light industry.
It is common in urban areas that municipalities develop differently and achieve an
"image". Once an image is established it tends to be reinforced because new residents to a
community are often attracted to the community because it has the image they prefer.
Thus, Vic toria remains the central city for the region, while Saanich remains primarily a
residential suburb, as does Oak Bay. Esquimalt is known for the military base and has the only
heavy industry in the area. Central Saanich has nearly one-half of the agricultural assessed value
in the region and has the second largest amount of light industry. North Saanich also has
agricultural lands and residential. In the Western communities View Royal is primarily suburban
residential while Metchosin is rural residential with some farms. Highlands is almost exclusively
residential on very large lots. Colwood is primarily residential but includes some commercial,
two golf clubs and Royal Roads University and will be replacing the light industry gravel pit
with a large planned residential development. Langford has had a relatively lower tax base
historically, but is emerging as the centre for retailing in the Western communities and with its
new big-box stores it will draw customers from the entire region as well as from the Cowichan
Valley Regional District as well. Langford also has a substantial proportion of the region’s light
industrial land uses.
Some of the municipalities have and plan for virtually no non-residential tax base and
expect future business expansion to build on existing patterns. Light industry is anticipated in
the Keating Cross Roads area of Central Saanich, the airport lands in North Saanich and in
Colwood and Langford. Victoria would like to attract more business, but the North American
trend is that it will maintain and maybe increase real central city oriented businesses while the
growth of services such as retailing, accountants, lawyers and physicians will accompany
population growth to the Western Communities. In sum, the capital area contains very diverse
municipalities. Because of this diversity citizens may live in one municipality, shop in another,
and work in a third. The separate municipalities, each with their own image, make for a diverse
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urban region where there is room for ma ny different lifestyles and activities--but not all are
found within any single municipality.
HOW DOES THE CAPITAL REGION COMPARE?
The capital region is structured similarly to most other urban regions in North America.
There is a multiplicity of municipalities of varying sizes and a regional organization, the Capital
Regional District, to facilitate intermunicipal service cooperation and to perform regional
services as agreed upon by the municipalities. All of the characteristics associated with lower
spending in research on urban regions are characteristics of the capital region. There are
12 municipalities; there is rivalry among the governments within the region to keep costs
down; the spending by municipalities is significantly greater than the spending by the
upper tier CRD, and new municipalities can be created when the citizens in an area
demonstrate their support with a majority vote.
Detailed analyses of three of the criteria for a local government system have been
covered in two recent Local Government Institute reports. Elections and accountability were
analyzed in The Cost of Municipal Elected Officials in the Capital Region of British Columbia.
It was concluded that the 88 elected municipal officials are very inexpensive (less than one- half
of one percent of local government spending), that we have a high number of elected officials
per population, and that in all but Victoria, and to a lessor extent Saanich, costs of campaigning
are sufficiently low that anyone can afford to be a cand idate for council without special interest
financial support. Currently the capital region is a low-cost and very representative system.
The report concluded that any consideration of amalgamation would depend on
“whether or not citizens want to maintain a system of small constituencies, low cost
elections and part-time “volunteer” council members, and a number of municipalities
which have different policies and provide different services, or whether they want to
move toward larger constituencies, organized-group-funded higher cost mass- media style
elections, and full-time council members with a paid staff.” (P. 8)
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Neither a small at- large council (as advocated by the reform movement), a small council
elected by ward, nor a large council (which would require an amendment to the Municipal Act)
are likely to provide as effective citizen representation as the current system. Appendix B
contains the Executive Summary of the report.)
Questions of dealing with various geographic scales for providing local services and for
utilizing a variety of production arrangements were analyzed in Local Government Service
Production in the Capital Region. In that report 283 different local government activities were
examined to determine how they were produced in the 12 different municipalities. The options
included municipal staff; volunteers; contracted out to another municipality, private organization
or the Capital Regional District; produced by a shared arrangement with another municipality,
the private sector or the Capital Regional District, or another arrangement. Each activity was
also classified in terms of economies or diseconomies of scale in relation to the population
served.
Two-thirds of all activities possess no economies of scale beyond the size of most
municipalities (10,000-20,000 population) in the capital region. One-third possess economies of
scale but 28 percent derive their economies from the need for specialized equipment or
personnel, which may be produced by a small organization in a larger government, by a private
firm, or by a non-profit organization. Only 14 activities involve large capital facilities where
economies of scale accrue from large populations using them.
It was found that municip alities utilize a very wide range of production alternatives and
also use a large number of volunteers and volunteer organizations, especially in archives,
recreation, fire protection, auxiliary policing and search and rescue. Options are available and
are used by smaller municipalities to obtain goods and services from larger or more specialized
organizations.
Of 14 services involving major facilities the CRD provides seven (landfill, water supply,
trunk sewers, regional parks, regional trails, sewage treatment plants, and sewage discharge
facilities) and provides a significant part of another (recreation) on a sub-regional level. The
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provincial government provides two (bus system, museum), and three are provided by subregional joint agreements (libraries, art gallery and the Royal Theatre). Long term jail facilities
are provided by two police departments and the RCMP and are available to the three smaller
departments. The CRD is also responsible for specialized services such as 911 emergency
response telephone service and is the conduit for municipal borrowing through the Municipal
Finance Authority.
The most important observation that can be made about the production of services in the
capital region at the present time is simply that:
because we have already regionalized the large capital facilities and use
intergovernmental or private contracts for most other specialized activities, and
there are no significant economies of scale in the other two -thirds of the activities,
we appear, on the surface, to have a reasonably well organized region for local
services production.
This does not mean that all activities are produced efficiently, but it does mean that
production improvements are more likely to come from examining individual or related groups
of activities one at a time and not from major reorganizations of local governments.
Given the evidence from other analyses and a detailed description of how services are
produced in the capital region, it is very unlikely that amalgamation would lead to more efficient
service production and lower cost. All evidence indicates that the contrary is more likely to be
the result.
FINANCING ISSUES
This review of financing local governments in the capital area will be brief and deal with
four issues. First are the difficulties of comparing local government finances; second, fairness
and incentives to be efficient, and third, the special financing issues in a central core city.
Finally, the fiscal issues of amalgamation will be briefly described.
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Comparing Costs
Local government revenues are easy to compare among local governments because we
can easily compare property tax rates and other revenue sources. What we cannot do so easily is
compare just what each local government is providing for the money it raises. This is because,
first, governments provide different services to their citizens, and second, governments keep
their accounts in ways that make it difficult to compare the costs of providing specific services.
One difficulty is that large governments tend to show higher total expenditures per capita
and a relatively low percentage of expenditures for administration while small governments tend
to have lower per capita expenditures (unless they are very small-- under 2500 population) and
report a higher proportion of their expenditures for administration. Larger governments spend
more because they do more activities and because most local government activities have
diseconomies of scale. Larger governments, however, show low percentages in administration
because their chief administrative officer and staff are truly general managers with different
departments undertaking the different activities. Small local governments spend less because
they do less and because most tend to be very fruga l (When you are small, every expenditure
makes a difference in the property tax rate, when you are large it does not). They tend to show
large administration expenses because the chief officer and staff are involved in direct decisionmaking on different functions, but they do not divide their expenses among the different
functions for cost accounting purposes-- they just label their time “administration”.
There are also other reasons why government budget comparisons can be misleading.
Different governments treat expenditures in different ways. Some allocate fringe benefits to
departments, some do not, and this can make a difference in departmental salary costs of 30%.
Some allocate vehicle maintenance and utility costs to the department level, some do not, and so
on. Because of different accounting practices in local governments, to actually compare the cost
of producing a service in a multiplicity of governments requires an in-depth reaccounting within
each government, not just a referral to their budgets. To undertake such comparisons in the
capital region would be an expensive undertaking, beyond the scope of this analysis.
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Incentives for Efficiency and Fairness
Local government services are provided to individuals and groups. In some instances,
where particular benefits go to individuals, user charges are levied to cover all or part of the costs
of providing the service. In other cases the revenues must be raised by the group. In B.C. the
two main sources of municipal and regional district revenue are the property tax and user
charges.
The issues of efficiency and fairness in financing local government services go together.
For some services one can ask whether a special service should be paid for by a user charge or a
small area special assessment because the benefit is directly to the individual or small group.
User charges are common in recreation and special assessments are used by some governments
to fund benefits to a small area of property owners such as for sidewalks along a residential street
or the special assessment levied in downtown Victoria to provide more tourist oriented amenities
downtown. Special assessments are viewed as fair because the benefits flow largely to the small
area where the service is provided and not to the residents or businesses in the rest of the
municipality.
The relationship between benefits received and the costs of providing them is much
closer in local government than in the provincial or federal government. In those governments
no attempt is made to allocate taxes back to where they were raised and tax policy often provides
specifically for income redistribution rather than any match between benefits and costs to
taxpayers. The separation of taxation from benefits in both purpose and decision- making makes
it difficult to determine if government programs are valued by their citizens at more than their
cost.
In local government, each year, councils have to balance their revenues and expenditures
and justify their tax rates to their citizens. They face a direct incentive to be sure that the benefits
of their activities are valued by their taxpayers as at least as much as they cost--and the smaller
the local government, the closer the connection between taxes and benefits. The openness of
local government budgeting and tax rate setting makes it much more difficult for special interests
to lobby council members for special expenditures for their interest. This is especially the case
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for smaller governments, where even small expenditures can make a difference in the property
tax rate. It is also in the smaller local governments that voter turn out is very high, often over
70%, and candidates do not need contributions from organized interests to run for office. This
fiscal environment is a major reason why small local governments simply do less and spend less
than larger ones.
Finally, should the provincial government or non-residents care about what a local
government decides to tax and spend as long as it is honest and not harming its neighbours? For
example, Highlands spends a higher amount per capita on its council than other municipalities in
the capital region. A good case can be made that that is a decision that is simply up to the
residents of the Highland s and represents one of the costs of having their own local government.
Within the benefits received framework for financing local government services there are
very important questions about the financing of activities which have benefits over a large area
instead of within a single municipality. Prior to the creation of regional districts, services with
such spillovers were provided for among the 4 core municipalities under a financing formula in
which 50% was based on the relative share of each municipalities taxable assessed value and
50% was based on population. Since the regional district was created, it has developed a variety
of financing formula for different activities in order to maintain a close relationship between
what municipalities pay and the benefits their citizens receive. It is also the attempt to keep a
close relationship between benefits and taxes that has led to the different tax rates in different
geographic areas in both Indianapolis and the new Halifax Regional Municipality. With 12
municipalities, most of which are small, and with the way the CRD is funded, the capital region
has a very close relationship between benefits and costs for local services and good incentives
for local councils and administrators to be efficient. These very important characteristics of a
local government system and are virtually impossible to achieve within one amalgamated
municipality for such a diverse urban and rural region.
Core City Finances
Victoria is the core city for the capital region and many of the region's citizens come into
Victoria to work, shop and enjoy themselves. This has both benefits and costs. The benefit is
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that citizens coming to the city to work and shop greatly increases the property values of the
employers and commercial properties that serve them, and this in turn increases the property tax
base and property tax revenues for the Victoria city government. The cost is that the city
government has significantly higher expenditures to provide for citizens coming and going.
These costs include higher costs for roads, fire protection for higher buildings, and policing,
among others. In addition to having higher costs of providing local services to a non-resident
population, central cities often provide facilities which benefit a larger region including parks, its
waterfront festivals, and (along with Oak Bay and Saanich) the Royal Theatre.
Some of statistics illustrate these issues for Victoria. For example Table 4 shows that
Victoria contains 60.7% of the business property tax base in the region. Because commercial
properties are taxed at much higher rates than residential properties, this provides a significant
financial benefit for the city, which obtains 52.5% of its property tax revenue from businesses.
At the same time a comparison of policing in the region indicates that Victoria has one officer
per 452 population while Esquimalt has 643, Central Saanich 781, Saanich, Oak Bay, Langford
and View Royal from 805 to 860, Sidney 932 and and Colwood over 1000. Victoria would also
be expected to incur higher costs for fire protection and public works.
There does not appear to have been a study of the costs and benefits to the City of
Victoria of its core city position, and while it is not unusual for central citie s to claim that they
are exploited by suburbanites who come into the city, there is yet to be a case where the city
government and city businesses thought that they would be fiscally better off if the suburbanites
stayed away. 7 For example, the recent KPMG study of Vancouver indicated that high business
property tax revenues not only paid for Vancouver's role as a core city, including costs attributed
to commuters and shoppers, but also provided a subsidy to its own residents so that residents had
to pay only 50 cents for each $1.00 worth of services they received. I do not believe that
Victoria residents receive that great a subsidy from their business community, but given
7

A general description of the suburban-urban exploitation issue is provided in Robert L. Bish
and Hugh O. Nourse, Urban Economics and Policy Analysis, McGraw-Hill, 1975, pp. 165-168.
The most detailed study of the issue in Canada for a single municipality is KPMG's study for the
City of Vancouver: KPMG (Stuart MacKay, et. al.) Study of Consumption of Tax-Supported
City Services, (2 vols.) City of Vancouver, 1995.
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Victoria’s moderate residential tax rates for the services it provides, there is no reason to believe
that business tax revenues are not covering the costs of Victoria being the core city in the region.
A definitive answer to this question awaits a study similar to the one KPMG did for Vancouver.
Fiscal Aspects of Amalgamation
As indicated previously, there is no evidence in North America or Europe that
amalgamation of municipalities in a region such as the capital region results in lower total
expenditures by local governments. The opposite is the most likely result.
The amalgamation process itself can also be very costly. As indicated previously, the
consultant’s estimate for implementing the amalgamation of the cities of Halifax, Dartmouth,
Bedford and Halifax County was $9.8 million. Their combined population of 343,000 is very
close to that of the capital region. While implementation will not be completed until new labour
agreements are negotiated and a new financial management system is operational. It now appears
that implementation costs will be close to $40 million dollars. That is a significant one-time cost
that there is little evidence will be recovered in future cost savings.
Other than costs, there are two other very important fiscal aspects to amalgamation. First
is how an amalgamated government accounts for service level differences; second is the impact
on the core city.
Municipalities in the capital region provide very different kinds and levels of services to
their citizens and it would be prohibitively expensive (and inefficient) to attempt to standardize
services throughout the area. Citizens in some municipalities simply do not want urban level
services as found in Victoria, Oak Bay, Esquimalt, the urban part of Saanich, and Sidney even if
someone else paid for them--and they really don't want them if they have to pay for them. This
would imply that an amalgamated government would have to identify services provided to
different geographic areas and levy different tax rates--a kind of a regional district model. This
is not an unusual practice. The Halifax Regional Municipality has different tax rates for its
urban, suburban and rural and still different tax rates for each community council area,
depending on what particular services it wants to pay for and receive, for a total of
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approximately 60 different tax rate areas. The merged county and city of Indianapolis has
followed a similar path and now has over 100 different taxing areas. No one with any degree of
knowledge of local governments and local services ever claimed that amalgamation was as
simple as proclaimed by the reform movement.
The impact of amalgamation on core city finances can be very important unless taxes are
related to benefits in decentralized sub areas. This is because it generally costs more to provide
equivalent services in spread out residential areas than in denser areas. Thus, any financing of
services over the entire region will spread the central city business tax base over the entire region
instead of leaving it to finance services in the core city. In fact, one of the most recent criticisms
of geographically large municipalities, such as have been created in the Southwest of the United
States, is specifically that the wealth of downtown business is used to subsidize the cost of
residential services in outer areas, to the detriment of preserving the core area. This is something
that is not happening in the capital region because each municipality must pay for its own
services from its own tax base and CRD expenditures for regional activities are only a small
proportion of overall property tax revenues. It is surprising that advocates of amalgamation do
not seem to have been paying attention to this issue.
Given the very high proportion of City of Victoria taxes derived from the business
community, it is very likely that the negative effect on city residents of sharing its business tax
base with the rest of the region would more than offset any gains from additional revenue from
outlying areas to share the costs of some of the facilities of the City of Victoria (and other core
municipalities) provide, such as the Royal Theatre. Victoria would be like the old city of
Halifax, where the new Halifax Regional Municipality uses property tax revenues from the old
city of Halifax to subsidize services to its primarily residential outlying areas.
ISSUES
No local government system is without disagreements. Most of the disagreements in the
capital region involve cases where one group of citizens or one municipality wants others to pay
for something of "regional" importance. Some of these differences appear to be simple "free
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rider" behaviour; others are based on fundamental disagreements about the role of government or
the benefits to be received for the payment.
A recent example of free rider behaviour was Central Saanich not being a member of the
Panorama Leisure Centre on the peninsula even though Central Saanich residents were major
users of the centre. The issue was finally resolved when Central Saanich agreed to participate
after Panorama adopted policies that prevented Central Saanich residents from signing up for
courses or sports until after Sidney and North Saanich residents had time to register. The leisure
centre could have also enacted a policy to have higher prices for non-residents but it did not
choose that policy. Some have made the case that the Royal Theatre is a facility that benefits
citizens throughout the region--although its losses are financed only by Victoria, Saanich and
Oak Bay. I am unaware of any information that would indicate just who attends Royal Theatre
performances but it is a regional facility.
Two issues where there are fundamental differences among municipalities involve
economic development and arts and culture.
Economic Development
There very different attitudes in the capital region in regards to the role of local
governments in economic development and the Greater Victoria Economic Development
Commission, which is a non-governmental non-profit organization, appears to receive the most
support from the City of Victoria and no support from most other municipalities.
In spite of the activity of local government economic development officers, beyond their
very important roll in making information about their region available, the evidence on their
making a difference is very thin and the most comprehensive reviews of their activities do not
indicate a high pay off (Kitchen 1985). Local governments do not appear to be any more
effective at picking winners than provincial or national governments. What is widely agreed
upon for economic development, however, is that businesses need to be able to obtain
information on an urban region easily, both in relation to their business and in relation to
amenities, housing, schools, public safety, etc. for potential employees. It is also important that
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the regulatory costs of beginning, locating and operating a business not be an impediment to new
and expanding businesses. Only two aspects of economic development are primarily regional:
the provision of information on an urban region and, for the small proportion of businesses that
take their services to customers, the adoption of a single regulatory system, including business
licenses, for the entire region, which 11 of the 12 municipalities have agreed upon. Currently the
Greater Victoria Economic Development Commission is primarily in the information provision
business for the entire region, which is the most important task it can perform.
The other factors which influence economic development include the quality of local
services, especially transportation and public safety, the regulatory structure, especially zoning
and land use regulation, taxes and (indirectly for business owners and their employees) schools
and the attractiveness of residential neighbourhoods. These are primarily manageable by smaller
local governments except for taxes, where provincial and national government policies also play
a role.
Within the capital region there are many attractive residential neighbourhoods ranging
from high density walking centres to low density rural farms. Municipal officials also strive to
provide good services tailored to their communities and to keep general municipal taxes down.
There are two problems, however.
First, many municipalities in the capital region have the practice of zoning most land into
its existing use--and to do so some have hundreds of zoning categories. This means that every
significant change in a business land or building use requires a rezoning process, which not only
adds time and cost to the process but creates considerable uncertainty with the politics of the
rezoning. Several municipalities also have very strong policies against any kind of home based
business. These policies on zoning and home based businesses may have a benefit of providing
community input on every land use change but they are policies that make business creation,
change and expansion more costly. These policies, however, do not require a regional
government to change. They do not even require that all municipalities have more business
friendly land use policies. They are, however, important enough to merit review in the region if
economic development is to be promoted.
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The second area where individual municipalities play an important role is in their setting
of variable tax rates. The B.C. municipal practice of setting business tax rates two or more times
higher than residential tax rates (in the capital region the average multiple is 2.76) has made
property taxes for businesses in B.C. some of the highest in North America, while residents
enjoy some of the lowest property tax rates.

Of course one should not be terribly surprised at

this result as there are many more residential voters than business voters. That does not make the
problem go away, ho wever, and when combined with close to the highest marginal income tax
rates in North America, high corporate income taxes and a capital tax, the capital region is not a
tax friendly environment for businesses employing skilled professionals. Most of these tax
disadvantages are beyond municipal control, but that makes it even more important that
municipal governments fix those policies they are responsible for in areas of land use and local
business regulation. It also makes it important that the capital region advertise its strongest asset:
a diverse range of small municipalities providing attractive options for different lifestyles in a
beautiful environment. This is the quality that may offset high provincial taxes to attract the high
income professionals that businesses require to the region.
Arts and Culture
Arts groups have complained publicly that because there are so few large private
employers in the region, it is very difficult to raise money to support major arts and culture
initiatives in the private sector even though there are several businesses that provide significant
sponsorships for concerts and different activities annually. They would like municipal
governments to provide more support.
Our interviews indicated that there is simply no agreement as to how much taxpayer
support should be dedicated to the arts, especially at a regional level. Five municipalities support
the intermunicipal arts council (the four core plus Metchosin), other municipalities provide small
grants or facilities, such as a hall for an art show or meetings, and several recreation centres
provide programs for citizens to learn arts activities. Other arts and cultural activities exist at the
universities, private art and music educational institutions, and in a va riety of societies and nonprofit organizations. It is likely that an amalgamated regional government would put more tax
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money into arts and culture (just as it is likely to respond more favourably than small local
governments to any well organized special interest) but it is not obvious how a larger centralized
source of municipal tax revenues is better for citizens in the region as a whole than the choices
individual municipal councils make on behalf of the taxpayers in their community. It is
appropriate that arts and culture groups continue to try to get individual municipalities involved
in funding for the arts, but that the system remain decentralized because this will provide
opportunities for smaller groups in outlying areas to appeal to their own councils and not force
them to compete for a share of a single tax financed pool.
Economic Development and Arts and Culture are perfect examples of how different
municipalities in the capital region have different attitudes and different policies. They are also
not areas where any particular perspective, no matter how strongly touted as being of regional
importance to all citizens by a particular special interest group, is unequivocally correct. They
are activities where the structure of government can be predicted to make a difference in
outcomes. The system of 12 municipalities and the CRD does not preclude a significant public
presence in each of these areas, but it cannot force it either. Only with a widespread consensus
in the region will the outcomes on these policies be the same. That consensus does not appear to
exist at the present time.
CONCLUSIONS
The current local government structure is characterized by:
- very low citizen to elected official ratios where, for the most part, elections are
inexpensive, slating and expensive mass- media campaigns are uncommon, and voter turn-out is
very high. The cost of all 88 municipal and CRD elected officials is also less than one-half of
one percent of local government budgets and is comparable to the costs of the 23 elected officials
in the newly amalgamated Halifax Regional Municipality.
- municipalities with very different emphases in their official community plans,
ranging from high density urban to rural preservation. Within this diversity, plans include all
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likely future land uses, although no municipality appears open to large scale heavy industry.
- a very diverse array of production arrangements that involves volunteers, nonprofit organizations, private firms, joint arrangement s among municipalities and the CRD as well
as in-house staff. Such diverse systems have a much higher capacity to adapt and respond to
change over time than large bureaucracies.
- few ways of knowing just how efficient any single local government is in
producing any of its services, other than that local councils have an incentive to compare the
benefits of services provided to citizens with the costs to be paid by those citizens as taxpayers.
- a flexible forum for intermunicipal and regional decision- making in the Capital
Regional District.
- and, very frustrating to special interests and citizens who know what is right for
the region, a structure of local governance where special interest lobbying groups have difficulty
in achieving their desired results because no single organization is in charge. At the same time
it should be recognized that regional plans and responsibilities have evolved in the past to deal
with regional issues such as solid and liquid waste disposal, transit, parks, libraries, and growth,
where there is significant regional consensus and an allowance for diversity, and that such
agreements will continue in the future.
The diversity of arrangements in the Capital Region can be terribly confusing to those
who want to understand it. The system is dynamic and multi-centred, exactly the opposite of a
single monopolistic bureaucracy and much more like the rest of the economy and society. It is
precisely the existence of a multiplicity of small local governments and the wide variety of ways
in which local services are produced that makes it so responsive to citizens in a way that no large
single bureaucracy with a small number of elected officials could ever be.
And finally, the local government system in the capital region meets the criteria of a good
local government system as presented in the Introduction. It
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-provides elections and other procedures on a local scale whereby citizens who are
affected by the government have a voice in its decisions and can hold officials
accountable for their actions,
-possesses an ability to deal with problems and provide services over a variety of
geographic scales,
-possesses the ability to utilize different kinds of production arrangements to account for
the great diversity in the nature of local government services and the different scales at
which they are most efficiently produced,
-possesses incentives that encourage elected officials and administrators to seek efficient
production arrangements, and
-possesses financing methods that are fair. Where social services are a provincial
responsibility, as in British Columbia, fairness is usually associated with beneficiaries,
either as individuals or groups, financing the services they benefit from.
DIRECTIONS FOR FUTURE RESEARCH AND CHANGE
The system for local governance and the production of local government services in the
capital has many desirable characteristics. At the same time such systems are continually
changing and there are always things that can be done better. Some activities that could be
usefully undertaken include:
1. Recognize and respect the benefits of the current council system and leave it to
citizens and individual councils to decide any changes they wish to make. This recommendation
is not based on political expediency. It is because the current system is structurally superior to
other known alternatives if one wants citizen based governments. Citizen involvement as
volunteers and as members of non-profits and private businesses that provide local government
services are important elements of maintaining a successful civic community.
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2. Assist mayors, councils and managers with some comparative studies of the costs of
their services production. Right now such information is very limited and in any system of
government some are doing a better job than others. This may require the developme nt of
budgeting and accounting systems (or schedules for determining cost and performance of
individual functions such as developed by the Local Government Institute for its national
surveys) that provide comparable information. Such systems could also serve as a better basis
for management decision- making within individual municipalities.
3. Encourage intermunicipal and regional cooperation on activities where there are
potential efficiencies, but work within the current structure including the CRD.
4. Treat core city issues and issues of fairness in who finances facilities of regional
benefit seriously. Recognize that not all citizens prefer the same things and that in some cases
some municipalities are just not going to participate.
5. Recognize that all municipalities are not interested in economic development, but that
economic development is necessary if children of citizens already here are going to have
challenging job opportunities in the region instead of having to migrate elsewhere. To the extent
that businesses can do business more cheaply, there is enough competition that citizens will
benefit. The initiatives to cooperate on business licenses across municipalities are good ones that
will be mutually beneficial. Municipalities may also want to review their land use regulations to
see if the current level of complexity is really needed.
6. Finally, base debates about organizational change on a recognition of the reality of
just how complex an urban local government sector is. Local governments in the capital region
are responsible for over $400 million of expenditures on very difficult to measure and manage
activities. The combination of relatively small municipalities, where council members are close
to their citizens, combined with the regional forum of the Capital Regional District and other
regional and sub-regional organizations and arrangements, should be capable of responding to
the needs of a growing urban region more effectively than a large amalgamated bureaucracy.
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