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Preface
Throughout OECD countries, cities and metropolitan regions are at the forefront of efforts to increase prosperity and create more and better jobs. City leaders and officials can play a crucial role to address the pressing issues of rising inequalities, poor labour market integration of some disadvantaged groups, and sluggish productivity growth, which disproportionately affect urban areas. They are often best placed to design and implement integrated, tailored and effective local strategies thanks to their local knowledge and their ability to mobilise resources within their jurisdiction and beyond. 
However, municipalities are not always responsible for all of the policy spheres that can impact the performance of their cities. It is often the case that multiple tiers of government are responsible for the management of labour market, skills development, innovation and entrepreneurship programmes. While increased legislative and fiscal autonomy at the level of cities can contribute to the achievement of their full potential, institutional reforms alone will not guarantee that public policies will yield better outcomes. Other success factors include better collaboration between all partners involved as well as governance mechanisms that encourage stakeholder engagement and buy-in.
This report aims to provide the municipality of Montreal and its partners with evidence-based recommendations to improve the economic and social performance of the city, and Quebec and Canada more generally. It proposes a strategy to create more and better jobs in more productive firms that make full use of the talent available, thus providing incentives for young people to gain more skills and to engage in innovative activities. This necessitates targeted policy interventions in all policy areas to boost SME development, stimulate innovation within firms of all sizes, and encourage the development and full use of skills, especially among the immigrant population. Ambitious strategic objectives pursued by all local stakeholders within an integrated governance framework are needed to set Montreal on a path towards to a high skills and high productivity equilibrium.
I hope that the municipality of Montreal and its partners will find the research and guidance presented in this publication both informative and actionable. A more inclusive growth is within reach if all stakeholders in Montreal come together to pursue a new ambitious strategy.
[image: graphic]
Lamia Kamal-Chaoui,Director, Centre for Entrepreneurship, SMEs,Local Development and Tourism, OECD

Foreword
This publication was prepared by the Local Economic and Employment Development (LEED) Programme of the Organisation for Economic Co-operation and Development (OECD), under the leadership of Sylvain Giguère. It is part of the LEED Programme’s series of OECD Reviews on Local Job Creation which deliver evidence-based and practical recommendations to policy makers on how to better support employment and economic development at the local level.
The authors are Sylvain Giguère and Pierre Georgin, of the OECD, and Normand Roy, consultant. The authors would like to acknowledge the valuable contributions of Jonathan Barr, Nathalie Cliquot and Michela Meghnagi, of the OECD. François Iglesias should also be thanked for his assistance with the preparation of this report.
The authors would also like to thank the departments, municipal and metropolitan representatives, as well as organisations from the private and non-governmental sectors who participated in the project interviews and roundtables, and provided data, documentation and comments critical to the production of the report.
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Executive summary
Montreal is the driving force of the Quebec economy and possesses a wealth of assets that could transform the city into an innovative and economically dynamic metropolis on the world stage. Montreal’s workforce is growing as a result of international immigration, while the presence of high-quality tertiary and research institutions both attracts and produces world class talent. The economic structure of Montreal features both highly structured industrial clusters and a fertile ecosystem of entrepreneurs and SMEs, which nurtures the development of innovative enterprises in high value-added sectors. Other assets of Montreal include a high quality of life and an environment that encourages innovative activities.
Despite these positive attributes, Montreal has not yet been able to translate these assets into improved job creation and higher standards of living for the general population. Although the Canadian economy performed better than the OECD average in the years following the economic crisis of 2008, the economy of Montreal remained relatively stagnant. The labour force features both a large number of overqualified workers and a low level of productivity per worker. Similarly, structurally high levels of unemployment are reinforced by the poor integration of newcomers into the labour market, particularly immigrants and those with fewer qualifications. These conditions indicate a labour market landscape that is not conducive for the creation of more and better quality jobs.
There are a number of factors that explain Montreal’s labour market paradox. Despite the city’s education and training infrastructure, the level of educational attainment amongst Montreal’s population is relatively low, which limits the pool of skills available to the local economy. Montreal also features a high concentration of very small enterprises with product market strategies that are solely oriented towards the local market, presenting few incentives to invest in skills, innovate or move up the value chain into higher value-added production. In comparison with other North American cities, the economy of Montreal falls into a low skills and low productivity trap. As a result, the local labour market of Montreal has grown increasingly polarised between high-quality jobs in high value-added sectors and low-skilled jobs that require few or no qualifications in sectors like retail, healthcare and social assistance. There is a risk that this will entrench inequalities and widen gaps, leaving behind a significant proportion of the labour market in low-quality, poorly paid jobs that offer limited career progression opportunities.
Faced with these challenges, public authorities, economic actors and civil society organisations have implemented various initiatives to promote the acquisition of skills, stimulate the development of productive and innovative activities and boost the employability of certain target groups. However, the impact of these efforts is stunted by a lack of responsiveness, resources, and co-ordination between initiatives in the portfolios of employment, economic development, education and training, and immigration. The public authorities also need to adjust their interventions to a new reality of innovation and local development that is driven by networks and collaboration between various actors, and no longer follows traditional sectoral barriers or linear value chains.
New policies are needed to push Montreal onto a trajectory towards a high skills and high productivity equilibrium. Improving Montreal’s ability to generate more and better jobs means making better use of available skills, as this is the key to enhancing innovation and productivity while encouraging the local population to acquire new skills. Montreal needs to break the self-fulfilling vicious cycle of poor qualifications and low-skilled jobs, broaden the horizons of young people and small enterprises, and embrace the potential created by immigration.
These objectives can only be achieved by adopting a global, integrated strategy that is championed by Montreal’s diverse network of local actors. With strong leadership, the municipality of Montreal can promote the emergence and effective implementation of such a strategy by mobilising local stakeholders and rolling out an ambitious programme to transform public action. The evolving governance of Montreal presents an opportunity to promote the establishment of an integrated and stakeholder-led policy framework. This strategy could be translated into a series of specific, co-ordinated actions in the areas of economic development, innovation, vocational education and training, employment and immigration.
Proposed action plan
1. Structure, reinforce and more effectively target support for SMEs
	Promote SMEs internationalisation 

	Stimulate innovation within SMEs


2. Encourage bottom-up and cross-cutting innovation processes
	Continue to support collaborative initiatives that mobilise all stakeholders

	Broaden innovation processes by encouraging user-based and incremental innovation within firms 

	De-compartmentalise industrial clusters


3. Stimulate demand for skills through training and research
	Strengthen links between educational institutions and firms, especially SMEs, to promote skills utilisation through applied research

	Encourage universities to actively align with and engage in local economic development priorities

	Facilitate employer engagement in the design of vocational education and training curricula


4. Raise the level of skills of the workforce
	Smooth educational pathways through partnerships between universities and community colleges (CEGEPS)

	Make vocational education and training more flexible


5. Facilitate the integration of immigrants into the labour market and leverage their potential for boosting innovation
	Ensure that Montreal’s skills needs are taken into account when determining provincial intakes of skilled immigrants

	Better tailor training offers to the needs of immigrants 

	Ensure that the process of streamlining support services for immigrants priorities labour market integration and attachment

	Facilitate enterprise creation by immigrants

	Put in place tailored support for youth of immigrant origin






Chapter 1. A new strategy is required to address Montreal’s challenges

Montreal is a vast metropolitan region which, in 2014, had a population of just over 4 million. The city possesses a wealth of assets that could transform it into an innovative and economically dynamic metropolis both in North America and within the OECD. These include a huge potential reservoir of talent, whether among the local populace, educated in Montreal’s top quality further education institutions, or among the many qualified immigrants who are attracted to the city each year. This is a crucial source of development in the current economic climate characterised by the growing importance given to innovative activities, both technological and non-technological, which demand a high level of skills. The relative dynamism of Montreal’s population, due largely to international immigration, means that employers can rely on an abundant workforce. The economic fabric of Montreal is diversified, as evidenced by the presence of both highly structured industrial clusters in high added value sectors and a fertile ecosystem of entrepreneurs and SMEs in emerging sectors such as health, information and communication technologies, including video games, but also in the social and collaborative economy.

Like many other large urban regions of the OECD, Montreal is undergoing major changes on the demographic, spatial, economic and social fronts associated with the phenomenon of metropolisation: urban sprawl, greater mobility, increased nuisance levels (pollution, congestion) and also social and spatial segregation and fragmentation. The Quebec metropolis is also facing serious challenges in terms of employment, skills and economic development. It has high levels of structural unemployment compared to other North American metropolitan regions. The local labour market tends to be polarised between quality jobs in cutting-edge sectors and lower quality jobs requiring few qualifications, meaning that a significant share of the labour force is over-qualified. Integrating young people and immigrants into the labour market and retaining talented individuals are also serious challenges. According to some studies, Montreal’s economic fabric, which is composed principally of SMEs and micro-enterprises, appears to be characterised by low productivity and insufficient dynamism, thus limiting the productive capacity of the local economy.

In the face of these many challenges, public actors need to implement co-ordinated, integrated and sufficiently flexible strategies to adjust to local situations. National policies or local initiatives in a particular field risk being ineffective when adopted in isolation and without taking the specific characteristics of Montreal’s economy into account. For example, increasing the educational attainment of the local population will certainly not lead to satisfactory results in terms of quality job creation unless the local labour market offers opportunities to workers which reflect their skills level and unless employers make full use of the skills of their workforce.

The municipality of Montreal and the Quebec Government are currently holding discussions aimed at giving Montreal a new status. This is an opportunity for establishing an overall strategy, mobilising all players and co-ordinating their actions, whilst giving them sufficient margin for manoeuvre in order to adjust programmes and initiatives to the specific needs of Montreal’s economy. Efforts to improve metropolitan governance must continue with a view to enhancing the potential for quality job creation in Montreal and putting the city on a trajectory towards reaching a high skills and high productivity equilibrium.

Recent governance changes in Montreal

The complexity of governance in Montreal has for a long time damaged the coherence of public action and its clarity for socio-economic actors. In its Territorial Review published in 2004, the OECD highlighted the damaging effects of institutional isolation and fragmentation in decision-making, at the level of both the “agglomeration” and the metropolitan region of Montreal (OECD, 2004). Efforts to consolidate metropolitan governance undertaken since then have certainly made strides towards greater rationalisation of institutional structures. In terms of economic development, there has been a clarification of the respective roles of the Quebec Government and of the municipality of Montreal, with the latter having taken the upper hand in this field by creating PME MTL (a network of experts supporting entrepreneurs and businesses) following a re-organisation of the network of local development centres (CLDs). Yet despite these recent reforms, the institutional and financial resources to be allocated to the municipality of Montreal for implementing an integrated economic and skills development strategy are still a burning issue.

Montreal is currently divided into 19 different boroughs, each with a mayor, municipal councillors, budgets and their own resources. A reform implemented at the beginning of the new millennium merged the entire island into a single city whilst nonetheless giving the boroughs a broad margin for manoeuvre. The basic idea which led to the merger was that certain responsibilities naturally spilled over the territorial limits in existence prior to the merger and that the fiscal burden should therefore be shared equitably among the beneficiary population. However, a referendum process carried out in 2004 led to municipal “de-mergers” and the re-creation of 15 municipalities on the island of Montreal in 2006. Although the Island of Montreal therefore has 16 municipalities, the city of Montreal is by far the largest in terms of population with 1 744 323 inhabitants in 2014, because it contains 88% of the population of the Montreal Agglomeration (1 988 243 inhabitants in 2014). The latter is the administrative and political body which manages shared services, including the police, fire fighters and public transport, and has an assessment role. Despite the de-mergers, the principle of joint responsibilities and fiscal equalisation has survived under the new structure. An Agglomeration Council, headed by the Mayor of Montreal and comprising a majority of Montreal City Council members, is the agglomeration’s political body.
 The Montreal Metropolitan Community (MMC), a political and administrative body created in 2001, manages various services across the census metropolitan area (CMA)1 of Montreal. Although the MMC includes 82 municipalities, the city of Montreal accounts for 43% of its population, and it is the Mayor of Montreal who chairs the Metropolitan Council.

The annual budget of the municipality of Montreal was USD 4 882.5 million in 2015. Of that amount, 21.5% was earmarked for public security, 16.6% for debt servicing, 10.4% for leisure and 10% for public transport. General administration accounts for 9.1% of spending and corporation taxes for 9.0%. Administration costs and the effectiveness and quality of the services provided for citizens represent major challenges for the city. The municipal administration is therefore working towards a harmonisation of the services offered by the 19 boroughs and, in the summer of 2015, it created an organisational performance service responsible for tackling the issue of service quality and efficiency. In terms of income, over two-thirds comes from the land tax, and this proportion rises to three-quarters if we include the share of services paid for by the reconstituted cities, which are themselves largely dependent on income from the land tax.

The municipality of Montreal bears additional costs deriving from its status as principal city of the census metropolitan area and Quebec metropolis. These costs, for which there is no relatively accurate estimate, relate to intensive use of the Montreal infrastructure by non-residents, school transport provided by the Montreal transport company (STM), specialist police services and the concentration of immigrants in the Montreal region. Some of these costs have been recognised in the context of past reforms, such as the reforms which led to the creation of the MMC and the Agglomeration Council, and in specific, limited-duration fiscal agreements between the Quebec Government and the municipal authorities, notably in the Agreement to recognise the special status of Montreal of June 2008.

There are other factors which tend to affect the finances of the municipality of Montreal, such as the characteristics of the population in terms of poverty levels and unemployment, which are structurally higher than in suburban areas and the rest of Quebec. Moreover, several government services provided by the Quebec Government, such as the employment and economic development services, involve lower per capita expenditure in Montreal than in the rest of Quebec, due to a sharing formula which takes on board major fixed costs, irrespective of the population concerned.

The MMC has a modest budget of CAD 115 million per annum, because its main sphere of activity concerns planning, principally in relation to land use, the environment, transport and the economic development of the metropolitan region. That revenue comes essentially from the shares paid to it by its 82 constituent municipalities. The provincial government also finances specific projects on an ad hoc basis.

Box 1 gives an overview of the current responsibilities of the various layers of government or administration active in the Montreal region. The fact that a number of responsibilities are shared means that a high degree of consultation and collaboration is require in order to take coherent decisions and measures which offer openings for mutual enhancement in the pursuit of common objectives in Montreal.



Box 1. Distribution of competencies in Canada, Quebec and Montreal

Since Canada is a federal country, this means that certain constitutional responsibilities lie within the exclusive remit of the federal government, such as national defence, foreign affairs, currency, interprovincial commerce including interprovincial transport and communications, citizenship, criminal law and employment insurance. The provinces have jurisdiction over municipal affairs, natural resources, civil law, education, social affairs and health. In several areas, such as economic development, employment, the environment, agriculture and culture, to name but...
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