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1. Introduction

In The Netherlands, municipaities are asking for more autonomy when it comes to
governance of urban policies. The agreements that have been made between the nationa
government and the 31 biggest citiesin The Netherlands (the so-called ‘convenanis™ ara valid
until 2009. Negotiations for new agreements have already started, with the municipalities
asking for more freedom in spending the budget for urban policy. They also fedl that it would
be an improvement if the national government would step away from a general agreement that
isvalid for dl 31 cities and instead make agreements with all the cities one by one. Another
issu2 that desarves allention, according 10 the muoicipalilies, i3 a more integral approach’ o
Urban Policy, meaning that Urban Policy does not focus only on the cities themsel ves but also
on theregion in which it islocated.*

The Netherlands is one of the forerunners in the European Union when it comes to Urban
Policy, along with the United Kingdom and France.? Urban Policy affects a large part of the
population in the European Union, due to the fact that more than 80% of the population of the
European Union lives in an urban area.® Urbanisation will continue in the future, increasing
the percentage of the population living in an urban area.* This fact makes Urban Policy an
important policy area. Throughout the years, urban policy has become more important at a
European level, which is shown by several important agreements and community programmes
that have been set up.”> Many policy documents, statements and declarations talk about the
importance of the Ewropean cities with qualilications such a3 . primary source o waalth
creation and the centre of ity social and cultural development™, . principal motors of
growth in a glohal econonwyy, they contain e major share of Ewope™s waalth, knowledge and
technolooy™’ “ilie main source ol prosperity. and they contribule digproportionately more 1o
regiona or national GDP compared to their population, reflecting the higher productivity of
citics™ and “the important role and polentials of cilics and towns for regional development
and the cohesion ol he BU (errijory, ™

European policies have always focused on the region, however, and not on the city as such.
That means that an Urban Policy did not really exist at a European level, but only existed as
an element of Regional Policy.’® Nonetheless, the European Union is becoming a more
imparant source ol legiglaion and information (o the municipalities as Moy fsel the rule:” Tor
the Urban Policy of national governments. This makes it important for local governments to
make their opinions known at a European level.™* An example of that in The Netherlands is
the Vereniging van Nederlandse Gemeenten (VNG), a national association of Dutch
municipalities, which has a European and Internationa division.** Municipalities and local
governments are also lobbying at a European level, not only through their own lobbying
offices in Brussels, but also through the Committee of the Regions and other organisations at
a European level that represent the interests of local governments. The European Union is not

! Nicis, 2007b; Van den Berg, Braun & Van der Meer, 2007; Van der Wouden, 2007
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only interesting for local governments to make their opinions known, but also for obtaining
European funds and participating in Communitary programs that are focusing on urban
renewal and sustainable (urban) development, such as the URBAN program.’* These
programs distribute the funds that are attached to them to the member states so they can
execute projects in urban areas. The money for financing these programs comes mainly from
the Structural Funds and the Cohesion Fund.* Van den Berg, Braun & Van der Meer phrase
thaze developments al the diflerenl government Tevelg gz Tollows “One o the assumplions is
that the interaction between the loca (urban), regional (if there isone), nationa and European
levels is becoming more important. We emphasise that interaction refers to the influence on
policy-making among different levels of government. Hence, it is not just concerned with the
classica top-down policy-making process but also includes local policy initiatives that effect
policy-making of higher layers of government (bottom-up).”*® and (hey add Lo (his that “In
most cases the national government is an intermediary between the local and European level
because ol the principle ol subsidiarity. ™ In the Leipzig Charter on Sustainable European
Cities, the Ministers responsible for Urban Development also expressed their vision of an
imparianl role for the nalional sovemmenls by staung thal “Urban development pohicy shauld
be laid down at nationa level and the stimuli for innovative solutions should also be created
at nalional l2vel, as well as al ollier levels. ™ Ten years earlier, the Commission already stated
thz apecial role lor the nauonal eovernmeants i whan policy. “Meamber States have primary
responsibility in deseloping the uchan policy Tor the next cenlury.” Tha Comimission adds that
many izsues nead the invalvement ol policy inslruments which are in the hands ol national
adminisirations,”™® Following the principle of subsidiarity, (the execution of) Urban Policy
should be in the hands of the local governments. Is this also the case? Do local governments
have the responsibility for Urban Policy? Do they make the decision to which projects the
financial resources will be allocated? Or is this in the hands of the national governments?
Another possibility is that this is a shared responsibility between the national and local
governments. Regarding the ET7s wrban policy, paricipanis in the URBAN program®® have
agreed with the recommendations of the Commission to improve the co-operation between
the different government levels when it comes to future projects within the URBAN program
and to make use of the principle of subsidiarity. The role of the loca governments, authorities
and other stakeholders should be emphasised especially in the execution of the programs.
Furthaermorz, (here should be the possibilily Tor mulual learming by “z2achanging experiances
and know-how™ annd the dillzrences in adminisiralive swogtures of the Member Slates should
be taken into account.?’ In order to make this possible, the Urban Audit and URBACT have
been set up. The Urban Audit collects data of European cities, thereby creating the possibility
of comparison. URBACT is a European network for exchanging experiences between cities.
The calls for more decentraisation of Urban Policy in The Netherlands fit well with the
principle of subsidiarity. Put differently, the principle of subsidiarity leads to decentralisation

3 Van den Berg, Braun & Van der Meer, 2007. The URBAN program was started in 1994 (Communication
from the Commission, 1997; European Commission, 2003); Keating and Hooghe in Richardson (2006); Le
Galés (2002); Schobben (2000)
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2 Communication from the Commission, 1997. The Urban Audit was started in 1997 and is being led by
Eurostat, in co-operation with the national statistical institutes. URBACT was set up in 2002 and is being led by
the French authorities (Communication from the Commission, 1997; European Commission, 2003).



of governance. To see whether or not this is the case in practice, the member states of the
European Union that have the most developed urban policies will be compared: France, The
Netherlands and the United Kingdom. Urban Policy encompasses many aspects as the
example of The Netherlands shows where deven different ministries were involved in the
Urban Policy.?? Therefore, the comparison will focus specifically on the financial aspect of
Urban Policy. When bringing together the financial aspect of Urban Policy and
decentralisation of governance, theories that support this connection are fisca federalism
theory and more generally, multi-level governance.?® Multi-level governance relates to the
assumption stated above by Van den Berg, Braun & Van der Meer, namely the increased
importance and practice of interaction and interdependence between the different levels of
government. This is a development that is stimulated and emphasised at a European level %
The comparison of the three countries will be used to test the following hypothesis:

Decentralisation of governance of Urban Policy leads to more efficient governance of
Urban Policy

In order to be able to verify or fasify this hypothesis, the following questions will be
answered and will serve as aguideline:

- To what extent can we speak of a decentralised urban policy in France, The Netherlands
and the United Kingdom?
- What government level(s) is/are responsible for implementing urban policy?
- What government level(s) execute(s) urban policy?
- What government level (s) take(s) the decisions on the allocation of financial resources
for urban policy?
- Dolocal government have the authority to levy taxes or other financial competencies?

- What developments can beidentified at a national level when it comes to decentralisation
of governance of urban policiesin France, The Netherlands and the United Kingdom?
- Hasthere been a shift of tasks from one gover nment level to another over the past few
decades?
- Hasthere been a shift in allocation of financial resources over the past few decades?

- What developments can be identified at a European level when it comes to
(decentrdisation of) governance of urban policies?

- What examples can be found in France and the United Kingdom that could serve as
examples ol “best practices” lor The Netherlands®

After setting the theoretical background of fiscal federalism and multi-level governance in the
next chapter, it will be followed by a chapter that relates the two theories to the European
Union and deals with the development of Urban Policy in the European Union. The chapters
4, 5 and 6 following after that will dea with urban policy and financia decentralisation in
France, the United Kingdom and The Netherlands, respectively. The seventh chapter will
compare the three countries regarding urban policy and financial decentralisation and will

2 \/an den Berg, Braun & Van der Meer, 2007. This number of ministries involved refers to the Dutch Urban
Policy during the period 1999-2004. This composition was mostly similar during the first period of Urban Policy
(1994-1999). After this second period, the composition was changed due to a change in government.

% Groenendijk, 2003

24 Communication from the Commission, 1997



draw conclusions based on the answers to the sub-questions posed in this chapter. The
conclusions drawn from the answers to the sub-questions will lead to the verification or the
fasification of the hypothesis.



2. Theory

Fiscal federalism theory

Fiscal federalism theory describes what the fiscal structure of the different government levels
of a state should look like. This fiscal structure should say what government level does what
and what government level has the resources to execute these functions.? In order to shape
the fiscal structure of government, four questions would then have to be answered®:

(&) Which tasks should be in the domain of federal and/or central government, and which in
the domains of regional or local governments?

(b) Should governments be financially autonomous or should there be financial relations
between governments?

(c) If there areto be financial relations, should there be upward or downward funding?

(d) What grants (block grants, specific grants) are most appropriate?

These questions cover similar aspects of fiscal structures of governments as the sub-questions
of this research that were posed in the introduction.

The criterion for the division of these functions and resources should be the optimal level of
efficiency.”” Musgrave is considered to be the founder of theory on fiscal relations between
different levels of government.?® Musgrave has distinguished three fisca functions:
allocation, (re)distribution and stabilisation.”® The latter two functions would be best carried
out by the central government, while the first function would be a well-suited task for lower
levels of government.*® An argument for leaving stabilisation and (re)distribution tasks to the
central government would be that it would result in a (more) uniform application.® An
argument in favour of occupying local governments with the alocation function is that when
preferences for a certain good or service are very heterogeneous, a uniform provision of that
particular geod or service wauld produce “wellare lossea, because the chosen leve is either
bclow dhcir prefereed 1eval tat thal price} or above their preferred leyel, 532

Division of taxes

This division of functions leads to a division of different types of taxes among the different
Tevels of government, “{1} lighly progressive taxes should be centraized, (2) a revenue
source with a highly unequa distribution of its base ought to be used by the central
government, (3) taxes on mobile tax bases should not be used by lower-tier governments, and
(4) user taxes are especially appropriale for the lowest fers of wovermment, ™ The line of
thought behind this division isthat if lower levels of government levy taxes on a tax base that
is “highly mobile™ and e 1ax rale is se20 as 1o high, iz popalation will move o a dillerent
qurisdiction where these 1axes are uol a8 lngh. An example of a “highly mobile”™ tay hase i3
capital. The result of such a population shift from one jurisdiction to another could be an
wieven disteibution of “location and levels of economic aclivity™ across the nation. Lower
levels of government should levy taxes that are not very mobile such as benefit taxes.

% Groenendijk (2003); Hooghe and Marks (2003); Krane, Ebdon and Bartle (2004)
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Property taxes are an example of benefit taxes.*® Related to thisis the (re)distribution function
of government. Lower levels of government do not have the same capacity as the central
government to (re)distribute income. Therefore, this should be left to the central government.
Oates suggests that the taxes levied by lower levels of government should be at least enough
to cover the costs of providing the local goods in that jurisdiction. Another point made by him
is that lower levels of government should have enough own sources of revenues and not fully
rely on grants or other sources of revenues from the central government in order to finance
their own budgets.*

Charles Tiebout has written about what these lower leves of government would/should do
when making decisions in relation to alocation.®” Tn 1956, he published his ‘model of
mierlccal compeation’, which s based on lhe assompuon (hat loca governments are
compelmy amongst each other 1, ) Tor ¢ilizens and the laxes they pay by mampulating the
level, mix, and the quality of public zoods and senaces ofTered by the junsdhcnon (37
Citizens would then choose the city that offers the mix of goods and services that best suits
their preferences.®® Peterson continued in this direction and developed a theory called
“gompethive federahsm’, Where Tieboul’s model appreaches the search for the maost oplimal
situation from the perspective of the taxpavars, Pelerson’s madel uses the point ol view of the
govermnent ollicials. Schueider’s main codicism of e models ol Tiebow and Pelerson s that
the variation in the goods and services that are offered by local governments is not that large
and therefore it is the amount of taxes that have to be paid that is decisive in choosing a
location to live. This claim is supported by research by Stein.*

Government as Leviathan

Brennan and Buchanan take an entirely different approach with their model, however, by
claiming thal emvernments or rules by 10 “riasinize budestar regources, even aver the
apposilon of e citizens.” This Leviathan, a3 the central eovernmeant 15 called i this model
tries to become bigger and bigger.*° In their model, citizens do not have an equal share as the
governments in influencing the taxes that are levied. While in the model of Tiebout citizens
have the power to influence the level of taxes by comparing the tax rates and bases of the
competing local governments, in the model elaborated by Brennan and Buchanan, citizens
have no control over the actions of governments related to the setting of tax rates and bases.
The functions and resources that are available to governments and rulers should therefore be
clearly described by law, thereby setting clear boundaries for their power.** According to
Brennan and Buchanan, e canlral goverument’s power should be lumied by lscal
decentralisation. Asthese lower levels of government are competing amongst each other, they
will keep each othar’s pewer in balance,” Oates claims that earlier work on the Leviathan
model did not prove its point as well as more recent work on this topic has. This recent work
explained that decentralisation itself is not enough. Only when lower levels of government are
given their own resources of revenues does fiscal decentralisation work. In those cases where
the central government transfers money to the lower levels of government, their dependence
on the central government only increases.®®

% Oates (2005)

% Oates (2005)
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Spill-overs and externalities

An important issue that comes up when discussing the best division of alocation functions
among levels of government, is that of spill-overs and in particular externaities. Groenendijk
defines spill-oyver: az “nemaiive or positive externalilies ram ong jurisdiction 1o another, ™
When loca governments are competing for citizens by providing a certain mix of goods and
services, this does not mean that citizens will always relocate to that particular jurisdiction
when they believe that this jurisdiction offers a better particular service or good. Instead, they
may remain in the origina jurisdiction but (occasionally) travel to the particular jurisdiction to
enjoy the service or good that is offered there. An example given by Groenendijk is that of a
theatre located in a particular jurisdiction and visited by citizens from many different
jurisdictions.® In Fossati and Panella’s poine of view, the problem wilh this situalion is tha
“as Tocal pubhic goods are numerons and, as gach of (hem has 1ls dilTerent territoria circle,
lhere should be as muny subcentral levels of govemmenls as there are zoods.”™ This issue
would be an argument to allow interference from the central government in local governments
in order to co-ordinate the negative consequences that this situation might have on the
competitive position of the loca governments. These negative consequences would be of a
financial nature, as one jurisdiction has to bear the cost of providing a particular service or
good while citizens of (an)other jurisdiction(s) also make use of it without the jurisdiction in
wluch ey reside having (o pay [oc il This siwation @ rzlerred 10 a3 “oderjucisdctional Nscal
externalitice™  According 1o Dahlby, “Titerjurisdictional liscal externalities oceur when a
governient’s lax and expenditwre decwsions allect the well-being of taxpayers in other
jurisdictions either directly by changing their consumer or producer prices or their public
good provisions, or indirectly by altering the tax revenues or expenditures of other
govemments. ™ Besides direct or indirect, externaities can also be either positive or negative,
vertica or horizontal - depending on the levels of government that are involved - or be a tax
externality or an expenditure externality.*® Examples of positive spill-over effects are roads
and clean rivers and can be seen as “interjuriazdictional spill-over benclits® As the
consequences are of a financial nature, central governments can try to solve or diminish the
problem by interfering in the financia structure between the government levels. It can offer
grants to a lower level of government that is not performing well (enough) or use tax income
from richer/well performing jurisdictions to provide the poorer/less well performing with the
extra funds they need to perform according to standard.®* This implies that the central
government has enough funds to provide lower levels of government with the necessary
linancial unpulse or, in the words of Boadway and Keen, that there 2 a “posilive Nscal eap™
In thig case, the central eovernment’s revenues excead 118 expendilures and this swrplos
tranalerred 1o lower levels ol govomment, The reversed situation iz called a “negative Nacal
aap” °? Oates argues in favour of alocating functions to lower levels of government with his
Decentralization Theorem.>® Under the right conditions, lower levels of government will be
able to turn the right combination of local outputs and local preferences into the equation 1 +
1 = 3, while centra government would not be able to produce that effect since a uniform

* Groenendijk (2003)
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approach will not be able to satisfy loca preferences equally in every jurisdiction.® His two
main arguments are, first, that lower levels of government have a better idea of the
preferences of their residents than the central government and, second, that the central
government cannot favour one jurisdiction over the other and must therefore apply a uniform
approach towards al jurisdictions. As mentioned above, this may cause dissatisfaction with
some jurisdictions, as the provided level might be too high or too low. Oates admits that in
practice centrally administered programs often tend to produce different results among the
lower levels of government.>

Federalism vs decentralisation

In their article, Rubin and Feeley define federaism by referring to others that have written
aboul Tederalism as 101% uged 1 pohineal and lewal serences and state that Tederalism relers (o
amode of organizing a political entity that grants partial autonomy to geographically defined
subdivisions of the polity. Clearly such a regime lies somewhere between a fully unitary state
and an alliance of separale ones.”° The autonomy given to the subdivisions means that they
can take decisions that cannot be annulled by the central government and might be against
their preferences. Also, a congtitutional court could rule that the central government has
intruded on the decision making process of asubdivision.”” They stress that thisis not the case
in a decentralised state because decentralisaiion is “a managarial strategy by which a
centralized regine can achieve the resulls it desires in a more ellective manner. ™ and that
“in contrasl o lederalism, i1 15 the central govermmeant that ideniilies this resull, dalines (he
criteria for success or failure, and decides how decision making authority will be divided
between itself and the geographical subdivisions. Under a decentraized but national regime,
the subdivisions have no rights; they are smply creatures of the central government, created
and struciured [or that eovernment’s purposes.™® When referring to decentraisation, Rubin
and Fedley also state that a dichotomy between centraised and decentralised nations does not
exist, as no state is completedy centraised. They therefore tak about the degree of
(de)centralisation within a state.® The distinctions between federalism and decentralisation
are viewed from a positivist point of view. As the reationship between the central
government and the subdivisions are more fixed when it comes to federalism, the authors
make the point that, from a positivist point of view, preferences may change and this change
will be easier to handle when the relationship between the different levels of government are
less strict and rigid. Therefore, decentralisation would be preferred over federalism.®* An
impariant point thar they make i3 thal lederalism ‘comes helore” decentralisation. In other
words: “While Tederalisim genarally resalts inoa Taicly lugh level ol decentralirzalion,
decentralization does not neceazarily lzad 1o Tederalism™ becanse “deciziong cannot be made
until responarbility Tor dwe deeizion: 3 azsigned (o a paricular inslifulional actor ™ Tnaddition
to this, decentraisation is an administrative issue, while federaism is aso a matter of
politics.® Fossati and Panella dso make the distinction between federalism and fiscal
lederalizm, the Tormer having “a purcly political impoartance™, whereas the laller i@ “an
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% Blumstein, 1994; Dikshit, 1975; Duchacek, 1970; Friedrich, 1968 in Rubin and Feeley, 2008

5" Rubin and Feeley, 2008; Laffin and Thomas (1999)
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Scheppele, 1989 in Rubin and Feeley, 2008
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econamic th2ory™ which hag the aun ol explaining “wt 2conomic tenns. b2 exigience of
dilVerent subcentral leyels ol eoyenunent™.%

Types of federalism

There are different approaches to federalism such as process federalism, competitive
federalism, fiscal federalism, etc.** Each of them focuses on a specific aspect of federalism
and the relationships between the different government levels. Process federalism focuses on
the degree of flexibility of the relationships between the levels of government and claims that
these relationships are not as fixed as federalism claims they are. Furthermore, the functions
that are divided between the levels of governmend are said 10 be imleriwined and nol a3 “hosed
oT" Tor sach povernment level ® Competitive federdism places its attention on the
relationship between the lower government levels, arguing that they are competing with each
olher for cizens, Fiscal federalizm deals with “a general theory of govermmental orgamization
(o) and gpecilizs crilena lor assessing elleciiveness and elliciency ™ and il oflers crtana 1o
guide policy formation once Ihe siale has been extablished and is funclioning'

First- and second-generation theory of fiscal federalism

Oates distinguishes a first and a second-generation theory of fiscal federalism.®” The first
generation was shaped by the views of Musgrave, Tiebout and the like. This generation dealt
with [scal [ederalismy under the assumpluon thal goveraments by 10 “maxioise  social
wellare™ and look he exigting institutional and political structure [or granied.®® Research
focused on the finances of subnational governments.®® The second-generation theory of fiscal
lederaligon works witl a difTerend assompticon, namely that “participants in political processes”
are motivated by their own interests. Another assumption that is made is that of asymmetric
information: not all levels of government have the same (access to) information. Those who
have more information, have an advantage to those who have less information.” Research
emphastses o .Y the workings of difTerent political and seal institodiong in a setling of
imperlect inlormation and control [...%™ The choice between centralization and
decentralization is an important subject of (this generation of) fiscal federalism theory. The
principal-agent model is used to argument the choice for either centraization or
decentralization. It is assumed that the principal does not have as much information as the
agent and the principal tries to stimulate the agent to behave in such as way that it redized the
objectives set by the principal.”> Some see the central government as the principal and the
regiona or local government as the agent, while others consider the electorate to be the
principal and the elected officials the agents.”® An argument in favour of centralisation is that
il would Tead lo a "grealer ceardinauon of policica™ viule deconiralizalion will Tikely resull in
more accountability.” Related to asymmetrical information, several assumptions exist, like
that of the centra government not having as much information as local government have on
preferences and demands of citizens and not making use of the sources they have to obtain

% Fossati and Panella (1999)

% Krane, Ebdon and Bartle (2004); Fossati and Panella (1999); Rubin and Feeley (2008)
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this information. The reason for not doing so may be the cost of obtaining such information
and the value this information has for the central government, compared to the costs and the
value of the information for the local government.” Another assumption is that the central
sovernman does know cilizens” prelerenees for natienal public goods, bul not Tor Tocal public
goods. Oates argues, like with the first assumption, that the central government might find the
costs of obtaining this information too high. From another point of view, he mentions that the
central government has to be informed about local public goods in order to be able to
determine grants and subsidies to be transferred to lower levels of government. It would
therefore not be very likely that the central government does not have (sufficient) knowledge
of the preferences for local public goods.”

Soft and hard budget constraints

The first generation of fiscal federalism theory was more clearly in favour of decentralisation
than the second generation. The first generation saw decentralisation as a way of increasing
welfare gamy by offening “a more diverse and efMicient paltem of local public oulpuls™ In
other words, the differences in supply are better matched with the differences in demand
among the different jurisdictions. The second generation is looking at the negative effects that
decentralisation might have and sees decentralisation not just as a good solution to control the
Leviathan-like tendencies of the public sector but also notice that decentralisation may lead to
unwanted behaviour from the lower levels of government. This unwanted behaviour would
conzial o exploiing “the “liscal commons™ v ellectivelvy shifting the burdens of local
programs ento the nation ag a whole”™”” This unwanted behaviour by the lower levels of
government can be limited by posing budget constraints. These constraints can be either soft
budget constraints or hard budget constraints. Soft budget constraints refer to the fiscal
decision-making behaviour of the central government and the lower levels of government.
Hard budget constraints have to do with the ingtitutional structure that influences the
behaviour of lower levels of government. In relation to soft budget constraints, the central
govermuanl has o decide whether or nol it will “bail oul® Tower levels ol government that are
having fiscal problems. The centra government does not really have any other choice than to
bail out the lower levels of government because if they do not do so, the jurisdiction in
guestion will be left in a financialy difficult situation which will affect the welfare in that
jurisdiction. As a consequence, the electorate in that jurisdiction will most likely not re-elect
that central government that did not help them out financially during difficult times, even
though these problems may have been caused by irresponsible fiscal decision-making
behaviour on part of the lower government level.”® The unwanted behaviour mentioned above
that leads to shifting burdens from a particular jurisdiction to the entire country is what is
reflzeted in Wildasin's model that shows thal "Tocal government behaviar has spillover elfoclz
on other jurizdictions *’° That means that when the central government bails out ajurisdiction,
this aso has (negative) consequences for the other jurisdictions in the nation. The reason that
the cenural governiment has 1o bail out these jurizdiclions i3 because they gpend “heyond their
means”, As these jurisdictions know that the central government has no other choice than to
bail them out, they know they can spend more than they can afford to spend based on their
own revenues and expenditures. A solution to this problem could be centraisation, but that
comes with the danger of a central government that abuses its power and would create the
situation that was to be avoided in the first place by opting for decentralisation. Since this type

75 Ogtes (2005)
76 Oates (2005)
" Oates (2005)
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of behaviour is part of the system itsef, the political and fiscal institutions need to be
reformed.®’ These types of reforms are hard budget constraints. When credit and land markets
wiork well, they can inlTuence the local covernmenis”™ behasviowr. The governments hiave 1o
abide by their rules because if they do not, they will face serious financial consequences. On
the credit market, this could mean that local governments would have to pay a higher interest
rate. The consequences on the land market could be that loca property faces a decrease in
value that in turn might make businesses decide to leave the jurisdiction. That would create a
situation of competition between the jurisdictions, which in turn would make it a lot less
attractive for jurisdictions to count on being bailed out by the central government.®* Other
impariant hard budget conztrainls are lscal instilutions: *a reliable and cilective local sydtem
ol axalion o provide the revenues needed 10 Mnance local prosmams,” And “the svsiem ol
intergovernmental grants must function so as to meet its basic allocative and redistributive
functions withoul bemy sulmect o mampolabon o as Lo provide liseal balouts.” The most
optimal federal structure should therefore have a central government that is strong enough not
to be manipulated by lower levels of government while at the same time there are sufficient
constraints to keep the central government from acting like a L eviathan.®?

Criticism on fiscal federalism theory

Even though the term would suggest otherwise, fiscal federadism theory is by many
considered not to be a theory as such.®® Railicr, it is described ag lollows ], .| fhere is no
distinct theory of fiscal federalism. Rather, we deal with a composite of models, pointed at
varioug [acels of the prohlem.”* Rubin and Feeley state it even more clearly: ... despiie its
name, fiscal lederalism is not a theory of faderalism at all."®° As Krane puts it “Ouoz is lell
with the unfortunate conclusion that theories of fisca federalism have not done a very good
job in predicting and explaining the actions of local governments. The problem appears to be,
in part, the normative nature of the Musgrave, Tiebout, and Brennan en Buchanan theories.
Aunothar part ol the problem stems [rom what has been Jal ou =% Tird adds (o this: “The tas
assignment that actually prevails in any country inevitably reflects more the outcome of
political bargaining in a particular historical situation than the consistent application of
nermative principles.”® In addition to this, the tax sources of local governments tend to be
more varied than in Musgrave's model, including laxes thal, according o Musgrave, oughi 1o
be left to the central government.®® Groenendijk lists three main categories of criticism on
fiscal federalism theory: those that relate to the basic assumptions of the theory, those that
guestion Musgrave s tnad of funclions, and hose thal claim thal the theory 15 a aovernmeani
theory instead of a governance theory.®® One of the criticisms that question the assumptions of
fisca federalism theory is that the arguments that are made in favour of a certain division of
functions among levels of government cannot be weighed and it is difficult if not impossible
to choose between different arguments because there are many decision-makers involved.
Another criticism is that it is assumed that decision-makers only keep the general interest in
mind and have no other (private) interests. It is also criticised that the existing financial and
fisca structure is not taken into consideration and that only the costs and benefits are taken
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into account when making a choice between centralisation and decentralisation, which is too
simple since it ignores other costs that are related this choice.® The different approaches to
federalism have aso received their share of criticism. Process federalism, for instance, has
boen crilicised Tor arguing the *necessity of Tedaralism™ % Rubin and Feeley claim that
process federalism is actually more concerned with decentraisation than with federalism and
that in many cases, decentralisation would be a better solution than federalism, due to the
probability that federalism will provide less stability than decentralisation.”> The same
argument is made with regards to fiscal federalism: the assumptions on which it is based are
not arguments in favour of federalism but in favour of decentralisation.** For it to be an
approacr;4to federaism, it should have dealt with the origins of the state as well as political
identity.

Multi-level governance
Multi-level governance has changed the way the different levels of government work together
Lo creale new public policies Lenschow deseribes it s “the end of [he separale lreaiment ol
Kuropean anid national politics *% According to Groenendijk, multi-level governance has two
characleristics. “central envarnmeants are no longer the dominant actors w the policy arenag™
and “eovarmnent ncreasinely is a co-producer of policies together with the private sector,
forming policy networks, using public-private partnerships and/or interactive policy-making
arrangements. ™ Hooghe and Marks state that “ihe development ol nulii-level governance is
commounly understood o he a esneral phenomenon in western democracies ™ They
distinguish two types of multi-level governance, which are based on four questions they pose
on the shape that multi-level governance should take. These four questions are the
following®:
- Should jurisdictions be designed around particular communities, or should they be
designed around particular policy problems?
- Should jurisdictions bundle competencies, or should they be functionally specific?
- Should jurisdictions be limited in number, or should they proliferate?
- Should jurisdictions be designed to last, or should they be fluid?
The first options that are mentioned in the four questions are combined to form Type |
(designed around communities, bundled competencies, limited in number and lasting), while
the latter options together from multi-level governance Type Il (designed around problems,
functionally specific, unlimited in number and fluid).*® Type I multi-level governanceis based
on ledzralism “which 15 concerned with power sharng amone a lioited number ol
oovermuzinls oparaling al just a lew lesels” These 2w leveld are osually “a local, an
intermediale, and a central level % The fact that this type is designed around communities
teand thal juridictions are “zencral-purpose™ as opposed 10 Mask-speeilic”™ inoa Tvpe 1T
Jurizdiction, Membership ol theae ivpes of jurisdictiong 18 “noninterseeting™ which mean: thal
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there is no overlap between the different jurisdictions. The reason for thisis that jurisdictions
are usually defined territorially.’®* In Type Il jurisdictions, there are not a few levels of
government that provide all the services Tor their particalar level, bl rathar “a variely ol
different public service industrics™ ' Switzerland is named as an example of a country where
this type of jurisdiction is very common, in particular at the local level. It is very common in
this type of jurisdiction that its territory overlaps with that of other jurisdictions, as they are
driven by a particular function they are carrying out and not by a particular territory they
serve. Also, the number of jurisdictions does not equal the number of levels of government.
Usually there are more levels of jurisdictions than there are government levels. However, they
arc. lor mgtance, “ad hoc, prablem-driven jurisdictions in the form of interregional
commigsions. lask Torees, and intercily agenciss™ 1% Since these type of jurisdictions were not
created to last a long time like in Type | jurisdictions, the jurisdictions are often terminated
when its role has been fulfilled or when there is no longer a demand to perform that function
(in that jurisdiction). An important remark isthat it is not necessarily a either/or type of choice
between “Ivpe | and Type | jumsdicuons *Fype I govermanee s generally embedded i Type
I rovemance, bul the way (s works vames,” The two lvpes are not molually exclusive bul
can actually be combined leading to a situation of a stable Type | jurisdiction that is
complementad by "a  Jluctuatine number  of  relalively  sell~contained, functionaly
dilTerentiated Tvpe T jurisdictions™ ** Animportant issue in multi-level governance is the co-
ordination dilemma. which means that “to the extent thal pelicies of one jurisdiction have
spillovers (i.e., negative or positive externalities) for other jurisdictions, so co-ordination is
nacesaary o avold socially perverse oulcomas.™ Trart ol this dilemma 19 that the lransaction
costs for co-ordination do not increase equally with the increase of the number of actors
involved. On the contrary, transaction costs increase exponentialy. There are two main
aleatecies 10 solve this dilemuna. The st 1s lumiling “the number o (aulonomows) actors™ that
are involved. The second stralegy is limiting the “interaction among actors™*® The first
strategy is a solution that fits the Type | jurisdictions and the second strategy goes well with a
Type Il jurisdiction because it means making a task-specific division among jurisdictions. The
result of such a division would be to reduce externalities and interdepencence. Hooghe and
Marks offer in their article five different theories and their way of looking a multi-level
governance. One of them is federalism. A specia mention is made of Oates and his
Decentralization Theorem as an important source of inspiration.'®

Table 2.1- Types of Multi-level governance

Multi-level Governance

Typel Typell
- Designed around - Designed around problems
communities - Functionaly specific

- Bundled competencies Unlimited in number
- Limited in number - Huid
- Lasting

19! Hooghe and Marks (2003)
192 Ostrom and Ostrom (1999) in Hooghe and Marks (2003)
1% Hooghe and Marks (2003)
1% Hooghe and Marks (2003)
1% Hooghe and Marks (2003)
1% Hooghe and Marks (2003)
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Table2.2 Characteristics Fiscal Federalism and Multi-level governance

Fiscal Federalism Multi-level governance
Government Governance
Hierarchy Networks
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3. Urban Palicy in the European Union

Multi-level governancein the European Union

At a European level, multi-level governance has become very important. Schmitter even
glates hat i1 “has becoms the mosl ommpresant and acceptable label one can stick on the
contemporary CL™% while Keating and Hooghe claim that “the practica ol multi-level
policy-making seems now entrenched in European policy-makineg™.**® Multi-level governance
“can he delined as an arrangemant for making hinding decisions that eneages a moltplicily of
politically independent but otherwise interdependent actors — private and public — at different
levels of territoria aggregation in more-or-less continuous
negotiation/deliberation/implementation, and that does not assign exclusive policy
compétence or assert a stable hierarchy ol political authorily lo any of these levele 1% It is
impartant 1o point ool the “interconnection o moaliple poliical arenas in the process of
ooverning” o, a5 Lenschow pats it it treats the verlical lesvels ol governance as interlinked
and the multitude ol political and ocielal aclors as polential parts of a dvnamic network™ 0
The EU has to share power with the national and subnationa levels of government.*** The
principle of subsidiarity is used as a guideline for the division of power among these levels:
“the Toniown as a whole Tegislates only in areas () where palicy problems cannot be solved at
lower levals ol eovernment. ™ Kleiuman relers 1o Marks when siating that “ii is a mistake 1o
thinl. in terms of a “lixed pie’ over which the EX insiituions and the member states battle.
Rather, there is a system of multi-level governance in which the national, the supranationd,
tha regional and e local levels are all involved “*° Marks argues that, as a consequence,

future European integration is likely to b *mesav ™ and i3 “open-cnded and uncertain®™ 4

The European Union and Federalism

When relating the EU to federalism, it is often stated that the European Union cannot be
comgidered az ‘lederal” bocavse it docs not possess all the powers that a federal state has.
Furthermore, the powers are often shared between different levels and not clearly separated
from each other.™® Klzinman characterizes a foderal svatom a: “ong in which al least two
levels of government — national and local — coexist with separate or shared powers, each
having independent Tunelions, bul neither having supreme avtharily over the ofhier “H°
Another difference is the position of the Member States in the European Union versus the
states in the American federa system.™’ Member States of the European Union have certain
powers thal Amencan slales do nol have, such as making “weaties with olher stales or Motenm
nations” of “lo maintain their own armies” as wall as “oparating their owi Lax gystems™ 18
That seems logical because “the capacily to tax and spend lies at the very heart of the politica
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authority of the state “**° There are some similarities between the federal system and the EU
ingtitutions, in what they are as well as what they are not allowed to do (such as levying
tax&s).lzo Federal lealures of the BT are: “reaties and laws that are unilfonmly applicahla
throughoul the Huropean Uniong in certain policy arcas “FU law superaedes natienal lave™; ihe
European Parliament gerses az a “direclly elected represcntative logislatwee™; it has 1S own
budgel and thereby “an clement of linancial mdependence™, the Furopean Commizzion s
allowed 1o "oversee negoliations with third parties on behall’ ol all the member states™, and
most member slates of he FU liave “their own curreney™ 2t The EU is not considered a
fstate” cirller becausc the FUT does not po3sess twa powwers hal are esseniial Tor g stale (o hayve
the power to use force and the power to tax.*?? Berry and Hargreaves believe that the principle
of subsidiarity could help to separate more clearly “the powers belween (he Commuynity and
lhe Member Slates™ 2 Another important feature of the EU is that it is not a government.
There 15 nol one single EL govermmen| thal makes laws, no “Tormally acknowledzed sel of
govarning institutions™ ** Instead there are severa institutions that are involved in the law-
making process, in co-operation with the member states and other actors. As a consequence,
sovereignty is also shared between the EU institutions and the national governments.*> Most
of these member states are “highly ceniralized”™ This qualilicauon is hased on the lact that
most member states of the European Union are unitary states, in which the highest or, in
other words, centrd or national level of government holds the most power. Lower or sub-
nationa levels of government do not have any independent powers and have to answer to the
central government. Functions that are usually exercised by lower levels of government are
“land use planning, policing, local tranaport, schooling, public housing, refuse collection, road
maintenance. and local seryices™ 12

All of this means that even though the national governments still hold a considerable amount
of power and sovereignty, other levels of government have become more important in the
legislation process. Before, national governments and their sub-national levels of government
werg e ongs who ‘neentiated” on leeslation. Tn the end he nalional 2overnment was the
one wlio decided what would happen. SNowadays, the nalional sovernmenis” posilion Las
changed because they are no longer the highest governing leve involved in the legidation
process. That position has been taken by the EU. Even when an intergovernmental approach
is used in a certain policy area, meaning that it is the Member States themselves who are
negotiating at a European level, their power is still weakened since they no longer decide by
themselves and for themselves but with all Member States and for all Member States.™’
Furthermore, European legidation goes before national legidation. This limits the
possibilities of national governments in making new legislation. After al, if it is not
compatible with European legislation, it cannot be implemented. European legidation in a
certain policy area therefore aso influences national legislation in that policy area: European
legislation has to be adopted and implemented at a national level and new nationa legislation
has to be compatible with the existing European legidation.
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Urban Palicy
When it comes to Urban Policy, the European Union lays the focus with the national and sub-

national governments for the execution of this policy.'*® As the ministers that are responsible
lor wrban devclopmeni siaded in theirr common declaration “Fyery lovel of govermment —
local, regional, national and European — has a reaponsibility Tor the Mulure of our eitics™ and
“Urban desclopment palicy should be laid dewn at national 1ewel and dhe stimuh Tor
innosative solulions shiould also bz created ai national level. ag well ag at olher levels. ™ Van
den Berg, Braun and WVan der Meer arguc thal “the Furopean Commisgion 1s nol yery
comfortable dealing with urban issues. First, urban issues are generaly the responsibility of
national and local governments because of the subsidiarity principle. Second, European urban
policies continue to balance between two objectives, economic competitiveness of urban areas
and socia solidarity, two objectives which, in practice have some difficulty going hand-in-
hand.”* The situation may differ considerably from city to city and therefore the European
Commission thinks that these types of problems should not be intended to solve at a European
level “The mtenion 16 nod o develop Furope wide urban policies Tor mallers which are best
dealt with al a local or regional scale.” This not only goes for the problems that cities might
be facing but aso the ingtitutional structure in which the local and regional authorities have to
aolve these problems. “cilies are operating in difTerent legal, stiutienal and [nancial
systems in the various Member States “3 For those issues that many cities do have in
common, they can use the networks and other tools that have been set up on a European
level .13 The EU's Urbau Policy is part of its Reginnal and Cohesion Policy. which is aimed at
“reclilying the territorial disparities produced by market integration and for achieving
allocative efliciency ™' It does so by providing the Member States with funds to set up
projectsto help the areas that are negatively affected by these so-called “territorial disparilies’
There are four main Structural Funds that are used to finance these types of projects'®:

- European Regional Development Fund;

- European Socia Fund;

- European Agricultura Guidance and Guarantee Fund,

- Financia Instrument for Fisheries Guidance;

In urban areas, the latter two funds are not of importance since they tend to be relevant mostly
in rural areas. The first two finance efforts to help people to increase their chances on the
labour market by providing training, to help smal and medium-zised enterprises, “the
building of inlrastructores”™. a3 weall as promaoling projecis and inyvestrments thal are aimed at
creating more jobs.**® The European Regional Development Fund was the first fund to be
established, in 1975, with the am of helping the poor regions in the European Union by
translereing a parl ol the Furopean Union’s budget Lo them Tnoihe Tawe 19803, the budget Tor
tha Struciural Fundz waz increascd considerally and “cobezion’ officially hecame one of the
main objectives of the European Union by stating so in the Treaty of Maastricht, which
entered into forcein 1993."%

The policy is still aimed more at the regions than at the cities, however. There is no urban
poliey ag zuch on a European Tevel, “regional poliey elearly has priary over urban policy™
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This position islikely to remain the same if the position of the Member States on an European
urban policy does not change, since they seem to be the ones that are holding back the
development of this policy field: in 1991, a proposal to give the European Commission
competences in urban policy by means of a treaty amendment was rejected by the Member
Slawa They Teel i iz g national maller™ and fherelore “there 19 a lack of consensus among
member states on the development of a European urban agenda™ This means that the
European Commission does not have alegal basis to act in the field of urban policy and it has
to remain part of its regiona policy. The European Commission therefore tried to address
urban issues in a different way, by setting up different programs aimed specificaly at urban
areas. What seemed to look like the beginning of an urban policy slowly started to develop
under the umbrella of regiona and cohesion policy. Meanwhile, the budget for the Structural
Funds was increased once again in 1993: the budget was amost doubled.’®

URBAN Community Initiative

An important program in trying to solve the problems in disadvantaged areas is the URBAN
Community Initiative. The first URBAN Initiative was started in 1994 and ran for five years.
In 2000, a second Initiative (URBAN 11) was started for a period of six years, consisting of 70
URBAN |1 programs.**® The difference between the two programs is the level of government
that 15 in charge ol executing the program. “one ol the distinguishing features of URBAN 11 is
thz degree 1o which wanagement s decentralised o e local autlvwities. .03 This is a
gionlicant chanes lrom TRBAN I where () g nalional awhorites (or thaie local
representalives) were responsible [or all proerammes.™° Not only public loca actors got
more involved in the programs but aso more private local actors were included, such as
residents associations. In order to be able to compare the results of the different URBAN
programs across the European Union, URBACT was set up. Viathis network, the cities that
are participating in the URBAN programs can exchange experiences and good practices. The
Urban Audit contributes to this by collecting comparable data on more than 180 cities in the
European Union. After the first Urban Audit in 1998 had proved successful, a second one was
held in 2002.**! In relation to urban renewal in a cross-national perspective, Verhage signals
two phanomena. “Tha lirsl one 15 e unigquenass of each operation: each wrban renewal
project takes place in a particular constellation determined by the ingtitutional, economic,
aocial, cultural amnd eeneraphical conlext. { ) The second phenomena thal can he ohzarvaed is
a convergence: the transfer of knowledge in a globaised society, the culture of best practice
which is enforced by European exchange programmes between cities, and the criteria for
applicatiorl4 ,}0 European Union funding, lead to a convergence of approaches to urban
renawal,

The focus in European Urban Palicy is clearly placed on the Member States: they know best
what solution might work for their troubled areas. The networks and other policy instruments
that have been set up at a European level serve mainly to exchange experiences and learn
lrom ¢ach other’s approachcs o wrban prablems. Through the different structural funds, the
EU creates the (financia) possibilities for member states to help to areas in their country that
are ‘lagging behind’, As urban policy imtiatives developed, local actors have boen given a
more important role in the execution of these initiatives, such as the URBAN programs.**® As

138 \/an den Berg, Braun & Van der Meer (2007); Le Galés (2002); Schobben (2000)

¥ Eyropean Commission (1997); European Commission (2003); Le Galés (2002); Van den Berg, Braun & Van
der Meer (2007)

140 Eyropean Commission (2003)

! European Commission (2003); Le Galés (2002); Schobben (2000); Van den Berg, Braun & Van der Meer
(2007)

192 \/erhage (2005)

%8 European Commission (2003); URBAN cities and players (2005)

19



far as the European Commission is concerned, in the future, the Member States will continue
10 be the mawn [orces halind urban policy in the Ewropean Tuion. “Member Slates have the
primary responsibility in developing the wban policy Tor the next century. ™ It sees its own
role as that of supporting the Member States in their role of main actor in developing urban
policy “The EU should play a complementary role in addeezzing urban 1siues as it has
responsibility for policies in a number of sectors which have a direct bearing on the
development and qualily ol 1ife in wrhan arcas.“*° Furthermore, it wants urban issues to play
a more important part in structura policies as it recognises the important role of cities in
national economies.**®

Table 3.1 The development of Urban Policy in the European Union

Development of Urban Policy in the European Union

1975 First Structural Fund created: European Regional Development Fund

1980s Increase in budget of the Structural Funds

1991 European Commission proposal for competencies in Urban Policy rejected by
Member States

1993 Trealy ol Maasteichl: "cohesion’ ollicially an obyective of the Ewropean Tniow

1993 Budget of the Structural Funds almost doubled

1994 Start URBAN

1998 Urban Audit

2000 Start URBAN |1

2002 Second Urban Audit

2002 Start URBACT

1 European Commission (1997)
% European Commission (1997)
1% European Commission (1997); URBAN cities and players (2005)
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4. France
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Urban Policy

In 1990, the centra government established the Ministry for Cities (Ministére du Logement et
de la Ville) to deal with urban policy (Politique de laville). The central government structure
dealing with urban policy is completed with the Délégation Interministerielle a la Ville
(Interministerial Delegation for Urban and Social Development), the Conseil Nationa des
Villes (Nationa Council for Cities) and a Comité Interministeriel des Villes (Interministerial
Commmtles Tor Cines) “Lp 1o the md-1990s, national urban policies have to be understood
within the paradigm of the Paris-province debate. In that paradigm, national policies were
conceived to reduce the economic importance of Parisin relation to other French urban aress,
and notably e largest ones. ™ “A1 the beginuing ol ihe twentv-first century, French urban
areas continue to be plagued by serious ecanomic and social problems. ™% These problems
have only got worse since then and have become an important issue for the sub-national
govermuzinls 10 deal wilh. The main criticism on the existine policies was that ey “locussed
mainly on neighbourhoods and municipalities instead of considering the urban area as a
whole™ and that they were “sectorally based mstead of issue oriented™ Tno 1999 (he
Chévenement Act was adopted which should solve this problem. The existing institutional
system was too complax and should he replaced by a cleacer gvalem of “three new tvpas of
auihority will eradually replace e prasent complex svalem.”™ This new sysiem means thal
municipalities join forces to provide certain services. The intention of this act isto eventually
create economies of scale and harmonise local taxes. Their power would apply to the
lollowing  policy  argas within their own queisdiclion: “economic, cullural and  social
development, territorial planning, social housing, urban policies for deprived aress,
envirommant preservation, pablic networks (such as public vansport), etc.” These povers are

7 Europa (2008a)
148 \/an den Berg, Braun & Van der Meer (2007); European Urban K nowledge Network (2008b)
199 \/an den Berg, Braun & Van der Meer (2007)
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tranaferred 10 tham because they are considered 1o be of “communily (area-wide) interest.
However, Lig "community interest’ is not defined in the Ac™ ™

Fiscal decentralisation

In the 1980s, a process of decentralisation was started in France. Decentralisation Acts were
adopted in 1982 and 1983. The sub-national governments took on many responsibilities that
before belonged to the central government. The idea behind this decentralisation was a “black
ol compatences™ according 1o which ¢ach ol the gub-national levels had its own specific
lunetions For which they were responsible, RMumicipalities were naw allowed (o “grant direet
or indirect aid to for the purpose of promoting cconomic dovclopment™ and lor “aiding
compames n difMculues”, France 1y sill considered a highly cenrahzediumiary counlry,
however. ™ Accordimg o Rubin and Feeley, France 18 n Tact “ong of he world's mosl
contralized nations 12

Local taxes

The sub-nationa governments have considerable autonomy when it comes to taxes. They
have the freedom to decide how to use their revenue, according to the French constitution.
Due to this autonomy, there are considerable differences among the local governments’
“Macal capacity™ Tn lurn, these dillerances require allTors aimed al “Niscal equalization™ i tha
form of a grant system in which the central government makes transfers to the local
governments to compensate for the differences.’® “Taalion is the cornerstone of fiscal
autonomy of the loca governments. The communes, the departments and the regions all
benefil lrom a subsiantial taxing power.™** There are four different types of direct local
taxes'>:

- Houswig iax (1axe d" habitation),

- Tax onimproved land (taxe fonciere sure les propriétés béties);

- Tax on unimproved land (taxe fonciere sur les propriétés non béties);

- Loca businesstax (taxe professionelle);

Taxes make up half of the revenues of sub-national government. Grants from the centra
government account for another 35%."° The sub-national levels of government vote on the
tax ratez “direclly™ " This high level of autonomy only goes for the tax rate, not for the tax
base. The sub-national governments are not allowed to create new tax bases or abolish a
cerlain lax base Onlv ihie Pacliamant has e pover 10 do so. They are allowed 190 “exempl
certain categories of taxpayers from property tax or business tax. They may aso alter certain
allowances in respect ol residency 1ax. " In case the Parliament makes a decision on tax
bases that consequently decreases the revenue of sub-national levels of government, then
these sub-national govarnmends will reecive a “apeeial transer™ Lo compensale Tor (hiz 159
These specid transfers are paid for by the central government to the sub-nationa levels of

130 \/an den Berg, Braun & Van der Meer (2007); Office of the Deputy Prime Minister (2006a)

151 Bonneville (2005); Gilbert in Fossati and Panella (1999); Martin Harloff (1987); OECD (2007); Schobben
(2000); Van den Berg, Braun & Van der Meer (2007)

%2 Rubin and Feeley (2008)

1% Gilbert in Fossati and Panella (1999); OECD (2007)

% Gilbert in Fossati and Panella (1999)

1% Gilbert in Fossati and Panella (1999); Martin Karloff (1987); OECD (2007)

1% OECD (2007). This percentage refers to the the year 2003.

%7 Gilbert in Fossati and Panella (1999); OECD (2007). There are conditions on how much the rate is allowed to
increase relative to the previous year that limit the freedom of the sub-nationa levels of government to set atax
rate.

158 Bl gchliger and King in OECD (2007)

1 Gilbert in Fossati and Panella (1999); OECD (2007)
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government which means that taxpayers all over the country have to contribute to the
compensation for the sub-national levels. When the Parliament decides to decrease local tax
rates or bases, the sub-national levels of government will indirectly get their revenues from al
the taxpayers in the country and not just those in their own jurisdiction. In other words, it
created a sitwation whiers the Tocal tax burden vansierrad 10 The eentral Tovel™ Gilbarl hows
that this phenomenon has increased over the years and taken place especially in the case of
local business tax. Not only does loca business tax receive the biggest share of the total
amount of compensations paid by the central government; its relative share has a so increased.
While housing tax compensations amost doubled and property taxes even saw a decrease in
compensations from the central government, business tax compensations increased by almost
250% over the period 1987-1995.° He also shows that these types of transfers have taken up
a larger part of the total expenditure of the central government and that the budgets of sub-
national government have seen an increase due to the receipt of these transfers.'® “Ihe
business tax is the most important local tax.™°? The transfer of the tax burden has negative
consequences for the relationship between the sub-national governments and the centra
sovernmenl, An example of (g is possible “Miscal imesponsiline” o sub-national
governments. Other negative consequences are the fact that sub-national governments can
levy taxes over fewer tax bases, which decreases their fisca autonomy, as well as the centra
government transferring less money to sub-national governments in other areas in to
compensate the increased expenditures related to compensation for cuts in local tax bases*®®
The ‘liscal irresponsibilily™ ol sub-national goveraniems could cause a ‘ballout® problen or
the central government.

Grants

There are five important types of transfers from the central government to the sub-national

governments'®*:

- Dotation Globa e de Fonctionnement (DGF - Block grant for current expenditures)

- Dotalion Glabale d'Equipement (DGE - Block grant for capital expenditure)

- Fonds de Compensation pour la Taxe sur la Vaeur Ajoutée (FCTVA - Refund of VAT
charged on the capita expenses of loca governments)

- Dotation Générale de Décentrdisation (DGD - Block grant for the additiona
responsibilities transferred from central to local governments)

- Dotation de Compensation de la Taxe Professionelle (DCTP - Equalisation grant for
disparitiesin TC tax bases)

The DGF takes up the mgority of the total amount of transfers made by the central

government to the sub-national government and its importance only seems to increase: in

1999, Gilbert spoke of 40% while in 2007, this percentage has reached 60%, according to an

OECD report. The DGD is given to sub-nationa governments when they take over

responsibilities from the central government: they are not only given the responsibilities but

also the funds to pay for the execution of these responsibilities.'®> The last-mentioned transfer

is used in the situation where the centra government limits the tax bases of sub-national

governments and they suffer revenue losses, as described above. The reason for providing

1% Gilbert in Fossati and Panella (1999)

18! Gilbert in Fossati and Panella (1999). This relates to the period 1985-1994.

182 \/an den Berg, Braun & Van der Meer (2007)

183 Gilbert in Fossati and Panella (1999). The period that is referred to comprises the period 1987-1995.

184 Gilbert in Fossati and Panella (1999); INSEE (2008); Martin Kartoff (1987); OECD (2007); Van den Berg,
Braun & Van der Meer (2007)

18 Gilbert in Fossati and Panella (1999); OECD. The French constitution states that when the central

government transfers powers to sub-national levels of government, it should also transfer the resources that are
used to exercise these powers.
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equalizalion grants 15 10 equalise “local dillerences in the purchasiig power ol the local tas
bages in terms of Togal public services™ 1%

There are alzo indireed Tocal 1axes, The two mast important indirsel 1asc: are “real celate
transaction taxcs and ihe excize tas on petroleum praducts™ Sub-national governments have
practically no power to influence the tax rates or bases of indirect loca taxes.'®’

Multiple office-holding and dual representation

Elected paliticians at sub-national governments and those at the central government level may
be the same people. This is because the French system alows one person to occupy severd
political — elected — Tunctioms al the same ime, also called “muluple cMce-holdmg™ or
“eomul des memdals™ in French. This situation may obviously cause a conflict of interest:
local politicians can use their position in national politics to get plans approved that would be
beneficia to their jurisdiction. On the other hand, the central government has sub-national
divisions that are representations of the central government at a local level — the so-caled
“deconeeniraled senvicos” — and that way, national politicians can use their power at the
national political level 10 “push through® national plans hal are unpopular at sub-national
levels. This svslem s called “dual representation™ the sub-national levels of government have
thelr own representation as well as a representation of the centra government in their
jurisdiction.’®® “The French administralive sysiem follows the so-caled Napoleonic model
according to which the territoria division of the state gpparatus matches the local government
gtructure, Thos there 13 a reoonal division of the stale headed by a Regicnal Trelecl 1 ) and
the Mayor is at the same time the head of the municipality and the representative of the state
at the municipal level. "% Thisis a unique feature of the French system. These many layers of
government may lead to extra costs. After al, more layers of government require more staff —
provided that no staff is transferred from one government level to another — and when severa
layers of government provide the same service(s), this increases the total costs for providing
that particular service.*”

Indexation methods land value

The procedure that is used to establish the amount of tax that has to be paid on improved and
unimproved land causes the situation where some people may have to pay too much taxes
while others have to pay too little. The reason for thisis that the amount of tax that is dueis
not based on the market vaue of the land, but on its administrative value. If this
administrative value were indexed regularly, this would not necessarily be a problem. As this
is not done regularly, due to the costs involved with the indexation process, the administrative
value does not accurately represent the value of the land.*”* The problems related to the local
business tax have led the Council for Taxation as well as others to advise a reform of this tax.
Some reforms are more drastic than others are but the solution that the Council for Taxation
adviged was the “compulsery mutualizalion™ method, This method has alzo been used in
Britain to reform its business tax, to the liking of the Council for Taxation. The proposal
entailed changing the tax rate to a uniform, national tax rate that is to be decided on by the
Parliament. An adternative that has been tried by sub-national goyvernmenis is “voluntary zeal

1% Gilbert in Fossati and Panella (1999); OECD (2007)

187 Gilbert in Fossati and Panella (1999); OECD (2007)

188 Gilbert in Fossati and Panella (1999); Loughlin (2004); Office of the Deputy Prime Minister (2006a); OECD
(2007); Van den Berg, Braun & Van der Meer (2007)

189 \/an den Berg, Braun & Van der Meer (2007); Martin Karloff (1987); Schobben (2000)

0 Gilbert in Fossati and Panella (1999); OECD (2007)

1 Gilbert in Fossati and Panella (1999)
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cooperalion” on business 1ax by mareing thedr juradiclion milo a “larger insttuticnal wit™,
Several acts that were adopted in 1982 have created the possibility for sub-national
governments of opting for this aternative. The French sub-national government system
cogizlz ol 3500 municipalitica, 100 “déparicments” and 26 reaion: The central government
has stimulated this development, not just in the area of taxes but also more generdly. The
different types of co-operation between sub-national levels of government serve to jointly
provide certain services to the population of those jurisdictions, such as water or dectricity.
The most common form of co-operation is known as “intereommunality™, Thig Torm of co-
operation is very popular among municipalities. 86,5% of the population lives in a
municipality that co-operates with other municipalitics through *intereommunality’ 22 The
main difference between the different types of co-operation — associations, communities,
metropolitan communities and urban communities - is the total population size that is created
v merming” The mumepalives The cenlral govermmen| provides These “larger instiubnonal
wits” with subsidies as incantives 10 sel up these iy pes ol co-operation among them. When
co-operating in an association or community of municipalities, the municipalities transfer the
powers they have in the particular field of co-operation to this association or community of
municipalities. An important aspect of intercommunality is harmonisation. The newly formed
ingtitutional units have taxing power and the municipalities would therefore have to
harmonise their business tax, in line with the proposal of the Council for Taxation. This
business tax can be a substitutive or an additional tax. The subsidies of the central government
are only directed at those forms of co-operation that choose a substitutive business tax,
leading to the adoption of a single business tax for that particular institutional unit. However,
in 1999, legidation was adopted that ordered the municipalities to harmonise their business
tax rates by 2009. Due to the popularity of the method of intercommunality among
municipalities, government expenditures have increased by means of the grants that are
tranalerred. A solution might he o “make the inercommunality eranl conditional an
achieving economies of scale and to balster controls on daing s0.°'"® The fact that sub-
national governments have the freedom to decide for themselves how to spend their revenues
and not having to answer to the central government on what they spent their resources on
creates a Situation where the centra government does not know exactly what is going on with
the finances of the sub-national levels of government. Adding to this the fact that in the
intercommunality method the councils of these forms of co-operation between municipalities
are not elected but named by the councils of the particular municipalities, this creates an
accountahility problem with the alectorate. Therelore, “an inlormalion gysiem an all sub-
national government expenditure and how it is financed, which citizens could access easily™
should be set up.*”* Due to the increase in grants from the central government, sub-national
governments have become more dependent on the central government for their resources.
Even though the sub-nationa governments have the freedom to do what they want with their
revenues and expenditure, the fact that they rely on the central government for 35% of their
budget means they are more dependent on the central government then they were before. As
the sub-national governments do not have to answer neither to the central government nor to
the electorate on how it has spent the grants received from the central government, they have
“no slreng ingentive (o spend mongy mesd ¢lliciently,”" The sub-national governments have,
i short, Tost “loancial autonomy ™ which 1z measured “through e ratio all awn resourccs 1o

12 OECD (2007). This percentage refers to the year 2006; Kortmann in Kortmann and Prakke (1993); Martin
Karloff (1987); Van den Berg, Braun & Van der Meer (2007)

™ Gilbert in Fossati and Panella (1999); Kortmann in Kortmann and Prakke (1993); Martin Karloff (1987);
OECD (2007); Van den Berg, Braun & Van der Meer (2007)

1" OECD (2007); Van den Berg, Braun & Van der Meer (2007)

> OECD (2007)
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ol resources 7 Tn 2003, the municipalitics and EPCIs, as tw ingtilutional unids thal are
creatt%ll6 by methods like intercommunality are also called, had a financial autonomy ratio of
61%.

The T.ocal Finanes Commitiee, which is Tormed by “represcotalives of Parliament, local
auithoritics, and e cendral sovennment”™, iz very imporiant when i comes o the linances of
sub-national governments. It is here that the different members of this committee jointly
decide on the transfers that are made from the central government to the sub-national
governments. In matters that relate to the finances of sub-national governments, it is
obligatory to consult this committee.*”’

Second decentralisation process

In 2003, the newly elected central government took further steps in the decentralisation

process A Tevision ol the French comsulunon resulied nothe Tact thal 10 now slates that “the

French Republic is a decentralised county™ althoueh this is hiehly symbolic.'”® Sub-nationa

governments were given the main responsibility in certain policy areas and the regions were

officially recognised as government levels. The am of this shift of responsibility was to

“clarily the divizion of powers”. The “hlock of compalences” thal was 22t wp i 1999 did ool

have the intended effect because the different levels of sub-national government was till

“gelling invelved in the competence of e athar. “*"° While sub-nationals now enjoy the main

responsibility for many policy areas, this does not mean that they have the sole responsibility.

They share responsibility with the central government, which continues to have sole

responsibility for certain policy areas typicaly managed by the centra government such as

“delznse. Lwzien palicy and pensions™. Duoe o the sharnong and oveclappine of responsitality,

it is not clear who is responsible for policy success of failure. A clearer division of

responsibility should therefore aso make it easier to evaluate policy.’® Further changes —
besides the ones mentioned above - that should be implemented in order to make the
decentralisation process successful, according to the OECD™®, are:

- Give sub-national zoyermmients a greater say nn decizions thal concern thant™

- et nd ol the ‘eenaral authorily davse” or olhierwise appoint a "lead manager’ in case
severa sub-nationa governments are involved in a certain policy areg;

- Terminate the grants to sub-national governments relating to intercommunality, in order to
stimulate them to harmonise their ecanomias and create “economies ol scale”,

- Eliminate the institutional units created by intercommunality in case they prove to be
“redundant™ or "a soucce ol inelliciencias™,

- “Fnzure thal sub-national governments can use loca tax revenues to finance functions
over which they have full responsibility. Use grants to finance services over which the
State retains substantial decision-making povesrs’,

- “Limiland graduallv eliminate Toeal lax reductions aceorded by The State™,

- In case transfers are made to the sub-national governments, clear objectives should be set
and the results should be evaluated. However, plans should be made to ensure that these
transfers remain limited;

“Makc cqualizalion a more cendral objective of the transiers,

176 GECTY | 2007, The fmsncial aatomonty mlio ol Cie Sdépariements® was G3% in (he samwe voar. and thal of L
reions was 11%. “This ralie docs not incorporate the loss of local autonomy triggered by the increase in State
tax revenue for sub-malivnal governments, ko Uw delrine) of loce] aaes™ GOECTY, 2007

7 OECD (2007)

178 OECD (2007); Van den Berg, Braun & Van der Meer (2007)

1 OECD (2007); Martin Karloff (1987); Van den Berg, Braun & Van der Meer (2007). The regions were public
bodies since 1972, but were not official government levels at that time.

18 OECD (2007); Van den Berg, Braun & Van der Meer (2007)

181 OECD (2007)
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Van den Berg, Braun and Van dar Meaer conclude that “France has hean very innosvalive in the
last decade but in a very specific way which obvioudly relates to the nationa history and the
role of the state in policy-making. Although the country has embarked on a significant

decentralisation process since the last 20 years, innovation has mainly been produced by the
state and 43 such has concerned The whole werriiory, 182

182 \/an den Berg, Braun & Van der Meer (2007)
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5. The United Kingdom

v

Figure 5.1. United Kingdom.*®

Urban Policy

“The Tnited Kinedowm consists ol four countries, each having its own traditions and style of
local government. While local government has been part of the administrative system of the
nation for many centuries, the concept of a comprehensive system of councils locally elected
to manage various services provided for the benefit of the community was first incorporated
in stalule law o the lale [9U ceniury."®* Severa important acts have been adopted in the
different countries regarding local government: in 1963, the London Government Act was
adopted which was followed in 1972, 1973 and 1974 by the Local Government Acts in
Northern Ireland, Scotland and England (without the Greater London area) and Wales. In
1980, the Local Government, Planning and Land Act was adopted, which applies to both
England and Wales. The structure of local government became generaly the same in al the
countries, with a few exceptions. England, Wales and Scotland al had a territory that was
divided into county (councils) and district (councils). In Northern Ireland, there are only
district(s) (councils). The rural areas in England additionally had parishes as the lowest levels
of government, of which there are about 10,000. The islands that are part of the Scottish
lereitory have “all-purpose authoritics™, while the mainland of the Scottish territory was
divided into regions, districts and local community councils which are similar to the parishes
in England. In Wales community councils existed as well. The difference between the
communities in Scotland with those in Wales and the parishes in England is that the
communities in Scotland are not a third level of government like in Wales and England and
they do not have any financia resources or powers. In 1986, the Greater London Council was
abolished, as well as six other councils of metropolitan areas. The territory of England was
divided into 39 counties, which were divided into 364 districts. 36 of them are metropolitan

£ yropa (2008h)
®Martin Karloff (1987); King in Fossati and Panella (1999)
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district councils and 32 of them make up the London boroughs.*®® “Local sovernment in and
around London has aways dillerad (rom that i other parts of England” Besidas the 32
boroughs, the Greater London area also consists of the City of London, which has its own
form of government — a City Corporation - that has the same functions that the 32 boroughs
perform. The tasks that were carried out by the Greater London Council before it was
abolished, are now being carricd oul by either the boroughs or by *joini boards™ These joini
boards are “special one-function bodies run by representatives from each of the lower tier
auihoritice”™, When the Local Government Acl in Northern Treland was adopted, this ereated
“a ginglo-tier stroclurge of 26 distrie! aulhorities™ Responstbilily Tor a Tod of fasks wad carried
over to the central government, but the execution of these tasks was lefi {0 “Tocal oflices ol
lhe deparimenls concemed or rough area boards respensible w them, "™ These reforms
were considered necessary due to the development of sub-national government in the past,
which had caused gaps in the provision of services cerlain areas were nol “¢overgd” by un
authority. Furthermore, the functions and responsibilities were divided among the different
levels of sub-national government in such a way that it was difficult to solve problems in
urban areas'® The relationship between the central government and the sub-national
governments has been characterised by three important factors'®®:
- Thecentral government is very powerful, while the sub-national governments are weak;
- There are no metropolitan levels of government;
- In the large cities, there are many different actors involved which have very different
functions, responsibilities and geographical territories in which they operate;
The sub-national governments are seen as weak because they have a very limited tax base and
rely heavily on the centra government for their income. Problems that extent beyond the city
boundaries cannot be solved properly due to the lack of a metropolitan government level %
During the period that the Conservative Party was in office, from 1979 to 1997, there was a
decline in public expenditure for cities and urban policy was more centralised. The focus
changed from a regional to a more urban perspective: regional economic planning councils
and other regiona planning authorities were abolished and it became more difficult to obtain
central government funding for regional projects as digibility criteria were tightened.
Meanwhile, at an urban level Urban Development Corporations were created with the 1980
Local Government, Planning and Land Act as a legal base. An increase in private investment
in urban areas was also stimulated.*® Since then, the Labour government that took over from
the Conservatives in 1997 has turned this around. They increased the amount of money that
was spent on cities. The intention was to increase government funding to sub-national
governments by 25 per cent after ten yearsin office. The central government has also adopted
other megsures that are aimed al inercasing “investment i eitics including lax incentiyes and
discounts to elean up contaminated land”™, Another thing that changed under the Labour
government was the attitude of the central government towards European (structural) funds.
The Labour government was more positive about these types of funds although it still does
not like too much interference from the EU in its urban policy. An important reason for thisis
the strengthening of the position of the sub-national governments versus the central
government as the sub-national governments now have other means of obtaining funds other

1%Benyon (2000); Martin Karloff (1987); King in Fossati and Panella (1999); Loughlin (2004); Office of the
Deputy Prime Minister (2006b); Prakke in Prakke and Kortmann (1993); Prestwich and Taylor (1990)

18 Martin Karloff (1987); King in Fossati and Panella (1999); Loughlin (2004); Office of the Deputy Prime
Minister (2006b); Prakke in Prakke and Kortmann (1993); Schobben (2000)

187 King in Fossati and Panella (1999)

18 \/an den Berg, Braun & Van der Meer (2007)

18 \/an den Berg, Braun & Van der Meer (2007)

1% Benyon (2000); Laffin and Thomas (1999); Prestwich and Taylor (1990)
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than from the central government.*** In 1996, the central government decided to change to
structure of sub-national governments again. These changes mainly affected the rural areasin
Scotland and Wales. In Scotland, the sub-nationa structure on the mainland was replaced by a
unilary strociure, made up of 29 uniary autheritize’, A sumilar change wag mades i Wales,
where 22 "unitary authoeties” replaced the counties and disiricls, In England, a unitary
authority structure was created for some areas but not throughout the entire country. However,
with these changes the old problem of areas not being covered by authorities also resurfaced.
Therefore, joint boards have been set up to be able to provide all the services.**

In Northern Ireland and Ireland, a referendum was held on the Good Friday Agreement of
1998, that was signed between the parties in Northern Ireland, the Irish and the British
government. In both territories the people voted in favour of the agreement and that resulted
in anew Norlhem Ireland Assembly and o “North-South mmistenal commenl” thal 15 made up
of both ministers from the newly formed Northern Ireland Assembly and of the government
of Irdland. The aim of these new ingtitutions was to change the relationship between the
signatory parties, which have been difficult since a long time. After elections for the
Assembly in May 2008, it was not until the year 2000 that it took office, due to long and
difTiculi negotiations betwean the parties involved on “lhe decommussioning of IRA
weapona”. During that lime, an Assembly had already hzen focmed and suspended again in
1999, before the final formation of the Assembly in 2000.'%

In 1999, the Greater London Assembly was created, after the population had voted in favour
of its establishmant in a ralerandum. This alzo meant thal London would have a “separats
directly-elecied mavor”. The responsihility ol the assembly was o prepare “slalutory
aleateeizs on wanspacl, spalial deselopment. economic developneant and the anvicomment.”
The Greater London Assembly makes London the only city in England that has a city-region
type of government.*** In 2002, the Office of the Deputy Prime Minister was established. This
department is responsible at anational level for urban policy.'®®

Scotland and Wales

The Labour Party aso had plans to make changes in the highest levels of government in
Wales and Scotland. Scotland would get its own Parliament and Wales would get an
Assembly. A condition for creating these government levels was a referendum in both
countries. Due to lack of support from Welsh political parties, the proposa for Wales
proposed the creation of an assembly instead of a parliament. With the adoption of the
Scotland Act and the Government of Wales Act, the two government levels were officially
created. The two government levels are only allowed to adopt secondary legidation since
“sovercignly remans wilh e Westmizler Paliamend™, This parliament can reverse or
amend acts that have been adopted by the Scottish Parliament or the Welsh Assembly. The
two government levels do not have the exact same functions or powers. The Scottish
Parliameni has more powers as 1115 allowed e “legislae onany maiter which s nol
apecilically regerved 1o the TK Padiamant al Wostiminsicr™ while the Welsh Assembly can
only legidate in those areas that are specificaly delegated to it by the Westminster
government. Another power that the Scottish Parliament has which the Welsh Assembly does
not have, is the power to tax, athough its power is limited: it is allowed 1o *add or subiract up
1 3 penee in the pound on ingomc dax™, Furthermaorz, o has the power do “make civil and

198 | affin and Thomas (1999); Prestwich and Taylor (1990); Van den Berg, Braun & Van der Meer (2007)
1% King in Fossati and Panella (1999); Loughlin (2004)

1331 oughlin (2004)

1% Office of the Deputy Prime Minister (2006b); Loughlin (2004)

1% \/an den Berg, Braun & Van der Meer (2007)
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criminal laws™ % The policy areas that are at the core ol the central eovernment’s authority
remain with the Westminster government, such as the defense policy or foreign affairs.
England does not have a separate Parliament or Assembly for the English territory because
the centra (UK) government is aready situated there and there is no uniform desire to create
such aleve of government for England for now. What has been created in England however
is the Greater London Assembly, in 2000. A Joint Ministerial Committee is being used as a
“Tarum for contral-regional relalions” and 13 made up of the “UK pome mimster; the Scoliigh,
Welsh and Northern Irish secretaries of state; and the Scottish, Welsh and Northern Irish first
ministers, pluz the relevant UK cabinet mimisters,” Due 1o the dilference: o poveer and
functions of the different members of this committee, Laffin and Thomas believe that it is
very likely that the intergovernmental relations will take the form of bilateral relations
between the “devolved admmisiralions and the English deparimenls ™ A development thal
mghl tenforee (his s the “concordants™ thal ame simned between the three Sdevelved
adminiztrations” and the central govenunent. Thase are asreamenis 1hal serve as “es ressions
ol worthy mient, and they depend on bolh sides” willingness 1o be cooperanve and make
coneassions lo The other, ™" Not only the Scottish Parliament or the Welsh Assembly have
competencies only in those areas that have been alocated to them by the central government,
but this also goes for the sub-centra levels of government. The by-laws that are proposed by
sub-central governments cannot be adopted unless they have been approved previoudy by the
central government.'*®

The United Kingdom does not have a written constitution. As more and more Communitary
law had 1o be implementad in the TTK, thiz staried a “process of consiitutional codilication”™.
This process was started by the Labour government, which initiated a reform program of the
comsliiutional structwre by means o devolulion. Az a congequence, “he T'K acquired more
written elements into its constitution because the powers and responsibilities of governments
are now codilied 10 an unprecadented extent” '

The North-South divide

An impentant leature of Trban Policy in the Thiled Kingdom is whal 18 called the “~North-
South divide”, This refors wo the Tact thal the souith-east of England is much more affluent than
the rest of the country (and Scotland and Wales). The prosperity in this region caused people
to move to this region to find work there. The high level of unemployment in their region of
origin was due to a changing economy that was driven by other types of industry than those in
which the majority of the people were formerly employed, such as steel and mine industries.
In order to be able to control and steer these movements, the central government adopted
severd acts that gave the government control over the development rights of undevel oped
land and placed the decision-making in the hands of loca governments. The plan was to
create eight New Towns, in which people could live and work, thereby spreading the
population over a bigger areainstead of concentrating it in and around London. The execution
of the development of these New Towns was left to development corporations. The
government continued to actively steer urban development with the New Towns programs
until 1978. The focus then shifted to the inner cities of the bigger cities with the Inner Urban
Areas Act. According to Prestwich and Taylor, the government succeeded in spreading the
population over a bigger area but it did not stop the movements of people from the North to
the South. In the 1970s, the central government started adopting several acts that were aimed

1% Benyon (2000); Laffin and Thomas (1999); Loughlin (2004); Prakke in Prakke and Kortmann (1993);
Schobben (2000)

197 affin and Thomas (1999)

1% prakke in Prakke and Kortmann (1993); Schobben (2000)
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al the renawal ol housing thal was consulared “msatisfactory™. An example ol this 15 the |30
Housing Act, which set up a structure of three types of grants. improvement grants,
intermediate grants; and repair grants. Since then, this system has been changed to a single
grant structure and a decrease in the percentage of the total costs that the grant covers. An
issue related to the migration to the south of England is the rise in housing prices. Housing
prices rise faster in the south than in the rest of the country or in Scotland or Wales, which
only increases the divide. A reason for the increase in housing prices is the fact that private
investment in urban areas has increased, which was stimulated by the centra government.
Since the south-east of England is the region where the most important industries of the
United Kingdom are located and people more there to find work, it seems no surprise that the
British government used the Growth pole model by Francois Perroux to shape its regiona
plammimyg policy, A “growth pole’ 15 5w indoshy (or a group ol interrelaed indostnes) which
grows more quickly and to alarger size than other industries, and which, because of its strong
linkages with other industries and sectors of the economy, has a propulsive impact on national
aronvlh,” The consegquence of [he role of tus mdusty s that the locanon ol that paracular
mdusty becomes mportant because “much of the prosperity that it generates will be spatially
restricted so that its local region may ecow niore rapidly than sureounding regions. 2%
Mlvrdal's “process of conwlative cavsation” also seems o apply 1o the Bridish sitvation in tha
senza that “the aeowll region will attract into it labour, capital and commodities from other
regions, and its goods and services will out-compete the production in these other regions so
that the ladter 2lip even [uriber belund.™ Thease are two models hal are pan of a aroup of so-
called ‘centre-penphers models™. In these models, the centre is the prosperous area of a
country and an important factor for the national economy, while the periphery are those other
areas of the country that are doing less well and are trying to catch up. The centre-periphery
models can al be placed under the heading of models of spatial inequality.?®*

Closing the gap
In recent years, several institutions have been set up on aregiona level to help decrease the

North-South divide. In 1998, the Regional Development Agencies Act was adopted. This act
has resulted in the establishment of eight Regional Development Agencies in England. The
same act also provided for the created of Regional Assemblies. An example is the North East
Assembly that was created in 1999.% In 2004, the Northern Way was started. This is a
partnership between three Regional Development Agencies in the north of England:
Northwest Regional Development Agency, One Northwest and Y orkshire Forward. The am
of this partnership is to decrease the gap of the North-South divide through the execution of
its Growth Strategy for the North of England. The Growth Strategy aims at increasing the
economic output of Northern England, with the intention of creating equa levels of output
throughout England in a period of 25 years.”®®

Financial decentralisation

Prostwich and Tavlor argue (hat "o undersiand ihe rosource allocation gvatzm ¢l the oy
means to understand the values and goals held by the various urban managers. In the public
sector, the colour of the government is a determinant lactor™ bul also thal “whatever the
political colour of the government, their policies will contain a social awareness, a realisation
that resaurces should be dirccted tovards a common good,™ These slatements could cagily be

2% prestwich and Taylor (1990); King in Fossati and Panella (1999); Le Galés (2002)
2! prestwich and Taylor (1990)

222 Benyon (2000); North East Assembly (2008); Schobben (2000)
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expanded to the higher levels of government.®® The different countries of the United
Kingdom “are almosl entirely [inancially depadent o ihe central sovernment™ and raceive
block grants. Scotland and Wales receive more of these grants than (certain parts of) England,
as these areas are less prosperous than the south-east of England.”® The sub-national
authorities do have other revenue sources. In England and in Wales, the locd authorities have
three main sources of income:**®

- Government grants;

- T.ocal “rates” "which are paid by the occupiers of non-agricultural Tand and buildings™,

- Other income;

Accounting for about 40% of the total income of local governments, government grants are
the most important source of income. The examples that are given of other sources of income,
which make up 20% ol the wlal income, gre “service charges and renls from houses and Nals
owned by the authonies™ A problem with the lacal “rales” 15 (hat they are based on the valug
of the property, which is not revaluated on a regular basis like it should be. That means that
the amount of tax that is due is not based on the correct value of the property. On the other
side of the balance sheet, staff costs explain for 70% of the total amount of expenditure. In
some areas, the loca authorities join forces to use their resources to provide services,
although they normally take care of their own finances separately. This type of co-operation
takes place from the economic point of view that it would be cheaper for the individual
authorities to jointly provide these services®’ The councils usualy appoint a finance
committee that is in charge of controlling the local finances, athough the council itself
remains responsible for setting to overall budget and the level of the rates. In case a council
does ned Tullil s “statulory doty ™ accordingly, the ceniral gosernnient is able o uarvene hy

“appointing commissioners o dicecting tat it be carrizd oul by another council™.?%®

Local property tax

A poll tax was introduced in Scotland (1989), England and Wales (1990) which replaced the
domestic property rates. This new poll tax was charged on every adult instead of per
howsehold, and consisted of a [1al rale 1ax on adulis, with local awhorilies seling the 1ax per
head in thewr areas.” People wilth a low income received payments from the government in
order to be able to pay this tax. This system was not received well with the public and it was
aready in 1992 that this tax was replaced again by another type of tax: the council tax.?® The
council tax divides proparty values inwe eighl ‘hands”. which are called “Band A 1o H'. Band
I3 s e standard and “local autheritios sl he rate of council 1as in heir own areas Tor
propeciies i Band D7 Troperiies in band A 1o € are charged a lower percentace of this
amount, while the properties in bands E to H are charged more than the amount set by the
local authorities for band D. That is because the value of the properties in bands A to C are
lower than that in band D, while those in band E to H are higher. In 2005, another band was
added lor Walcs: band T Ag a conzeguenes, “within any authority, the council 1ax bill seni 1o
cach home in cach band is the same. 7210 So-called ‘one-aduli houschalds® are entifled o a 23
per cent discount on the bill. In this type of tax system, the value of the property is not
revaluated on aregular basis; in fact it is not revaluated at al. The reason for thisisthe claim

20 prestwich and Taylor (1990)

205 affin and Thomas (1999)

2 Martin Karloff (1987); King imn Fossati and Tumelia 1950 ): Prokke in Frabbe wxl Kormeaon 1503 Rales®
the name for the local property tax.
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that a lot of properties would be valued in the same band, thereby distorting the system. This
does make it susceptible to the same value-indexing problem asin other systems.

Sub-national governments do not have as much freedom to set tax rates as they used to. In the
D803, the ecentral aovernment infraduced Yeapping™ 1o limil public spending, The ceniral
government approves the budget proposas of the sub-national governments each year. If the
central government orders the sub-national government in question to lower its budget, this
means that the proposed tax rate will also have to be lowered.?*

Locda business tax is not levied directly by the sub-national governments, but is collected by
the central government and is then distributed among the different areas. This means that
there is one uniform tax rate for all jurisdictions.

Grants

In 1998, grants made up more than half of the total revenues of local governments. These

orants can e divided inlo genaral and specilic grants. “General granis 10 local aulioritiss are

pard onoan equalisalion granl scheme known as the revenue supporl granl (RSG)y () The
operalion of the RSG has Tour steps, ay follows; ™23

- The centra government decides how much money the sub-national governments need to
provide their services,

- It then decides how much revenue the sub-nationa authorities could get from the different
bands in the council tax system;

- Next, it caculates how much money the sub-nationa authorities will receive from their
share of the business property tax;

- The amounts of money in step 2 and 3 are added up and deducted from the amount of
money in step 1. The difference is then compensated by the central government by means
of agrant: the Revenue Support Grant;***

The amounts in step 1 are calculated by making the so-called Standard Spending A ssessment

(SSAs) which is a five-step procedure that generally follows the same lines as the four steps

described above. The total amount of spending that the sub-national governments are alowed

to do according to the central governments calculations is divided into seven groups of
services. Per group, the central government calculates how much of the expenditure is
covered by specific grants it provides to the sub-national governments and groups the rest of
thz expenditure under ihe heading “conirol 1olal”. The central sovernmeant can inlluence the
grants it has 1o pay “by changing he allocation™. The most diflTcull part. a3 well as the maost
debated part, is caculating how much money the sub-national governments need to provide
the different services. King explains that the amounts of money needed to provide a service
might be higher in one jurisdiction than in another due to, for instance, differencesin labour
costs even though all the other factors are the same. This in turn would lead to a higher
expenditure on this group of services than in other jurisdictions and they would need a higher
grant from the central government. For this reason, it isimportant that the central government
chooses the right method for measuring the necessary level of spending by the sub-national
sovernmentd, A method that was weed belore was a Yrezression analysis with many

independent variables™, However, problems relaied (o the vse of that method meant that i

“I21 from favour”, T case ol high Tahour cosis. the contral govemment mereases the S5A lor

that particular jurisdiction.”*> The SSA method was highly criticised and a proposal to reform

the system was discussed in the House of Commons in 2002. The aim of the reform was to

21 King in Fossati and Panella (1999)
%2 King in Fossati and Panella (1999)
23 King in Fossati and Panella (1999); House of Commons Library (2002)
214 King in Fossati and Panella (1999); House of Commons Library (2002)
15 King in Fossati and Panella (1999); House of Commons Library (2002)

34



“nerease the prediciahility and stabiliey ol Tocal auilorty funding”. The proposal included he
option of extending the annual assessment to a three-year assessment, thereby giving the loca
authorities more certainty. The existing formulae for cal culating the RSG were considered to
be unfair and difficult to comprehend.”® The SSA was replaced by the Formula Spending
Shares (FS5) in 20032004, Tn 20062007 ilus syalem waz onee again replaced by (e “Tocal
Govermment Finance Seitlement’ 2

According to King, the reforms that have been implemented over the past few decades have

weakened the position of sub-national governments. He gives three reasons for this:

- The structure of sub-nationa government is chaotic which makes it difficult for people to
understand what the tasks of the sub-national government actualy are;

- The structure of sub-nationd government does not adlow them 1o “respond more
elMecuvely 1o vanving preferences™,

- The single-tier structure of sub-nulional povemmen| reguires the ereation ol “jomi
boards™. Thase boards are not accountahle o the citisens of e jurisdictions h which they
operate, thereby creating an accountability problem. Therefore, using a single-tier
structure of sub-national government is questionable;?*®

In addition, he mentions that there are two financial changes that have weakened the position

of the sub-national governments. a decrease in the revenues from local taxes, and the use of

capping, which has limited their freedom to decide on their expenditure and tax rates. Several
reforms he suggests in order to strengthen the position of the sub-national governments are to:

- Replacethejoint boards by directly el ected authorities;

- Increase the tax-raising powers of sub-nationa governments,

- Create aloca income tax;*?

%18 House of Commons Library (2002)
217 Department for Communities and Local Government (2006)
28 King in Fossati and Panella (1999)
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6. The Netherlands
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Figure 6.1 The Netherlands220

Urban Policy

The population growth of the big cities has seen some changes over the past few decades. Up
to the 1960s, the cities grew due to the industrialisation process. In the 1970s people moved
away from the cities — *deindusirialization™ and “zubwrbarisation’ — only to move back again
at the end of the decade into the 1980s — “r¢-urbamisation™, Tn the second hall ol the 19490z the
country experienced economic growth but things turned around again at the turn of the
century, which lead to an increase in unemployment. A change in policy was made in the
1980s. Before then, cities were considered to be able to take care of themselves as they had an
important role in the national economy and were doing well. Attention was therefore paid to
the areas in the country that did not do as well and the policiestried to bring these areas up to
tha leveal ol the bie cilies. according o e “prociple of equily”. Tn the 1305, more altenlion
was given to the cities and several policies that affected cities were implemented, such as
“spatial policy, housing policy, whan renawal policy, traffic and transport policy, and socid
renewal poliey™ justead of [ocusing mainly on phyaical plannine %

In 1994, the Dutch government launched a policy that was “explicitly concerned wil tvpical
large city problems.”™ The aum ol ihe cendral governimant iq 1o “erzale the right condilions 1o
enable local authorives 1o tackls the pwoblems hemszlves. ” Tis role 15 a cnmdummg and in
gome areas a controlling, part but the cities have 1o give substance 1o the palicy ™ Tn 1908, 2
gecond Lerm ol thig *magor eily policy” was slarted. which 13 called *Grootstedelijh Beleid™ in
Dutch. A third term has almost been completed and the fourth one will start in 2009. The
initiative for this policy did not come from the government itself but from the four biggest
cities in the country: Amsterdam, Rotterdam, The Hague and Utrecht, al'so known as the G4.

220 Eyropa (2008¢)
221 \/an den Berg, Braun & Van der Meer (2007); Ministerie van Binnenlandse Zaken en Koninkrijksrelaties
(2006); Ruimtelijk Planbureau (2007)
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Thiz policy meant that the wdividoal cities made a “pecformance agreament” with e ceniral
government: a convenant. The performance agreement dealt with five topics:?

- Work and economy;

Y outh and safety;

(Health) care;

Quality of social and physical living environment;

- Education;

21 other big cities also signed a convenant with the centra government, thereby extending the
number of cities participating in this specific urban policy to 25. This number was later
extended to include 31 cities. The cities then drew up an action plan that stated how they were
going to reach the goals in these specific policy areas. These objectives were continued during
the second term of this policy. There were some changes in other aspects of the second term
of the policy, though, with respect to the first term. The objectives dealt with under the policy
were divided into three pillars. an economic pillar, a physical pillar and a social pillar and the
achion plans were replaced with “Tong-lemm developmen| programs” The fumding syslem way
also changed to fit the new long-term character of the programs. Funds were no longer given
to the individud projects as was the case during the first term, but they were used to fund the
long-term programs. The issues that were considered the most important and received the
biggest part of the funds changed per term as well. When a new cabinet was formed in 2002,
the attention for urban policy diminished and the policy was transferred to a different
Ministry, halfway into the second term.? Van den Berg, Braun and Van der Meer argue that
it is difficult to conclude whether or not the execution of these long-term development
programs was a success due to a lack of clarity of the goas as well as the fact that no
measurements were made at the start of the programs so that is not possible to see how they
have developed. As a result, they say, the development plans of the different cities looked
very much alike, too much in fact.

Broad Specia Purpose Grants

Another reason why the action plans and devel opment programs have not been as successful,
thay  helieve, is  because e ‘Broad Special Twpose Granls”™ (BSPGO - Brede
doeluitkeringen®®) that were supposed to give the cities more freedom in spending the
resources transferred to them from the central government, have not been created as much as
was intended. In fact, they can name only one example of a BSPG that was created during the
first and second term. The aim of the BSPG was a more integral approach to the policy,
specificaly of the allocation of the funds. Different problems that were related to each other
could be dedt with at the same time by involving different policy areas. The reason for the
lack of use of RSP ix thal “participaung ministries are reluctant 1o bundle their own zpecial
grants info broad purpoze granta™ and “cach minisiry has 1tz own maniioring syefem”, These
last two problems were solved during the third term. The three-pillar structure that was
abandoned halfway through the second term was re-introduced at the start of the third term.
The BSPG system was adjusted to this pillar structure by setting up three BSPG, one for each
pillar. The municipal authorities have more financid security as well, because the BSPG are
alocated for a five-year period.®® The eitica continued to draw up a ‘Tona Term

22 \/an den Berg, Braun & Van der Meer (2007); Hendriks in Loughlin (2004); Ministerie van Binnenlandse
Zaken en Koninkrijksrelaties (2004b); Ministerie van Binnenlandse Zaken en Koninkrijksrelaties (2006);
Ruimtelijk Planbureau (2007)
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224 Ministerie van Binnenlandse Zaken en Koninkrijksrelaties (2004a)
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Deselopment Program™ o thalr particular ity Lo stale heir intentions [or thal comuote 1@
This means that the cities can give more attention to a certain issue if that isa big problem in
that city, while another issue might not be a problem at all and the city will not have to spend
funds on that issue. The specific situation of each of the cities is more taken into account. The
Ministry of the Interior and Kingdom Relations is responsible for the overall coordination of
tha peliey “whilstl for cach BSTG one minigiry has been designated ag the co-ordinator,™ Tor
th “phvaical” BSTGL il iz the Minisiry ol Houging, Spatial Planning and the Environment that
i5 reeponsible With regard 10 he “ceanamie” BEPG. the State Seerctary Tor Econamie AlTairs
is the coordinating authority. The Ministry of Government Reform and Kingdom Relations is
occupicd with the ‘social” BSTG. which not only includes the social aspects but also
integration and safety. Other ministries are involved in other areas of Urban Policy.”® The
five main objectives of the third term are®":

- Improving objective and subjective safety;

Improving qudlity of theliving area;

Improvmg “socielal gqualilyv’;

Attracting medium and high-income groups to the city;

- Stimulating economic growth;

The city council of Rotterdam, on behalf of the G4, has requested to the centra government
that it would give them more freedom and competencies to dea with problems in their cities,
given their special position amongst the big cities. In 2004, the central government complied
with s request by adopling fhe “Umbrella and Exceplion Acl  (Vareamal-  en
Uitzonderingswet).??®

The fourth term of Urban Policy

According to a study that was done by the Dutch Ministry of the Interior and Kingdom
Relations, the current problems in the big cities will most likely only aggravate in the coming
years. These problems include inequality and segregation between different population groups
that live in the cities; a shortage of affordable housing; a stagnation of economic growth; an
increase in differences between cities; and stagnation in population growth. The government
therclore belicves 1l shauld ake actian in the areas ol “leaming”. “workig”, “living” and
“salely”. In other words, making swre there 1z 2nough {allordabla) lowsing, creating jobs,
schooling people so that they have a good job perspective, and creating a safe environment for
the people to live in.?* The Dutch Spatial Planning Agency argues in favour of more
differentiation and selectivity for the fourth term that will start in 2009. This means that only
the biggest problems will intend to be solved and each city should use an approach that works
for that city instead of using the same approach for all cities. Also, the solution to problems
should be looked for on a regional scale and not just on an urban scale. Another important
suggestion they make is to regularly evaluate whether or not it is still necessary to run this
policy program in all the cities that are participating in it. If the evaluation shows that in a
certain city it is no longer necessary to run this program, than it should be terminated in that
particular city. Differentiation and selectivity should also be applied when it comes to
successful, prosperous areas. Other cities should try and find their own source of success
instead of copying that of those successful cities because what worked for those cities may not

226 Ministerie van Binnenlandse Zaken en Koninkrijksrelaties (2004b)

227 Ministerie van Binnenlandse Zaken en Koninkrijksrelaties (2004b); Van den Berg, Braun & Van der Meer
(2007)

28 Ministerie van Binnenlandse Zaken en Koninkrijksrelaties (2004b); Ministerie van Binnenlandse Zaken en
Koninkrijksrelaties (2006); Van den Berg, Braun & Van der Meer (2007)

22 Ministerie van Binnenlandse Zaken en Koninkrijksrelaties (2006). These projections are made for the period
2009-2015.
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work for them. The four biggest cities, the G4, have a special role in this policy because the
problems in these cities also tend to be bigger.”* Judging from past experiences, it is not
likely that a policy on amore regional scale will be received well among the population of the
bigger cities. In the mid- 19904, the govermmment came up with a proposal 1o creale cily-
provingss” in Amaterdam and Rollerdam, A referendom was hield in Amsterdam on the issag,
The population woled massively apainzt the crealed ol a "cibv-provines” i Amsierdam, The
same occurred in Rotterdam. Still, the central government is now urging the authorities of the
cizg parbeipating in the naticnal wrban poliey pregram 1o take he “regional scale” ol their
policiesinto account. "

Administrative system

The legal structure of the Dutch administrative system is more than a century old, meaning
that the sub-naiomal levels ol sovermmen| ~“co-operate with the central government in the
execulion of legislation.”™ An example of tns wouold be the Law oo Spatial Plannine (Wet op
de Ruimtelijke Ordening). This law stipulates that the municipalities have to draw up a plan
for the spatiad planning of their jurisdiction.”®* The Dutch administrative system is usualy
described as a “decentralised unitary siae’. T ois wiade up ol three lavers, the centra
government and two sub-national layers of government, which are the 12 provinces and the
municipalities. In other words, it has a three-tier structure. The relationship between the
central government and the provinces and the municipalities is laid down in the Provincial
Law (Provinciewet) and the Municipal Law (Gemeentewet). These laws also describe the
composition and competences of these administrative bodies. The Municipal Law provides al
the municipalities with the same legal base to operate. The municipalities are free to decide
for themselves how to organise their administration. They do, however, have to execute
legidation that has been adopted by the centra government. This limited level of autonomy
means that the municipalities can decide how to handle their own affairs within their
qurisdiction and can decide “whather or nod they wanl 1o parlon a cerlain 125k and how they
wiould do this. Az Tone as they “ake account of lezizlation passed by higher authondes, ey
are free to do and allow anything thal they consider necessary and uselul™. This means that
municipalities — as well as the provinces — are allowed to set their own rules that are vaid in
their jurisdiction only. This situation leads to what Neelen, Rutgers and Tuurenhout call
Judicial pluralism’. These wo leawres of the mundcipalilies are Taid down e the Duich
congtitution and are typical of the Dutch administrative system. The relationship between the
three levels of government is based on consensus between the parties involved and is a typical
example ol a “consensus model of democracy” as dalined by Lijphare Two tvpical feawres ol
this model are power-sharing and decentralisation This “cullure of dialogoe’ also exwends 1o
the sociad partners: the employer organisations and the labour unions. This form of
ceoperalion and negedialion iz alse hnown as the ‘polder model”,

The Municipal Law of 1851 was amended in 1994, which strengthened the position of the
municipalities versus the central government, not just because of an expansion of rights and
freedom of the municipalities but also because the central government had to comply with
certain new obligations towards the municipalities. This law only sets main guidelines on the

20 Ruimtelijk Planbureau (2007); Ministerie van Binnenlandse Zaken en Koninkrijksrelaties (2006)
Zlendriksin Loughlin (2004); Office of the Deputy Prime Minister (2006a); Ministerie van Binnenlandse
Zaken en Koninkrijksrelaties (2006); Van den Berg, Braun & Van der Berg (2007)

ZZMartin Karloff (1987); Hiemstra (1999). In Dutch, this type of co-uprtict is valled “medehewind ; Meclen,
Rutgers & Tuurenhout (1999)
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structure of the municipal administration and gives the municipdities a fair amount of
freedom to shape their administration as they see fit.**

Organs of sub-central governments

Both the municipalities and the provinces have three main organs. an executive board, a
council (in the case of a province it is caled an assembly - Provinciale Staten), and a chief
cxeculive which iz named 3 mavor (in monicipalitics) or a Queen’s cammusziongr (in
provineesy Tnohe country’s two biggest eitics and munmcipalilics — Amsterdam and Rotterdam
— the municipal wreitory 15 divided ivo different arcaz and cach arca has 117z own coungil
(dedraad). The mayor is appointed by the central government and is not elected by the public.
In the larger cities it is quite common that the mayor is someone who has experience in
national politics. The executive boards are responsible for the daily administration and draw
up the budget. These budgets then have to be adopted by the council/assembly and approved
by ahigher level of government. In case of the municipalities, their budget has to be approved
by the province. The provinces only have the central level of government above them, which
is responsible for the approval of the provincial budget.”** The executive boards of the
municipalities are made up of the mayor and aldermen, whose number depends on the size of
the municipality. The mayor is responsible for public order in his municipaity, while the
aldermen are each responsible for one or more policy areas. The executive boards of the
provinees are b2 “main orean of co-administration of national law™ and they have tiree
special tasks:?*

- supervision of municipal activities;

- supervision of water control works;

- resolving administrative differences in those cases provided by law;

One of the special tasks of the Provincial Assembly is to elect the members of the Dutch
Senate, as they are not directly chosen by the public.?

Theincome of the provinces comes from four main sources; %’

- agrant from the Provincial Fund;

- acentra grant for roads;

- feesfor provincia documents and services;

- income from provincia property;

The Chugen’s commissioner (Commissaris van de Koningind has a dual role in that he 18 ool
just the chief executive of the province but also arepresentative of the central government at a
provincial level. The emphasis is on his task as the chief executive of the province,
however.”®

Financial decentralisation

The budget of municipalities comes from a very big part from the centra government: over
80-90% of their income is transferred from the central government, either directly or
indirectly. The majority of this percentage comes from sums of money that was assigned to
them by the Municipa Fund. This fund is made up of tax revenue from certain taxes that are
collected by the centra government. How much money each municipality will receive from
this fund is established on an annual basis by the central government in conjunction with the

ZBMartin Karloff (1987); Hendriks in Loughlin (2004); Hiemstra (1999); Neelen, Rutgers & Tuurenhout (1999);
Schobben (2000); Van den Berg, Braun & Van der Meer (2007)

23 Hendriks in Loughlin (2004); Martin Karloff (1987); Neelen, Rutgers & Tuurenhout (1999); Van den Berg,
Braun & Van der Meer (2007)

2% Hendriksin Loughlin (2004); Martin Karloff (1987); Neelen, Rutgers & Tuurenhout (1999)

2% Hendriksin Loughlin (2004); Neelen, Rutgers & Tuurenhout (1999)

27 Martin Karloff (1987)

28 Martin Karloff (1987); Neelen, Rutgers & Tuurenhout (1999)

40



national Parliament. Other sources of income for the municipalities include local taxes,
municipal proparly as well as “zrants for specilic purposes”™ that arz ranalerred o them by the
central government. This system was dtered in 1997. Before, the allocation of funds was
based on the population size of the municipalities. The expenses of the municipalities did not
play a role in thiz calculaiion The change: thal were made mean that now “hall’ ol the
resources are dependent on the social structure (30 per cent) and the functioning as a regional
contee 13 per conl})” Thig new system also made in casicr 1o make tranalers *lrom relatively
rich 1o reatively poor municipalitics 1the large ones among them), "2 Nonatholess, by
international standards, Doteh lacal auhortics have relaiively Timited own tas revonues, £, )
On the other hand, total revenoes are relatively high (3 7 Due 10 the important role of co-
government, there is an interdependent rel ationship between the municipalities and the centra
government: the central government needs the local governments to implement its policies
and the local governments need the central government for a considerable portion of its loca
resources. That Dutch loca authorities have relatively high total revenues means that they
have a 12% ol momey o spend “despile the el thad they have fewer of their own resources to
spend,”

Municipal co-operation

When municipalities are unable to provide certain services themselves, they can co-operate
with other municipalities, which will take the form of a corporate body or ajoint arrangement.
In case the co-operation deals with important tasks, the co-operation will take the form of a
corporate body. A joint arrangement is made when it relates to tasks that are of lesser
importance. The legal basis for these types of co-operation among municipalities is the Joint
Provisions Act (Wet Gemeenschappelijke Regeling). In fact, the number of municipalities has
decraasad considerahly i the 19905, 10 order 1o “increase the scale and ellectiveness ol local
oovermuznl”. Hieher levels ol aovemmeant have control over the monicipalities and provinces
in two ways. ‘represaive’ and “preventative’. An example ol repressive contrnl 15 when a
decision by the muonicipal boand 15 annullad because il s considared o be “illeeal or nod in the
general inerast”. The hicher levels o) governmen exercise presentalive conlrol when they
have to give their prior approval of, for instance, tax by-laws to the municipalities or
provinces. Other examples of control of the central government over the municipalities, which
also count for the provinces are the fact that it appoints the chairmen of both boards by roya
decree and that is can alter the boundaries of the provinces or municipalities by law.?*

“®Hendriksin Loughlin (2004); Martin Karloff (1987); Van den Berg, Braun & Van der Meer (2007)
#OHendriks in Loughlin (2004)

2Hendriks in Loughlin (2004); Martin Karloff (1987); Neelen, Rutgers & Tuurenhout (1999); Van den Berg,
Braun & Van der Meer (2007)
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7. Comparison and Conclusions

Comparison
Cities and the urban region in which they are situated are important factors in the regional and
national economies and therefore, indirectly, of the European Union. On the downside, these
cities are dso facing the bigger problems related to traffic, crime, unemployment and the
environment than the rest of the country. Since these problems could disrupt the contribution
of these cities to the national economies, if is important to develop a policy that addresses
these problems: an urban policy.?*? “The ultimatz aim of reeional and urhan policy is lo solve
the problems of divergence that necessitated the policy in the first place — once the problems
are solved there will be no further need of government assistance since convergence will have
bean achievedd™ This sitwaticn will naver be achieved throwehout the country though, becanse
while problems may have been solved in one area, similar problems will arise in other aress.
Thiz is because “recwonal and urban disequilibnia are economically and spatially endzmic in
the economic development procass. ™2+
Of the three countries that have been discussed, all are unitary states and only France has a
strong intermediate level of government: the region. This means that France has four
government levels, while The Netherlands has three and the United Kingdom has two.
Grants play a very important role in the finances of sub-central governments. It is generally
agreed that grants from the centrad government to sub-central governments serve three
purposes?**:
- provide a balance between intermediate and local government revenue and expenditure
responsibilities;
- egudisedifferencesin fiscal capacities and/or expenditure needs;
- help modify the provision of socia or public goods in accordance with external spillover
effects;
Depending on the am of the grant, the centra government can provide the sub-nationa
governments with different types of grants, such as block grants or specific grants. The sub-
central governments may use block grants for whatever purpose they consider necessary,
while specific grants — as the name of the grant implies — may only be used for that specific
purpose that the central government has allocated. The specific grants are paid to those policy
areas that are usually decentralised, such as education, transport, culture, housing and health
and social services. These grants make the sub-central levels of government dependent to a
certain extent on the central government for a part of their income. In order to give the sub-
central governments more freedom in spending their resources, the centra government can
change the specific grantsinto block grants.?*®

In order to answer the sub-questions that were posed in the introduction of this thesis, the
three countries that have been studied will be compared. Based on the answers to these
questions, T will conclude wheiliar or uotl e hy pothesis “Decentralisation of governance of
Ilhan Policy leads 1o wmore allicient convernance ol Urban Policy™ holds Lrue.

242 \/an den Berg, Braun & Van der Meer (2007)
243 prestwich and Taylor (1990)

24 Fossati and Panella (1999)

2% Fossati and Panella (1999)
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Sub-questions:

1. What developments can be identified at a European level when it comes to
decentralisation of gover nance of urban policies?

Multi-level governance has become increasingly important in the European policy-making
process The “old” national admimisirative structures have been complemented with g
European level of policy-making, which means that the Member States are no longer the
highest level of policy-making. With this development, they have aso lost some power in this
policy-making process. Even if they are still the ones who, using an intergovernmental policy-
making approach, make the decisions and reach agreements in many policy areas, they have
to share this role with their other European colleagues and are no longer able to decide purely
Mot thernselves “Apart rom the inTuence of nabional govemments, EL ¢y are imereasmgly
allected by supranational policy (. )7 2%

The European Commission sees its role in urban policy as a supporting, complementary one
to the Member States because it believes that the Member States have better understanding of
what their problems are and what they need to solve them. The European Commission
therefore prefers to limit its role to providing the Member States with the right tools to try to
solve these problems. These tools come in the form of the URBAN program, the Structural
Funds and forums for the exchange of experiences and best practices. The execution of these
programs is left to the Member States, preferably to the lowest government level. As these
programs have developed, they saw more involvement of private actors. The Member States
actively pursued this type of involvement. Sub-centra levels of government have picked up
on this development and are trying to increase their influence on the policy-making process
by establishing representational and lobbying offices in Brussels. They have also increased
the exchange of information among them. Throughout the years, both the European level and
the local authorities have become more important in the policy-making process, and so has the
role of the private actors.

2. To what extent can we speak of a decentralised urban policy in France, The
Netherlands and the United Kingdom?

What government level(s) is/are responsi ble for implementing urban policy?

In The Netherlands, urban policy isimplemented by the Ministry of the Interior and Kingdom
Relations. This ministry is responsible for the overall policy and the coherence between the
three pillars of the policy. The ministers of the particular ministries that deal with policy areas
that are part of the physical, economic and socid pillar of the urban policy are responsible for
that part of the policy.?*” A specific ‘lang-1erm develapment program’ i3 draven up lor every
city between that ¢ily’s local anthontics and e cenlral governmeni

g Lo dhe French practics of *dual represemalion” and “mwliiple aflice holding the division
of tasks is blurry. In many cases, tasks and responsibilities overlap. At a nationa level,
however, it isthe Ministry for Cities (Ministére du Logement et de la Ville) that is responsible
for urban policy implementation. It is aided in this task by the Déégation Interministérielle a
la Ville, the Comité Interministeriel des Villes and the Conseil National des Villes?*

In the United Kingdom, it is the Office of the Deputy Prime Minister that is responsible for
the implementation of urban policy. This department has been established in 2002, under the
Labour government.?*°

26 \/an den Berg, Braun & Van der Meer (2007); Loughlin (2004)

247 Eyropean Urban Knowledge Network (2008a)

%8 Eyropean Urban Knowledge Network (2008b); Van den Berg, Braun & Van der Meer (2007)
2% \/an den Berg, Braun & Van der Meer (2007)



What government level (s) execute(s) urban policy?

The development at the European level of involving more local partners can also be seen in
the United Kingdom. What is important to note about this development is that these local
partners are private partners, which creates the so-called “public-private partnerships’ 20 In
the Netherlands, the local authorities of the 31 cities that participate in Dutch urban policy are
responsible for executing the policy, in collaboration with private partners.?>! The Dutch local
governments have more freedom to do as they see fit than British and French local authorities
do, as Dutch law gives them the right to operate in every policy area unless the policy areais
the explicit competency of the central government. In the municipalities, the aldermen are the
ones who are responsible for the different policy areas. In contrast, British local governments
only have powers in those areas that are explicitly allocated to them by law. In the United
Kingdom the loca authorities are responsible for the execution of urban policy and seek the
help from private partners in the form of public-private partnerships to do this.

What government level(s) take(s) the decisions on the allocation of financial resources for
urban policy?

In the Netherlands, the municipalities are strongly dependent on the central government for
their local revenue. The central government decides what share of the tota amount of funds
from the Municipa Fund is given to each municipality. Once the municipalities have obtained
the funds, they are relatively free to decide what to spend it on. With the introduction of the
Broad Special Purpose Grants and the wider application of them during the current term of
urban policy, the freedom of the municipalities only increases.

In France, the centra government has a large influence on the sub-national governments. The
common practices ol *dual representalion’ and *multiple allice holding” are imporiant causes
for this situation. In France, in accordance with the constitution, the sub-national governments
can decide for themselves what to spend their revenues on. They aso have extensive
autonomy on the setting of tax rates, on which they vote directly themselves. In case of
intermunicipal co-operation, decisions are taken on that scale. The Local Finance Committee
takes the decisions on transfers from the central government to the sub-national levels of
government. This committee is made up of representatives from the Parliament, the central
government and the local authorities.

England. Scotland. Wales amd Morthern Treland are “aluost andirely” dependan on the TTK
government for their revenue and receive block grants from the central government. The
method for calculating these grants has been changed two times in the past five years, in order
to make the system more comprehensible and fair. This adso goes for the tax on domestic
property, which has been changed twice in just three years and is now known as council tax.
Singe the infroduction in dhe [980: ol *capping™ ol taxes in order o limil public spending, the
sub-national governments have less freedom to set tax rates because the central government
has to approve their budget proposa every year. This has weakened their position in relation
to the centra government. The locd councils are responsible for setting the overall budget
and the level of tax rates within their jurisdictions.

Do local governments have the authority to levy taxes or other financial competencies?

In all three countries the local governments have the authority to levy local taxes. The most
important direct local tax they are authorised to levy is local property tax. In France, local
authorities can levy a locd business tax. There is a difference in whether or not local
authorities are allowed to set the tax rates and tax bases. In France, the local authorities can

20 \/an den Berg, Braun & Van der Meer (2007)
%! Eyropean Urban Knowledge Network (2008a)



decide how to spend their revenues and can determine the local tax rates themselves™?, but
the Parliament decides on the tax bases. When municipalities join forces through
fintzrconumunalily” they have laxine power and additionally recetve Tunds [row e ceniral
government. They do not have to account for these funds to the central government, nor to the
electorate. Locd taxation accounts for about half of the income of local governments in
France, while in The Netherlands and the United Kingdom only about 10 per cent comes from
local tax revenue.”*® France also has a strong intermediate level of government, the region,
which also has extensive powers to levy taxes. The regions can levy housing tax, property tax
on (non)-developed land, professiona tax, tax on car licences, immatriculation certificates,
tax on driving licences and additional tax on registration right. The lower levels of
government can aso levy housing tax, in addition to property tax on (non)-developed land
and the vignette automobile property transfer tax.?>* In The Netherlands, the local government
can levy environmental taxes, a surtax on motor vehicles, broadcasting licence fees, tax on
immovables, tax on benefits and tax on building sites. The local authorities in the United
Kingdom can levy tax on property and the so-called council tax.?>® The French sub-national
governments clearly have a lot more sources of own income than their Dutch or UK
counterparts do, which makes them less dependent on the central government, especialy
since it makes up amuch bigger part of their total income than in the other two countries.

Grants from the centra government form an important source of revenues for the loca
governments, with a percentage of total loca income ranging from about 35 per cent in
France to 80-90 per cent in The Netherlands. The total income of Dutch local authorities is
higher that that of British or French local authorities. They have more money to spend and
have a more equal relationship with the central government than is the case in the other two
countries. The latter is due to the practice of co-governance in the Netherlands, whereby the
local authorities are largely responsible for implementing and executing central government

policy.

3. What developments can be identified at a national level when it comes to
decentralisation of governance of urban policiesin France, The Netherlands and the
United Kingdom?

Has there been a shift of tasks from one government level to another over the past few
decades?

In 1985, the Joint Provisions Act was adopted, which enabled the Dutch municipalities to join
forces to provide certain public services. In the following decade, the number of
municipalities was reduced considerably, thereby increasing the scale, with the intention of
making it more effective.

The city council of Rotterdam has initiated a proposa for more competencies for the four
biggest cities in the country, known as the G4. When given these extra competencies, these
cities have more tools to try to solve problemsin their cities. In 2004, the central government
adopted a law that was based on the proposal of the Rotterdam city council and the G4 have
the extra competencies they have asked for in the proposal.

The Dutch Ministry of the Interior and Kingdom Relations has expressed the intention to use
a more regional approach to urban issues during its fourth term of national urban policy.

252 gubject to the restrictions mentioned in chapter 4.

28 \an den Berg, Braun & Van der Meer (2007). They note that when tax returns are higher, this does not
automatically mean that they have more autonomy since taxes are sometimes collected for the central
government at alocal level.
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Proposals in the past to create a city-province have not been successful, however. The
regiona approach should therefore be expressed through policy initiatives, not a change in the
administrative structure. >

A decentrdisation process in the 1980s in France resulted in the sub-nationa governments
taking on responsibilities from the centra government. The municipalities were given more
competencies. In 1999, the Chévenement Act was adopted to simplify the complex system
and replace it by three layers. It also provided the municipalities with the possibility of joining
forces to provide services that they could not provide individualy with the aim of creating
economies of scale and harmonise tax laws. During the second decentralisation process that
started in 2003 the regions were officialy recognised as government levels and were given
the main responsibility in certain policy areas. The aim of this second decentralisation process
was again to clarify the division of powers among the different government levels because the
1999 Chévenement Act was considered to have been unable to accomplish this.

When the Loca Government Acts of England, Wales, Scotland and Northern Ireland were
adopted in the early 1970s this created a new government structure. This change was deemed
necessary by the central government because the former division of powers and tasks was
wnclear and there were areas hal were ool ‘coverad by an awhorily ™. In Northern Treland the
consequence was that it now had a single-tier structure of 26 district authorities and the
central government took over the responsibility for many policy areas, although the execution
ol these Lagks was lell 1o "local ollices ol the department concarned or throueh area boards
responsihle 1o tham’. Tn London, the sub-national level of government has a different structure
than in the rest of England or the other countries. When the Greater London Council was
abolished in 1986, together with 6 metropolitan areas, there was no longer a metropolitan
level of government in the United Kingdom. Joint boards were created to take over the tasks
of the former Greater London Council. A similar development took place in Scotland, Wdes
and parts of England. A unitary structure with unitary authorities was set up in these countries
as wel and in England. there were once again ‘gaps’ in the provision of services by
authorities. For those areas joint boards were set up with neighbouring jurisdictions for the
provision of services.

Conservative governments in the United Kingdom have in the past adopted measures to
centralise urban policy. Another change they made was to shift the focus of projects from a
regionad to an urban level. This change included the abolishment of regiona planning
authorities and the creation of urban planning authorities. Under the Labour government the
regiona aspect was recovered with the establishment of Regional Development Agencies as
wdl as the reintroduction of metropolitan government in London with the establishment of
the Greater London Assembly in 1999. Northern Ireland™s siluation alse changed in [995,
after the creation of the North Irish Assembly and the North-South ministeria council. There
was still considerabl e influence from the UK government in London and the Irish government
through the North-South ministerial council, though. Especialy since it is only alowed to
pass secondary legidation and has very limited taxing powers. These limitations also apply to
the Welsh Assembly and the sub-national governments.

Has there been a shift in allocation of financial resources over the past few decades?

In France, the sub-nationa revenues increased due to an increase in grants from the central
government. These grants were transferred to the sub-national governments to compensate for
the loss of tax bases based on a decision from the Parliament. Even though this gives the sub-
national more revenues, it also makes them more dependent on the centra government.
Before, they would have an additional tax base for which they could set the tax rate

2 Hendriksin Loughlin (2004); Ministerie van Binnenlandse Zaken en K oninkrijksrelaties (2006); Office of the
Deputy Prime Minister (2006b); Ruimtelijk Planbureau (2007); Van den Berg, Braun & Van der Meer (2007)
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themselves. After the Parliament decided to cut that particular tax base, they received a
compensation grant, but they have to negotiate these grants with the Parliament and the
central government in the Loca Finance Committee. Government changes in the 1990s also
resulted in a change in the priorities for urban policy.?’

In the Netherlands, there has been a shift in issues that were considered a priority within urban
policy. During the first term of nationa urban policy, issues related to work and labour
received the most attention, Tn thi second Lerm, the Tocus shilled lo “improving the quality of
tha zocial and physical Tiving environment ¢f ¢itics,” Tn the curroni third torm zalcly i the
most important issue of the policy. The budget for urban policy has been lowered
considerably alier “the downiurn of the Dulch ceonomy ginee 20027 8 Less money is now
spent on urban policy and the issue that the money is spent on has also changed throughout
the years, depending on what issue was given priority.

It is clear that, in the United Kingdom, the colour of the political party that is in office
influences the amount of money that is spent on urban policy. Conservative governments have
decreased the budget for urban policy when they were in office during the period 1979-1997.
It also became more difficult for sub-nationa governments to obtain funds from the central
government for urban policy, as the criteria for being considered eligible for funding were
changed. Additionally, the Conservatives encouraged more private investment in urban areas.
Funding of urban projects therefore shifted from the public sphere to more private
involvement. Starting in 1997, when the Labour government took over from the
Conservatives, the budget for urban policy has been increased again, which has been
supported by other measures to increase the investment in urban areas. This also means that
the cities no longer have to compete as fiercely for central government funding.

Conclusion

What examples can be found in France and the United Kingdom that could serve as
cxamples of “best practiees” for The Netherlands?

Both in France and in the United Kingdom, the structure of government has been changed in
order to clarify the division of tasks and powers between the central government and the sub-
national levels of government. In both cases, the number of sub-national levels of government
was reduced. In France, the reason for the changes that were made was an overlap in tasks and
responsibilities between the different levels of government. In the United Kingdom this also
laved a rale, bul additionally, il Taced e problem of *gaps’ in the provision ol sericas 0
citizens. In both countries the municipalities have used the legal possibility to join forces in
order to provide services that they would not be able to provide to the citizens of their
jurisdictions by themselves, or at a much higher cost. Thisis an option that is aso available
and used a lot by Dutch municipalities. This shows that jurisdictions do not necessarily
operate most effectively when they are smaller but should be big enough and should have
enough financia resources for them to provide the services to its inhabitants.

Even though co-legidation is an important feature of policy implementation in the
Netherlands, this does not seem to cause the same problems with an unclear division of tasks
as in France of the United Kingdom. This might be due to the strong culture of dialogue and
consensus between the government levels in the Netherlands. The importance of the role of
the Dutch local governments has already proven itself with the initiatives that were taken by
the four biggest municipalities that lead to the adoption of legislation on urban policy. Asis
stated in the introduction, the Dutch municipalities are seeking more freedom to govern the
urban policy. Freedom to govern in this case means they want to be able to decide what to

%7 \/an den Berg, Braun & Van der Meer (2007)
28 \/an den Berg, Braun & Van der Meer (2007)
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spend their resources for urban policy on. In the current term of Dutch urban policy this
development could already be noted and is likely to continue in the next term, which startsin
2009. A more city-specific approach is also intended by the centra government, which means
that it is likely that the wishes of the Dutch municipalities will be incorporated into the new
term of urban policy.

The developments over the past few decades in France shows that a clear division of tasks and
responsibilities is very important and also less costly. The importance of own resources for
local governmentsis also an issue that becomes clear when looking at the French case. When
sub-national governments are too dependent on the central government through grants, this
may have serious financia consequences for taxpayers on anational scale.

The case of the United Kingdom shows that the reforms that have been implemented have
weakened the sub-national governments due to an unclear division of tasks as well as a
decrease in its own resources resulting in an increasing dependency on the central government
through grants. Urban policy cannot be implemented and executed effectively when it is
unclear what is expected of the sub-national governments and they do not have own resources
to execute the policy.

The principle of subsidiarity that plays an important role at a European level of policy-making
also has consequences for policy-making within the Member States. Policy should be
implemented and executed at the lowest possible level, which would mean that if possible, the
municipalities should implement and execute urban policy. In al three countries considered
here, one or more ministries of the national government are responsible for the
implementation of urban policy, while thelocal governments are responsible for the execution
of the policy, in co-operation with private (local) partners. When it comes to the projects that
are fundad by the EIINs Cohesion Funds, the emphasis on unplemeantation and execuiion al a
local level, with public-private partnerships, is more visible since it is a requirement for
obtaining these funds.

The two characteristics of multi-level governance — the central government is no longer the
central actor in policy-making and private actors are becoming more important — can also be
seen in dl three countries to a certain degree. In al three countries, private actors are indeed
becoming more important and are more involved in policy-making as well as the execution of
the policy. When it comes to policy-making, the central governments do still play an
important role in maintaining the coherence between the different elements of the policy and
transferring grants to the sub-national governments. It is especialy this latter role of the
central government that creates a dependency among the sub-national governments towards
the central governments.

Of course, the Netherlands could also learn from its own history of urban policy and
decentralisation. Proposals to change the administrative structure — such as the city-province -
have failed, while changes in the policy priorities in the different terms of nationa urban
policy have been less difficult to implement.

Changesin policy are less definite than changes in administrative structure therefore it would
be better to make changes in the government’s urban policy approach than in the
administrative structure. As shown by the cases of France and the United Kingdom, a clear
division of tasksis important for an effective implementation and execution of urban policy.
In accordance with Oates and King, policy can only be decentralised effectively when the
jurisdiction has sufficient own financial resources (and staff) to execute that policy.
Therefore, provided that the division of tasks between the centrd and the sub-national
governments is clearly defined and the sub-national governments have enough own financial
resources, it can be said that: Decentralisation of governance of Urban Policy leads to
mor e efficient gover nance of Urban Policy.
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