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0. Outline of the presentation

Variety of fiscal decentralisation in OECD countries

Impact of the crisis on sub national government
(SNG) finances: disparities among places have
increased

Central government responses: some lessons from
the « hot bath »

Fiscal Consolidation: some risks with the « cold
bath »

Questions about the role of STR is this evolving
context?




1. Variety of fiscal decentralisation
in OECD countries

On average SNGs represent 22% of public revenues
and 31 % of public spending...but « average » does not
mean a lot




1.1. Decentralisation: SNGs share in public
revenues and spending
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1.2. SNGs spending and their contribution
to welfare policy: ex. Health
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1.3. SNGs spending and their contribution to
public investment

SNG as share of public investment in 2008:
64% on average
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1.4. SNGs revenues and the
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1.5. Towards « more decentralisation »?
From 1995 to 2009, changes expressed in % points
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1.6. Or towards more mutual dependence
between levels of government?

i.  Sub national responsibilities in spending have
increased but there is still a strong dependency on
central government for resources

ii. The absence of convergence of GDP among regions
calls for central interventions: equalisation and
customisation

iii. Central governments devolve responsibilities to
SNGs while reinforcing the control on standards
and on performance of local public services
delivery
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1.7. STR « concretise » this mutual
dependence

i. astrong dependency on central government for
resources: STR can witness local finances situation
and are largely involved in the control of local
finances (incl. debt)

ii. equalisation and customisation: Contradictory
results of STR role for what concerns the local
strategy for development: administrative control
vs. advisor for regional economic development

iii. control on standards and on performance of local
public services delivery: S TR mainly control ex
ante administrative p
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1.8. If the STR has a role in the allocation of grants to SNGs, which
are the main challenges for the allocation process?




2. The crisis has increased
disparities among SNGs: economic
and financial « indicators »
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2.1 Before the crisis: Reduction of output disparities
among OECD countries but not of regional differences
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2.2 Economic recession: disparities of
unemployment among regions
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2.3 Economic recession: increased disparities of
loss of jobs among places

Growth rate distribution
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2.4. Squeeze on local finances and the risk
of pro cyclical behaviour

Net lending (+) Net borrowing (-) in percent of GDP. 2008
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2.5. Lagging effect of the crisis at the sub
national level, which will differently impact on
places according to:

* Importance of Transfers vs. Taxes

e Type of Taxes

* Transfers formula

* Responsibilities in welfare spending

* Nature of local economic specialisation
* Type of debt

e Cumulative effect of loss of trust in terms of credit
access




2.6. Financial market and rating agencies: large
contrasts among SNGs (preliminary information)
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2.7. STR survey confirms the difficult situation of local
finances
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3. Some multi-level governance
lessons about public investment
recovery policy:

« when sick, we recognise the
importance of health »
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3.1. Temporary, Timely, Targeted investment strategies?

Stimulus packages during the crisis, focused on public investment and tax cuts for fighting
against pro-cyclical behaviors

Key role for SNGs to implement investment strategies

Some countries have specifically targeted their fiscal recovery packages towards sustaining

sub-national public investment (Germany: one quarter of funds administered by Ldnder, US: one third of
ARRA funding managed by states, Australia: half of investment funding implemented by sub-national actors,
Korea and Spain: around 75%)

Objective: double dividend of i t strategies (short term vs. long term)

Short term

* Shovel ready projects Long term
* Infrastructure type of sInvestment that
investment catalyses

*Mono-sectoral strategies sustainable growth

* Small scale projects,
* Spreading on all territories




3.2. Where do we stand for the implementation of investment
strategies?

Timely and Temporary (more than 90 % of the funding allocated in
most countries in December 2010) ...

....But actual expenditure lower (example: mid-2010: 53% spent at
the federal level in the US, 41% at the state level (source: GAO) and
mainly for tangible infrastructure instead of soft investment

.... The ‘Targeted’ dimension of investment has been the most
problematic: Focus on spreading resources across the entire
territory rather than targeting for impact (to ensure quick adoption
of strategies and limit political resistance)
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3.3 Difficulties in the implementation of relevant prioritisation of
investment: coordination and capacity challenges

Fiscal Contradiction between the expansive fiscal policy at the federal level and the pro-cyclical
policies conducted by the local governments, given the difficult fiscal situation they are
experiencing (e.g. US, UK).

Capacity Arises when there is a lack of human, knowledge or infrastructural resources available to carry
out tasks, regardless of the level of government.; and to mobilize private actors.

Policy Results when line ministries take purely vertical approaches to cross-sectoral issues, or when
regulations contradict policy objectives
Example: US, Canada

Information The crisis has revealed information gaps.
o Ex-ante, as the prioritisation of investment does not often follow strong evidence, in terms of
local needs, cost-benefit analysis, etc.
o Ex post: little evaluation is conducted on the long-term impact of investment plans

Administrative It occurs when the scale for investment is not necessarily the most appropriate one at the local
level.
Ex: municipal fragmentation (France, Spain).

Objective Different rationalities in terms of local vs. central preferences, of political party differences,...
creating obstacles for adopting convergent targets

Accountability Difficulty to ensure the transparency of practices across the different constituencies
It also concerns possible integrity challenges of policy-makers involved in the management of
investment.

Source Charbit, Cl. (2011) Governance ef’ public policies in-decentralised contexts: the multi-level approach, OECD Regional Development
Working Papers
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3.4. The “coordination imperative” during the crisis

= Existing coordination mechanisms across levels of government have been

mobilised
v/ State Territorial Representatives
v’ Multi-annual investment strategies/contracts
v'Institutional platforms of dialogue for design & implementation of investment/Fiscal policy
(e.g. Council of Australian Governments, Australia)
v'Matching grants (e.g. Canada, Germany)

= In some countries, the crisis provided an opportunity to set up new

coordination mechanisms
v’ Sweden: “regional co-ordinators”
v US: new institutions and platforms to co-ordinate the federal, states and agency levels

= To a certain extent, the crisis has also contributed to help bridging some
gaps, in particular the accountability gap (performance monitoring)

Whatever the type of system — federal, regionalised, unitary —the crisis has revealed a

strong need of intermediation across levels of government
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3.5 Which lessons from the crisis?

Long term
Short term
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4. Fiscal consolidation: the risk of
a hew one fits all approach

To what extent lessons learned will remain
sustainable, in particular the need for adopting
customised-territorialised policies when it is
appropriate?.....which means a stronger role for STR




4.1. From stimulating to consolidating: SNGs’ capital
expenditure as an adjustment variable

e Until early 2010, capital expenditure remained
relatively high, as many SNGs adopted anti-cyclical
measures (often supported by CGs’ transfers and

special measures).
e Since the Greek crisis, as CGs and SNGs seek to

consolidate their budgets, capital expenditure seem
to be again the main adjustment variable.

* |In some places, even sub-national current spending is
strongly threatened




4.2. Capital expenditure of sub-national governments
The example of Italy with the fiscal federalism reform
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Changes in budgets regional policy 2010 - 2011

Overall
trends

Austria

Budget for regional policy division has remained unchanged
But considerable local finances pressure

Denmark

A premise in the political process leading to local government reform was that the budget for regional development should
remain the same. In 2008 the target was reached and the economic crisis has not affected either applications or project
implementation negatively

Finland

No major change in the regional policy budget, but funding related to Structural Funds has increased, as 20% of funding
has been brought forward from the future programme years in response to the recession. The municipal co-funding share
has been reduced from 20% to 15% at the programme level to reflect the worsening financial situation

France

In response to the budget crisis, the State budget for 2011 is expected to be reduced by 10%. All administrations have to
face cuts, except the Ministry of Justice and the Ministry of Research and Education. In the case of DATAR, the National
Fund for Territorial Development is at risk of reduction.

Germany

In July 2010, the federal government announced spending cuts for Regional Joint Task budget (GRW) programme, to
come into force in 2011 (from 624 million € in 2010 to 601 in 2011).

Greece

Reduction of the 2010 budget for regional policy, as part of the broader fiscal consolidation programme. n+3 rule
introduced for EU funding

Italy

Important changes were made to the financial allocation of the regional strand of regional policy compared to what had
originally been foreseen in the 2007-13 NSD. This fund has experienced a series of cuts and redeployment of resources
toward the anti-crisis measures put in place by the government

Netherlands

Support for regional programmes has grown massively since 2004. Funding for regional programmes will increase in 2011
compare to 2010.

Norway

Regional development policy budgets have been increasing since 2005. Between 2005 and 2010, measures for regional
development grew from NOK 1, 012 million to NOK 1, 489 million, and the narrow regional policy budget rose from NOT 1,
366 to NOK 2, 005 million (up 47%).

Poland

EU cohesion funds main funding (67 billion € for 2007-13). The principles underpinning

regional development allocations are being reviewed in the current reform process. The assumption is that by the end of
2013, the amounts of funds spent by the EU budget, the national budget and other public entities will be no less than 3% of
the national GDP. (annual average of PLZ 34 billion; i.e. 8.2 billion €)

No major changes to regional policy budgets in recent years
(SEK 3.2 billion in 2009; SEK 3.4 billion in 2010, due to an increase in investments in R&D)




4.3. Fiscal austerity plans at the central and sub-
national governments’ level: different types of
measures

e Cutting transfers to SNGs:
— France (transfers frozen at their 2010 level until 2013)

— Italy (Austerity package of €25 billion for 2011-2012 of
which SNGs must reduce spending by €8.5 billion)

— UK (£780 million cut to Department for Communities and
Local government, and £1.2 bn reduction to local
authorities grants, and removal of £1.7 bn earmaked
grants for councils)

Source: Vammalle, C. and Gaillard, N. (2011), “Fiscal policy in a tight fiscal context: the sub-national government

perspective”, in: Institutional and Financial Relations across Levels of Government in a Tight Fiscal Context, KIPF/OECD
Publication




4.4. Fiscal austerity plans at the central and sub-
national governments’ level (cont.)

* Reforming funding schemes and territorial

organisation for SNGs:

— ltaly (Fiscal Federalism reform approved in July 2010:
increasing SNGs tax autonomy)

— Greece (“Kallikrates” law adopted in May 2010: reform of
local and regional public administration. Reduction in
number of municipalities and communities, establishment
of elective regions, reduction of local government
employment, etc.).




4.5. Fiscal austerity plans at the central and sub-
national governments’ level (Cont.)

* New fiscal rules

— ltaly (reduce ability to issue bonds and loans)

* CG not cutting or even increasing support to
SNGs

— Canada

— Denmark (CG compensates SNGs for declining tax
revenues and transfers €2.7 bn to secure capital
expenditure)

— Sweden (early 2010, €1.7 bn extraordinary transfers to




5. The need to achieve more with

?

evolution of STR roles

less




5.1. Structural reforms and usual recommendations: a

challenging trade-off

Being more cost effective........

Fiscal reforms (e.g. tax reforms)

Reallocation of competences across levels of government
Reconsidering territorial organisation

Reforms linked to integrity, transparency and enforceable commitment
Improving local public employment

...While preserving key spending for growth

Preparing fiscal space

Maintaining investment spending for preserving jobs and development
perspectives

Preserving education

=» Which requires even more effective multi-level governance in a




5.2. In a time of « hot bath/cold bath »..... we need resilient
blood-vessel...
....and good doctors: what about STRs?

— A more and more complex environment: Profusion of laws and regulation;
evolution of issues towards multiplicity of crisis types... functions of STRs
have strongly evolved for the great majority of the survey opinions

— How to help building appropriate capacities at the sub national level? STR
functions remain strongly oriented towards control but growing mentions
of “platforms for dialogue”; informal approaches; relations with citizens...

— How to improve the effectiveness of public spending? STRs and
conditionalities? STRs and the need to address fragmented local
strategies?

— Open issue: what can STRs do for addressing the increasing interregional
disparities? EASTR as a platform for dialogue; other national mechanisms
for sharing experiences?




Future work: shared interest between the
EASTR and the OECD?

Building resilient regions

Conditionalities and capacity building
Green growth for metropolitan areas; for rural

areas
Etc....

 Thank you!




