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Introduction

Little academic research exists on whether and to 
what extent the inherent traits of cities – such as city 
size, location, or purpose – impact municipal budgets, 
specifically in terms of revenue-raised, expenditure-
need, and fiscal health. Furthermore, what exists 
focuses on comparing global cities instead of their 
more numerous mid-sized counterparts. This presents 
a problem for decision-makers, as choices should be 
influenced by evidence rather than solely by political 
realities. This upcoming research intends to address 
this gap. As the lack of research is mainly the result of 
a lack of consistent accounting standards within and 
between regions, the Province of Ontario’s reporting 
requirements create a uniquely consistent and 
sufficiently large data-set over a diverse economic and 
geographic area. This case study will use the Ontario 
context to generalize mid-sized cities around the world.

This study will generate fiscal health indicators 
within a systematic framework, as recommended by 
the Public Accounting Standards Board (PSAB). PSAB 
sorts fiscal health measures into three categories: 
flexibility, sustainability, and vulnerability. These 
categories allow for a more intuitive understanding 
for policy practitioners. The fiscal health measures 
themselves were developed in conjunction with the 
Institute of Municipal Finance and Governance (IMFG), 
grounded in broader public finance academic literature, 
and chosen with flexibility to be later expanded to 
the American context. The data collected comes 
from Ontario’s Financial Information Reporting (FIR) 
database. Statistical analysis has been applied between 
various fiscal health measures and various factors 
of cities with the goal of drawing out significant 
relationships. This research addresses an oversight in 
the academic literature along with providing a practical 
understanding of the underlying factors driving 
municipal finance conditions.

Making the case: academic 
literature and methods review

“Don’t tell me what you value, show me your budget, 
and I’ll tell you what you value,” former US Vice 
President Joe Biden once said (Biden, 2008). Toronto 
City Manager Peter Wallace put it slightly differently, 
“What we do is what we fund” (Wallace, 2016). Even 
after accounting for upper-level government mandates, 
it is well understood that city budgets reflect a bundle 
of taxes and services that the residents decide they 
want. It is the role of city leadership to leverage 
those bundles to their competitive advantage in a free 
market environment, otherwise people will “vote with 
their feet” and move to a neighboring jurisdiction 
(Tiebout, 1956). Cities must think strategically about 
which services to offer and how to raise revenue. 
When emphasizing the role of difficult budgetary 
decisions cities must make, Mayor Michael Coleman of 
Columbus, Ohio said “part of selling a local economy 
is selling the quality of life in that local economy. 
So, if you don’t have good streets and good parks, 
if you don’t have a strong safety force and a strong 
fire department, if you don’t have the ability to grow 
the economy locally, businesses will not locate there” 
(Masters, 2012).

To ensure that cities are nice places to live and work, 
cities need (1) adequate resources and revenue-raising 
tools to match expenditure responsibilities, (2) local 
autonomy to make choices, and (3) a democratic, 
transparent local governance structure (Slack, 2008). 
In one of the few studies on the fiscal health of 
Ontario cities, Slack et al. (2016) found that municipal 
spending was generally conservative in comparison to 
the their expenditure needs between 2000 and 2011. 
This suggests that municipalities take advantage of 
the current low-interest rate environment to increase 
their capital budgets to build needed infrastructure. 
Slack et al. (2016) further find that most growing 
municipalities, such as those in the Greater Toronto 
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Area (GTA), have generally good fiscal health while 
those cities who are economically reliant on a 
shrinking industrial sector and a declining tax base are 
more likely to have poor fiscal health.

‘Fiscal health’ is defined as the ability to meet financial 
and service obligations now and in the future (Hendrick, 
2004) and ‘fiscal distress’ would consist of either poor 
fiscal health relative to other cities or a deterioration 
of a city’s fiscal health over time (Wolman, 2002; Jones 
and Walker, 2007). Fiscal distress can lead to a ‘fiscal 
crisis’ when a local government is in jeopardy of failing 
to pay its bills, leading to defaults on its financial or 
service obligations (Honadle, 2003). Building off Slack 
et al. (2016), the intent of this paper is to quantitatively 
measure what factors are associated with poorer fiscal 
health in Ontario’s cities. The first aim of this paper 
is to construct a practical fiscal health framework 
in accordance with research literature and using the 
guidelines of the Public Accounting Standards Board 
(PSAB, 2007) using FIR (2016) data. This framework will 
also be created with the ability to measure U.S. cities 
to expand the scope of this research in the future. Once 
these measures are determined, the fiscal health of 
cities will be compared against other traits, including:

1. City size – population categories
2. City typology – home-work commuting patterns (e.g. 

centre city, suburban city, etc.)
3. Geographic region – categories created based on 

temperature and latitude
4. Industrial base – major industries

Academic literature lacks a consensus around what 
fiscal health measures should be used for a several 
reasons. First, fiscal health measures in each study 
are chosen to work with the data that is available 
in that specific circumstance. Consistency of data 
reporting between political geographies is an on-
going issue, making comparisons across political 
borders – both between countries and within them 
– incredibly challenging. For example, each US state 
and Canadian province has its own financial reporting 

requirements and formats. Therefore it would take an 
in-depth qualitative understanding of varying levels 
of government responsibilities, revenue sources, and 
expenditure accounting to explain the comparability 
and results of fiscal health measures, even if they 
are labelled in the same way. This study, by using 
a consistent methodology developed and used by 
the Lincoln Institute’s Fiscal Standardized City 
database (FiSC, 2016) and then duplicating the same 
methodology for Ontario cities using the FIR (2016) 
database, attempts to overcome these challenges 
through standardization at multiple phases. Although 
much remains to be explained for each measure, this 
would allow for a cross-border comparisons to be 
made for the first time. Cross-border comparisons will 
take place in a later phase of the project, with the 
short-term objective to understand the relationships 
among the fiscal health of Ontario cities by the 
variables listed above.

The second reason that there is no consensus among 
the literature for the use of fiscal health measures is 
that they are often chosen by their users for specific 
purposes and therefore limit their practicality outside 
of their original purpose. In other words, fiscal health 
measures used by economists for detailed statistical 
analysis are often not useful to practitioners. 

Most growing municipalities, such as 
those in the Greater Toronto Area (GTA), 
have generally good fiscal health while 
those cities who are economically reliant 
on a shrinking industrial sector and a 
declining tax base are more likely to have 
poor fiscal health. 
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literature. To help with this task, the Public Standards 
Accounting Board (PSAB, 2007) set forth a framework 
with three categories: sustainability, flexibility, and 
vulnerability. A fourth category, which is not part of 
the PSAB (2007) framework, should be included as well: 
monitory. ‘Sustainability’ is defined as the degree in 
which the city can maintain its service commitments 
to the public and its current financial obligations 
without increasing the relative tax and debt burdens. 
‘Flexibility’ is defined as the degree to which revenues 
can be raised, debt burdens increased, or expenditures 
decreased to meet service and financial obligations. 
‘Vulnerability’ is the degree of risk generated by 
potential external shocks, or reliance on transfer 
payments from other governments, to meet financial 
obligations or expenditure need. ‘Monitory’ indicators 
are defined as those that are meaningless if they are 
within a normal range, but may indicate fiscal distress at 
extraordinary values. 

Drawing on these criticisms, a practical fiscal health 
indicator system should have the following features:

1. Indicators should be comparable across 
municipalities.

2. Indicators should include socioeconomic 
characteristics.

3. Descriptive statistics and descriptive indicators  
on a per capita basis are necessary, but insufficient 
on their own.

4. Indicators should be organized in a way that is  
easy and intuitive to understand.

5. Indicators should not have arbitrary weights 
attached to them, but should be self –  
informative. Complicated statistical analysis  
should be avoided.

To summarize the above, a better fiscal health system 
would use fewer easier-to-understand indicators, 
each offering a unique contribution organized in an 
understandable fashion that are indented for use by 
practitioners, while still being grounded in academic 

Critiques of fiscal health measure systems  
used by economists:

1. Some indicator systems, like Groves et al. (1981) and 
Griesel and Leatherman (2004), have taken a kitchen-
sink approach. They have compiled many indicators 
without an organizational system and without proving 
that each indicator is meaningful. These serve as a useful 
encyclopedia of indicators, but are difficult to interpret; 

2. Some indicator systems, like Alter et al. (1984) and 
Groves and Valente (1994) are intended only for internal 
evaluation only and therefore lack broader context, 
making comparisons between municipalities difficult; 

3. Most indicator systems, such as Brown (1993) and 
Griesel and Leatherman (2004) have at least one, if not 
many, indicators that are reliant on changes per capita. 
Changes in these indicators may be caused by the base 
(population) changing, rather than the researcher’s 
interest - which can be found in the numerator. These 
indicators should be included as descriptive, rather than 
indicative; 

4. Most indicator systems do not consider socio-economic 
factors that are fundamental to understanding city change 
(Wang et al., 2007; Kloha et al. 2005). The signs of a 
coming fiscal crisis may first be revealed in structural, 
economic, and institutional factors (Taylor, 2009); 

5. Indicator systems should avoid creating aggregate indices, 
such as used in Mercer and Gilbert (1996) and Cohen et 
al. (2012) because such indices can be misunderstood 
and misleading. Indicator systems should especially avoid 
aggregate indices where individual indicators are assigned 
arbitrary weights (Jones and Walker, 2007; Hendrick, 
2004). Rather, indicators should be studied in isolation 
since analysts do not know the relationships among 
variables (Hendrick, 2004); 

6. Finally, indicator system should avoid overly statistical 
methodologies, such as Zafra et al. (2009) and Cabaleiro 
et al (2012), because – although they may of interest to 
academics – they are often too technically challenging to 
be used by practitioners. 
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refine the formulas used. Yet as there is currently little 
understanding of the drivers of fiscal health, there is 
little engagement in this dialogue with the academic 
community. Through this academic research, it is possible 
that a more efficient and/or equitable allocation of these 
fiscal resources can be achieved as opposed to the status 
quo that relies exclusively on political negotiation. 

One example includes that many of the formulas are 
arbitrarily weighted towards the geographic location 
of being part of “Northern Ontario” as defined by a 
jagged line drawn by the Northern Ontario Heritage 
Fund Corporation (NOHFC, 2017). This means that 
(a) the formula does not account for geographic 
variations within Northern Ontario, (b) the weight of 
this formula could be over- or under-estimating how 
much geographic location matters, and (c) discounts 
similar cities in similar situations that sit south of this 
arbitrary line. This research could help inform each of 
these criticisms to create more equitable policies for 
the province.

Current status and  
future research

This research is still in its early phases. The full 
rollout of the 2016 Census, occurring between now 
and November 2017, is necessary for completion of 
the full range of testable factors in the dataset. Once 
that occurs, the statistical analysis can be carried out. 
Preliminary results and conclusions will be derived 
from this for each city and region, and such findings 
will contribute to the known economic profiles of 
each place. The long-term future of this research is to 
expand to include American cities as well, which will 
increase the size, scope, and depth of the analysis.

This short-term objective of the research takes the 
following steps using FIR (2016) data for all Ontario 
cities greater than 50,000 people1 :

1. Analyze changes over time for 51 budget line items 
concerning revenues, expenditures, and reserves 
using Ontario FIR data for 2011 and 2016 chosen to 
align with Census data.

2. Establish a fiscal health framework that meets a 
priori criteria in-line with the PSAB framework.

3. Perform statistical analysis, mainly ANOVA and OLS 
regression, to draw relationships between groupings 
of cities and city characteristics that may be 
connected to fiscal health.

4. Report findings to various academic journals and 
professional reports.

5. Consult with Ontario cities and the Provincial 
government to help them better understand drivers 
of municipal fiscal health.

Policy implications

Beyond helping municipal leaders understand underlying 
causes that are driving their revenues, expenses, and 
fiscal health, the province of Ontario attempts to use 
equalization payments to rectify inequalities and address 
unmet service needs at the municipal level throughout 
the province through the Ontario Municipal Partnership 
Fund (OMPF). The larger OMPF program includes 
five major components including: (a) Assessment 
Equalization, (b) Northern Grant, (c) Rural Communities 
Grant, (d) Northern and Rural Fiscal Circumstance Grant, 
and (e) Transitional Assistance Grant. Each of these 
programs includes its own formula for eligibility and 
payout. The Ontario Ministry of Finance has an on-
going dialogue with municipal government to better 

1. Evergreen CityWorks defines mid-sized cities as those between 50,000 
and 500,000, which is the focus of this research. The cities greater 
than 500,000 are included for purposes of comparison, but will be 
analyzed separately.
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