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Canadian urban municipalities are playing an increasingly important economic role, 
relative to their rural counterparts, and yet they remain beholden to higher levels of 
government because of an inability to raise sufficient revenues to cover operative costs. 
Toronto, in particular, as the fourth-largest city in North America, is in a position in which it 
desperately needs to develop new ways to generate revenue. Is a municipal-level income 
tax an appropriate solution for this problem? This article discusses the extant commentary 
and scholarship on the issue, together with a number of successful and not-so-successful 
examples of municipal-level taxation regimes from which Toronto policy-makers and 
municipal leaders can draw lessons with regard to design and implementation of such a 
regime.

Introduction
The City of Toronto recently became the fourth-largest city in North America behind such 
municipal behemoths such as Mexico City, New York City, and Los Angeles. However, 
despite its pre-eminent size and resulting contribution to the Canadian economy, Toronto 
remains beholden to its provincial and federal counterparts because it is unable to raise 
sufficient revenues to cover its operating costs without transfers. Why does the fourth-
largest city in North America have its hands tied when it comes to raising revenue? 
What are some of the ways in which Toronto and Ontario policy-makers could solve this 
problem? 
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This paper will examine the historical reasons behind Toronto’s inability to raise sufficient 
revenue, discuss what pre-eminent commentators and scholars have to say about the 
matter, and contrast Toronto with comparable municipal and regional jurisdictions to learn 
about how to move forward. The Philadelphia model shows how useful the imposition 
of a municipal income tax can be in the short term, and how successful it can be in the 
long term, and the Swedish model demonstrates that because social services are best 
administered at the local level, the revenue required for those services should also be 
raised at that level. Through this analysis, I hope to stimulate debate surrounding the 
possibility of a municipally-administered income tax regime in Toronto as a way to help 
solve the financial instability currently felt by the City of Toronto.

Taxation and Municipalities 
Two of the most well-known and closely-studied sections of the Constitution Act of 1867 
distinguish between the policy areas in which the provincial and federal governments 
are permitted to exercise their legislative powers. Under Section 92, the provinces were 
given the authority to pass legislation that affects property and municipalities within 
their respective borders. Quite simply, this means that any decisions taken by municipal 
government are, by definition, reviewable by the government of the province in which the 
municipality in question is located. This is particularly true in Ontario, in which the Ontario 
Municipal Board, which reports to the Ministry of the Attorney General, has numerous 
powers, including the ability to hear appeals from Council decisions relating to municipal 
or land use law and to hear appeals arising from municipal financing proposals made 
under the Planning Act (MMAH, 2003). Essentially, when it comes to raising money, local 
governance decisions can be appealed to a representative of the Province of Ontario, 
putting the Province in the position of final arbiter of all municipal matters.

An example of the oversight exerted by the Province over municipal financing issues is 
the recent experiences of Toronto policy makers surrounding funding for planned transit 
developments in the Sheppard Avenue corridor. A plan put forward by the Mayor and 
several supporters included using tax-increment financing (TIF) to raise a portion of the 
capital needed to fund the project. According to the Toronto Board of Trade, there are two 
particular Toronto neighbourhoods that have been designated for TIF pilot projects by 
the provincial government: “The areas around the University-Spadina subway line from 
the City of Toronto into York Region, and the West Don Lands brownfield redevelopment 
initiative [part of the waterfront revitalization],” (Toronto Board of Trade, 2010). In a recent 
Globe and Mail examination of the issue, John Lorinc and Kelly Grant lamented that, 
although “TIFs allow municipalities to borrow to build infrastructure and then pay down the 
debt with increased tax revenues generated by redevelopment, [in Ontario] TIFs can only 
be used with provincial approval,” which, by virtue of the added layers of bureaucracy that 
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accompany Provincial oversight, significantly reduces the rate of development (Lorinc and 
Grant, 2012).

Still, the City of Toronto is unique among Ontario municipalities. In 1997, the Province 
of Ontario passed the City of Toronto Act, 1997, S.O. 1997, c. 2 and City of Toronto Act, 
1997 (No. 2), S.O. 1997, c. 26, in a move that amalgamated the six then-existing Toronto 
boroughs into what is now called the City of Toronto, governed by one City Council. Almost 
a decade later, the Province of Ontario passed the City of Toronto Act, 2006, S.O. 2006, 
c. 11, Sched. A, which granted the City of Toronto a level of autonomy and authority that 
eclipsed the powers enjoyed by any other municipality in Ontario and by any Toronto 
municipal government since the City’s incorporation in 1834.

In a speech made at the time, then-Mayor David Miller said that the new Act “sets the 
stage for the long-term, multifaceted package of reforms that the City will need to develop 
in partnership with the provincial and federal governments to resolve the City’s systemic 
fiscal imbalance.” However, he also stressed that “the Bill’s new revenue powers will not 
address the City’s fiscal challenges, nor does it deal with the inappropriate burden of 
provincial social programs on the property tax base. Modern cities need access to broader 
revenue sources, such as income...taxes that grow with the economy” (Miller, 2006). 
Currently, Toronto does not levy income taxes even though, along with fuel, occupancy, 
and property taxes, they are part of the income-raising regimes of many comparable cities 
around the world.

That said, Canadian municipalities have not always been strangers to income taxation; 
almost a century prior to the first imposition of federal income tax in 1917, provincial 
and municipal governments levied income taxes on their residents (Silver, 1968, 398-
99). According to municipal economics expert Harry Kitchen, by the end of the 1930s, 
municipal income taxes were ubiquitous in every province. However, since the provinces 
entered into various tax rental agreements with the federal government during the 
Second World War,1  no municipality in Canada has regained their right to levy income tax 
(Kitchen, 2003, 17). Still, there are several commentators and scholars who advocate for 
the imposition of an income tax at the municipal level for various reasons.

Arguments for a Municipal Income Tax
The history of municipal income tax in the U.S. was summarized masterfully by Elizabeth 
Deran in her 1968 evaluation of the effectiveness of taxes after several years of 
implementation (1968). Deran begins with the introduction of the municipal income tax in 
Philadelphia in 1939, and the characteristics that were adopted by most contemporaneous 

1  The Dominion-Provincial Tax Rental Agreements Act, 1947, c. 58, s. 3; P.C. 331, Jan. 30, 1948 as 
amended by P.C. 952.



Volume 5, Issue 1, Fall 2013

73Public Policy and Governance Review

municipal income tax regimes: a low flat rate that applied, without personal deductions 
or exemptions, to income from employment but not to income from property (1968, 21). 
Furthermore, a majority of the large cities in the U.S. with an income tax in 1968 also 
taxed income earned in the city by non-residents, tempering the tax burden with tax 
credits available for those workers whose city of residence also taxed income (Deran, 
1968,t 21-22).

It was not until the 1960s, however, that municipal income tax began to look more like it 
does today in many American cities. In 1964, the state of Michigan passed the Michigan 
Uniform City Income Tax Act, which extended the Philadelphia model to income from 
property while also introducing a $600 exemption for every taxpayer and each of his 
or her dependents. Two years later, New York City introduced a tax that was built on 
the Michigan model by allowing similar exemptions to the tax, but made the tax rate 
more progressive: “[The New York tax ranged] from 0.4% on the first $1,000 of taxable 
income up to a marginal rate of 2% applying to taxable income in excess of $30,000” 
(Deran, 1968, 22). There was not, however, a universal acceptance of the need for 
municipal income tax. As Leonard Kirschner’s 1951 examination of municipal income tax 
demonstrates, even more than a decade after Philadelphia’s introduction of income tax, 
the debate about its necessity was very much alive and well.

In “The Municipal Income Tax,” Kirschner asserts that “It is undeniable that the wants 
of the public and the cost of governmental services have increased substantially, and 
presumably will not diminish” (1951, 348). In the immediate post-war period, many 
municipalities across the U.S. were in a similar position; Philadelphia, in fact, was 
facing almost certain bankruptcy (Deran, 1968, 24). Kirschner’s contribution to the field, 
therefore, was in putting forward many of the now widely-accepted arguments in favour 
of the imposition of an income tax at the municipal level. More than half a century later, 
Toronto’s financial outlook appears to fit Kirschner’s mold: without some kind of infusion of 
funds, Toronto may soon reach a point at which financial sustainability is impossible.

Kirschner acknowledged that a tax on the ownership of property within a municipality 
should be the first source of revenue that municipalities look to. However, he also 
suggests that the relatively unresponsive nature of property tax precludes municipalities 
from being able to rely on it when city expenditures spike unexpectedly, or if there is a 
rapid and constant increase in the cost of service provision over a relatively small number 
of years (1951, 346-347). Furthermore, a municipality that only levies a property tax 
places a significantly higher tax burden on property owners, even though many residents 
of a given city may not own real estate and still benefit from city services. The result is that 
“the wage earning homeowner supports the city government; whereas, the renter supports 
the government only indirectly, if at all, irrespective of relative earnings,” (Kirschner, 348). 
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Kirschner’s arguments in this regard are applicable to the City of Toronto, as its only 
source of tax revenue is property ownership.

Kirschner’s final argument in favour of municipal income tax rests on the idea that, 
in many large city-hubs, a remarkable proportion of the workforce commutes into the 
city, using the city’s services and facilities but paying property taxes to the municipality 
from which they commute. This is a particularly dire problem in Toronto, where reports 
increasingly show an unwillingness among residents of municipalities just outside of 
the City to pay any amount of added tax “if the revenue is devoted primarily to Toronto” 
(Kalinowski, 2013).

There are several arguments against the imposition of a municipal income tax. Two 
Canadian scholars have recently raised the notion that a flat tax rate, such as the income 
tax originally instituted in Philadelphia, places a greater burden on “the man who earns 
less than on the person with a large income” (Mintz and Roberts, 2006, 10). As a crude 
example, a resident with an income of $10,000 who pays $100 in income tax is in a 
much better position than a resident who pays $10 in income tax, but only has an income 
of $1,000. That this is a classic argument against a flat tax does not make it any less 
persuasive; in fact, Kirschner himself advocates for protections to be placed on the income 
of those who genuinely cannot contribute (1951, 350).

In addition to Deran and Kirschner, there is a significant amount of recent Canadian 
scholarship on the question of whether cities such as Toronto need a municipal income 
tax. In Harry Kitchen’s 2003 special study for the Canadian Tax Journal, he concludes 
that, although it is easier, and often cheaper, for the Province to administer an income 
tax on behalf of municipalities, “unless municipalities are given [the freedom to do this 
themselves]--even if it means they make mistakes--truly accountable and responsive 
municipal government can never be a reality” (Kitchen, 2003, 10). According to Kitchen, 
accountability is elusive when two or more levels of government have a responsibility 
for funding or providing the same service. For instance, most spending decisions with 
regard to the provision of services happen at the municipal level, but it is the provincial 
government that typically raises the revenues that pay for the municipally-provided 
services through transfers to the city. In Kitchen’s words, “No one has much incentive to 
be efficient when someone else is responsible for funding” (Kitchen, 2003, 50). As a result, 
municipal governments are much more accountable to the people they govern if they are 
raising the revenues to pay for their own expenditures. 

Kitchen also echoes Kirschner’s concerns about commuters by suggesting that “a 
rationale for a local income tax deducted at source (place of employment) is that it 
would allow the municipality to tax commuters for benefits they receive from local public 
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services (roads and streets, parks and libraries, sidewalks and streetlights, police and fire 
protection, and so on)” (Kitchen, 2000, 34).

While there is significant scholarly support for the notion of municipal income tax, 
could such a tax could work in the City of Toronto? Since there are cities similar in size 
and scope to Toronto that have implemented local income taxes, an evaluation of the 
successes and failures of those projects can help determine the effectiveness of such a 
tax system. 

Case Study: Philadelphia
Philadelphia was one of the first municipalities in North America to institute a municipal 
income tax in the 20th century (Roeskin, 1946). Toronto and Philadelphia are relatively 
similar cities: the population of Toronto’s urban area in 2011 was approximately 5,132,794 
(Statistics Canada, 2011) and the population of Philadelphia’s urban area as of 2010 was
approximately 5,325,000; the two cities are also both centres for medical research2 and 
legal services.3 In one important way, Philadelphia and Toronto are dissimilar: in 2009 
the median family income for each city was approximately $45,000 USD (USCB, 2009) 
and $68,000 CDN (Statistics Canada, 2012) respectively. Therefore, a local income tax 
in Toronto could be set at a significantly lower rate than that of Philadelphia to raise the 
same amount of revenue.

Lessons from Philadelphia 
In the late 1930s, Philadelphia became the first major city in the United States to adopt 
and implement a local income tax (Roeskin, 1946). In the following decade, Philadelphia 
had a balanced budget each year, after almost two decades of continuous annual 
deficits (Kirschner, 1951, 346). Through the 1940s, the amount of revenue raised by the 
introduction of the tax was such that Philadelphia was able to reduce the local tax rate 
in 1942 from 1.5% to 1% for business income, and in 1945 from 1.5% to 1% in 1945 for 
employment income (Ibid, 345). In the first year alone the tax raised $16,283,820 for the 
City of Philadelphia (Carter & Shils, 1941, 482-483), which, in current terms, is equivalent 
to approximately $250 million. One of the particularly important benefits for the City at 
the time was that it was able to significantly save on its interest payments, which, given 
that the city was tottering on the precipice of bankruptcy (Deran, 1968, 24), was both 
profoundly necessary and timely (Kirschner, 1951, 346-347). By the end of 2010, the 

2  The cluster of hospitals and pharmaceutical companies that are centered around the University of 
Pennsylvania’s University Hospital is very similar in scope and size to that of the University Health 
Network in Toronto, affiliated with the University of Toronto.
3  Philadelphia is home to six law schools, including the high-ranking University of Pennsylvania and 
Rutgers, and is the location of the American Law Institute headquarters as well as the Third Circuit 
Court of Appeal. Toronto is the home of the Ontario Court of Appeal, the Law Society of Upper Cana-
da, and two law schools that are perennially ranked at the top of Canadian law school rankings.
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net debt of the City of Toronto was at $4.4 billion, a 20% increase from the year before. 
While Toronto is not in the vicinity of insolvency, the City is in a position wherein an 
implementation of such a tax could prove to be both necessary and timely.

In that first year of operation, the income tax in Philadelphia amounted to approximately 
25% of the property taxes, allowing the City to reduce taxes levied on property owners 
(Kirschner, 1951, 346). As of 2011, the City of Toronto recognized that it does not have the 
same growth in property assessment as neighboring municipalities (City of Toronto, 2011, 
1). Sharp increases in the cost of services, therefore, will become increasingly difficult 
to fund on the basis of property taxes. Since the City of Toronto collected $3.7 billion in 
property taxes in 2011 (Ibid), an income tax that raised 25% of that total would provide an 
enormous amount of revenue for Toronto’s operating budget. 

The first few successful years of Philadelphia’s income tax regime could provide some 
particularly helpful lessons for Toronto policy makers. Harry Kitchen has suggested that in 
2003, the pre-amalgamation old City of Toronto could have increased revenue by almost 
$45 million with an income tax rate of 1%, without more than a $30 increase in personal 
income tax liability for a single taxpayer with $50,000 of taxable income (Kitchen, 2003, 
20). Scaled for the post-amalgamation increase in population, Kitchen’s prediction would 
skyrocket.

In 1958, Jewell Cass Phillips, a University of Pennsylvania political science expert, 
suggested that the primary reason that the Philadelphia local income tax was able to 
contribute between a quarter and a third “of all the city’s general revenues since 1941,” 
was because “a significant portion of the total revenue from the income tax [was] 
contributed by non-residents” (Phillips, 1958, 250). This demonstrates a particularly 
positive outcome, given how central the notion of capturing non-resident contributions is to 
the scholarship that supports the introduction of municipal income taxes. 

More recently, Koleman Strumpf’s 2001 investigation into why certain groups of 
Pennsylvania taxpayers do or do not support the notion of local income tax revealed 
that a significant number of municipalities surrounding Philadelphia have also instituted 
local income tax regimes based on Philadelphia’s success. This has led to Philadelphia’s 
taxation regime being significantly more complicated by a network of exemptions that take 
into account the existence of additional income taxes (Strumpf, 2001, 164-165). For a 
city such as Toronto, this could prove to be the most important lesson to learn regarding 
municipal income taxes, as Toronto is surrounded by a ring of municipalities whose 
residents could decide to seek employment in Toronto.
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A complex system of exemptions that takes into account potentially disparate municipal 
income tax rates throughout the Greater Toronto Area could increase the administrative 
costs of a local income tax enough to significantly limit its productivity. Furthermore, 
Kirschner has suggested that, without these kinds of credits, workers could be subject to 
double taxation if they end up having to pay income tax where they live and where they 
work (1951, 351-352). Currently, however, this is a purely academic problem, as none of 
the municipalities in the GTA--including Toronto--are constitutionally able to raise revenue 
in the form of an income tax. In order for the policy makers in the City of Toronto to even 
consider any of the lessons learned in Philadelphia, they need to be given this kind of 
power.

Potential Constitutional Change
Philadelphia was partially able to levy income taxes due to the Sterling Act of 1932, 
which granted Philadelphia the power to tax anything that the State of Pennsylvania was 
also taxing, with several limits (Phillips, 1958, 244).  In Ontario, no such statute exists. 
Sweden, however, whose private and public sectors are similar in nature and scope to 
those of Ontario, has granted its municipalities sweeping powers of taxation. In Sweden, 
municipalities have a constitutional “right of self government” (Edmark and Ågren, 2008, 
850). This means that Swedish municipalities can make decisions about service provision 
within the municipality and about the local income tax rate (Ibid), which is very different 
from the constitutional rights granted to Ontario municipalities. Furthermore, property 
taxes in Sweden are set at the federal level, as opposed to the municipal level, as in 
Ontario.

Like Ontario, the Swedish public sector is organized into three layers of government. 
Instead of provincial governments, however, Sweden’s intermediate level of government 
rests at the County. Municipalities are responsible for a significant proportion of service 
provision, including education and social assistance. Medical coverage is provided, as 
in Ontario, at the intermediate level of government (Edmark and Ågren, 2008, 850). In 
Sweden, almost all income tax is handled at the municipal level. 

While there are substantial differences between Sweden and Ontario from a 
constitutional perspective, Stockholm and Toronto have similarities that make Sweden 
a suitable comparison. Both cities are financial centres: four major Swedish banks are 
headquartered in Stockholm, and the five major Canadian banks are headquartered in 
Toronto.4  Furthermore, each city is home to its country’s primary stock exchange.5  From 

4 In Stockholm: Nordea, Swedbank, Handelsbanken, and Skandinaviska Enskilda Banken; in To-
ronto: Toronto-Dominion Bank of Canada, Royal Bank of Canada, Bank of Montreal, Bank of Nova 
Scotia, and the Canadian Imperial Bank of Commerce.
5 The Stockholm Stock Exchange, and the Toronto Stock Exchange respectively.
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a demographic standpoint, a significant proportion of each city’s population is currently 
between the ages of 15 and 64 (City of Toronto, 2012). One significant difference, 
however, is that Stockholm levied a 29.58% income tax in 2012, and Toronto did not 
(Global Expat Partners, 2012). 

Still, there are drawbacks to the City of Toronto implementing a marginal municipal income 
tax. Since the federal and provincial governments have centred their income tax policies 
on international corporate competitiveness, a direct municipal income tax may “offset, or 
partially offset, federal and provincial initiatives and make it more difficult for businesses 
to compete” (Kitchen, 2002, 21). Another potential problem is that residents of Toronto 
could easily avoid the tax by structuring their employment so that they receive “labour 
compensation through dividends from incorporated businesses” (Mintz and Roberts, 2006, 
19). Kirschner’s fear about double taxation, and the added administrative costs associated 
with limiting it, could very well come to fruition.

However, were a municipal income tax levied across all provinces at a rate of 1% today, 
it would raise more than $6 billion in total (Mintz and Roberts, 2006, 19). This significant 
sum of money would be of great assistance to municipalities, especially those that, like 
Toronto today and like Philadelphia in 1939, are in a position of financial vulnerability.

Next Steps
Due to limited resources, this paper has not been able to address the differences between 
the electoral systems, political processes, and levels of voter interest and apathy present 
in each of the municipalities in question. More scholarship is certainly warranted on the 
impact that electoral design and voter engagement have on the nature and effectiveness 
of municipal income tax. Furthermore, while a wholesale reform of the Canadian 
constitutional landscape to account for the increasingly costly nature of municipal service 
provision is desirable, the traditionally slow nature of constitutional reform in Canada 
means that such an outcome is distant at best. Still, there are several scholars and 
commentators currently calling for municipal tax reform, many of whom have been cited 
in this analysis and to whose voices this author hopes to add his own. For Toronto, reform 
needs to happen sooner rather than later, and the more people that are informed and 
engaged in the debate about municipal income tax, the higher the likelihood that change 
will come. 
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