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EXECUTIVE SUMMARY

This study investigates the state and processes of decentralisation in EU Member States
to gain new insights into the functioning of decentralisation and processes supporting
it. The study first builds on the European Committee of the Regions (CoR) Division of
Powers portal, its decentralisation index and relation of this information to the ten
OECD guidelines for effective decentralisation as well as qualitative complementary
insights. Second, four case studies provide national and regional insights. Third, a desk
analysis of selected documents of the European Semester assesses the potential of the
European Semester to support governance and good policy implementation through
decentralisation. This is followed by conclusions and recommendations.

The overview of decentralisation in Member States reveals a significant variation in
the extent of decentralisation and across dimensions. Few countries have relatively
homogeneously developed decentralisation across dimensions and two countries stand
out as being particularly centralised. For most Member States the degree of
decentralisation is more mixed.

The first OECD guideline concerns clarifying the division of responsibilities between
levels of government. The analysis illustrates considerable variety ranging from
codification in the constitution, to intergovernmental agreements, sector specific
legislation or a combination of these, to assigning all responsibilities to a sub-national
level except for those explicitly conferred to other levels.

Subnational public authorities require capacity to effectively and efficiently manage
competences transferred to them. Capacity building is still needed for knowledge and
skills, but also for additional people in subnational administrations. A comparison of
local human resources with local competences indicates a positive correlation but the
variation is high, which suggests considerable mismatches between responsibilities and
capacities.

Developing adequate coordination mechanisms among levels of government is equally
important. It is frequently found in federal and unitarian countries with significant
decentralisation. The ability of lower levels of government to influence higher level
legislation is often enhanced by official representation and well-defined consultation
procedures. There can also be other channels as official representation is not a
guarantee for great influence.

Support for cross-jurisdictional cooperation concerns better horizontal coordination
with varying degree of formalisation. Examples in Member States include flexible
coordination arrangements, joint administrations, joint authorities, partnerships,
coordinated strategies and formal municipality mergers.

Effective decentralisation can also be achieved through strengthening innovative and
experimental governance, as well as increased citizen engagement. Demand seems to
be growing and has been addressed by some countries, though there are also reductions
In citizen participation. The degree of citizen engagement differs widely, from
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information on citizen perception and direct influence on policy decisions, to active
involvement in policy delivery, including local service delivery. Some experiments
could be replicated.

Decentralisation does not imply that all units of one administrative level have the same
responsibilities and/or sources of revenue. Instead, effective policy implementation
could involve asymmetric decentralisation, especially in federal countries where some
asymmetry is usual. Different forms of regions or municipalities with different powers
can be inherent in the constitutional division of responsibilities. There is also
asymmetric decentralisation through bottom-up processes, when lower levels of
government voluntarily introduce reforms or functional area partnerships are given
additional responsibilities. Depending on the process, such arrangements may be
temporary.

Improving transparency, data collection and strengthen performance monitoring is
crucial for citizens to understand government activities. This is closely linked to
capacity building of knowledge and digital skills, transparent policy making, target-
oriented data collection and meaningful monitoring. These increase transparency and
accountability to citizens. There are many examples for EU funding and programme
implementation.

Strengthening national regional development policies and equalisation systems aims
to reduce territorial disparities. Cohesion Policy is the EU’s overarching regional
development policy to reduce economic, social and territorial disparities. Some
Member States complement this with additional national regional development
policies. Fiscal equalisation takes place both vertically (between the national and
subnational levels) and horizontally (between subnational authorities).

The connection between decentralising responsibilities and corresponding financing
deserves special attention. This refers to two other OECD guidelines, to ensure that all
responsibilities are sufficiently funded and to strengthen subnational fiscal autonomy
to enhance accountability. Joint consideration of these guidelines is crucial to detect
‘unfunded mandates’. Different indicators suggest most Member States risk excess
responsibilities in relation to their revenues. Notwithstanding the indicator limitations,
at least five Member States have a considerable risk of subnational ‘unfunded
mandates’ at one or more levels or a dependence on national transfers.

The analyses illustrate, however, that unfunded mandates should not be assessed
statically. They are dynamic and subject to other influences, such as other reforms,
unexpected extensions to subnational administration tasks or structural changes
affecting public finances.

Other risks may be identified for local and regional levels of government separately.
Especially in Eastern Europe there are shrinking shares of local government
expenditure. For the regional level, the analysis suggests unfunded mandates in
centralised countries and, ceteris paribus, less developed regions.



The case studies on decentralisation in France and Romania have a primarily national
focus. The studies for Sweden and Italy start from the regional perspective and the
regions’ embeddedness in the national framework.

France has pursued decentralisation over the last 40 years despite major structural
obstacles. In 1982 and 1986 the Deferre laws limited the role of state control over local
authorities. About twenty years later further reforms created the legal basis for
experimental approaches, including local direct democracy and decentralised
competences. In 2022 further reforms strengthened the regulatory power of local and
regional authorities, broadened the possibilities to transfer competences, clarified
responsibilities and improved coordination. France has been a forerunner in
formalising relations between levels of government through contracts. Despite
provisions for financial autonomy, the share of fiscal income in local and regional
authority revenue has fallen substantially since 2010 and the system blurs the division
of financial responsibilities between government levels.

Decentralisation in Romania has evolved significantly since the principles of local
autonomy and decentralised public services were first established in 1991. These were
modestly changed with the constitutional revision in 2003. The principles of
subsidiarity, responsibility, stability, predictability and equity were introduced in 2006
and additional attempts in 2013 further decentralised responsibilities from the central
government in several fields. The 2017 General Strategy for Decentralisation action
plan defines the next steps. For some sectors there are unfunded mandates leading to
delayed funding and pressure on local authorities. At the same time, subnational
authorities lack the power to initiate, adjust or eliminate taxes and fees, leading to a
lack of financial autonomy.

The Swedish county Vastra Gotaland is one of the three largest Swedish counties.
Decentralisation here is embedded in the national processes for the 20 years up to 2019,
in which Vastra Gotaland was a forerunner. The current Vastra Goétaland county has
resulted from a merger of most of four counties in 1998. Regions have three groups of
responsibilities; compulsory, optional and shared between regions and municipalities.
Bottom-up processes have led to four local federations that implement many activities.
Subnational entities in Sweden, including Véastra Gétaland and municipalities in the
region, have had a public finance surplus in recent years. This is expected to turn into
deficits in the years to come. The principally high degree of local and regional
authorities (LRAS) fiscal autonomy is limited by their share of targeted state funding,
which decreased recently for municipalities and increased for regions.

Friuli-Venezia Giulia Region is one of five Italian autonomous regions. Their unique
status, however, does not imply autonomy in specific policy domains. Each
autonomous region has its own distinct statute with varying levels and capacity. Friuli-
Venezia Giulia has many legislative prerogatives and can adapt some national laws.
The region is fully funded to implement its responsibilities, however this is from the
state rather than the region's own territorial resources.



The European Semester concerns close policy dialogue between EU institutions and
Member States, including drafting, approving and adopting country reports,
recommendations and National Reform Programmes (NRPs). Earlier studies illustrate
the very limited extent for LRAs to advocate for decentralisation in Member State
NRPs. However, the European Semester has exerted pressure for structural reforms for
decentralisation if country specific recommendations addressed such issues.

The country specific recommendations for 2022 included few decentralisation aspects.
Most references concerned decentralisation in the wider sense, including better
horizontal or vertical coordination, with very few fiscal aspects of decentralisation.

Decentralisation is much more evident in NRPs given a wider understanding. This
holds for governance in terms of functions and competence as well as for fiscal aspects.
Fiscal decentralisation and autonomy are, however, less frequently addressed than
general decentralisation issues. The details vary greatly, mirroring the needs of
Member States and their administrative structures. Frequently, these do not refer to
country specific recommendations of the current or previous year, so it is often not
possible to assess the influence of Council recommendations on decentralisation in
NRPs.

Case study analysis of the European Semester provides insights into the evolution and
interplay between country reports, country specific recommendations and NRPs. It also
shows how LRAs can be affected by the European Semester even without explicit
decentralisation suggestions or activities.

The study shows the varying potential of different decentralisation dimensions to
support the effectiveness of decentralisation. There are good examples for effective
decentralisation based on adequate own subnational financial resources. However, the
terminology describing subnational financial autonomy is not always self-explanatory.
In addition, territorial differences matter for financial autonomy and changes over time.
This requires monitoring of progress, LRA involvement and territorial impact
assessments.

Decentralisation and recentralisation trends are ambiguous. Due to the complexity
effective decentralisation cannot easily be transferred. It is important to simultaneously
consider a coherent functional and financial decentralisation, political accountability,
and adequate coordination mechanisms. To reinforce monitoring the effectiveness of
decentralisation, the Division of Powers portal should be regularly updated and further
developed to become a tool for policy makers. This includes extending its functions.

Decentralisation is considered in the European Semester, but this could be enhanced
using it to monitor governance and embed it more strategically. Persisting limitations
must be overcome to better involve LRAs. Beyond territorial monitoring, it is
necessary to monitor regional finances to consider unfunded mandates. A biennial
reporting dedicated to multi-level governance could be thought of.



INTRODUCTION

This study aims to investigate decentralisation in EU Member States to gain insights
into the functioning of decentralisation and processes supporting it. Decentralisation
should not be an end in itself but a means to respond to citizen needs. In the EU this is
guided by the principles of subsidiarity and proportionality as detailed in Protocol No.
2 of the Treaty on the Functioning of the European Union?. According to an OECD
study, decentralisation can contribute considerably to GDP growth (Blochliger &
Egert, 2013). This is despite the challenges which require regional and local authorities
to be able to implement the decentralised policies and tasks. Building on existing work,
this study adds new insights from different perspectives.

The first perspective builds on the Division of Powers portal and its decentralisation
index, considering OECD guidelines for effective decentralisation. The analysis
combines quantitative and qualitative insights to identify interesting developments.
Particular attention is on the fiscal dimension of decentralisation, since this is crucial
for such processes to function effectively. Decentralisation can lead to ‘unfunded
mandates’, if subnational governments receive new mandates or responsibilities
without the financial resources to fulfil them?.

Four case studies illustrate decentralisation from the national and regional perspectives.
They highlight challenges in the processes and show what was done to implement
decentralisation. They also illustrate different administrative structures and traditions
to provide insights for different frameworks in the EU. The study considers
decentralisation in France and efforts to regionalise cohesion policy in Romania. At
regional level the Swedish example from Gothenburg and the northern Italian
autonomous region of Friuli-Venezia Giulia are discussed.

Decentralisation can be initiated through different institutions and processes. Beyond
processes initiated within Member States, these can be suggested or requested by the
European Commission. Under the European Semester, introduced in 2011, economic
and social policies are coordinated between the EU and Member States, including fiscal
policies and structural reforms promoting economic growth and employment?. Thus,
the European Semester could also promote decentralisation to enhance GDP growth as
well as better governance responding to citizens’ needs. The study analyses how far
the most recent European Semester recommendations and National Reform
Programmes (NRPs)* include information and examples on decentralisation.

1 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3A0J.C .2010.083.01.0001.01.ENG#d1e186-201-1
2 For the definition of ‘unfunded mandates’ see e.g. Rodriguez-Pose & Vidal-Bover (2022, p. 4).

8 https://www.consilium.europa.eu/en/policies/european-semester/

4 At the moment of the analysis the most recent NRPs and recommendations refer to 2022.
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Recommendations to implement effective decentralisation in the EU conclude the
study.



1 OVERVIEW OF DECENTRALISATION WITH REGARD
TO OECD GUIDELINES

The OECD guidelines for effective decentralisation describe how policy makers can
address decentralisation but are not indicators to measure the state of decentralisation.
In contrast, the Division of Powers portal of the European Committee of the Regions
(CoR) describes the state of decentralisation in Member States based on qualitative
descriptions translated into variables and quantitative indicators. For the analysis of
decentralisation in Member States, these two approaches have been compared and
proxies identified to indicate implementation of the OECD guidelines. In addition to
quantitative indications on the degree of decentralisation across Member States this
analysis draws on a literature review and case studies. The table below summarises
links between the OECD guidelines and the Division of Powers portal.

Table 1: Division of Powers portal proxies in relation to OECD guidelines for
effective decentralisation

OECD guidelines Division of Powers portal

Clarify the responsibilities assigned to

different government levels Degree of delegation of competences

Revenue ratio: share of overall subnational
expenditure compared to total government
expenditure

Revenue autonomy: share of subnational own
revenues (excluding grants) compared to the
total subnational revenues

Available human resources: share of subnational
government employment out of total
governmental employment (average of regional
and local)

Ability to influence policy making: means to
influence legislation and policy decisions at
higher levels of government;

Representation at national level: means of
subnational representation

Support cross-jurisdictional cooperation No proxy variables or information available

Subsidiarity: to what extent to which subnational
dimensions are defined and systematically

Ensure that all responsibilities are sufficiently
funded

Strengthen subnational fiscal autonomy to
enhance accountability

Support subnational capacity building

Build adequate coordination mechanisms
among levels of government

Strengthen innovative and experimental
governance, and promote citizen engagement

implemented
Allow for and make the most of asymmetric
decentralisation arrangements
Consistently improve transparency, enhance No proxy variables or information available
data collection and strengthen performance
monitoring



Strengthen national regional development
policies and equalisation systems

Source: own elaboration based on OECD (2019Db) and
https://portal.cor.europa.eu/divisionpowers/Pages/Decentralization-Index.aspx

To compare indicators, percentage values were transformed into categories using
distribution quartiles for the categorisation, which then compare decentralisation per
Member State.

For additional insights on the risk of ‘unfunded mandates’ complementary findings and
Local Autonomy Index (LAI) data was scrutinised, especially fiscal local self-rule
indicators were compared to the overall LAL.

The following sections provide an overview of decentralisation findings (section 1.1)
before addressing eight of the ten OECD guidelines individually (section 1.2). The
second and third guidelines ‘Ensure that all responsibilities are sufficiently funded’ and
‘Strengthen subnational fiscal autonomy to enhance accountability’ are considered
separately in section 1.3 to emphasise ‘unfunded mandates’.

1.1 Overview of decentralisation

Decentralisation in Member States varies significantly by degree and across
dimensions. Just the seven dimensions of the Divisions of Powers portal related to
OECD qguidelines illustrate a wide variety. Few countries are decentralised across
(nearly) all dimensions and are above the EU average (e.g. Spain in Figure 1). At the
other end, only two countries (Ireland and Hungary) are less decentralised in these
seven proxies than the EU average. In most countries, the pattern is very mixed across
the dimensions. The bottom two spiderweb diagrams in Figure 1 illustrate this for
Czechia and Slovakia. Both have well developed decentralisation dimensions, while
others are much less developed. A comparison of three indicators illustrates this well:
the two financial indicators (revenue ratio and revenue autonomy) and human
resources in subnational governments are diametrically opposite in the two countries.

Some countries have many competences and/or tasks compared to their own revenues
(see next section on the risk of ‘unfunded mandates’). Some have human resources that
could hinder effective decentralisation more than a lack of funding (e.g. Czechia and
Croatia). Annex | depicts the combination of these variables for all Member States.
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Figure 1: Examples of decentralisation proxy indicator variations
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Source: own elaboration based on https://portal.cor.europa.eu/divisionpowers/Pages/Decentralization-Index.aspx

1.2 OECD guidelines

1.2.1 Clarify the responsibilities assigned to different government levels

Various sectors across Member States have been decentralised in recent decades.
Frequent examples are employment, healthcare, social assistance, education and spatial
planning. How these and other responsibilities are assigned to subnational levels differs
by legal paths and means:

e codification of subnational government responsibilities in the constitution, as in
Croatia (Valenza, Hickey, Zillmer, & Georis, 2020, p. 91);

e intergovernmental agreements define the division of responsibilities in Belgium
(OECD, 2019b, p. 141);

e sector specific legislation as illustrated for the Dutch Regional Water Authorities
(OECD, 2019b, p. 33);
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e Germany combines legislative and legal frameworks with intergovernmental
agreements for clear divisions across government levels (OECD, 2019b, p. 141).
The constitutional protection of local self-government is combined with
politically and democratically legitimate power for a wide variety of subnational
tasks according to subsidiarity (Kuhlmann, Dumas, & Heuberger, 2020, p. 14).

Rather than explicitly listing responsibilities at lower levels, clarity can also be
achieved the other way around as in Italy: ‘The constitutional amendment of 2000 went
as far as stipulating that the comuni have all-encompassing responsibility for the
administrative functions, except when they are explicitly conferred to other levels of
government’ (Kuhlmann et al., 2020, p. 43).

Decentralisation is typically implemented through reforms. Examples are enhanced
regional autonomy reforms in Belgium, Italy and Spain (Sacchi, 2018, p. 249). In 2013,
a Commission on Tasks and Deregulation was established in Austria to clarify different
roles. This can initiate decentralisation. Examples for the simplification of the division
of responsibilities exists in different Member States, such as the Netherlands, Denmark
and Spain. In Denmark a comprehensive reform in 2007 reassigned responsibilities
between government levels, reduced the number of counties and merged municipalities
to reduce shared assignments and improve clarity regarding responsibility for costs.
Reforms in Spain defined local core competences following the principle of ‘one
administration, one competence’. (OECD, 2019b, pp. 141-142)

Nevertheless, successive reforms in France illustrate that the process to clarify and
decentralise responsibilities may be long and can even be counterproductive. However,
this example also includes an innovative approach with the ‘metropolitan model’,
where metropolitan areas obtain ‘important responsibilities and functions from the
remaining member municipalities and the respective départements and regions’
(Kuhlmann et al., 2020, p. 47).

Complementing the structured approaches are experiments of free communes in
Denmark, Finland and Sweden as well as regionalisation pilots in Finland, France and
Sweden. These ‘demonstrate the effectiveness of reforms and pave the way for further
change on a larger scale’ (OECD, 2019b, p. 38). In the short-term they may however
decrease clarity for responsibilities.

1.2.2 Support subnational capacity building

Subnational authorities require adequate capacity to effectively and efficiently exercise
the competences transferred to them. This includes administrative, institutional,
strategic and financial management capacity, with sufficient and qualified resources
and skills. At EU level, capacity building is particularly well known for shared
management programme implementation, such as through Cohesion Policy. For these
programmes, Member States must ensure sustainable capacity to implement them and
may use funds to reinforce administrative capacity at different levels, especially for
subnational governments (OECD, 2019b, p. 153).
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Capacity building is still needed at all levels of government though with different
emphasis. For example in the Croatian National Recovery and Resilience Plan
(NRRP), the need ‘to learn how to reduce overlapping between projects and identify
the proper funds to be used’ (Valenza, lacob, Amichetti, Celotti, Zillmer, &
Kotrasinski, 2021, p. 28) was identified. The literature indicates that new needs also
arise for managing digital and green transitions, especially better digital skills in public
administration at all government levels. The Italian NRRP reforms aimed at
‘strengthening the National Administration Centre, to reorganise training and a new
‘Communities of Practice’ to share public administration best practices’ (Valenza et
al., 2021, p. 29). Local and regional authorities (LRAS) should also be supported in
their organisational processes, including strengthening digitalisation with new skills,
through training or new staff.

In addition to knowledge and skills, subnational administrations need adequate human
resources. These should reflect the division of competences, so more delegated
competences mean more human resources at the corresponding subnational level.
There is a corresponding correlation at the local level but the variation is high.’
Especially countries with a low share of local human resources risk a lack of capacity
(orange bubble in Figure 2).

Figure 2: Human resources and degree of delegation of competences at local level
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Source: own elaboration based on https://portal.cor.europa.eu/divisionpowers/Pages/Decentralization-Index.aspx

This finding is confirmed in the literature. In some countries (Malta, Cyprus and
Ireland) more than 90% of public employment is in the national government. Even

% The focus on the local level allows to include nearly all Member States consistently in the analysis.
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considering institutional differences, this indicates capacity limits in local government.
An example of a high regional share is Germany. The federal states account for over
40% of public employment and the federal government for little more than 10%, which
is in line with the functionally strong role of the states. Especially in Eastern Europe,
local government functionality has been reduced in recent years. Poland is an exception
with a slightly rising share of local government employment. (Kuhlmann et al., 2020,
pp. 17-19)

1.2.3 Build adequate coordination mechanisms among levels of government

Two Division of Powers indicators allow insights into coordination mechanisms
among and across levels of government; representation of subnational levels at
national level and the ability to influence higher levels of government policy making.

There is better representation in federal countries and unitarian countries with a high
level of decentralisation. The influence on higher level government legislation is often
enhanced since consultation procedures are well defined under such frameworks®:

e In Austria, federal states are represented in the Austrian Federal Council
(Bundesrat) while the Austrian Association of Cities and Towns (Stadtebund)
and the Austrian Association of Municipalities represent cities and
municipalities. These are formal institutions for horizontal coordination,
recognised by the Austrian Federal Constitution and they are informed about
government proposals. Consultation and coordination mechanisms include
periods to scrutinise draft legislation and negotiations can start bottom-up.

e Germany is similar, as federal states are represented in the Bundesrat. In
addition, rural districts and municipalities are represented through the Rural
District Association (Deutscher Landkreistag), the German Association of cities
and municipalities (Deutscher Stadte- und Gemeindebund) and the Association
of German Cities (Deutscher Stédtetag). These associations are consulted in
legislative procedures if the local level is affected by draft legislation.
Consultation within the federal states depends on their constitutional framework.

e |In Spain there are several structures. The regional level is represented in the
Senate as the chamber for territorial representation. Consultation takes place
through sectoral conferences and working groups. Spanish provinces and
municipalities are represented by the legally recognised Federation of Spanish
Municipalities and Provinces (Federacion Espariola de municipios y provincias).
This is complemented by associations of municipalities in the same Autonomous
Community. Coordination and consultation with the local level is formalised
through the permanent National Commission of Local Administration (CNAL).

6 https://portal.cor.europa.eu/divisionpowers/Pages/default.aspx
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Comparison of the two Division of Powers indicators, however, shows that influencing
policy making may also be achieved through other channels, as official representation
Is not always sufficient (e.g. Spain in Figure 4).
Examples for other means of influence are the Netherlands and Estonia’:
e The Netherlands developed a Code on Inter-administrational Relations with a
checklist for involving the two central subnational institutions, the Association
of Netherlands Municipalities (Vereniging van Nederlandse Gemeenten) and the

Interprovinciaal Overleg. In addition, they are represented in national working
groups and meet the Prime Minister for alignment twice a year.

e Direct access of Estonian local government to the official electronic legislation
drafting system through their associations is crucial for exchange and to obtain
information. In addition, these associations have to approve any national
legislation that concerns local government interests.

Figure 3: Subnational representation at national level
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Figure 4: Ability to influence higher levels of government policy making
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Regions also contribute to legislation processes at European level at least indirectly.
‘Under Protocol No 2, when carrying out the subsidiarity check for draft EU legislative
acts with a view to issuing reasoned opinions, it will be for each national Parliament to
consult, where appropriate, regional Parliaments with legislative powers.’ (European
Commission, 2022a, p. 24). There is further influence through regional parliament
members in the CoR as well as several networks and mechanisms. In addition, the
number of resolutions directly submitted by regional parliaments to the European
Commission has increased. They can also participate in Commission public
consultations and meet with members of the Commission. (European Commission,
20223, p. 25)

1.2.4 Support cross-jurisdictional cooperation

Cross-jurisdictional cooperation is about horizontal coordination. This ranges from
flexible coordination through joint authorities, partnerships and coordinated strategies
to formal mergers of municipalities. There are many examples of how this is facilitated
in Member States, including:

e There is a wide variety of rural-urban partnerships that are territories with joint
responsibilities. These can be at different levels, with different approaches and
funding, focusing on a variety of rural-urban links or selected functions only.?

e Poland has coordination strategies. These ‘territorial contracts’ were designed to
improve coordination and partnership. First approaches to decentralisation go
back to the 1990s. For the 2014-2020 programming period the previous contracts
were further developed to enhance coherence between self-government projects
and national development policies (Churski, 2018, pp. 75-78).

8 For an overview of the variety see e.g. Artmann, Huttenloher, Kawka, & Scholze (2012)
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e Another approach includes joint municipal administrations. In Slovenia this is
voluntary and supported through financial incentives. Hungary has compulsory
pooling of administrative tasks for municipalities with less than 2,000
inhabitants (OECD, 2019b, pp. 74-75). In Slovakia municipalities may
cooperate voluntarily. They can create ‘joint municipal offices’ to manage tasks
delegated from the national level such as joint building offices (building
permissions, zoning plans, etc.) which improve the effectiveness and efficiency
of public administration (Fandel, MariSova, Malatinec, & Lichnerova, 2019)

e Joint authorities can be inter-municipal bodies created by agreement or by law,
both of which are possible in Austria. Here, a federal constitutional amendment
in 2011 enhanced the possibility for inter-municipal associations. Similar
examples are ‘supra-municipalities’ in the Flemish and Walloon Regions and
five types of such authorities in Flanders in Belgium, as well as special purpose
authorities to perform public services for several municipalities in Finland and
Germany. In Spain similar joint service provision is supported through financial
incentives. In most cases, this cooperation is voluntary. A compulsory example
is Portugal, where inter-municipal communities were created by law in 2013
(OECD, 2019b, pp. 74-75). In France, an incentive for such cooperation is own-
source taxation power for these inter-municipal bodies (OECD, 2019b, p. 164).

e Municipalities have merged in many countries, including under reforms in
Denmark, Finland, Ireland, the Netherlands and Sweden (OECD, 2019b, p. 163).
These do not necessarily lead to improvements in service provision and
economic efficiency, depending on other conditions and reforms. The Danish
reform of 2007, the 2009 reforms in Latvia and in the Austrian state of Styria in
2010-2014 are considered successful (Rakar, Ti¢ar, & Klun, 2015, pp. 188-189).

e The French metropolitan governance model outlined in sub-section 1.2.6 is
another example for territorially specific cooperation. Other metropolitan area
cooperation increasingly takes into account functional area relations and
addresses the mismatch between administrative borders and actual flows. One
example are the eleven German metropolitan regions under the Initiative of
European Metropolitan Regions in Germany (IKM). Their governance is
individually defined and subject to administrative and territorial specificities.
Examples range from partnership cooperation and agreements to state contracts.®

In addition to these domestically focused cooperation agreements there are cross-
border arrangements in many Member States. These include joint strategy
developments and other forms of coordination as well as specific forms of cooperation,
such as the European Grouping of Territorial Cooperation (EGTC). These can

9 https://deutsche-metropolregionen.org/#ueber-ikm
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represent municipalities across borders in a joint legal authority to coordinate activities
and/or perform tasks jointly.*°

1.2.5 Strengthen innovative and experimental governance, and promote citizen
engagement

Citizen engagement can enhance policy making aligned to citizens. This is more
Important when citizens are more concerned about income and wealth distribution
(Sacchi, 2018, p. 253). There has been an increasing ‘demand to strengthen political
accountability and democratic control at the local level” which some countries have
addressed ‘by introducing direct democratic decision-making rights for citizens and
strengthening local leadership on the part of the local executive’ (Kuhlmann et al.,
2020, p. 30).

However, the degree of citizen engagements differs widely, from information on
citizen perceptions via direct influence on policy decisions to active involvement in
policy delivery:

e Finish municipalities collect information on citizen expectations, priorities and
satisfaction, which aim to improve service delivery in line with their needs
(OECD, 2019b, p. 169).

e ‘Sweden’s local government system 1s characterised by a representative
democratic structure without legally binding direct democratic rights of
participation, but with a pronounced user democracy and citizen participation.’
(Kuhlmann et al., 2020, p. 31)

e Reforms of the German local government system have strengthened citizen
involvement through different forms of direct participation. Depending on the
federal state, this encompasses direct elections for executives and/or binding
local referendums (Kuhlmann et al., 2020, p. 14).

e Similarly, citizen involvement in local decision-making is multi-dimensional in
Slovenia. This includes informal participation such as open days, online forums
and proposals as well as formal participation in consultations, the possibility to
propose referendums, participatory budgeting and consideration of policy
proposals.t!

e Several Member States dispose of ‘direct democracy instruments such as
citizens’ initiatives’ (Kuhlmann et al., 2020, p. 30). Beyond those mentioned
above, other examples are Austria, Italy, Czechia and Poland.

10 For the EGTC instrument see Regulation (EU) No 1302/2013 (2013). For examples of cooperation, coordination and
service provision see CoR EGTC publications such as Zillmer, Hans, Liier, & Toptsidou (2020) or European Committee
of the Regions (2018).

1 https://www.gov.si/en/policies/state-and-society/local-self-government-and-regional -development/local-self-
government/
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Citizen participation may go beyond such direct democracy and involve citizens in
local service provision. Using European Structural and Investment Funds (ESIF)
funding, Croatia involves local authorities with other local stakeholders to develop
social service networks for disadvantaged people (Valenza et al., 2020, p. 50).

Despite these efforts to enhance citizen participation there are contrary developments
in Hungary, where direct elections for mayors were abolished under the Local
Government Act adopted under the Orban government in 2011 and replaced by election
through the local council (Kuhlmann et al., 2020, p. 31).

Some experiments for better citizen participation can be replicated (OECD, 2019b, p.
167). An example is the Danish time limited approach (2012-2015) of the ‘Free
Municipality’ initiative. The Danish government granted nine municipalities
exemptions from certain administrative rules and requirements to test simplified
routines and innovative citizen-centred implementation of local tasks especially for
employment. (OECD, 2019b, p. 174)

Finally, mechanisms to safeguard subsidiarity may inspire innovative governance
approaches. Two Division of Powers examples? illustrate this for subnational
consultation concerning EU legislative acts:

e The Belgian Early Warning System (EWS) framework guarantees the total and
systematic transmission of information from EU legislative proposals to the
Senate, the Chamber of Representatives, and the Regional/Community
Parliaments.

e The Netherlands have created a Subsidiarity Check Committee, which works
with the Dutch House of Representatives and the Senate. Local associations are
involved from the early stages of decision-making, and discussions include
financial and administrative issues. They are direct members of European
governmental discussion forums, including the CoR’s Subsidiarity Monitoring
Network.

1.2.6 Allow for and make the most of asymmetric decentralisation arrangements

Asymmetric decentralisation implies that not all units of one administrative level have
the same responsibilities and/or sources of revenue. This can benefit policy
implementation at the most adequate level and support innovation in governance at
regional, functional area (e.g. metropolitan), or local levels. Especially in federal
countries, some asymmetry is usual. Depending on the division of powers this can be
relatively strong (e.g. Spain) or less distinctive (e.g. Austria and Germany) (OECD,
2019b, pp. 170-172).

There are a few examples of asymmetries that benefit decentralised policy making
outside the constitutional division of responsibilities, such as different forms of regions
(e.g. special provinces in Italy or free states in Germany) (OECD, 2019b, p. 174):

12 https://portal.cor.europa.eu/divisionpowers/Pages/default.aspx
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e When abolishing the state ‘districts’ in 2003, Czechia passed most of their
responsibilities to ‘municipalities with extended powers’ (OPR). There are
nearly three times as many of these as the previous districts and they perform
functions delegated from the central government beyond their territory and
receive additional funding for these functions. In addition, smaller municipalities
can also delegate functions to these OPR if they lack the ability or capacity to
provide them. Thus, asymmetric responsibilities balance different capacities
between municipalities without the need to centralise responsibilities.

e [n Sweden asymmetric regionalisation has been implemented through counties
with bottom-up processes since the 1990s, with reforms not mandatory for the
counties (see also section 2.3).

e Metropolitan governance models can also enable asymmetric decentralisation.
As indicated by the French example (see sub-section 1.2.1) asymmetry may be
between municipalities in a metropolitan area and others. Similarly, the
metropolitan governance reform in Italy created a legal structure for specific
governance in major metropolitan areas.

Asymmetric decentralisation may be temporary and initiate a new phase of
decentralisation. This happens if successful experimental approaches in selected areas
can be implemented generally, or may be an answer to an extraordinary situation (see
examples for Denmark and Germany in previous sub-sections).

1.2.7 Consistently improve transparency, enhance data collection and strengthen
performance monitoring

Transparency contributes to effective decentralisation by building trust in public
activities, improving outcomes and reducing corruption. In addition, it supports the
voicing of citizens’ opinions. Data collection and performance monitoring are crucial
to improving transparency, as they allow citizens to understand government activities
(OECD, 2019b, pp. 175-176). The above example of Finish municipalities collecting
feedback and monitoring satisfaction with local public services illustrates the benefits
of such activities (see sub-section 1.2.5).

Previous analysis indicated that capacity building is closely linked with the ability to
Improve transparency in policy making and enhance target-oriented data collection. As
pointed out above, improved digital skills are needed in public administration (see sub-
section 1.2.2). This not only benefits public service performance but is also essential
for meaningful monitoring, contributing to transparency and accountability towards
citizens (Valenza et al., 2021, p. 28).

There are frequent examples of improved transparency and performance related
monitoring for EU funding and programme implementation. Member States have to
develop capacities for such monitoring, especially for programmes under shared
management (e.g. ESIF) and implementation of their NRRPs. Examples are:
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e For their NRRP, Belgian federal authorities have a twofold task. They are
responsible for informing the central government about project development and
implementation while also being accountable to the local level and citizens
(Valenza et al., 2021, p. 20). With the latter they must contribute to NRRP
Implementation transparency.

e The Italian example of EU programme implementation emphasises performance
oriented monitoring and devotes significant resources to updating data to support
the timely availability of territorially disaggregated policy area data relevant for
regional development (OECD, 2019b, p. 178).

1.2.8 Strengthen national regional development policies and equalisation systems

This last guidance combines development policies and fiscal equalisation to reduce
territorial disparities. They may be implemented separately or in a complementary way.

The OECD guidance emphasises regional development policies at country level. For
the EU the overarching regional development policy to reduce economic, social and
territorial disparities is Cohesion Policy. Beyond the cohesion-oriented objectives of
funds and programmes under Cohesion Policy, the division of funds follows this logic
by defining three types of regions (less developed, transition and more developed).
These are eligible for different types of funds (e.g. Cohesion Fund), receiving different
amounts of funding, different co-funding rates, etc.®?

In view of this overarching regional development policy, additional national and
regional development policies are developed to different degrees. In many Eastern
European countries, Cohesion Policy is the main source for regional policies. In north-
western European countries there is typically less support from EU Cohesion Policy
due to their higher level of income. In some of these countries and regions, Cohesion
Policy is less important than national regional policy funding. Examples for different
approaches beyond EU Cohesion Policy are:

e The French approach to urban policy support focusing on renewing deprived
neighbourhoods. This support ‘is formalised through city contracts concerning
urban, social and economic development. These are annexed to state-region
contracts and mainly passed between the state and the agglomerations, which
allows pooling the actions of different communes.’*

e The German central instrument of regional economic and structural policy is the
Joint Task ‘Improvement of the Regional Economic Structure’ (GRW), since the

13 See e.g. https://cohesiondata.ec.europa.eu/stories/s/2021-2027-Cohesion-policy-EU-budget-initial-alloca/2w8s-ci3y/
and (Regulation (EU) 2021/1060 of the European Parliament and of the Council of 24 June 2021 laying down common
provisions on the European Regional Development Fund, the European Social Fund Plus, the Cohesion Fund, the Just
Transition Fund and the European Maritime, Fisheries and Aquaculture Fund and financial rules for those and for the
Asylum, Migration and Integration Fund, the Internal Security Fund and the Instrument for Financial Support for Border
Management and Visa Policy, 2021)

14 https://www.oecd.org/cfe/ France%20(in%20English).pdf

21



https://cohesiondata.ec.europa.eu/stories/s/2021-2027-Cohesion-policy-EU-budget-initial-alloca/2w8s-ci3y/
https://www.oecd.org/cfe/_France%20(in%20English).pdf

1970s and focusing on disadvantaged regions. In 2020, the All-German Support
System for Structurally Weak Regions’ bundled all regional support together.
Funding programmes previously restricted to eastern Germany are extended to
all structurally weak regions. In addition, the GRW was completely realigned in
2022, including the launch of the GRW special programme ‘Accelerating the
transformation in eastern German refinery locations and ports’.*®

Other national regional development policies can be identified in NRRPs, which
sometimes address territorial disparities:

The Belgian NRRP differentiates territorial needs and problems and offers a
‘place-based’ analysis for each axis. For most interventions data supports the
description of potential solutions in policy fields (Valenza et al., 2021, p. 45).

The Croatian NRRP describes disparities, challenges and needs for all pillars in
a territorially differentiated way. Examples include (1) disparities between ports
of different importance and size and actions to mitigate them and (2) differences
in the availability of urban public transport systems (Valenza et al., 2021, p. 42).

Fiscal equalisation can be vertical (between national and subnational levels) and
horizontal (between subnational authorities). Vertical equalisation is closely linked to
the second guideline ‘Ensure that all responsibilities are sufficiently funded’, which is
the subject of the next section. The following focuses on horizontal equalisation which
is found in a few OECD countries, especially Germany, Nordic countries and Poland:

In the Nordic countries ‘local equalisation programmes use an explicit standard
of equalisation that determines total pool and allocation among local
governments’ (OECD, 2019b, p. 183). The programmes use either solidarity
principles, where the pool is fed by wealthier municipalities and supports poorer
municipalities, and/or so-called ‘Robin Hood’ principles, with different central
government treatment for wealthier and poorer municipalities.

In Germany fiscal equalisation between the states (‘Landerfinanzausgleich’)
bases horizontal distribution of tax revenues on local revenues. This is designed
to compensate for differences in financial strength at state level resulting from
the distribution of taxes and ensure that all states can provide the assigned tasks.
Beyond a vertical element of federal supplementary allocations this redistributes
value added tax horizontally to equalise states’ fiscal power (Federal Ministry
of Finance, 2022).

Poland has corrective and compensatory payments for local government units
(Kowalik & Kustosz, 2018). Equalisation between Voivodships is through
payments from the wealthiest regions to the national budget, which then

15 https://www.bmwk.de/Redaktion/DE/Dossier/regionalpolitik.html
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subsidises the receiving regions. The redistribution concerns tax revenues per
capita over 110% of the average for all VVoivodships (Kanduta, 2014, p. 19).

1.3 ‘Unfunded mandates’

The second and third OECD guidelines concern financing for decentralisation: ‘Ensure
that all responsibilities are sufficiently funded’ and ‘Strengthen subnational fiscal
autonomy to enhance accountability’. While horizontal equalisation, as detailed in the
previous section, can contribute to ensuring sufficient funding for decentralised
responsibilities, the following focuses on vertical equalisation and fiscal autonomy,
especially the risk of ‘unfunded mandates’.

In general, approaches to vertical fiscal equalisation have become more popular in
OECD countries and ‘are used to reduce fiscal disparities between central government
and subnational government ... to provide ... comparable levels of public services at
comparable tax burdens’ (OECD, 2019b, p. 181). However, the calculations are often
complex without always improving fiscal equity.

Different indicators can be used to assess the level of funding, subnational autonomy
and the risk of ‘unfunded mandates’, as detailed in the following table.
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Table 2: Indicators and measures of adequate funding for decentralisation

Indicators

Revenue ratio: share of overall subnational

expe
(Div

nditure to total government expenditure
ision of Powers portal)

Revenue autonomy: share of subnational own
revenues (excluding grants) to total
subnational revenues (Division of Powers
portal)

Combining Local Autonomy Index (LAI):

Source

Fiscal autonomy
Financial transfer system
Financial self-reliance
Borrowing autonomy

: own elaboration

Measurement

Comparison with the degree of delegation of
competences (Division of Powers portal) offers
insights into the relation between resources and
responsibilities and helps identify unfunded
mandates. Different responsibilities, however,
imply different costs and the data does not
always differentiate between subnational levels.

Compared with the degree of delegation of
competences this further illustrates risks of
unfunded mandates, assuming there is a high risk
of dependence on vertical transfers. The above
limitations apply, too.

Comparison of the four financial indicators with
total LAI support to assess the relationship
between resources and other elements of
decentralisation. The focus is entirely on the
local level, with no information on regional
decentralisation.

Figures 5, 6 and 7 present these comparisons. Figure 5 suggests ‘unfunded mandates’
at all subnational levels, when the delegation of competences is ‘rated’ significantly
higher than the revenue ratio. This is especially evident in the orange cloud in the
second quadrant. Most Member States fall in this quadrant. Only five Member States
have high subnational revenue ratios corresponding to medium or high levels of
delegation. The third quadrant depicts three Member States where both decentralisation
aspects are low.

Within the overall revenue ratio, the degree of autonomy tends to be high for most
countries (Figure 6, first quadrant). The comparison of local financial autonomy with
the LAI suggests Member States significantly above the 45-degree line risk too little
finance and/or fiscal autonomy compared to local decentralisation, as indicated by the
orange cloud in Figure 7.
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Figure 5: Delegation of subnational competences and revenue ratio
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Figure 6: Delegation of subnational competences and revenue autonomy
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Source: own elaboration based on https://portal.cor.europa.eu/divisionpowers/Pages/Decentralization-Index.aspx
Figure 7: Local Autonomy Index and financial autonomy of local authorities*
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Notwithstanding the limitations of these indicators, Member States in more than one
orange cloud may risk ‘unfunded mandates’ at one or more subnational levels, or high
dependence on national transfers. Member States in the highlighted clouds in all three
figures have the highest risks; Lithuania, Estonia, Bulgaria, Romania and Slovakia. In
addition, Hungary and Slovenia are in the highlighted clouds at subnational and local
levels (Figures 5 and 7), indicating a risk of ‘unfunded mandates’ especially locally in
these two countries. Finally, Austria, the Netherlands and Greece are in the highlighted
clouds at subnational level for the revenue ratio and autonomy. While there is no
similar evidence for the local level, this suggests a potential lack of funding and or
autonomy at regional level. Further evidence is visible in the individual spider webs in
Annex 1. Other analyses on the autonomy of subnational revenues confirm these
findings. Subnational entities in Estonia, Lithuania, Romania and Slovakia strongly
depend on transfers from their national governments (Alessandrini, Bosch Chen,
Kubekova, & Fiorillo, 2021). In Romania, for example, the share of transfers from the
central government is among the highest in the EU and subject to a specific framework
(see case study in section 2.2). The box below illustrates challenges for Romania to
overcome this mismatch.

Romania: Factors contributing to persistent unfunded mandates

Romania continues to decentralise public authorities, but a major challenge for local authorities is
still a lack of funds (Guziejewska & Dana, 2020). The incomplete devolution of powers and limited
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financial independence of local governments means insufficient subsidiarity. Moreover, national
regulations limit local borrowing to fund investments or refinancing, and Romanian LRAs must
comply with a debt servicing limit (30% of the last three years' average of own operating and capital
revenues, excluding asset sales), or it can no longer contract or guarantee loans®. This further
reduces the flexibility of LRAS to finance their expenditure.

One reason is that most locally collected fiscal income goes to the state budget, not the local one.
For instance, profit tax remains entirely with central bodies. Moreover, income tax transferred to
the state budget is only partially repaid to local budgets. Also, the (annual) law on the state budget,
which amends the law on local public finances, is fundamentally unpredictable so local authorities
cannot build a solid forecast of how much they need to balance their budget!’. Finally, as outlined
in the 2022 EC Country Report!® (European Commission, 2022c), only 42% of real estate
properties in Romania are registered in the integrated IT system. Taxes on buildings and land are
a key source of own resources for local authorities, which enjoy some discretion in setting rates
within a range set out in the tax code. Revenues from property tax remain small, partly due to the
weak link between recurrent taxes on immovable property, housing values and information in the
land register.

For the Romanian Court of Accounts (2021), varying application rules in multiple legislative texts
leads to the possibility that funds are not properly directed. Their use could be suboptimal as local
authorities may not be able to comply with legal changes concerning revenue collection or
expenditure. Funding decisions at the national level need time to be translated into local actions.
There can be a significant mismatch between political commitment and allocated resources with
planned and implemented measures. For instance, amounts allocated to local projects/programmes
through some ministries are mostly available in the second part of the year or even at the end of
the year, creating pressure on local authorities to spend the allocated funds, regardless of the results.

There are also specific challenges at sectoral level, as underlined by the Romanian Court of
Accounts (2022). For instance, the system used to settle hospital-type medical services — health
costs make up the largest share of local public funds, 23% in 2021 — is often inconsistent with the
real costs leading to underfunding of the hospital system. Moreover, hospitals are financed from
several sources with multiple objectives, leading to a lack of clarity regarding the allocation of
public funds. Also, hospital health unit expenses are predominantly for personnel rather than
investment. The Court identified irregularities at the county level, for instance, for public services,
transport and education, among which the worst involved unrealistic local budgets. The main
reason was the insufficient involvement of local authorities in organising and monitoring the
establishment, evaluation and collection of local taxes and fees. This leads to the limited concern
of local public authorities to identify and capitalise on revenues from economic activities or their
patrimony (Onofrei, lonel, Cigu, & Vatamanu, 2023).

Finally, some problems concern the efficient functioning of the regions. First, the eight Romanian
regions are not ‘administrative-territorial-units’, like counties, cities and communes as they have
no legal status. Without being directly elected, these entities cannot efficiently coordinate the
divergent interests of the counties. An elected regional assembly, accountable to the whole region,

16 Order no. 2303/2019 to approve Methodological Norms for granting and processing loans to administrative-territorial
units according to art. I from the Government Emergency Ordinance no. 35/2019.

7 These amounts consist of percentages of the income tax and flat amounts from value added tax (VAT) collection. The
share of income tax is never the same, and flat amounts from VAT are never predictable or computable, depending on
transparent criteria.

18 Although the 2023 country reports were published recently, the 2022 reports were the most recent documents when
performing the analysis.
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could more efficiently promote projects that need coordination and cooperation between two or
more counties (Profiroiu, Profiroiu, & Szabo, 2017). The lack of a clear political mandate is also
reflected in the difficulties of implementing regional projects or strategies, as each region can
include counties with different economic backgrounds (impacting the revenues from economic
activities) with diverging interests and financial potential®®. Moreover, the regions are in between
the central government and the county councils, which are both unwilling to grant more power to
them. Finally, Regional Development Agencies (RDAs) operate without funds and resources,
making it more difficult to design and implement strategies and programmes such as S3 or Regional
Operational Programmes (ROPs).

The ratios for decentralisation in general and for financing typically change slowly as
they are subject to structural characteristics of the governance (Bléchliger & Akgun,
2018, p. 30). Apart from the governance, country size tends to matter, with larger
countries being usually more decentralised than smaller ones (Bléchliger & Akgun,
2018, p. 27). The countries with the highest shares of subnational tax revenues are
Denmark, Finland, Germany, Spain and Sweden (OECD, 2019b, p. 150), none of
which had a high risk of ‘unfunded mandates’ in above figures. The box below shows
that in Sweden such risks may nevertheless occur.

Future challenges for Sweden

Unfunded mandates are identified in the report on municipal and regional authorities by the
Swedish Association of Local and Regional Authorities (2023):

e Financing to prevent domestic violence and support its victims has been underfunded in the
last 15 years. Targeted funding has been very limited. Local and regional authorities have
funded legally imposed mandates using temporary development funds. These funds will be
removed from 2023.

e A national reform of sheltered housing for victims of violence has been accompanied by a
proposal for national funding of EUR 12 million in 2023 and EUR 28 million in 2024. The
Swedish Association of Local and Regional Authorities estimates that this reform will
generate additional costs of at least EUR 200 million.

e The Swedish government has decided that adult refugees shall be offered Swedish language
education. The target group is estimated at 25,000 persons. However, the budgeted amount
of targeted support to municipalities would only cover 6 months of language education for
3,500 persons.

e The compensation for high energy costs has been limited with reference to EU State aid
rules, although they do not apply to local and regional authorities. This implies that the
national compensation only covers half the increase in energy costs.

Challenges linked to structural changes in the years to come are also identified, including ageing.
To maintain the current staff to patient ratio for elderly care and health services, 80,000 additional
people would need to be hired by 2031. The total number of additional working age people will
increase by 253,000 persons over the same period, of which 84,000 are expected to be studying or
for other reasons not in employment. The challenge of recruitment for elderly care and health
services is therefore expected to generate major additional costs for local and regional authorities.
Regional authorities are already forced to use temporary, more costly, staff in hospitals. These costs
are not currently budgeted. (Swedish Association of Local Authorities and Regions, 2022a)

19 From interviews with RDAs representatives.
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Fiscal autonomy and the risk of unfunded mandates is also subject to reforms and may
change as a result of other reforms: ‘In Denmark and France, fiscal reforms led to a
decrease in subnational revenue autonomy’ (OECD, 2019b, p. 66), in other EU
Member States (Finland, Italy, Portugal) reforms increased this autonomy. The box
below illustrates French and Italian examples for the effectiveness of these
developments. The Netherlands and Poland more recently also increased fiscal
autonomy for subnational entities (OECD, 2019b, p. 151).

The French ‘Revenu de Solidarité Active’ example

‘Revenu de Solidarité Active’ (RSA) is a minimum income for unemployed and underemployed
workers?. It has been managed and financed by the Departments since 2003. This transfer of
responsibility was supposed to be compensated by letting Departments benefit from some income
from the Taxe intérieure sur les produits pétroliers (TIPP), a tax on fossil fuel. The share of the tax
assigned to each Department was based on their cost for the RSA in 20032, However, the RSA
cost fluctuates because of economic trends and labour market mismatches. Income from the TIPP
does not reflect these changes. Furthermore, the green transition means the TIPP tax base is
declining. The mismatch between the RSA cost for Departments and their additional funding from
the TIPP was already obvious in 2004.

To compensate for this mismatch, a Fund for the Modernisation of Integration Costs was
established in 2006. Its yearly budget of EUR 500 million has been maintained, but has not been
adjusted for inflation. The share of the TIPP assigned to Departments was increased between 2009
and 2013.

Two funds were established in 2014. The Fund for Equalised Compensation had a budget of EUR
958 million in 2018 and EUR 994 million in 2019. It financed RSA as well as other integration and
support schemes. The Solidarity Fund in the Favour of Departments is a horizontal redistribution
scheme which reallocated EUR 589 million in 2019 to Departments with below average income
per inhabitant. This was complemented by exceptional support schemes targeting Departments
where the cost of support and integration schemes such as the RSA was highest between 2015 and
2017. Such support was made permanen