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Ontario 360’s purpose is to scan Ontario’s economic oppor-
tunities and challenges and develop evidence-based public
policy ideas to inform and shape the Ontario government’s
own policy planning and development. Ontario 360 is inde-
pendent, non-partisan, and fact-based. It provides a neutral
platform for policy experts to put forward clear, actionable
policy recom-mendations to promote a growth and opportunity
agenda for Ontario.

The Ontario 360 project is grateful for financial support from
the W. Garfield Weston Foundation and The Donner Canadian
Foundation. We also recognize the support of the University

of Toronto and the Munk School of Global Affairs and Public
Policy as the Ontario 360 project’s intellectual and administrative
home. The support of these partners enables us to commission
evidence-based research and facilitate dialogue between poli-

cy experts and policymakers in the Province of Ontario. Our
advi-sory council, authors, and Munk School faculty, students,
alumni, and supporters do not necessarily endorse or affirm the
policy recommendations advanced by the different contributors.




Summary Of Recommendations

1. Conduct regularized regional reviews of the
supply and demand of employment lands and
enact any necessary changes to the designation of
provincially-significant employment zones

2. Phase-in of standardized business education tax
rate across the province

3. Consider eliminating provincial property taxes
as part of broader reforms to intergovernmental
fiscal arrangements
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Introduction

As part of its “Open for Business” agenda, the Ontario government has

enacted various policy reforms to improve the province’s investment

climate. These reforms have come in the form of tax reductions on certain

capital investments, a series of de-regulation measures, changes to the

province’s apprenticeships and skills training framework, and so on. The

underlying assumption is that the cumulative effect of these policy reforms

will ultimately make Ontario more attractive for domestic entrepreneurs as

well multinational firms to invest and grow here.

This is a key point: there are no silver
bullets or panaceas to improving the
province’s investment climate. A wide
range of factors inform business in-
vestment decisions — including overall
economic context, interest rates, taxes,
labour, energy, regulatory environment,
transportation networks, property rights
and rule of law and even sociocultural
considerations such as diversity, plural-
ism, and tolerance.! These various inputs
and factors can be broadly described as
a jurisdiction’s overall “business environ-
ment.” An “Open for Business” agenda
will therefore necessarily touch on a wide
range of policy areas.

The government has thus set about can-
vassing businesses, investors, and other
stakeholders over the past several months
to understand what parts of the province’s

policy framework represent strengths with
respect to the province’s business envi-
ronment and what areas require further
attention.

One area that is not commonly con-
sidered as a key driver of business in-
vestment but has increasingly come up

in these discussions (including with the
Ontario 360 project) been raised by busi-
nesses to government officials and other
stakeholders is the combination of com-
mercial and industrial zoning and busi-
ness property taxes. C.D. Howe Institute
scholar Adam Found has described these
issues as “flying below the radar” because
of the tendency for policymakers and
observers to neglect zoning and provin-
cial and municipal property taxes when
evaluating a jurisdiction’s overall business
environment.” Yet evidence shows that

! See, for instance, Author unknown, Doing Business 2020: Comparing Business Regulation in 190 Economies, World
Bank, 2020. https://openknowledge.worldbank.org/bitstream/handle/10986/32436/9781464814402.pdf ?se-
quence=24; Author unknown, The Innovation Imperative: Contributing to Productivity, Growth and Well-Being,
OECD, 2015. https://www.oecd-ilibrary.org/science-and-technology/the-innovation-imperative/ the-business-envi-

ronment-for-innovation 978926423

9814-6-en; Kusi Hornber: er,_]c;seph Battat, and Peter Kusek, Attracting FDI: How

much does Investment Climate Matter?, World Bank, 2011. https://openknowledge.worldbank.org/bitstream/han-

dle/10986/11060/678030VPOOPUBLOB03270Attracting0FDI.

df?sequence=1&isAllowed=y; and author unknown,

Best-Practice Guide for a Positive Business and Investment Climate, The Organization for Security and Co-operation in
Europe, 2006. https://www.osce.org/eea/197682download=true.

? Adam Found, “Flying Below the Radar: The Harmful Impact of Ontario’s Business Property Tax,” C.D. Howe Institute
E-Brief, November 2, 2017. https://papers.ssrn.com/sol3/papers.cfim?abstract_id=3064244.



https://openknowledge.worldbank.org/bitstream/handle/10986/32436/9781464814402.pdf?sequence=24
https://openknowledge.worldbank.org/bitstream/handle/10986/32436/9781464814402.pdf?sequence=24
https://www.oecd-ilibrary.org/science-and-technology/the-innovation-imperative/the-business-environment-for-innovation_9789264239814-6-en; Kusi Hornberger
https://www.oecd-ilibrary.org/science-and-technology/the-innovation-imperative/the-business-environment-for-innovation_9789264239814-6-en; Kusi Hornberger
 https://openknowledge.worldbank.org/bitstream/handle/10986/11060/678030VP00PUBL0B03270Attracting0FDI.pdf?sequence=1&isAllowed=y
 https://openknowledge.worldbank.org/bitstream/handle/10986/11060/678030VP00PUBL0B03270Attracting0FDI.pdf?sequence=1&isAllowed=y
https://www.osce.org/eea/19768?download=true
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3064244

predictable and affordable access to lands
for commercial and industrial develop-
ment as well as low, competitive levels

of business property taxation can have a
significant effect on firm behaviour and
even overall investment levels.?

It is important therefore for Ontario
policymakers to evaluate the province’s
land-use policies as well as its overall busi-
ness property tax framework through this
lens. Uncompetitive policies in these areas
could harm the government’s efforts to
cultivate entrepreneurship and investment
in the province.

The purpose of this policy brief is to
provide a primer for Ontario policymak-
ers and the general public on this set of
issues. There are five key takeaways based
on the research and analysis:

e The combination of the supply of
employment lands and business prop-
erty tax rates is a “sleeper” factor for
investment attraction and the overall
business environment.

e Structural changes to our economy
— the shift from a tangibles economy
(such as machinery and equipment) to
an intangibles economy (such as data
and intellectual property) — 1s affect-
ing investment patterns and indus-
trial composition. But that does not
change the overall need for employ-
ment lands especially in the Greater
Golden Horseshoe region.

*  The province will need to carefully
monitor the regionalized effects of
recent changes to the Greater Golden
Horseshoe Growth Plan to ensure that
they do not create an imbalance
between employment and residential
lands over time.

*  The province’s business education tax-
es are an inefficient form of taxation
that are unevenly applied across mu-
nicipalities in Ontario. The provincial
government should resume gradual
changes to uniformity in business
property tax rates in order to eliminate
regional and local differences.

e Aspart of a comprehensive “Who
Does What” review, the provincial
government should consider options
to phase out provincial property taxes
altogether as part of a broader fiscal
rebalancing between the province and
municipalities.

The first section of the policy brief sets
out the trends in business investment in
Ontario. The second provides a brief
primer on the relationship between
employment lands and the business
environment. The third describes the
current intergovernmental framework for
employment lands and business property
taxation in Ontario. The fourth analyses
best practices in some comparable juris-
dictions. The final section puts forward
possible policy reforms for consideration
by provincial policymakers.

 Rebecca McDonald and Adeline Bailly, “What investors want: A guide for cities — How should cities engage investors and
developers?,” Centre for Cities, 2017. https://www.centreforcities.org/wp-content/uploads/2017/07/17-07-18-What-In-

vestors-Want-A-Guide-For-Cities.pdf.
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https://www.centreforcities.org/wp-content/uploads/2017/07/17-07-18-What-Investors-Want-A-Guide-For-Cities.pdf

State of Business Investment in Ontario

Any discussion of Ontario’s business environment must start with business

investment trends in Ontario. The province’s performance on business

investment has been generally underwhelming for the past fifteen years

or so. There are various factors behind this. Some such as the 2008-

09 recession are transitory. Others such as an aging population and the

transition from a tangibles economy to an intangibles one* are more

structural. But, irrespective of the causes, the government is right to be

concerned about short- and long-run business investment in the province.

The evolving nature of business invest-
ment shaped by structural changes to the
economy is important to briefly unpack
here. The transition from a goods-pro-
ducing economy to a service-based

(or even knowledge-based) economy is
affecting investment patterns in Ontario
and elsewhere. This is reflected in what
sectors are driving business investment as
well as the type of assets that are drawing
investment.

Service-based sectors such as the manage-
ment of companies and enterprises and
information and cultural industries were
among the fastest growing in Ontario
with respect to average annual investment
growth between 2006 and 2015.> Goods-
based sectors such as manufacturing or
wholesale trade were among the poorest
performers over this period.

Even within sectors there has been a shift
from investments in tangible assets (such
as machinery and equipment) to intan-
gible assets (such as data and intellectual
property). A longitudinal analysis by
Brookfield Institute scholars found that
between 1976 and 2008, for instance,
business investment in intangibles grew
from 5 percent to 13 percent of Canada’s
economic output and investments in
tangible asset fell from 27 percent to 16
percent of output.’®

This general backdrop is useful to un-
derstanding business investment trends

in Ontario. These changes are struc-

tural and likely to continue for the
foreseeable future. But that does not
mean that policymakers ought to ignore
goods-producing parts of the economy

or business investment in tangible assets.
Goods-producing industries remain major

*See for instance Robert Asselin and Sean Speer, A New North Star: Clanadian Competitiveness in the Age of Intangibles,

Public Policy Forum, 2019. https://ppforum.ca/wp-content/uploads/2019/04/PPF-NewNorthStar-EN4.pdf.

geography (x 1,000,000).

’Statistics Canada, Table 34-10-0035-01: Capital and repair expenditures, non-residential tangible assets, by industry and

®Daniel Munro and Creig Lamb, Managing the Intangible Shift: Positioning Canada to Compete in an Intangible Economy,
Brookfield Institute for Innovation + Entrepreneurship, December 4, 2019. https://brookfie
managing-the-intangible-shift-positioning-canada-to-compete-in-an-intangible-economy/.

Idinstitute.ca/commentary/



https://ppforum.ca/wp-content/uploads/2019/04/PPF-NewNorthStar-EN4.pdf
https://brookfieldinstitute.ca/commentary/managing-the-intangible-shift-positioning-canada-to-compete-in-an-intangible-economy/
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sources of income and employment
particularly among workers with different
levels of human capital.” Ontario will thus
continue to need both commercial and
industrial investment if it wants to create
the conditions for inclusive growth.

One way to distinguish between how
much of these investment trends reflect

a secular decline rooted in a global shift
to services versus an Ontario-specific
challenge is by measuring investment per
worker relative to other jurisdictions. A
report by the C.D. Howe Institute esti-
mates that, in 2019, businesses in OECD
countries were investing an average of
$21,000 per worker, U.S. firms were in-
vesting $26,000, and Ontario firms were
investing about $10,800 (which is itself
below the Canadian average of $15,000).
This investment gap crosses the province’s

economy, but it is especially pronounced
in the investment in machinery and
equipment in goods-producing sectors.

Manufacturing, which is still Ontario’s
third largest sectoral source of income
and employment, is one example.’
Capital investment in the province’s
manufacturing sector is still below pre-re-
cession levels even though it is now 30
percent higher than it was in 2008 in the
rest of the country (see figure 1).

Investment in automobile manufacturing,
in particular, is an example of a combina-
tion of transitory and structural trends."!
Capital investment in the sector has
ebbed and flowed a bit due to the global
recession or one-off investments but the
overall trend line points to a substantial
gap relative to pre-recession levels.

Figure 1: Manufacturing Investment In Ontario And The Rest Of Canada, 2006—2017 ($Billions)

Source: Statistics Canada, Table 34-10-0035-01.1°

7Sean Speer, Forgotten People and Forgotten Places: Canada’s Economic Performance in the Age of Populism, Macdon-

ald-Laurier Institute, 2019. https://macdonaldlaurier.ca/files/pdf/MLI Speer ScopingSeries] FWeb.pdf.

ness-investment.pdf.

" The data quality here ranges from “excellent” to “very good.”

#Bill Robson, Thin Capitalization: Weak Business Investment Undermines Canadian Workers, C.D. Howe Institute, August
2019. https://www.cdhowe.org/sites/default/files/attachments/research papers/mixed/Commentary%20550 0.
?Phillip Cross, Ontario’s One Cylinder Economy: Housing in Toronto and Weak Business Investment, Fraser Institute, 2017.
https://www.fraserinstitute.org/sites/default/files/ ontarios-one-cylinder-economy-housin

odf.

-in-toronto-and-weak-busi-

! Automobile manufacturing is responsible for virtually investment in Statistics Canada’s sectoral category called “transporta-

tion equipment manufacturing,”
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https://www.cdhowe.org/sites/default/files/attachments/research_papers/mixed/Commentary%20550_0.pdf
https://www.fraserinstitute.org/sites/default/files/ontarios-one-cylinder-economy-housing-in-toronto-and-weak-business-investment.pdf
https://www.fraserinstitute.org/sites/default/files/ontarios-one-cylinder-economy-housing-in-toronto-and-weak-business-investment.pdf

Figure 2: Automobile Manufacturing Investment In Ontario, 2006-2019 (§Billions)

Source: Statistics Canada, Table 34-10-0035-01."°

As mentioned, there are, of course, other
parts of the province’s economy which
have performed better. Overall invest-
ment in non-residential tangible assets

is estimated to be up to 23.5 percent
from pre-recession levels. It is down in
five industrial sectors — manufacturing,
wholesale trade, retail trade, finance and
insurance, and real estate and rental

and leasing"” — and up in the other 15
sectors.'* Yet these five sectors repre-
sent more than 45 percent of Ontario’s
GDP" A sustained, poor investment per-
formance in these critical areas therefore
represents a long-term threat to major
sources of the province’s economic activ-
ity and access to employment and oppor-
tunity for people with different levels of
human capital.

It makes sense then that the provincial
government has placed an emphasis on
Ontario’s business environment in order to
catalyse short-term economic activity and
to ensure the province is able to grow and
prosper over the long-term.

2The data quality here ranges from “excellent” to “use with caution” for the 2019 estimates.

¥The North American Industry Classification System defines real estate and rental and leasing as follows: “This sector com-
prises establishments primarily engaged in: renting, leasing or otherwise allowing the use of tangible or intangible assets.
Establishments primarily engaged in managing real estate for others; selling, renting and/or buying of real estate for others;
and appraising real estate, are also included.” Government of Canada, “Summary — Canadian industry statistics: Real
estate and rental and leasing,” date unknown. https://wwwi.ic.gc.ca/app/scr/app/cis/summary-sommaire/53.

! Statistics Clanada, Table 34-10-0035-01: Capital and repair expenditures, non-residential tangible assets, by industry and

geography (x 1,000,000).

1 Statistics Canada, Table 36-10-0402-01: Gross domestic product (GDP) at basic prices, by industry, provinces and territories

(x 1,000,000). Author’s calculation.
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Employment Lands and Business Investment

Previous Ontario 360 policy briefs and
transition memos have covered a wide
range of policy areas that touch on the
province’s business environment.'® These
include (but are not limited to):

*  Regulatory reform

*  Tax policy

*  Skills training and education

* Infrastructure

* Innovation

*  Regional economic development
*  Manufacturing

¢ Climate change

¢ Public finances

What are employment lands?

The Ontario government’s Greater Golden
Horseshoe Growth Plan defines employment
lands them as “areas designated in an
official plan for clusters of business and
economic activities, including, but not
limited to, manufacturing, warchousing,
offices, and associated retail and ancillary

19

facilities.

In a nutshell, employment lands are
areas that have been set aside in land-use

In fact, the research literature (including
surveys of investors, firms, non-profit or-
ganizations, and policymakers) tells us the
factors that influence business investment
decisions are quite diverse and can extend
far beyond narrow macroeconomic policies
to include “soft factors” such as pluralism,
tolerance, and political stability.'’

Employment lands (sometimes referred

to as “industrial lands” or “employment
arcas”) are not usually high on the list of
competitiveness factors. But there is grow-
ing anecdotal and empirical evidence that
they are an important consideration for
business investment particularly in the
arcas of retail and wholesale trade and
heavy manufacturing.'®

planning for commercial or industrial
development. They are therefore protected
from residential development and repre-
sent a predictable supply of land that can
be developed for commercial or industrial
purposes.

Public policies related to employment
lands can affect their supply, their market
value, and the process and timelines for
project approvals. Each of these areas

'6 Readers can find the full list of policy briefs and transition memos at www.on360.ca.

'7 A useful case study is Toyota’s decision to locate a major investment in Woodstock, Ontario, in 2005. See Charlotte Yates
and Wayne Lewchuk, “What Shapes Automotive Investment Decisions in a Contemporary Global Economy?,” Canadian
Public Policy, Volume 43, Number S1, January 2017. https://www.utpjournals.press/doi/full/10.3138/cpp.2016-043.

“David Cogliano, Punching Out: Exploring Justifications for Employment Lands Conversions in the GTA, unpublished

Master of Planning major research paper, 2014.

' Government of Ontario, A Place to Grow: Growth Plan for the Greater Golden Horseshoe, May 2019. https://files.ontar-

io.ca/mmah-greater-

olden-horseshoe-place-to-grow-english-15may2019.pdf.

10
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can influence business investment deci-
sions. Consider the site approval process
for instance. Currently proposed projects
can languish for indeterminate periods of
time due to lengthy public consultations
and inter-agency and intergovernmental
reviews before the government renders
decisions about site plans. Various schol-
ars and stakeholders have argued for a
streamlined process with clear timelines
for consultations and public comments as
well as a single point of entry and approv-
al among provincial, regional, and local
governments.”” Analysing the timelines and
process for site plan approvals is beyond
the scope of this policy brief but we raise
it here to emphasize that the government
must think comprehensively about how its
policies affect employment lands and in
turn the business environment in Ontario.

The bigger point is the planning and
predictability of employment lands are
important for attracting and retaining
investment. It has become even more
so as other jurisdictions — particularly
American cities — have become more
strategic in their land-use policies and
are now offering a mix of reliable em-
ployment lands and preferential prop-
erty tax rates for firms who locate there.
This does not just affect Ontario cities
in a continental competition for capital
and employment. Even American ones,
such as Oklahoma City, have recognized
that “competing cities and regions have

become more aggressive in their efforts
to attract companies” and that “without
suitable sites, [these places are| at a com-

petitive disadvantage.” '

A 2008 study on behalf of the Peel
Region sought to analyse the role of em-
ployment lands in business decision-mak-
ing. The report found that a combination
of (1) land availability, (ii) parcel size, (iii)
building configuration, (iv) proximity to
customers and markets, (v) transportation
infrastructure, and (vi) labour supply were
the most important location-relevant
factors for businesses in the initial stage
of location selection.”” But it also found
that (vii) highway access, (viii) land cost,
(ix) road congestion, and (x) ultimately
property tax rates were high priorities in
making final decisions.

These findings are intuitive but that does
not make them simple for policymakers to
respond to. The challenge is that provin-
cial and local policymakers are balancing
competing priorities. The primary obsta-
cle to proper planning for employment
lands, for instance, 1s typically encroach-
ment caused by sprawling residential
development. The City of Toronto is a
good example. One analysis finds that,
between 2006 and 2018, the amount of
land zoned for employment purposes in
the city shrunk from 8,941 hectares to
8,063 hectares which represents nearly a
10-percent reduction. *

% See for instance Lynn Duong and David Amborski, Modernizing Building Approvals in Ontario: Catching Up with

Advanced Jurisdictions, Centre for Urban Research and Land Development (Ryerson University), 2017. https://www.

tario%20Report 2017.07.05.pdf.

home/showdocument?id=3872.

2 Peel Region, Employment and Employment Lands: Discussion Paper, 2008. https://www.peelregion.ca/pl
cialplan/pdfs/employment-and-employment-lands-discussion-paper.pdf.
#Shane Dingman, “Toronto land zoned for employment use is shrinking,” Globe and Mail, September 25, 2018.

ryerson.ca/content/dam/cur/pdfs/Projects/ CUR_RESCON_Modernizin

%20Building%20Approvals%20in%200n-

2 The City of Oklahoma City, Employment Land Needs Assessment and Action Plan, June 2012. https://www.oke.gov/

anning/offi-
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These zoning choices reflect growing
public pressure to address the city’s hous-
ing affordability challenges. We would be
remiss, for instance, if we did not observe
that a previous Ontario 360 transition
memo advanced the case for increasing the
province’s market-based housing supply.”*
Yet these policy choices are not without
trade-ofls. As progressive economist Jim
Stanford has written: “[this] jeopardizes
the sustainability of manufacturing, ware-

9995

housing, and other industrial uses.

This trend is exacerbated by the rela-

tive value of residential real estate in the
Greater Golden Horseshoe in general and
the City of Toronto in particular. High
residential values are enabling developers
to regularly outbid industrial uses.”® The
upshot is the market is pushing in the
direction of more residential use at the ex-
pense of industrial use. This can be viewed
as a case of “market failure” whereby with-
out proper government intervention in the
form of adequate zoning protections for
employment lands we will end up with less
of it than we need or want to sustain an
industrial base in the region.

The point here is that these are both
important and yet not easy questions

for Ontario policymakers. The evidence
seems clear that predictable and afford-
able access to employment lands is a key
factor in influencing business investment
decisions. Yet at the same time govern-
ments are facing pressure to liberalize

the rules with respect to market-based
housing supply. Developing a policy
framework that enables regional and local
governments to manage these trade-offs
is key to supporting the dual objectives
of housing affordability and higher levels
of business investment. Urban planning
experts call this balance between employ-
ment and residential lands as building

“complete communities.””

# Frank Clayton, “Market-based housing — transition briefing,” Ontario 360, April 6, 2018. https://on360.ca/30-30/mar-

ket-based-housing-transition-briefing/.

% Jim Stanford, “Don’t turn factories into cookie-cutter condos,” Globe and Mail, January 28, 2013. https://www.theglobe-

andmail.com/opinion/dont-turn-factories-into-cookie-cutter-condos/article 7882707 /.

% Tim Alamenciak, “Density Toronto: Where to work when condos target industrial sites?,” Toronto Star, November 8,

2012. https://www.thestar.com/news/gta/2012/11/08/density_toronto_where to work when condos target industri-

al_sites.html.

¥ Frank Clayton and Tyler Olsen, Reality Hits Home: Job Creation a Challenge for Complete Communities in the GGH,

Centre for Urban Research and Land Development, July 25, 2018. https://gallery.mailchimp.com/63
3fa743¢581/files/667¢0076-95d1-4d47-a20{-fa29b8155960/CUR_Research Re

uly 25 2018.pdf.

ffa72a121796d-

ort Complete Communities
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Provincial and Municipal Roles

in the Business Environment

A recent Ontario 360 policy brief high-
lighted the extent to which the provincial
government and Ontario municipalities
are intertwined in various policy areas.”
The business environment is no exception.

The provincial government is generally
responsible for setting key parts of the

province’s policy framework related to the
business environment. It has significant
responsibilities for taxation, training, trans-
portation, public infrastructure, and so on.
It also plays a key role in establishing a
framework for land use and property tax-
ation by regional and local governments.

A Place to Grow and Employment Lands

The provincial government touches on
issues related to “employment lands™ or
“employment areas” through instruments
such as the Planning Act, the Provincial
Policy Statement, and the Greater Golden
Horseshoe Growth Plan.”

The province sets the policy framework
and then municipalities are responsible
for implementing regional and local
zoning decisions that conform to the pro-
vincial parameters. Generally speaking,
this combination of provincial statutes,
regulations, and guidelines outlines expec-
tations for municipal policy choices with
respect to density, transportation, zoning
decisions, and so on.

One example is the process for the con-

version of employment lands to non-em-
ployment lands. Municipalities were up

until recently required to apply to the
province to convert employment lands

to non-employment uses as part of their
regularized municipal comprehensive
reviews. The province’s planning frame-
work prescribed the process and consider-
ations for these land-use decisions.

These parameters have evolved based

on public priorities and the policy and
political preferences of the provincial
government. The first Greater Golden
Horseshoe Growth Plan prioritized density
and environmental considerations.” It
was recently updated by the current
government to place a renewed emphasis
on increased housing supply and protec-
tion of employment land. As part of this
renewal effort, the government released a
new planning document entitled, 4 Place

% Gabriel Eidelman, Enid Slack, Tomas Hachard, In it Together: Clarifying Provincial-Municipal Responsibilities in Ontar-

10, Ontario 360, January 23, 2020. https://on360.ca/policy-papers/in-it-together-clarifying-provincial-municipal-respon-

sibilities-in-ontario/.

# The following municipalities fall under the Greater Golden Horseshoe Growth Plan: Brant; Dufferin; Durham; Haldi-

mand; Halton; Hamilton; Kawartha Lakes; Niagara; Northumberland; Peel; Peterborough; Simcoe; Toronto; Waterloo;

Wellington; and York.

% Stefan Novakovic, “Ontario’s growth plan changes: The end of smart growth?,” Urban Toronto, January 22, 2019.

https://urbantoronto.ca/news/2019/01/ontarios-growth-plan-changes-end-smart-growth.
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lo Grow, in May 2019 to provide a frame-
work for municipal decisions with respect
to commercial and residential zoning,
transportation policy, and environmental
considerations.”

The new framework places a significant
priority on housing supply that reflects in
part the government’s Housing Supply Action
Plan and a general emphasis on addressing
affordability through greater supply. But it
also has important implications for em-
ployment lands including the following:

* A new policy that permits municipal-
ities to convert employment land to
residential land outside of a munici-
pal comprehensive review

e The introduction of “provincially-sig-
nificant employment zones” (de-
scribed in more detail below)

*  Establishment of new density targets
for employment and residential lands

The issue of density targets — which
represent limits on the extent to which

a municipality can expand its urban
growth boundary into new greenfield
land in terms of both jobs and number
of residents per hectare — is an important
piece of the puzzle here. There are some
urban policy experts consulted as part of
this policy brief who would argue that
these targets are still too high even after
the current government’s reforms and are
ultimately responsible for the shortage

of lands that apply to both business and
residential investment.

Consider the density targets for greenfield
investment for instance. The Greater

i0.ca/mmah-greater-golden-horseshoe-place-to-

port novl9 2015.pdf.

Golden Horseshoe Growth Plan has re-
quired a minimum density of 50 residents
plus jobs per hectare measured across a
municipality’s total designated greenfield
area.” The government has made adjust-
ments to the target but it is still not clear
that employment-based targets are even
appropriate in light of the structural eco-
nomic changes described earlier. Retail
and wholesale trade as well as advanced
manufacturing is far more land- and
capital-intensive than labour-intensive

in the modern economy. These types of
investment may be highly valuable in the
form of well-paid, highly-productive jobs
but they are just not going to have the
employment footprint of more traditional
industrial investments. The province’s
density targets for greenfield investment
should therefore be re-evaluated based
on Ontario’s evolving industrial model
and a determination should made about
possible adjustments. As a basic observa-
tion, it seems counterproductive for the
provincial government to restrict munic-
ipalities’ ability to designate employment
lands based on an outdated conception of
the Ontario economy. An analysis of the
province’s new density targets and their
role in land-use decisions is significant
enough to justify a future Ontario 360
policy brief on its own.

The first and second changes though are
interlinked. The former makes it easier for
municipalities to unlock previously-zoned
employment lands for residential develop-
ment. The latter creates a new designation
of “provincially significant employment
zones”, identified by the Minister of

*! Government of Ontario, A Place to Grow: Growth Plan for the Greater Golden Horseshoe, May 2019. https://files.ontar-
row-english-15may2019.pdf.

2 Pamela Blais, Planning for Prosperity: Globalization, Competitiveness, and the Growth Plan for the Greater Golden
Horseshoe, Neptis Foundation, 2015._https://www.neptis.org/sites/default/files/pl.

anning4prosperity/p4p_neptis_re-
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Municipal Affairs and Housing, that

will still not be eligible for conversion to
non-employment use outside of a munici-
pal comprehensive review.”

These have come to be described as “no-
touch” zones that will be protected for
business and industrial investment due

to their strategic value as employment
lands. There are now 29 areas under the
provincially significant employment zones
designation.** The designation means
that while the process for converting em-
ployment lands to non-employment use
has become generally liberalized across
the province, these designated zones will
remain subjected to the a more stringent
process for land-use conversion. The
new growth plan has therefore, in effect,
established a two-tier system for employ-
ment lands to build stronger protections
around these provincially-significant
employment zones.

One analysis of the new designation
framework for the City of Toronto finds
that 33 percent of the current city’s
employment lands would not fall within
the provincially-significant employment
zones designation and thus are eligible for
conversion under the new, streamlined
process.” It does not mean that munici-
palities must convert these employment
lands to residential use but by liberalizing
the process there is potential that the mar-
ket pushes in this direction.

shoe, 2017. http://www.mah.gov.on.ca/Page20926.aspx.

Some have thus criticized the decision
for putting the city’s employment lands
at risk. Others have argued that the city’s
changing industrial composition (name-
ly the structural shift described above)
means that protecting large swaths of
industrial lands is no longer necessary
especially in light of ongoing housing
affordability challenges.

More generally, these mix of land-use
changes represented in the revisions to
the Greater Golden Horseshoe Growth Plan
have not seemingly generated consider-
able public attention to date. They have
mostly been the subject of attention
among regional and municipal policy-
makers, developers, and other relevant
stakeholders. To the extent that they
have been the subject of political debate,
it is been primarily about the potential
risks of further residential sprawl rather
than the effects on industrial develop-
ment and investment attraction.”

But that does not mean that these chang-
es are insignificant. It 1s still too early

to understand their effects on industrial
zoning in general and Ontario’s business
environment in particular. It is fair to
assume, however, that they will affect the
province’s overall “Open for Business”
agenda. We will discuss them 1n a subse-
quent section.

% Ministry of Municipal Affairs and Housing, Proposed Amendment 1 to the Growth Plan for the Greater Golden Horse-

* Government of Ontario, The Minister of Municipal Affairs and Housing Update to the Provincially Significant Employ-

ment Zones, December 20, 2019. https://ero.ontario.ca/notice/019-1054.

% Rachael Williams, “Protecting jobs,” Novae Res Urbis: Toronto, March 1, 2019. htips://www.cbre.ca/-/media/cbre/

countrycanada/files/pdf/teams/on-to-lsg/in-the-news/nru-mar-1-2019.pdf ?la=en.
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% See, for instance, Jeff Gray, “Ontario reveals new regional growth targets, adviser appointments in changes to Growth
Plan,” Globe and Mail, January 15, 2019. https://www.theglobeandmail.com/canad
veals-new-regional-growth-targets-adviser-appointments-in/.

a/toronto/article-ontario-re-
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Business Property Taxes

A related policy area is business property
taxation. It is similarly an intergovern-
mental file that involves a combination of
a provincial and municipal policies. Both
levels of government impose property
taxes on commercial and industrial busi-
nesses in Ontario. Employment lands are
in this sense a major source of revenues
for the province and its municipalities.

The Ontario government established a
provincial property tax in 1998 when it
assumed responsibility for funding prima-
ry and secondary education. In so doing
it inherited from local school boards a tax
regime that imposed property taxes on
businesses and residences as a dedicated
revenue stream for education. In effect,
the province’s assumption of responsi-
bility for local education financing was
combined with absorption of educa-
tion-oriented property taxes on businesses
and residences.

Because these property taxes were previ-
ously administered at the local level, they
were set at different rates across the prov-
ince. The provincial government immedi-
ately harmonized the residential property
tax to a single rate across the province. It
started to follow suit with business proper-
ty tax rates (often referred to as “business
education taxes”) with a series of reduc-
tions between 1998 and 2002 and again
between 2007 and 2014 that focused on

where they were the highest rates.”” The
purpose of these changes was to com-
press the gap between the highest and
lowest business education tax rates across
Ontario municipalities. But these efforts
were suspended due to fiscal consider-
ations and have not since resumed.

The result is that there remains a consider-
able differentiation between Ontario mu-
nicipalities with respect to the province’s
business education taxes. As C.D. Howe
Institute scholar Adam Found puts it:
“This variation comes at an economic cost,
since investment decisions are distorted
towards some localities or property classes

(commercial or industrial) as a result.”*®

This is difficult to justify considering the
link to actual education funding is tenu-
ous. School boards receive a combination
of education-based property taxes collect-
ed in their jurisdiction (which represents
about one-third of the funding source)
and a top-up grant based on a formula
(which represents the other two-thirds).*
As Found writes: “the presence of the top-
up grant means each board’s spending is
independent of the education tax revenue
raised in its jurisdiction.”* This means in
practice that businesses in municipalities
with higher business education taxes face
higher tax rates without commensurate
local benefits.*!

¥ Adam Found, “Flying Below the Radar: The Harmful Impact of Ontario’s Business Property Tax,” C.D. Howe Institute

E-Brief, November 2, 2017. https://papers.ssrn.com/sol3/papers.cfm?abstract _id=3064244.

* Adam Found, “Flying Below the Radar: The Harmful Impact of Ontario’s Business Property Tax,” C.D. Howe Institute

E-Brief, November 2, 2017. https://papers.ssrn.com/sol3/papers.cfm?abstract _id=3064244.

% Municipal Finance Officers’ Association of Ontario, Property Taxation in Ontario: A Guide for Municipalities, 2012. https://

www.mfoa.on.ca/MFOA/WebDocs/ HEMSON%20-%20Property%20Tax%20Guide%20May%02012%202012.pdf.

 Adam Found, “Flying Below the Radar: The Harmful Impact of Ontario’s Business Property Tax,” C.D. Howe Institute

E-Brief, November 2, 2017. https://papers.ssrn.com/sol3/papers.cfm?abstract _id=3064244.

1A 2018 estimate found that a commercial property in the City of Toronto worth $10 million pays 30 percent more each

year in business education taxes than it would if it were located in Halton.
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The level of provincial-based property tax- the economic costs of this form of taxa-
es in general and business education taxes tion are significant.”
in particular is significant. It is not just the

. ; . It only reinforces that this is a substantial
province that imposes business property

) R and yet costly form of business taxation.
taxes either. Municipalities do too. A two-
year old study by the C.D. Howe Institute,
for instance, showed that in 2015 the

province generated $3.8 billion in property

To put it in perspective: the province
raised about $10 billion in corporate
taxes in 2015.* It has since grown to an
estimated $16 billion which means that

tax revenues from businesses and munici- . . .
province’s business education taxes are

palities raised another $5 billion.” That is

. the equivalent of adding nearly three-per-
nearly $9 billion in property taxes collected

centage points to the province’s corporate

by Ontario businesses. Research finds that .
Y u tax rate. One could argue that business

businesses in the province can face prop- . . . .
P prop education taxes indirectly impose a higher

erty tax rates that are as high as six times . .
ty tax & * corporate tax burden in Ontario but one

residential rates.” . .
that targets investment instead of profits.

It is important to observe here that it is .
P The province cannot merely blame the

not just the differentiation among places C . .
J sP municipalities here either. Remember it

h i ial hat i . . -
or the gap between residential rates that is is generating more than nearly $4 billion

problematic. These are not even the main . . .
in business education taxes each year

objections to the current model. The real : . . .
J and imposing differentiated rates among

issue 1s that property taxes, unlike corpo- S
property ’ P municipalities that are merely a func-

rate Income taxes, are insensitive to profits . . . .
’ p tion of historical anomalies. C.D. Howe

and in turn can impose considerable .
P Institute scholar Found (and a co-author)

efliciency costs. Business education taxes o« . .
Y calls it “arguably the most inequitable

basically function like a tax on invest- .. . .
Y provincial tax in Canada” due to its

ment. One estimate, in fact, finds that : . o
’ ’ multiple rates and loose relationship with

business property taxation represents as . o
Property P actual education spending.*’

much as half of the total tax burden on

new business investment in some cities.*! What makes it even more perverse is that
This is a key policy insight given a large the province’s tax industrial tax rates are
body of tax policy evidence tells us that even higher than the commercial rates."

2 Adam Found, “Flying Below the Radar: The Harmful Impact of Ontario’s Business Property Tax,” C.D. Howe Institute
E-Brief, November 2, 2017. https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3064244.

# Adam Found, “Flying Below the Radar: The Harmful Impact of Ontario’s Business Property Tax,” C.D. Howe Institute
E-Brief, November 2, 2017. https://papers.ssrn.com/sol3/papers.cfim?abstract_id=3064244.

* Adam Found and Peter Tomlinson, “Business Tax Burdens in Canada’s Major Cities: The 2018 Report Card,” C.D.
Howe Institute E-Brief, December 11, 2018. https://www.cdhowe.org/sites/default/files/attachments/research _papers/
mixed/e-brief 286 Web.pdf.

® See for instance Government of Canada, Tax Expenditures and Evaluation, 2004. 2004. https://www.canada.ca/content/
dam/fin/migration/taxexp-depfisc/2004/ TaxExp04 e.pdf.

* Government of Ontario, Building Ontario Up: 2015 Ontario Budget, 2015. https://www.fin.gov.on.ca/en/budget/ontari-
obudgets/2015/papers_all.pdf.

¥ Adam Found and Peter Tomlinson, “Ontario’s Business Education Tax: Analysis of Policy Options,” Tabia, January 9,
2015. https://toronto-bia.com/images/stories/2015 PressReleases/2015 BET Report Update.pdf.

% Ben Dachis, Fiscal Soundness and Economic Growth: An Economic Program for Ontario, C.D. Howe Institute, March

7 505%20

2018. https://www.cdhowe.org/sites/default/files/attachments/research _papers/mixed/Commenta
%282%29.pdf.
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This distortion pushes against the govern-
ment’s priority to attract industrial invest-
ment such as manufacturing to the prov-
ince and artificially reinforces the broader
market trend towards a service-based
economy. The highest tax rates on indus-
trial properties are across Southwestern

Ontario which, as economist Mike MofTatt

has shown, has sustained significant job
losses in the manufacturing sector over the
past 15 years or so.*

Business education taxes have been the
subject of various studies and reviews
over the years. A 1998 report by a govern-
ment-appointed panel recommended in
favour of a “single province-wide uniform
rate applied to a broad base with few
exemptions [that] would be fair, clear and
simple.” Other, more recent reports and
commentaries have made similar argu-
ments.”' The Commission on the Reform
of Ontario’s Public Services (Drummond
Commission) observed in 2012 that: “The
variance in BE'T rates distorts efficient
business location decisions and places ma-

ny businesses in the province at a disadvan-

tage, therefore having a negative impact

on jobs and the provincial economy overall

. [and that] Ideally, a provincial tax rate

would be the same across all regions of the

province, similar to the provincial uniform

rate for residential properties.” And

even the 2008 budget observed that “The
variation in rates distorts eflicient business
location decisions, placing many regions of
the province at a disadvantage and harm-

3953

ing the provincial economy.

As a rule-of-thumb exercise, Found (and
his co-author) have sought to estimate the
revenue loss from moving to a uniform
business education tax rate across the
province. Their analysis assumes that the
rate would be consolidated to reflect the
current lowest rate. Ostensibly though
the government could achieve parity by
moving some municipalities up and others
down and striking a compromise some-
where in the middle. But still Found’s
estimate is a useful measure for judging
the costs and benefits of reform. Him and
his co-author estimate that lowering the
ceiling rate across the province to a stan-
dardized one would cost approximately
$954 million or roughly 25 percent of
current business tax revenues.’* Research
from economist Michael Smart suggests
that such a policy change would have
positive economic effects on employment
and business productivity.”

The fiscal costs may deter the government
from moving in this direction especial-
ly in light of its efforts to eliminate the

¥ Gary Ennett, “Southwestern Ontario hit hardest by decline in manufacturing, study shows,” CBC.ca, January 15,

2020. https://www.cbc.ca/news/canada/london/southwestern-ontario-hit-hardest-by-decline-in-manufactur-

ing-study-shows-1.5427977.

% Quoted in Adam Found and Peter Tomlinson, “Ontario’s Business Education Tax: Analysis of Policy Options,” Tabia,
January 9, 2015. https://toronto-bia.com/images/stories/2015 PressReleases/2015 BET Report Update.pdf.

3! See, for instance, Josef Filipowicz, “Ontario won’t be ‘open for business’ without business property tax reform,” January 3,
2020. https://www.fraserinstitute.org/article/ontario-wont-be-open-for-business-without-business-property-tax-reform.

2 Commission on the Reform of Ontario’s Public Services, Public Services for Ontarians: A Path to Sustainability and Excel-
lence, 2012. https://www.fin.gov.on.ca/en/reformcommission/chapters/report.pdf.
% Government of Ontario, Growing a Stronger Ontario: 2008 Budget, 2008. http://www.archives.gov.on.ca/en/histori-

cal documents project/7-11/ONTARIO 2008 BUDGET.pdf.

 Adam Found and Peter Tomlinson, “Ontario’s Business Education Tax: Analysis of Policy Options,” Tabia, January 9,
2015. https://toronto-bia.com/images/stories/2015 PressReleases/2015 BET Report Update.pdf.

% Michael Smart, The Reform of Business Property Tax in Ontario: An Evaluation, Institute on Municipal Finance and
Governance, 2012. https://pdfs.semanticscholar.org/6285/fe9eh8d4f24¢35d05(6¢9¢78952b974e5{7b.pdf.
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province’s budgetary deficit. Moving to

a single rate across the province may not
be feasible from a fiscal perspective in the
short-term. But it is notable then that the
province’s Economic Outlook and Fiscal
Review affirmed the government’s com-
mitment to improve the business property
taxation system in order to “support a
competitive business environment.””
Subsequent sections will consider the gov-
ernment’s policy options.

Remember though that municipal govern-
ments also play a role here. Municipalities
set the rates for the other portion of the
property tax based on budget and service
delivery requirements specific to each
municipality. They have some flexibility
from the province to set commercial and
industrial property tax rates in their own
jurisdiction. This can produce a degree
of variation across the province based on
the size of the tax base, the level of public
spending, and political preferences.

It can also create some perverse political
economy incentives as well. The literature,
for instance, points to the potential for mu-
nicipal officials to raise commercial prop-
erty tax rates in order to minimize the tax
burden on voters.”” This is one of the rea-
sons that there is a consistent gap between
residential and non-residential property tax
rates across the country. Another perverse
incentive is the potential for municipali-
ties to raise taxes, development charges,
and other fees after a business investment
is “landed” and is, for all intents and
purposes, captive. This type of practice
can harm long-term perceptions about a

municipality’s investment attractiveness.
These incentives for local policymakers
can be in conflict with broader economic
development goals and counteract other
provincial and municipal efforts to improve
Ontario’s business environment.

There is also the role of development
charges outside of the municipal prop-
erty tax regime. These charges, which
are governed by the Development Charges
Act, are supposed to help municipalities
recover growth-related capital costs from
new developments. It is beyond the scope
of this policy brief, but we recognize the
role of development charges here as part
of the broader set of costs that businesses
located in the province may face. There
1s a risk that a failure to see these ques-
tions as part of broader efforts to improve
Ontario’s business environment.

It is important therefore that policymakers
at both levels of government are cognizant
of how their zoning and taxation choices
affect the province’s ability to attract invest-
ment. If there is one major takeaway of
this research, it is the need to think holis-
tically on how individual policy choices
add up to affect the business environment.
Everything from zoning to property taxes
to site approval timelines to development
charges ultimately influence business in-
vestment decisions. This 1s particularly true
in light of heightened efforts by state-level
and city governments in the United States
and elsewhere to improve their business
environments and in turn their capacity to
attract industrial investment.

 Government of Ontario, A Plan to Build Ontario Together: 2019 Ontario Economic Outlook and Fiscal Review, 2019.

https://budget.ontario.ca/2019/fallstatement/pdf/2019-fallstatement.pdf.
7 Josef Filipowicz and Steven Globerman, \/Vho Bears the Burden of Property Taxes in Canada’s Largest Metropohtan Areas?,
-/ /' .

Fraser Institute, 2019. ht
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Lessons From Elsewhere

A review of policies and practices in other jurisdictions may not necessarily

provide huge surprises for Ontario policymakers. But it is still valuable

to keep in mind as the provincial government advances its “Open for

Business” agenda.

The first is that several U.S. states such

as South Carolina, Tennessee, and Ohio
have developed comprehensive strategies
for attracting foreign direct investment.
These strategies involve a combination of
employment lands, tax preferences, direct
subsidies, and more, to enhance their
attractiveness as investment destinations.’®
They also involve mechanisms for inter-
governmental cooperation (such as joint
policy planning committees) in order to
harmonize policies and take advantage of
real-time opportunities.™

The province’s Invest in Ontario model
provides firms with support with respect to
greenfield investments, including site selec-
tion services, confidential property search-
es, and permitting and approvals coordina-
tion. Its “Investment Ready: Certified Site
Program”, in particular, provides compre-
hensive and complete information about
pre-qualified industrial properties.

There is scope, however, to ensure that its
engagement and expertise is better incor-
porated into the Ontario government’s

process for designating provincially-sig-
nificant employment zones. In particu-
lar, manufacturing policy experts Paul
Boothe and David Moloney have argued
in favour of provinces assuming intergov-
ernmental responsibility to act as a “single
window concierge” on behalf of all levels
of government in Canada.® This could
not only better support firms that are con-
sidering investments in the province, but it
could better inform provincial policymak-
ing based on real-world experiences with
successful and unsuccessful attempts to
secure investment in the province.

The second is that several U.S. cities have
opted to prioritize the protection of em-
ployment lands in their land-use planning.
In fact, a 2017 study found that 12 of the
country’s largest cities had passed new
land-use designations to protect industrial
land from conversion to non-industrial
uses in order to stem industrial job losses
and maintain strategic reserves of em-
ployment lands.®" The report examines
the different experiences and policies in

% Thomas Stringer, “How U.S. states are targeting foreign direct investment,” Business Insider, 2015. https://www.arcadevel-

opment.com/LocationUSA/2015-US-inward-investment-guide /how-us-states-target-fdi-strategies-272726 1 .shtml.

¥ David Moloney and Sandra Octaviani, Investment Attraction: Learning from “Best Practice” Jurisdictions, Lawrence
National Centre for Policy and Management (Western University), 2016. https://www.ivey.uwo.ca/cmsmedia/2758461/
investment-attraction-learning-from-best-practice-jurisdictions.pdf.

% Paul Boothe and David Moloney, “Taking Canada’s foreign direct investment pitch to the next level,” Maclean’s, June 20,
2016. https://www.macleans.ca/economy/economicanalysis/ taking-canadas-foreign-direct-investment-pitch-to-the-next-

level/.

%! Jamaal Green, “Zoning for Jobs-Industrial Land Preservation in the Nation’s Largest Cities,” unpublished paper from PhD
dissertation, 2017. The full PhD dissertation entitled, Manufacturing in Place: Industrial Preservation in the US,” can be
found here: https://pdxscholarlibrary.pdx.edu/cgi/viewcontent.cgi?article=6213&context=open_access_etds.
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cities ranging from Baltimore to New
York City to Seattle. The author describes
this trend as “a transformation in the way
that city planners understand the role
that industry and manufacturing play in
their cities as well as the rejection of the
selective application of “highest and best
use” economic reasoning that justifies the
conversion of scarce industrial land.”

These U.S. cities are in effect opting to

tilt their policy frameworks in favour of
employment lands. The trade-offs are chal-
lenging especially in light of ongoing hous-
ing affordability challenges in the Greater
Golden Horseshoe. But it is important that
provincial and municipal policymakers
evaluate them as part of their own zon-
ing decisions. Establishing a regularized
regional process for assessing supply and
demand of employment lands can help to
ensure that the Greater Golden Horseshoe
region has the right quantity and locations
designated for industrial use in order to
compete with these other jurisdictions for
industrial investment. As part of such an
exercise, the government’s demand fore-
casts should be realistic yet ambitious. The
goal is to ostensibly attract industrial in-
vestment after all. Weak demand forecasts
would merely affirm the status quo or even
lead to further conversions to non-employ-
ment land use.

publications/state-business-tax-climate-inde:

The final is that several U.S. states and
cities provide for generally low or prefer-
ential property tax rates for new invest-
ment.”” Michigan, Ohio, Pennsylvania,
and Tennessee, for instance, offer various
forms of property tax abatements that can
generally range from 5 years to 20 years.”
A 2013 study by the Federal Reserve Bank
of Boston estimated that the total value of
the property tax incentives alone totalled
somewhere between $5 and $10 billion
annually across the U.S.%*

What is interesting is the study found that
every U.S. state permitted some form of
property tax incentives for businesses.
Currently Ontario municipalities face
constraints on their ability to provide
preferential rates or tax abatements for
businesses or new investment. The one
exception is Tax Increment Equivalent
Grants whereby a tax increment (part

or all of the annual tax increase over a
specified period) is returned to businesses
as a grant. But otherwise there 1s limit-
ed scope for municipalities to use other
policy instruments as business incentives.
It is not clear that the province should go
down this road. A 2008 literature review
by municipal policy expert, Enid Slack,
for instance, reached mixed conclusions.®
A previous Ontario 360 policy brief
considered the use of regionalized or
local tax-based incentives to support

2 Jared Walczak, 2020 State Business Tax Climate Index, Tax Foundation, October 22, 2019. htips://taxfoundation.org/

% Timothy J. Bartik, A New Panel Database on Business Incentives for Economic A New Panel Database on Business Incen-

tives for Economic Development Offered by State and Local Governments in the Development Offered by State and Lo-
cal Governments in the United States United, W.E. Upjohn Institute for Employment Research, 2017. https://rescarch.

upjohn.org/cgi/viewcontent.c

0 i?referer=&httpsredir=1&article=1228&context=reports.
% Daphne A. Kenyon, Adam H. Langley, and Bethany P. Paquin, The Effective Use of Property Tax Incentives for Economic
Development, Federal Reserve Bank of Boston, August 5, 2013. https://www.bostonfed.org/public.
ties-and-banking/2013/fall/the-effective-use-of-property-tax-incentives-for-economic-development.aspx#Endnote3.

% Slack, “Property tax incentives and economic development: A review of the literature and implications for Toronto,” A
report prepared for the Toronto Office Coalition, 2008. https://www.munkschool.utoronto.ca/imfg/uplo

ations/communi-

ads/95/slack

property tax incentives and economic_development 2008.pdf.
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investment in rural and economically-dis-
tressed communities in the province.*

But the point is that competing jurisdic-
tions are offering low-tax options (in the
form of low basic rates and incentives)

to businesses as part of their investment
attraction strategies and the provincial
and municipal governments here need to
be cognizant of Ontario’s mix of proper-
ty taxes, development charges, and other
fees and how it compares. The province’s
overall business property tax regime can-
not be set in isolation.

These three insights from the policies and
strategies in competing jurisdictions can
help to inform policy reforms here in the
Province of Ontario. It is not that provin-
cial and municipal governments need to
copy what these states and cities are doing,
Remember the competitiveness of one’s
business environment is the aggregation
of various policies and circumstances. The
key though is that policymaking is inten-
tional, deliberate, and ultimately rooted
in the evidence including a scan of what
jurisdictions are doing to improve their
own business environments.

% Lorenzo Gonzalez and Sean Speer, Opportunity Zones: An Opportunity for Ontario, Ontario 360, November 13, 2019.
https://0on360.ca/policy-papers/opportunity-zones-an-opportunity-for-ontario/.
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Policy Recommendations to Improve

Ontario’s Business Environment

Thus far this policy brief has sought to draw attention to the role that

predictable and affordable employment lands can play in business

investment decisions and to provide a primer on the evolution of Ontario’s

policy framework and some of the inherent trade-offs that policymakers

must think about in this policy area.

There are no simple answers here.
Tensions between economic develop-
ment goals and housing affordability
objectives, for instance, will require
ongoing and careful adjustments.

Anticipating broader industrial trends is
also challenging. It is true that Ontario’s
economy will likely continue to shift in
the direction of service-based industries.
But that does not mean the government
should abandon the goal of goods-pro-
ducing sectors such as manufacturing
given their disproportionate roles in
income and employment particularly for
Ontarians with different levels of human
capital. The upshot is that policymakers
will need to root their decisions in a clear
strategy and the best evidence and make
adjustments accordingly.

Our research points to three policy recom-
mendations for Ontario policymakers. It is
worth claborating on them in sequence.

1) Conduct regularized regional reviews of the
supply and demand of employment lands and

enact any necessary changes to the designation

of provincially-significant employment zones

We do not fully know the impact of

the government’s reforms to the Greater
Golden Horseshoe Growth Plan’s treatment
of employment lands, including liberaliz-
ing the conversion of employment lands
to residential use and creating 29 provin-
cially-significant employment zones.

These changes may make sense over the
long-term or they may create an imbal-
ance between employment and residential
lands in the Greater Golden Horseshoe
that could become an impediment to in-
vestment attraction and economic output.

This policy brief has sought to show that
the answer to this question could matter

a great deal for the province. It is import-
ant therefore that the province tracks the
impact of these policy changes and makes
ongoing adjustments.

The new growth plan enables the gov-
ernment to “review and update provin-
cially significant employment zones.”"”’
It should establish a regularized review
process that evaluates the supply and
demand of employment lands on a re-

gionalized basis. The key here is ensure

5 Government of Ontario, A Place to Grow: Growth Plan for the Greater Golden Horseshoe, 2019. https://files.ontario.ca/

mmah-greater-golden-horseshoe-place-to-grow-english-15may2019.pdf.
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that the region (as opposed to any single
municipality in isolation) is achieving
the right balance between employment
and residential lands to reflect economic
trends and industrial demands.

The review process should be princi-
ple-based and transparent so as to min-
imize political horse-trading or other
non-evidentiary factors. The right time-
line for such a review is probably every
one to three years. The results should be
made public and any changes to current
or new provincially-significant employ-
ment zones should be enacted immediate-
ly thereafter.

2) Phase-in of standardized business educa-
tion tax rate across the province

As described above, business education
taxes are an inefficient form of taxation
and are unevenly applied across the re-
gion and province. Previous efforts to shift
to a single rate have been superseded by
fiscal considerations.

Establishing a single rate would address
inequities and reduce the distortions
caused by the provincial property tax.
Targeting the lowest urban rate (0.92
percent in Halton) would, according to
one estimate, lower provincial revenues by
roughly $954 million per year.*®®

That may be too costly for the provincial
government in the short-term due to its
fiscal priorities. But it should still renew
a gradual, multi-year plan to establish a
single rate for business education taxes
across the province.

The economic case here is important.
The literature tells us that taxes on capital
are among the least eflicient means of
raising revenues for governments. One
estimate, for instance, finds that at the av-
erage level of business property taxation
in Ontario, a $1.00 business property tax
hike costs the Ontario economy $5.56.%

In hindsight it might have been useful

to evaluate whether reforms to business
education taxes would have been “better
bang for the buck” than Ontario govern-
ment’s Ontario Job Creation Investment Incentie
which provided tax relief for various types
of capital investment. It is possible the
former may have had a greater impact on
lowering marginal effective tax rates in
the province.

Either way, the Ontario government
should resume progress on moving to a
standard rate for business education taxes
and in so doing achieve greater equity
and reduce distortions across the Greater
Golden Horseshoe and elsewhere in the
province.

3) Consider eliminating provincial properly
taxes as part of broader reforms to intergovern-
mental fiscal arrangements

A previous Ontario 560 policy brief has
recommended that the Ontario gov-
ernment conduct a “Who Does What”
review to bring greater rationality to the
relationship between the provincial gov-
ernment and municipalities. The goal of
this review would be to enhance efficiency
in public spending and improve service
delivery for Ontarians. As part of such an

% Adam Found and Peter Tomlinson, “Ontario’s Business Education Tax: Analysis of Policy Options,” Tabia, January 9,

2015. https://toronto-bia.com/images/stories/2015 PressReleases/2015 BET Report Update.pdf.

% Adam Found, “Flying Below the Radar: The Harmful Impact of Ontario’s Business Property Tax,” C.D. Howe Institute

E-Brief, November 2, 2017. https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3064244.
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exercise, the Ontario government should
consider ceding the property tax space
altogether.

The case for eliminating provincial
property taxes rests on a few arguments
including:

* It would increase transparency and
accountability for businesses and
households because now a single level
of government would be responsible
for the entire property tax bill. If
some municipalities want to impose
higher property tax rates than oth-
ers, then they would be responsible
for benefits and costs of that choice
and vice versa. But ratepayers would
now have a clearer sense of which
government is making these decisions
and would be better able to hold it
accountable.

* It would help to address fiscal capac-
ity challenges for municipalities and,
according to a policy paper published
by the Institute on Municipal Finance
and Governance, would mean that
municipalities have more tax room to
meet expenditure needs and in turn
could rely less on the province.”

* A new, major revenue capacity for mu-
nicipalities may be used by the prov-
ince to negotiate other policy changes
that would minimize the incentives for
municipalities to impose high costs on
investment. These might include: an
expectation that municipalities close
the property tax rate gap between
businesses and households or refrain
from imposing incremental costs on

firms after they have invested in a
community. These changes would
help to improve the province’s overall
business environment. This is a key
point: Shifting this fiscal capacity to
municipalities might be accompanied
by clear parameters for municipal
rate-setting to ensure that property
tax rates across the province remain
consistent with the government’s
“Open for Business” objectives.

We recognize that this is an ambitious
reform. The province generates more
than $6 billion per year in property tax
revenues. It would amount therefore to
a significant intergovernmental transfer
if the government eliminated them in
order to permit municipalities to assume
this fiscal room. But if it was part of a
broader set of intergovernmental re-
forms (including clarifying service deliv-
ery responsibilities and changing current
transfer payments), the net costs for the
province could be reduced.

""Harry Kitchen, Enid Slack, and Tomas Hachard, Property Taxes in Canada: Current Issues and Future Prospects, IMFG

Perspective, 2019. https://tspace.library.utoronto.ca/bitstream/1807/98034/1/Perspectives-27-Kitchen-Slack-Hachard-

Property-Tax-Issues-Prospects.pdf.
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This policy brief has analysed the role of employment lands and business

property taxes on Ontario’s overall business environment. The combination

of these policy areas represents a “sleeper issue” for the province. The

evidence shows that predictable and affordable employment lands can

influence business investment decisions particularly in certain sectors such

as retail and wholesale trade and manufacturing;

Queen’s Park has recently reformed the
Greater Golden Horseshoe Growth Plan
to rebalance the employment lands/
residential lands designation — includ-
ing generally liberalizing the process to
convert employment lands for residential
use as well as designating 29 provincially
significant employment zones that will be
subjected to more restrictions for conver-
sion. These reforms have been shaped in
part by the need to respond to the region’s
housing affordability crisis and in part
due to evolving structural changes to the
province’s economy.

This may well make sense from both
perspectives. But it is critical that the
province tracks the impact of these policy
changes on a regional basis to ensure that
the government is striking the right bal-
ance for the Greater Golden Horseshoe.

The current tax treatment of these
employment lands is also creating a
disincentive for investment. Provincial
property taxes are in significant in terms
of overall business taxes in the province
particularly on new investment and are
the worst kind of tax because they are not

profit sensitive. That they are not applied
consistently across the region or province
only produces greater distortions. The
Ontario government should therefore
resume the gradual changes to business
property tax rates in order to eliminate re-
gional and local differences and even con-
sider options to phase them out altogether
as part of a broader fiscal rebalancing
between the provincial government and
municipalities.

These policy reforms can be part of
ongoing improvements to the province’s
policy framework with respect to employ-
ment lands as well as business property
taxation in the name of strengthening
Ontario’s overall business environment.
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