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In the recent debates on municipal consolidation in Canada, the importance of
regiona planning has emerged as an important aspect of the dismurse. The
advocacy for consol idation has been particularly apparent in regions affeced by
rapid physical change. A number of Canadian provinces experiencing rapid
population growth in suburban and rural regions -- including Ontario, Quebec,
New Brunswick and Nova Sotia -- have advocaed consolidaion to try to
address the dilemmas assodated with population spillovers. Establishi ng new
boundari es that encompass the whole area of geographic expansion and in the
process establishinga single coordinating political administration, isconsidered
beneficial for both the urbanisad municipality and the neighbouring jurisdiction
wherethe population overflow is occurring. The single gover nment is expected
to provide much more effedive regional planning, allowing the municipality
increased capability to deal withissuesassociated with environmentd protection,
infrastructure invegment and waste managemert.

One particularly important area of concern within the context of regional
planning isfiscal accountabi lity. Several provi nces have expressed concer n over
residenti al and business investors locating just beyond urbanised boundari es,
making extensive use of mor e expensive customi sed services in the urban juris-
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diction, while paying lower rural tax rates (Nova Scotia 1992; New Brunswick
1992; Quebec 1996a, 1996b, 1996¢; V ojnovic 1998, 2000a). Thus, while paying
only rural ratesthese residents are abl e to make use of both the services provided
to them by the rural district, and many of the more expensive savices avalable
in the urban aress -- such asrecreation fecilities, libraries and schoolswith more
customised educational amenities. Thisis the classic dilemma of externalities.
It is a common concern in rapidly growing urban regions where population
growth spills over beyond municipal boundaries.

Supporters of municipd consolidation argue that in instances of spillover
benefits, enlarging municipal boundaries and incorporating all the relevant
economic agents is an initiative that will ensure fiscal accountability (Nova
Scotia 1992; New Brunswick 1992; O'Brien 1993; Quebec 1996a, 1996b,
1996¢). Thus, put simply, a single government that encompasses all the benefi-
ciaries of its services will have authority to charge everyone far the public
amenities provided withinitsjurisdi ction. However, therearepotentia problems
of merging and harmonising tax structures when there are different service
standards and levels, and therefore costs, of providing services to different
municipalities. The difficulties are further exacerbated when some merging
member municipalities do not havethe fiscal capabilities to teke on the associ-
ated increases in costs of the new service levels or standards.

As research on service ddivery has shown, variations in service provision
are particularly apparent between urban and rural districts -- although more
subtle differences wil | exist between urban and suburban areas, and even urban
areas that maintain different preferences for municipal service levels and stan-
dards. Some of the major cost differences between urban and rural service
delivery exist because rural municipalities generally do not provide water and
sewagenetworks, recreation facilities, libraries, fire hydrants, sidewalks, street
and sidewalk snow removal, streetlights, public transit and the general adminis-
tration that is required to support these municipa functions. Recent studies on
per capita expenditures in different sized municipali ties in Quebec and Ontario
have demonstrated tha per capita municipal expenditurecanvary by over 300%
between smaller rural municipalitiesand large urbaniseddistricts. These differ-
ences are largely caused by differences in the mix, the levelsand the standards
of services.*

If after an amalgamation, the cost vari ations in service provision between
municipalities are not considered in the design of the new tax system, consder-

1. Jacques Desbiens’ work hasshown that the smallest mu nicipalities in Quebec, with a popula-
tion between 400 and 2,000 people, m aintained average per capita expenditures on municipal
services of approximately $500 per person, while municipalities ranging in size between
50,000 to 100,000 people maintained average per capita expenses of about $1,100. The
municipal grouping with the largest urban centres, over 100,000 people, had expenditures
ranging from $1,000 to $1,800 per capita (Desbiens 1996). Other research on average
municipal expenditures in Ontario has produced similar results (Kushner et al 1996).
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ableinefficiencies and ingquities could be generated -- particularly if therestruc-
turing involves the merger of urban and rural areas. After the mergers, sub-
groups might end up unknowi ngly paying for servi ces that they get no benefits
from. In fact, differences in | evels and standards of services among local area
municipalities may exacerbate inequities and ineffi ciencies after an amalgam-
ation, and not reduce them as advocates of amalgamation claim.

Inthis article, it is argued that consolidaion in itself is a pre-condition, at
best, for promoting fiscal accountability, and thus equity and dficiency in
service provision. It is ultimately the design of tax- service packages that deter-
mines whether equi ty and efficiency havebeen improved within an urban region.
The question then becomes how do we alocate fairly the costs of municipal
services among different geographic locationsand incomegroups? Thisisueis
explored through a study of service typologies and the design of tax-service
packages in two recently amalgamated urban regions in the Maritimes. In this
assessment of servicetypes, adistinction ismade beween four servicecharacter-
istics -- point specific, non-point specific, externality generating and non-
externality generating services.

The two amalgamation case studies were selected specifically because they
revea the difficulties associated with merging urban and rural districts. The
assessment of these two municipal ities (the City of Miramichi, New Brunswick,
and the Halifax Regional Municipality, Nova Scotia) allows the exploration of
innovative arrangements in designing tax structur es based on the characteristics
of service types. In addition, it is demonstrated that a fair pricing regime
requires public offi cias to recognise when subsidies should be, and when they
should not be, introduced in order to ensure equity and efficiency within the
urban economy.

The Consolidation of the Miramichi Urban Community

Prior to the incorporation of the City of Miramichi in January, 1995, the Mira
michi Urban Community was composed of eleven municipal jurisdicti ons. With
a population of aout 21,000, the new City of Miramichi became the fourth
largest municipality in New Brunswick, after Saint John, M oncton and Fre-
dericton. The former municipalities consisted of two towns (Chatham and
Newcastle), three villages (Douglastown, Loggieville and Nelson-Miramichi),
and six local service districts (Chatham Head, Douglasfield, Ferry-Road
Russelvill e, Moorefield, Nordi n and Chatham Parish). In New Brunswick, | ocal
service districts are rural areas that are unincorporated.?

2. The Province provided a number of reasons for forcing the amalgamation, including
inefficientcompetition between Chatham and Newcastle, population and invegment spillovers
into rural areas and outdated local boundaries (Vojnovic 1997, 1998).
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Because of the commercial and residential concentration in Chatham and
Newcastle, over 70% of the taxable assessment was located in the two former
towns. In fact, according to Robison, a member of the provincia panel that
recommended the amalgamation, among the eleven former municipalities of the
Miramichi community, the region was composed of some of the “wealthi est
communities in the province and some of the poorest” (Robison 1998: 190).
This is evident when taxable assessment, a reflection of the municipalities
ability toraiserevenue, isexamined. Whilethe average per capitatax assessment
was about $58, 000 for the former towns, it averaged approximately $30,000 for
the villages and $27,000 for the local service districts (Burns et d 1994).

Prior to the consdidation, the 11 municipalities of the Miramichi region
also had very dif ferent property tax rates corresponding to very different mixes
and levels of services provided in each. Similar to the variation in taxable
assessment, differences in rates were aso especially important between urban
and rural districts, with the tax rates in the towns being roughly 75 % higher
than inthelocal servicedistricts (Burnset a 1994). As Robison notes, included
among the former municipal members of theregion, on a per capita basis, were
“the highest spending municipality in New Brunswick, ... [and] also oneof the
lowest spending municipalities’ (Robison 1998: 190). Thisis to be expected
because, as noted earlier, rural areas generally maintain lower per capita costs
in service provision mainly because they offer f ewer servicesthan urban centres.

Although different services and service stand ards character ised the 11 for mer
municipalities of the Miramichi region, especially between theformer townsand
local service districts, once amalgamated the decison was made to harmonisethe
property tax rates based largely on two arguments. First, within the new
municipal structur e, the ratepayer s of theformer local service districts were now
provided with access to elected representatives who had actual political power,
as opposed to elected officials who functioned in an advisory capacity only.
Second, it was argued prior to the consolidation that the residents of the local
service districts wereusing many of the urban fadlitieslocated in the two for mer
towns -- libraries and recreation centres being two examples -- without
contributing financially to the maintenance and upkeep of these public amenities.

However, while amdgamation was expected to improve fisca
accountability, the merger of the municipali ties and the harmonisation of the tax
strudure may havein fact further exacerbated the inefficiencies and inequities
in the region. Since services are not standardised between urban and rural ar eas,
but thetax ratesare, or will be once the phase-in iscomplete, rural residentswill
be contributing to the financing of services from which they will derive no
benefits. For instance, after the full hamonisation of tax raes, while rurd
residents will be paying for the maintenance of fire hydrants in the new City,
these hydrants will be of little use to them because of their location -- as the
closest hydrant might be located some 10 kilometres away. Other examples of
urban/rural distinctions in municipal services in the City of Miramichi include
sidewalks, street lighting, crosswalk guards and water and sewage lines.
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Infact, prior to the amalgamation, the Local Gover nment Review Panel that
recommended this reform examined the nature of the tax structure and service
provision among the eleven former municipalities. In their findings, they
explicitly stated that the new municipality should not harmonisethe property tax
rates. The Panel recommended that in the amalgamated city, tax rates should be
differentiated based onthe mix, the levels and the standards of services provi ded
in different jurisdictions. As indicated in their report, Miramichi City: Our
Future Srength Through Unity (1994):

“The area of the proposed new municipality is very large and the
density of the popul ation and propertiesvaries considerably throughout.
It isimpractical, if not impossible, to provi de equal levels of services
to all persons and property, given the nature of the new community.
Although levels and quality of services are likely to improve for all,
certain areas arelikely to receive lower levels of service than others.

In the view of the Panel, the differences in types and levels of
service should be reflected in the tax rate applicable to different areas
of the community”. (Burns et al 1994: 39).

Considering the Structure of Tax Rates

The tax that is paid by residents on property is based on two variables, the
assessed value of propeaty and the tax rae. In New Brunswidk, as for Nova
Scotia, property assessment is determined on an annua basis by the Province,
and is closely related to the ‘maket value' of the property.® The market value
reflectswhat peopleare willing to pay for a spedfic property and isaffected by
several variables, including location of the dwelling, the services providedin the
neighborhood and the condition of surrounding properties. Thus, while property
assessment takes into consideration sevices provided in a district, this only
reflects a small component of overall variations in assessment value between
properties. It was for this specific reason, i.e. the inability of assessed value to
takeinto consideration the variation in service provided between different ar eas,
that the Local Gover nment Review Panel recommended differencesin tax rates.

A similar finding was also supported by a Tax Sructure Committee in the
Halifax Regional Municipality (HRM) that was responsible for designing the
new tax system in the Halifax region. The Committee concluded that “ variations
in market value reflect variations in services, though not completely,” and asa
result, variations in tax rates were recommended for the newly amalgamated

3.  The Province deteemines the marketvalue assessment of a property based on any one of three
methods (or combination of the three): the replacement cost; the income generated by a
property; or by dired comparison to the value of similar property recently sold.
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municipality (HRM 1996: 7). Thus, because variations in market value
assessment were not able to capture effectively differencesin the levels and
standards of services within the new muni cipality, it was recognised that the tax
rates must vary within the munici pality in order to ensure afair and effi cient tax
structure. T his issue will be discussed in greater detail |ater in the article.

However, in Miramichi, despite theexplicit recommendations of the L ocal
Government Review Panel not to standardise tax rates, harmonisation of the tax
system proceeded after the amalgamation. As expected, the fiscal impacts of
harmoni sation were most severe on the local servicedistricts. A four year phase-
in formulawas initially introduced in order to minimise the transiti on of the tax
rateincrease on thel ocal service districts and the villages -- where in some cases
the tax raes were expected to increase by as much as 100%. After considerable
political discontent, the time frame for the full harmonisation of the rates was
extended, although the impacts on the local service districts, as indicated in
Table 1, has already been significant. The impact of the amalgamation on the
towns' rates, ontheother hand, wasrather favourable. Thiswas particularly true
in Chatham, which recelved a 4% decrease in its tax rate the year after
amalgamation. By 1997, three years after amalgamation, while the residents of
the former Town of Chatham received atotal tax rate increase of about half of
one percent, compared to their 1994 r ates, residents of Chatham Parish faced rate
increases of over 80%.

The consolidation and the harmonisation of tax retes in Miramichi were
considered a necessary part of the restructuring initiative, in part, to address the
lack of fiscal accountability in the former tax and chage system. However, the
Miramichi case study showsthat ensuring fiscal accountability has nothingto do
with redrawing boundaries. Achieving fiscal accountability is dependent on
establishing an equitable and efficient tax-service package For instance, withthe
current tax structurein Miramichi fiscal accountabilty still remains an isue of
contention. The amalgamation has not been able to resolvethe inequties in the
tax structure within the region, instead it has simply reversed the outcome. As
the rates are harmonised, rural residents are increasingly over-charged for
services received. The residents of the urban areas, on the other hand, benefit
from a rich bundl e of municipal services while the costs of these services are
distributed among ratepayers throughout the amalgamated municipality.*

The Miramichi experience illustrates that fiscal accountability is not
dependent on amalgamation, but rather, the design of the local tax-service
package. Internalising inter-municipal spillovers is only one precondition of

4. Municipalities determine the tax rate by considering two variables -- the total fiscal
requirement for that specific year and the total assessed value of property. The total required
funds are divided by the total taxable assessment and then expressed asa percentage or mill
rate. This means that if the tax system and the rates are harmonised, everyone pays for a
portion of delivering al servicesto the muniadpality, regardlessof whether they benefitfrom
these services or not.
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achieving fiscal accountability, and consequently, equity and efficiency inlocal
finances. Thisinvolves first, identifyi ng a clear relationship between municipal
services and the beneficiaries and second, fairly distributing the costs of service
provision to these beneficiaries. Thus, an equitable and efficient tax-service
package cannot be effectivel y designed unless analysts edablish aframework for
determining the fair distribution of costsin the provision of municipal services.
Thisrequiresabetter under standing of ser vice typologies and the distribution of

service benefits, TABLE 1 Tax Rate increass, City of Miramichi Post-Amalgmation
Period, 1994-1998

Tax rates (per $1,000 of tax able assessm ent)

Municipalities 1994" 1995 1996 1997 1998°
Town of Chatham 13.095 12.607 13.035 13.166 13.166
Tow n of N ewcastle 12.600 12.607 13.035 13.166 13.166
Village of L oggieville 11.863 11.851 12.514 12.903 12.903
Village of Douglastown 10.825 11.851 12.514 12.903 12.903
Villege of Nelson-Miramichi 10.252 11.851 12.514 12.903 12.903
Chatham Paish (L.S.D.) 6.669 9.638 10.949 12.113 12.113
Chatham Head (L.S.D.) 7.162 9.638 10.949 12.113 12.113
Ferry-Road Russelville (L.S.D.) 7.360 9.638 10.949 12.113 12.113
Douglasfied (L.S.D.) 7.394 9.638 10.949 12.113 12.113
Mooréefield (L.SD.) 7.459 9.638 10.949 12.113 12.113
Nordin (L.SD.) 8.006 9.638 10.949 12.113 12.113
Notes: 1. 1994 rates are the pre-amalgam ation tax rates.

2. The tax rates remained the same as in 1997 because 1998 was an election year

bud get.

both within and outside a municipality.

Considering a Framework in the Allocation
of Public Service Cods

Therearetwo basic criteria that can be used to degermine the fair and effective
allocation of municipal service cogsamong user groups within an urban region
-- efficiency and equity. However, to understand the importance of these criteria
to the municipal level of government, it is necesary to have a basic
understanding of the role of local jurisdidions within the Canadian context. It
has been generally accepted that munici palities have two rol es. One as agencies
that deliver municipal services and theother as accesspointsfor citizensto voi ce
their opinion on the nature of local govenance and service ddivery that is
desired by specific jurisdictions(Siegal 1980; Tindal and Tindal 1995; V ojnovic
1997). These two basicrequirements generally allow residents freedom in cus-

tomising both local governance character istics and standardsin public amenities.
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These attributes of governance also encourage a healthy local democracy by
accommodating municipd diveasity. Recognisingthat therearedistinct cultura
and geographic attribut es throughout Canada, and allowing these distinctionsto
be reflected in the governing and service delivery components of muni cipal
functions, allows municipalities to preserve and develop distinct regional
traditions and cultures. Within this context of urban governance and service
delivery, where user groups can potentialy customise various aspects of
municipal functions, designing a fair and an effective tax system becomes
important in maintaini ng equity and efficiency in local finances.

Ensuring Efficiency and Equity in the Use of Municipal Services

In a government structure where citizens are given the ability to customise
municipal services according to local requirements, the user groups within a
jurisdiction that recdve a particular mix of services, at specific levels and
standards, should be financially responsible for the cog of these public
amenities. The ability to maintain adirect rel ationship between the beneficiaries
of a bundle of services, and those that are charged for the provision of the
particul ar service mix, ensures efficiency in the use of municipal services.
Charging the user group the actual cost of delivering the municipa service at
particul ar standards and levelsisinitself the vaiable that ensuresefficiency in
the use of public services. If the design of atax-service structureisableto refl ect
increasing costs to user groups associated with increasing levels of provision
and/or standards in the service, the users will have a financial incentive to
minimise waste. This fiscal incentive to minimise waste would result from the
greater costs that would be assodated with inaeased levels or standards in
provision, or even inefficiencies in service use. However, there are certain
conditions under which governmentswill pursue the deliberateunder-pricing of
public amenities, an issue that will be discussed more extensively below.®

If specific user groups ae under-charged in the provision of municipal
services, because no relationship is maintained between savice benefits and
costs, user groups will likely lobby for increased levels of provison. The users
of the service would have the incentive to lobby for greater provision because

5. Under certain conditions, gover nments will want to under-price public services in order to
ensure efficiency and/or equity. Merit goods provide another reason where active public
subsidisation of goods and servicesis consider ed acceptable. In the case of merit goods, for
instance, the deliberate under-pricing of goods and servicesis considered efficient. M erit
goods are goods and services, either private or public, whose use society wants to encourage.
Because of the sodally desirable nature of these goods, government interv ention is generally
accepted through legislation or subsidies that ensure minimum service standards, service
levels, or simply reductions in the price of these commodities in order to encourage
consumption. Examples of merit goods that are publicly subsidised to encourage adequate
standardsand levels include education, publicly funded school luncheons and health services,
such as freeinoculaton.
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they would not f ace commensurate price increases, or perhaps even no changes
in public charges whatsoever, with new levels or standardsin municipa service
delivery. Thus, a tax structure tha does not mantain a dired relationship
between service benefici aries and publ ic charges tendsto result i n inefficienci es
and economic distortions within the urban economy.

A tax-service packagethat ensurest hat subgroupsarecharged exactly for the
cost of municipal servicesthat they receiveisachage strudurethat also enables
public officials to dotain spedfic information regarding municipd servicelevels
and standards desired by local residents. If a user group considers the current
municipal services to beinadequate and they are willing to pay higher taxesto
receive customised services, local offidalscan receive adear message regarding
the levels and standards of service desired. Alternatively, local residents might
alsofindthat they are willing to forgo certain service levels or standardsin order
to pay lower taxes. Thus, a clear relationship between public charges and the
costs of delivering savices would not only minimise waste -- by making
residents more consdous of their use and lobbying for public goods -- but it
would also be an effective method of diglaying to locd governments specific
congtituent desires with respect to service levels and standards.

If arelationship is not maintained between the beneficiaries of aservice and
those responsibl e for the costs, effective lobbying might allow certain user
groups to shift the costs of customised services to otha subgroups within its
jurisdiction, or even other municipalities. In fact, Bailey has argued that in the
provision of public services “there is an incentive for sub-groups to seek to
increase their share of service provision which is paid by the generdi ty of local
and nationd taxpayers’ (Baley 1994: 755). This incentive stems from the fact
that the private short-teem gans for the user groups tha are able to effectivdy
shift their coststo others, outweighs the pullic economic costs -- realised with
inefficiencies in sevice provison and inaeass in service costs tha are
distributed across the larger population. The City of Miramichi experience
provides one example of these cost shifts.

Whilethe externali ty argument concentrates on efficiency considerations of
resource dstribution specifically, there ae also equity aspects to ensuri ng that
beneficiaries should pay for services from which they recdve benefits. In
Canada, it has generally been found acceptable that under certain conditions,
groups considered to be privileged should subsidise groups considered to be
under-privileged. However, no economic or political rationale supports a
financial structure in which certain groups, or municipalities, subsidise others
without open knowledge within the politicd forum that this subsidisation is
indeed taking place. In addition, it is of particular importance that the political
forum be informed if subsidiesare provided to groups tha society considers to
be privileged. In fact, there is evidence that in certain cases groups considered
to be under-privileged have subsidised groups considered to be privileged
without any legitimate recognition by the politi cal forum that this subsidisation
had been, or till is, taking place (Vojnovic 1999a, 2000b).
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In order to provide a more detailed analysis of how public service costs can
be distributed fairly and efficiently among a population, an analysis of public
good and servicecharacteisticsisoffered in the following section of the article.
In this review of municipal service typologies, the way in which public service
benefitsare distributed throughout apopulationisexamined. The discussion also
provides insight into designing a tax structure that ensures that everyone pays
their fair share of municipal savice use when there are different levels of
municipal service provision, and different levels of associated codsin delivering
a particular service mix within a municipdity.

Municipal Service Characteritics

Two dimensions are presented to characterise services. Thefirst dimensionisthe
nature of the capital investment in a service as well as the locational and
mobility characteristics of the municipa service and the serviceoutput; and the
second dimension iswhether exter nalities are generated i n providing the service.

Capital Investment, Location and Mobility of the Municipal Service
and the Service Output

Thisfirst di mension disti nguishes between two service categories namely pont
specific and non point specific service types. Point specific services are those
services for which the capital investment and the service output are highly
localised to a specific geographic area, which means that the benefits of the
service are largely concentrated in its immediate surroundings. Because of the
investment and the output characteristics of these services to get the benefits of
a point specific service the user has to go to a particular geographic location
wherethe service, and the service output, can be made use of by the relevant
agents. For instance, to make useof a publicswimming pod, the user physically
hasto go to where the swimming pool islocated. Likewise the berefits of afire
hydrant are limited to a group of households in the immediate area of this
amenity’s investment. Other examples of point specifi ¢ services include public
amenities such as schools, libraries and recreation facilities.

Non-point specific services ae those services for which the user does not
need to be located at the particular point of service output to recave the benefits
of the service. The benefit of non-point specific services can be alocated to
different households or usersindifferent locations because of the transportability
characteristics of these services. Non-point specific serviceshave agreater level
of mobility than point specific services, so the beneficiaries of these services do
not need to go to a specific location to recei ve the benefits of the savice. In
addition, the capital investment characteristic of non-point specific servigesis
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flexible enough that any serviceline or route can berealigned at little cog. With
non-point specific services, therefore, there is no specific area in which the
output of the particular service investment is concentrated. Examples of non-
point specific services include public transit, garbage collection, building
inspection, police and fire protection, and enginesring services With all these
public amenities the transportability characteristics of the services enable the
residentsto receive the service benefits regardless of the user’s locaion, within
reasonable limits.

The division of services in point specific and non point specific service
categoriesis not a mutudly exclusive classification. The two categories can be
seen as extremes at the ends of a continuum, with different services being
characterised by different levels of service mability and locaional spedficity in
service output. However, the classification of services into these two categories,
as demonstrated below, does enable analysts to determine the specific type of
public charge that is most effective in recovering the costs of providing and
maintaining specific services.

Externality Generating versus Non-ext ernality Generating Services

For thissecond dimension, two categories, externality generating and non-exter-
nality generating services are also suggested. The distinction is based on the
ability of the markets to account for the benefits, or costs, generated by the
provision of specificpublic services. Externality generating services characterise
those public ameniti es that produce social or economic benefits (or possibly
harm) that are not internalised into their price. For instance, while education
and/or hedlth care provide persona benefits to the individual users of these
services, there are aso extensive social and economic benefits because of an
educated and healthy population that are realised by the broader economy and
society. These external benefitsare generally difficult to measure, and sincethey
are not internalised in the public charge they tend to generate resource misal-
locations and hence social welfare losses. Becauseit is difficult to determine the
external benefits of educationand health care, thereisatendency to provide sub-
optimal levels of these savices, thus generating the resource misallocation. Itis
precisely for this resson that expenditures on educaion and health care are
publicly subsidised. Governments strategically under-price these services to
ensure advancement towards optimal levels of provision.

In the context of urban governance, andysts have been particulaly
concerned with cases where munidpalities provide public fadlities, such as
librari es or recreation centres, that residents of adjacent districts regul arly use
but never finandally contribute dther in terms of the construction or the
maintenance of the facility. This is a potential example of inter-municipal
externality generating services, an outcome that raises concern on both grounds
of equity and efficiency. In the municipal amalgamation debate, this case
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represents the classic dilemma associated with externalities and fiscal non
accountability.

Because large numbers of residents can potentially realise the benefits of
externality generating savices, the impactsof these municipal functions can be
realised across large geographic areas. The fact that the impacts of externality
generating services can be expeienced ove great distances requires a further
sub-categorisation of this particular servicetype. Externality generating services
can be classified into two sub-categories, inter-jurisdictional and intra
jurisdictional. Inter-jurisdictiond externality generating services are public
services that not only generate external benefits, or costs, that the market does
not recognise, but the external impacts of these services are not limited to the
municipal jurisdiction providing the public amenity. These services are
characterised by external benefits or costs occurring beyond the municipal
boundari es within which theservice isprovided. Intra-jurisdictiond externality
generating services, on the other hand, are services that have external economic
benefits (or harms), but these effects are limited to the population within the
municipalitywheretheserviceisprovided. Inother words, thereareno spillover
benefits or costs associated with these services to surrounding municipaliti es.®

Non-externality generating services are publi ¢ services whose associated
benefits(or harms) have been successfully i nternali sed by the market mechanism.
Inthiscase, it can be assumed that al residents benefiting from a specific set of
public services are charged a correct levy for the provision of these public
amenities. Non-externality generating services are usually services whose
beneficiaries can be easily identified. As a result of being able to essily
determine who benefits from a service it becomes relatively dear who should
belevied the charge for its delivery. Water provision is a classicexample. Once
the water is delivered to a household, very few will benefit from this public
service outside the actual household. Similarly, the bendits of afire hydrant are
largely concentrated within its immediate surroundings.

This is not to say that external benefits or costs will never characterise

6. A number of variablescan affect whether an externality generaing service becomes inter- or
intra-jurisdictional. Some of these variables include: the scope of the external benefits
provided by the service; the proximity of the externality generating facility to adjacent
jurisdictions; the extent to w hich the service or facility offers customised output; and the
degree to which the relevant administration attempts to pursue the excludability of the service.
For instance, a recreation centre that has specialised amenities might be attractive enough to
residents of adjacent jurisdictions to induce them to travel long distances in ord er to make u se
of this particular facility. If this recreation centre does not have an administrative system that
enablesit to exclude non-residents from using its specialised amenities, difficulties with inter-
jurisdictional spillovers might be realised with over-crowdingin the facility or excessive ‘wear
and tear’ of its equipment. On the other hand, if therecreation centre is one of many in the
urban region, and offers no specialised amenities, despite its advantageous location to other
municipalites it might not attract people from adjacent districts. In this case, problems
associated with spilloverswill belimited. This is discussed further in reviewing the Halifax
amal gamation.
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services classified here asnon-externality generating services. However, theterm
implies that if non-externality generating services ae characterised by
externalities, very little effort needs to be dedicaed to ensuring gopropriate
charges to internalise thebenefitsor harms. For i nstance, if appropriate charges
are not placed on water provision, externalities might be generated in the
delivery of this service. The introduction of water meters to households,
however, would be able to address this dilemma ezsily.

As for externality generating services, non-externality generating services
can dso be classified into two sub-categories, inter-jurisdictional and intra-
jurisdictional. Thereare instances in which the benefits of specific servioes will
be realised beyond a single municipality’s boundary, and yet these service
benefits will be effectively accounted for in the pricing of the service, and the
public charges will be distributed farly to beneficiaries who reside both within
and outside the municipality. In the Canadian context, there are many examples
of intermuni cipal agreementsinthe provisionof public services-- either between
municipalities, or between municipalities and the province. Intermunicipal
agreemerts in the provision of recreation facilities, fire and police protection,
and wate and wage treatment are common, and have been considered an
effective method of delivering services particularly among smaller
municipalities.

Service Classifications and Consolidation

With respect to the pertinence of these service types to issues of municipal
restructuring, and more specificaly amalgamation, the argument that
consolidation will improve fiscal accountability by limiting spillover bendfitsis
limited to only one out of the four externality-related service types -- theinter-
jurisdi ctional externality generating services. Becauseby definition thebenefits
of non-externality generating servicesareinternalised, there are no concernswith
spilloversassociaed with these service types.” In addition, since the benefits of
intra-j urisdictiona spillovers are limited to within the municipality where these
services are provided, amalgamation cannot in any way assist with problems
associated with fiscal non accountability, eventhough i nefficiencies may persist
within the municipality.

The review of these service types, and their characteristics, reveals why
amalgamation itsdf, and the ability of megers to interndise the inter-
jurisdi ctiona spilloverswithin the municipality, isat best only onepre-condition
of achieving fiscal accountability, and thereby, improvements in equity and
efficiency. Theability of municipal officialsto design and implement an efficient

7. If any externalities ar e apparent with this service type, they can be easily internalised with
appropr iate charges.
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and equitable tax- service package once the municipalities are merged becomes
a vitd component of the exerdse. In Miramici, for instance, all that the
amalgamation accomplished was to swi tch the type of inefficiencies, from fiscal
non accountability associated with inter-jurisdictional externality generating
services, to continued indficiencies and inequities that now result from intra-
jurisdictional exter nality generating servi ces.

Given the six basic service typesreviewed in this paper, a service typology
matrix can be constructed in order to assist in the assessment of service typo-
logies and the design of atax-service package (Table2). Aspreviously indicated,
in the matrix only the top row of savices (externality geneating, inter-
jurisdi ctional services) represent the service type that generates inter -municipal
spillovers. In the case of Miramichi, for instance, these were the only services
that required some form of charge reform or boundary restructuring to ensure
that rural areas were contributing fairly towads the services that its residents
were using, and in the process, internalising the external spillovers. However,
in post-amalgamation, the former rural districts of the Miramichi region began
to contribute financially to the delivery of al services, including the services

from which therural areas were not receiving any benefits. Again, inefficiencies
TABLE 2 Service Typology Matrix

Point Specific Non-Point Specific

Externality generating Schools Social services

(inter-juris.) Recreation centres
Libraries

Externality generating Schools Social services

(intra-juris.) Recreation centres
Libraries

Non-externality generating Fire hydrants Garbage collection

(inter-juris.) Local sidewalks Building inspection and standards
Streetlights

Non-externality generating Fire hydrants Garbage collection

(intra-juris.) Local sidewalks Building inspection and standards
Streetlights

resulting from the lack of fiscal accountability still persist within the
amalgamated municipality, but now they are internalised within the new
municipal boundary of the City.

The point specific and non-point spedfic serviceclassification also reveals
that concerns over fiscal accountability could easily be handled with the
imposition of user fees on point-specific services. Because of the point specific
characteristics of services such as schools, recreation centres and libraries --
services that require beneficiaries to go to a spedfic location to obtain the
benefits of the service -- introducing user fees & the point of the service output
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becomes an efficient method of internalising the externality. The administration
of point-specific public facilities can be easily organised so that a person who is
not a resident of the municipality that is ddivering a service must pay afee to
gain entrance to the facility. In fact, thi s organisation of the charge structure is
very efficient and equitable in dealing with internalising spillovers since the
people outside of the jurisdiction who contribute to the funding of this service
are limited to those who are actudly using the public amenity.

Alternatively, in the case of an amalgamation, and the distribution of the
costs of providing these facil ities thr ough revenue tools such as property taxes,
the costs would be distributed across the entire population. In such instances,
problems of fiscal accountability still exist, but their characteristicsare different.
If al residentsin a municipality do nat benefit from the services provided in
their jurisdiction, but they are all contributing financially to the maintenance of
these public amenities through taxes, the externality and the associated
inefficiencies would till be apparent, but they would be intra-municipa as
opposed to inter-municipal.

From the service typology assessment, it is clear tha when deding with
inefficiencies resulting from inter-municipal spill overs, only inter -jurisdictional
externality generating, non-point specific services require some form of
boundary restructuring to address the spillov er dilemma. Thisrestr ucturing does
not necessarily require amalgamation per say. Inter-municipal agreements orthe
introduction of specid purpose agencies are alternatives that would in dl
likelihood be less costly, given the restructuring expenses assodated with
municipal mergers. However, since fiscal accountability is only one of many
objectives that consolidations are expected to contribute to, an urban region
might still consider a merger the most effective option, depending upon its
circumstances. Nonetheless in the spedfic case of Miramichi, the abovereview
illustr ates that the spillovers in the regions could have been effecti vely solved
through the introduction of user fees on inter-jurisdictional externality
generating, point specific services.

Service Classifications and Subsidies

The servicetypology assessment can also be used to determine munidpal subsidy
characteristics when a provinceis pursui ng an optimum pricing regime for local
services. Under certain circumstances municipal services might need to be
deliberately under-priced in pursuit of equity or efficiency. Understanding the
distinction in service types can provide considerableinsight regarding the design
of the subsidy. For instance non-externdity generating services require
subsidies that are very spedfic to particula municipalities or regions, in
response to particular condtions charaderised by inequities or ineffidenciesin
the delivery of these sarvices. Becausewe are aware of the beneficiaries of these
services, the identification of i nefficiencies or inequi ties to regions where these
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amenities are provi ded should be relatively clear. Selecting ddiberate under-
pricing as an option should be in direct response to a particul ar sub-optimal
condition associged with the lack of provision of these sevices to specific
regions. Simply put, we would not want to subsidise regions that are not
confronting inefficiency or inequity dilemmasin the provision of these services,
despite the fact that municipalities might lobby for these grants. Subsidies
directed at non-externality generating services could thus be thought of as local
benefit subsidies, and should be strategically limited to particular areasin need.
This requires some form of municipal evaluation that would sdect the
municipalities to receive subsdies for this group of services, and not a genera
subsidy, such as a province wide grant.

Since the benefits of externality generating services are sgnificantly more
difficult to evaluate, genera subsidies would be more appropriate for these
service types. A Province might determine that municipalities that maintain a
particul ar legal status -- village, town and so on -- and have a per capitataxable
assessment below the provi ncial average, or an average household incomebel ow
acertain levd, should receive asubsidy of a specific percentage on the provision
of these services. The distinction between point specific and non-point specific
externality generating services introduces one othe differentiation between the
externality generating service types. Because point specific srvices mantain
output that is highly localised, a local bendfit subsidy might be needed in
addition to the general province wide subsidy to ensure adequate standards of
point specific externality generating public facilities in particular areas. Under
certain circumstances, public amenities will nead to be upgraded in certain
regions -- such as libraries, recreation centres, or schools -- in order to meet
acceptable minimum standards.

In order to develop the analysis on desgning tax-service packages and
subgdy typesfurther, areview of the amalgamaion experience in the Halifax-
Dartmouth region is presented to provide an alternative proposition to that of
Miramichi’s in the pursuit of efficiency and equity in loca restructuring
initiatives. This anaysis illustrates how the understanding of service
characteristics can be applied to assist in the design of anew tax-service gructure
after amunicipal restructuring.

The Amalgamation of the Halifax-Dartmouth Region

The Halifax Regiond Municipality (HRM) was incorporated in April of 1996
after the mergers of the Cities of Halifax and Dartmouth, the Town of Bedford,
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and Halifax County.® The area of the newly amalgamaied HRM is approximaely
6,000 square kilometres. Over 70 % of the population of the HRM, about
343,000 peoplein 1996, is concentrated on 5 % of the land surrounding Halifax
Harbour. The rural aeas of the new City, which represent over 50 % of the
land, contain only about 3 % of HRM’s population.

Prior to the amalgamation, the former municipalities of HRM maintained
a relatively complex tax system, with four residentia base rates, four
commercial base rates, and over 250 area property tax rates in Halifax County.
Haifax County maintained a unique finanda and government structure that
alowed many aspects of efficient service delivery to be realised within this
former municipality. The former County had over 250 area property tax rates
corresponding to the specific service package that was provided in each of the
districts. An example is given in Table 3, which shows di stinctions in service
provision between Sackville and Hubbard, two districts located in the County.

In the 1996-1997 fiscal year, customisation to the baseservices provided in
Sackville added $6.50 per $1, 000 of assessment to the base County tax rate of
$8.95 per $1,000 of assessed vdue. Thisincluded customisation of a number of
services, including garbage collection, recreational services, street lights, scho-

ols, transit, cross guards, sidewalks, police and fire protection. In comparison,
TABLE 3 Area Property Tax Rates' in Halifax County -- Sackville and Hubbard, 1996/97

Sackville Hubbard
BaseRate: $8.95 Base Rate: $8.95
Additional Tax For: Additional Tax For:
$6.50 $2.30
Garbage collection Garbage collection
Recreation -
Street lights Street lights
Schools Schools
Transit -
Cross Guards -
Sidewalks -
Police -
Fire protection Fire protection
Total Tax Rate: Total Tax Rate:
$15.45 $11.25
Note: 1. All Tax Rates are per $1,000 of assessed value.
Source: HM R (1996: 25).

8. Asin the case of Miramichi, the Province forced the consolidation of the Halifax-D artm outh
region. A number of variableslikely influenced the Province of Nova Scotia’s dedson. Some
of these factors included: expected cost savings in the delivery of municipal services (as
proposed by Hayward (1993)); inefficient competition by the Cities of Halifax and Dartmo uth
which was said to hinder economic development in the region; expected improvements in
regional planning and physical service provision; andaprovincid-municipal service exchange
that placed Halifax County into a critical financial position. (V ojnovic 1997, 1998, 1999b).
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a ratepayer in the Hubbard area had a total property tax rate of $11.45 per
$1,000 of assessment -- adding only $2.30 per $1,000 of asessd vdue for a
morelimited customisation in theprovision of garbage collection, street lights,
schools and fire protection. (HRM 1996)

With over 250 ar eaproperty tax ratesin theformer county, areatively clear
relationship was maintained betw een the provision of customised services the
beneficiari es of these srvices, and the individuals responsible for their costs.
However, it had been recognised among the four former muni cipalitiesthat, just
asin the case of Miramichi, residents of the County frequently made use of the
services in the urban areas without paying their fair share. Probl ems associated
with spillover s had become especidly apparent with the congedion of schools
in former Halifax and Dartmouth. Because of a supplementary education levy,
which was added to theProvinces' standard school levy, Halifax and Dartmouth
offered more customised education services and facilities. Since the reputation
of the schools in the two Cities was well known, families that lived in Hal ifax
County -- close to the boundaries of Halifax and Dartmouth -- would send ther
children to schoolsin the two former Cities. While this produced ov ercrowded
schoolsin the Cities of Halifax and Dartmouth, many schoolsin Halifax County,
close to the boundaries of the two former Cities, had empty classes.

Asin the case of Miramichi, the probl em was how to design atax gructure
after the consolidation that would acoount for inter-jurisdictional spillovers,
while ensuring that the rural residentswerenot over-charged. However, unlike
the case of Miramichi, in Halifax Regional M unicipality it was recognised that
services were provided at different levels and standards between urban and rural
areas, and that these differences should be recognised through variations in
property tax rates. In fact, the recognition o this service distinction, and its
implementation in the design of the new tax system, was guaranteed with an
explicit requirement in the Halifax Regional Municipality Act (1995) tointroduce
a multiple rate structure in the new municipality. In Subsection 82 (8a) of the
Halifax Regional Municipality Act (1995), it explicitly staes that:

“the Council shall authorise thelevying and allecting of aseparaterate
for the area of the Regional Municipality determined by the Council to
be arural areareceiving arural level of services sufficient to raise the
amount estimated to be required to defray an amount not exceeding the
area’ s share of the net cost to the Regional Municipality of providing
general administration, planning, development control, building and
protective inspections, social services, contributionsto a school board,
contributions to aregiona library, industrial or business development
and attraction, and solid waste collection and disposal, including wagse
diversion; ...” (Nova Scotia 1995: 40).

In the first round of tax dructure prgposds, two services were classified as
being “urban in nature” -- public transit and fire hydrants. The provision of
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these two serviceswas limited to urban areasand as aresult it was considered
that their benefits would largely accrue to urban residents. This initial
recognition of service dif ferences between urban and rural areas led to a more
comprehensive analysis on the cost distinctions in service provisi on between
different locations within Halifax Regional Municipality.

Given that the new City encompases an area of éout 6000 squae
kilometres, differencesin servicelevel sand standards between different areas of
the amalgamated municipal ity vary s gnificantly. After the assessment, it was
concluded that the tax rate differentials between urban and rural aress should
reflect the absence of public transit, fire hydrants, streets, street lights,
sidewalks, sidewalk snow plowing, specialised education services and recreation
facilities in therural distrids. In 1997, a dud rate structure was proposed to
recognise the differences in services between urban and rural aeas However,
within months of the dual rate strucure proposal, the Council and the HRM
administration had modified the urban and rural rate structure into a
comprehensive tax system that established three base rates within the new
amalgamated municipality and over 60 arearates. In Table 4, three base rates
(rural, suburban, and urban) are shown with two additional customised rates
applied to the former Cities of Halifax and Dartmouth.® The Halifax and Dart-
mouth rates include a supplementary educational levy of $1.41 per $1,000 of
assessed value for former Halifax and $1.07 per $1,000 of assessed vdue for
former Dartmouth.

The urban and the suburban rates are distinguished by thelack of provision
of public transit, sidewalks and fire hydrants in areas of the City that have
become classified as suburban for tax rate purposes. While there has been
considerablelobbying by the residentsin establishing the boundary, some basic

rules have been devd oped to define the process. For instance, the fireprotection
TABLE 4 Adopted 1997/98 and 1998/99 Tax Rates' for the Halifax Regional Municipality

1997/98 1997/98 1998/99 1998/99

Residential Commercial Residential Commercial

Rate Rate Rate Rate

Former City of Halifax 15.12 38.72 15.41 39.31

Former City of Dartmouth 14.86 37.87 15.07 38.46

Urban 13.79 35.15 14.00 35.72

Suburban 12.32 34.19 12.51 34.76

Rural 10.25 28.44 10.40 28.87
Note: 1. All Tax Rates are per $1,000 of assessed value.

Source: HRM (1998).

levy is determined by the proxi mity of housing to afire hydrant. All properties
within 1,200 feet of a fire hydrant pay a levy which amounts to $0.38 per

9. The 1998-1999 rates remain unchanged for the 1999-2000 fiscal year.
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$1,000 of assessed value for residential property and $0.96 per $1,000 of
assessed vdue for commercial property.

Areas of the new City that are not levied standardised charges for area
specific services -- that among others include public transit, streetlights,
sidewalks, crosswalk guards and recreati on services -- pay rural raes. A more
intricate breskdown of the HRM tax structure, and the rates associged with
different public services, is provided in Table 5. As the detailed breakdown of
thetax structure shows, considerableeffort in the Halifax Regional Munid pality
has been devoted to ensuring that a dear relationshipis maintained between the
beneficiari es of services and those responsble for the costs. In the 1998-1999
fiscal year, in the areas considered rural, there are approximately 60 different
arearates that reflect the different standards and levels of services provided in
the various districts of the new municipality. An example of the variations
among area ratesassociaed with sidewalks, sidewalk ploughing, public transit,
streetlights, crosswalk guards and fire departments is shown in Table 6.

Arearatesin the new municipality were not only accommodated under Part
6 of the HRM Act, but also with the introduction of community councils.
Community councils are political and admi nistrati ve bodies that consist of at
least three polling districts within the newly amalgamated munidpality. Part 3
of theHRM Act not only allowed areas of theamal gamated municipality to adopt
community councils, but also gave these councils substantial powers. With
approval from the regional government, the residents within their relevant
community council can determine the savices and area rates in eaxch of the
districts. As authorised under 31(1) of the Act “a community council may
determine expenditures that should be made in or for the benefit of the
community and that are to be recovered from the ratepayers of the community
by arearates’ (Nova Scotia 1995; 15).

Within HRM, the introduction of community coundls in the amalgamated
municipality promotes a healthy local democracy by enabling resdents to

determine the characteri stics of the service packages provided in their di stricts.
TABLE 5 The Structure of the Tax Ratesfor the Newly Amalgamated HRM, 1997/98

Rural Rates
(Excludes Suburban Urban Dartmouth Halifax
area rates) Rates Rates Rates  Rates
Tax rate prior to equalisation payment 10.75 12.25 13.73 14.80 15.06
Equalisation Transfer -0.50 0.07 0.07 0.07 0.07
Final Tax Rates 10.25 12.32 13.79 14.86 15.12
Area T ax Rates:
Supplementary Education - Halifax - - - - 1.40
Supplementary Education - Dar tmouth - - - 1.07 -
Hydrants (1200 feet) - - 0.38 0.38  0.38
Fire Depar tments -- 112 112 1.12 1.12
Transit - - 0.61 0.61 0.61
Sidewallks, Leaf, Litter pick-up, etc. -- -- 041 0.41 0.41

Streetlighting - 021 0.21 0.21 0.21
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Recreational and Community Facilities - 0.12 0.12 0.12 0.12
Crosswalk Guards -- 0.06 0.06 0.06 0.06
Other - - - - -
General Tax Rate:

Regional Operations (Streds, Solid Wade dc.) 2.14 214 214 2.14 2.14
Sportsfieldsand Playgrounds 0.09 0.09 0.09 0.09 0.09
Parks and Natural Services 0.31 031 031 0.31 0.31
Police 2.00 2.00 2.00 2.00 2.00
Community Services (Recreation, Planning, efc.) 0.96 0.96 0.96 0.96 0.96
Fire (Administration, Training, and Prevention) 0.14 0.14 0.14 0.14 0.14
Corporate Services, CAO, and other 2.14 214 214 2.14 2.14
Debt Charges 1.43 1.43 143 1.43 1.43
Provincial Property Taxes 4.39 439 4.39 4.39 4.39
Other Revenues -2.87 -2.87 -2.87 -2.87  -2.87
Source: HRM (1997).

The setting of the area rates within each of the districts ensures efficiency by
establishing clear relationships between the customisation of services and the
individuals responsible for the associated cods. Both the citizens and the
government official s within this tax-service structure havea clear understanding
of the service packagedesired and its specificcosts. Such an arganisation limits
the ability of subgroupsto shift the costs of customised services from whi ch they
receive benefits to other subgroups that are not using these publi c amenities.

In designing the tax structure, the HRM administration and Council aso
took into considerdion the fiscd cgpadty of the former municipalities. An
equalisationtransfer of 50 centsper $1, 000 of assessed valuei sprovided to areas
of the new municipality that are considered rura (Table 5). This grant was
introduced inthe newly amalgamated municipality to recogni se that rural areas
did not have the financial capability to provide what were considered adequate
levels and standards of services within their districts. As indicated by Bruce
Fisher, the Senior Financial Consultant inHRM, “since assessed value can vary
widely in

TABLE 6 Area Rates' within the Halifax Regional M unicipality, 1998/99

Sidewalks Fire Departments

Wav erly 0.07 Bay Road 1.02

Fall River 0.50 Beaverbank 1.39
Black Point 2.17
Chezzetcook 1.34

Sidewalk Ploughing Cook's Brook 1.40

Waverly 0.11 Dutch Sett ement 1.16

Fall River 0.11 Milford Station 0.86
Hammonds Plains 1.10

Harrietsfield-Sambro 1.90
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Transit Herring Cove 1.80
Hammond Plains 0.17 Lake Echo 1.72
Lake Echo/Porters Lake/Grand Desert 0.45 Lakeside 1.54
Beaver Bank 0.59 Lawrencetown 1.59
Meaghers Grant 1.30
Middle M usqu odo boit 1.00
Streetlighting M ooseland 2.00
District 1 0.77 Moser River 1.50
District 2 0.32 Mushaboom 1.00
District 3 0.30 Musquodoboit Harbour 1.40
District 18 0.49 Ostrea Lake 1.80
District 19 0.73 Oyster Pond 1.20
Distriat 22 0.44 Port Dufferin - Three Harbours 1.30
Distrid 23 0.24 Prospect Road 1.50
Seabright 0.80
Sheet Harbour 1.50
Crosswalk Guards Tangier 0.90
Harrietsfield 0.06 Upper Hammonds Plains 3.72
Hatchett's Lake 0.06 Upper M usqu odo boit 1.20
Enfield 0.68
Zone 4 1.18
Note: 1. All Auto rates are per $1,000 of assessed value.
Source: HRM (1998).

amunicipality” equity needed to be considered i n designing the tax structure. °
Fisher’s exampl eof fire departmentsillugrates thenature of the City’ sconcerns:

“In HRM there are 31 different tax rates for fire servi ce each withits
own level of service. The relatively wealthy areas of the urban core
share a common rate of about 12¢ while rura areas have area rates
which range from just under 9¢ to over 37¢ per $100. Y et the urban
core' slargecommercial andresidential tax base dlowsit to spend more
per capita while maintaining a relatively modest tax rate. Hence
taxpayers outside the cor e can have a higher arearate but alower level
of service. Municipa government has to consider not just the financial
and management implications of delivering servicein such a mamer,

10. The quoteistaken froman email received by Bruce Fisher on September 13, 1999. T he em ail
was one of an extensive series of exchanges via email and personal discussions on this topic
over a period of over 6 months.
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but the equity aspects.

Thepolitical discussionregarding the equalisati on transfer initiall y emerged
because of the difficulties confronted with over crowding in City schools. It was
concluded that the best solution to ending the pressure on urban area schools
would be through subsidsing the rural aress so that they could improve their
education facilities, thereby minimising the need for rural residentsto send their
children to urban schools. The concentration of commercial assessment in the
former Cities also made this equalisdion transfer politicdly acceptable. This
initiative, therefore, was aresult of a specific strategy by both the Council and
the City’s adminidration that was dedicated to addressing the distinctions in
fiscal capacities between different districts -- leading to the activesubsidisation
of public amenitiesin order to encourage dficiency and equity.

Conclusion

Despite the adv ocacy that the merger of municipalities and the restructuring of
boundaries can address inefficiencies and inequities associated wi th municipal
spillovers, it has been argued in this paper that amalgamatiaon, at best, is merely
a precondition for dealing with the absence of fiscal accountabil ity in an urban
region. This is particularly true when the merging municipalities maintan
considerable variations in service provision, which might continue even in the
post-amalgamation structure. The merger of urban and rural regions geneally
provides such examples, and these municipal consolidations remain one of the
most difficult forms of mergers. The secession of the Headingly areain 1992,
arura portion of the Winnipeg Unicity area, is a reminder of thedifficulty in
merging urban and rural areas.

The design of an equitable and effident tax-sarvice structure is ultimately
the variable that can enaure fiscal accountability in an urban economy. If inter-
jurisdictional spillovers are generating indficiencies and inequities within an
urban region, it is not municipal consolidation that can internalise the
externality, but rather the redesign of thetax-servicestructure. Thiswill not only
involve establishing a clear relaionship between the benefici aries of the service
and those regponsble for the costs, but also strategically determining when
public goods and services should be under-priced in order to promote equity and
efficiency within the urban econory.

11. The quoteistaken froman email received by Bruce Fisher on September 13, 1999. T he em ail
was one of an extensive series of exchanges via email and personal discussions on this topic
over a period of over 6 months.
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