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Executive Summary

The Eastern Partnership has the potential to mattecsive difference to the
quality of the European Union’s integration plams its eastern neighbours.
However, the experience of the past few years irchwthe policy has been in
operation suggests that there remains some roomfsovement.

Not all of the reforms that are required can be lamgnted by local and
regional authorities acting alone. For effectivamipe to take place, a multi-
level framework for political action needs to bealmrated, built on the
recognition that shared aims are best deliverealitiir partnership. To this end,
LRAs need to work closely with both the Europeastitations and their
national governments. There is increasing scopethisr approach to have a
significant impact.

Further political actions need to be undertakersigyranational actors, national
government actors and local and regional autherifiehe EaP process is to
offer a full, multi-level framework where actor®f all areas of society in the
EaP states can engage with the process and beaosfitts outputs.

The key lobby points for LRAs relate to visa polifyancial assistance for the
Eastern Partnership countries and the full implgateon of the conditionality
policy. These are vital points of focus for LRAs& in the first placd,RAs
on the border between the European Union and the EBsern Partnership
countries have the most to gain from closer collalvation between both
sides resulting in an increasing level of cross-boralade (which is a stimulus
to economic development) as well as people-to-gecophtacts (which has a
cultural, social and economic value).

Moreover, LRAs on both sides stand to be some@ptincipal beneficiaries of
the higher financial allocations that we suggesiutth be provided for the
Eastern Partnership, precisely because it is egfeit provide a significant
uplift to economic activity and, once again, to re@se people-to-people
contacts, providing a boost to cross-border codjera

CORLEAP has identified the strategic areas of fdougooperation with LRAS
in the Eastern Partnership countries, these adeth@ need to enhance the
capacity of LRAs; and (2) the need to enhance ttesiponsiveness to citizens,
thus improving the quality of local democracy.

Progress can be made in addressing these needgtiradocus on three priority
areas for action across the EaP countries, whithada an enhanced territorial



dimension to the Eastern Partnership. These aldicpadministration reform,
fiscal decentralisation and territorial cooperation

To-date, there has been insufficient strategicreffo provide the financial

assistance that will advance these three prioriese EU financial assistance
needs to be targeted towards support for publicimdtration reform, fiscal

decentralization and territorial cooperation.

Where these priority areas have been addresseagtin®U financial assistance
schemes, this has been tangential, sporadic ahdad

There are five primary dimensions ptiblic administration reform which
have been identified by the European Commissioaraeas where support for
reform actions can have a multiplier effect acrtbss public administration of
LRAs in the Eastern Partnership countries, these ar

» strategic planning, which responds to the needntwaece the capacity of
LRAS;

e e-governance, which responds both to the need hanee the capacity of
LRAs and to the need to enhance their responsiget@escitizens, thus
improving the quality of local democracy.

» the partnership principle for better regulation dmchl development, which
responds to the need to enhance LRAS' responsigsetteitizens, thus
improving the quality of local democracy.

* business-friendly administration, which respondsthe need to enhance
LRAS’ responsiveness to citizens, thus improving thuality of local
democracy; and,

» reform of the provision of public services at tloedl and regional level,
which responds to the need to enhance the capddifRAsS.

CORLEAP should work towards signing an action plaith the European
Training Foundation where both parties commit tokimg progress on the
training of local and regional public officials iall areas of competence,
including, but not limited to, European integratidhus helping to meet the
“good governance” objectives.

Decentralisation of political authority is a glokde¢nd in the practice of “good
governance” and needs to be supported politicaltyfanancially by actors at all
levels of governance in the EU: supranational omati and local;



Fiscal decentralisation plays a major role in teéomm of power structures
understood globally, and is also a key indicatoamfeffective framework being
in place for multi-level governance within states.

Evidence shows that fiscal decentralisation works fiectively across
different institutional settings; despite the different forms of local and regional
government which exist across the EaP area, fideaéntralisation measures
can andshould be undertaken.

Fiscal decentralisation ultimately leads to widéobgl benefits in economic
development;

For effective fiscal decentralisation to becomeeality, national leaders must
agree a longer-term agenda for the transfer oéffiaathority to lower levels of
political decision-making, and ensure cross-panfypsrt for these goals;

The freedom of local governments to vary the raikshe taxes, fees, and
charges accruing to their budgets is a cardinalncpie of fiscal
decentralisation, as emphasised by the EuropearrteChaf Local Self-
government;

In global terms, decentralisation should be intetgnt as meaning the transfer of
powers from the state government to the |@mfgovernment, andot to the
transfer of powers from the central state goverrnimen the local state
government. In other words, responsibility for taxa and spending must be
placed at the level of locally-elected politicians.

Successful fiscal decentralisation combines not gnfiscal reforms but also
governance reforms Decentralization will only succeed when local
communities become involved, participate in thealdmudget process, express
local priorities, and hold their local officials @wntable for delivering the local
services desired in a cost-effective manner;

DG DEVCO should, on the basis of evidence preseoyddRA actors from the
EaP area, review the requirements for applying=ldrfinancial assistance with
a view to reducing red tape;

CORLEAP and the CoR, as well as LRA associatioos fthe EaP area should
work with DG DEVCO to identify ways in which theqmess of applying for
EU financial assistance can be made easier for LIRAlse EaP countries, such
as:

* introducing less stringent reporting requirements;



* revising the procedure for demonstrating legal fmancial viability, given
that current EU demands are not easily deliveredR$s or local banks
(see Section 1.2 of this report).

The European Commission should aggregate its v@rfmancial assistance
programmes which currently target local and redi@adors in the EaP area
under one shared strategic umbrella. This moreasiired and vertically
integrated approach will significantly advance beal and regional dimension
of the EaP and will meet the political aims of CARAP’s current Action Plan.

Cross-border cooperation, territorial cooperatinod the democratic governance
of cooperation are central to the continuing inééign and enlargement of the
EU and for fostering a real framework for multi#\governance. It therefore
needs to be supported through further financialsmess within the EaP space.

At the present time, greater investment has beedema geographic or
horizontal cooperation mechanisms which addressesssf local and regional
governance in the EaP space rather than verticgdaoral mechanisms; greater
usage could be made of the latter in future fundititemes;

At the supranational/multilateral level, there neémibe more joined up thinking
across the full range of EU financial assistanaegrammes to address more
effectively the core areas where CORLEAP has ifledtdeficiencies, and has
suggested further targeted political action.

Information regarding territorial cooperation iretltaP area is piecemeal and
not collated to comparable standards across themred standardized data

collection and statistical reporting framework wibdécilitate better feedback

loops for the future design of financial programnmethe area.



1 Introduction

1.1 Taking Forward the CORLEAP Action Plan and
Conclusions

In the conclusions of its Annual Meeting, CORLEAftified three thematic
priority areas for future political action. Theseakeé forward the

recommendations presented in the CORLEAP Actiom,P&dopted at the
Bureau meeting in May 2012. Together, these doctsneutline the pressing
need for further political action to advance thealoand regional dimension of
the EaP programme.

A multilateral focus on three priority areas fortiae has been identified as
crucial in order to deliver a stronger, multi-le¥gstern Partnership. These are:

* public administration reform;
 fiscal decentralisation; and
* territorial cooperation.

These three thematic areas inform the scope ofrépert, which showcases
how political action in these three fields will teéo mutually supporting steps
forward in the development of a sustainable local Begional dimension to the
Eastern Partnership.

1.2 Global Policy Suggestions for Reform of the Eastern
Partnership: Points for the EU, the Member States ad
Local and Regional Authorities (LRAS)

1.2.1Global Recommendations for Improving the Eastern
Partnership

The Eastern Partnership has the potential to mattecsive difference to the
quality of the European Union’s integration plaws its eastern neighbouts.
However, the experience of the past few years ircthvthe policy has been in
operation suggests that there remains some rooimfwovement. Not all of the
reforms that are required can be implemented bgl land regional authorities

! See Mayhew and Hillion (2009) ‘The Eastern Paghigr. Something New or Window Dressing?’, available
at: https://www.sussex.ac.uk/webteam/gateway/file.phptrrsei-working-paper-no-109.pdf&site=266




acting alone. For effective change to take placejudti-level framework for
political action needs to be elaborated, built lo® tecognition that shared aims
are best delivered through partnership. To this eRAs need to work closely
with both the European institutions and their naiogovernments. There is
increasing scope for this approach to have a sogmf impact. In its most recent
communication on the ENP, the European Commissickn@avledged the
difference that multi-lateral cooperation with pens such as CORLEAP and
ARLEM had made in strengthening and deepening the,Eontributing to the
development of political dialogue across the EN€aaand incorporating other
dimensions of cooperation into the ENP poficy.

Since the Eastern Partnership is part of the Eamopiion’s foreign policy, the
inter-governmental model of policy-making prevailgh the concomitant need
for unanimity between Member States. Therefore seheecommendations
should be viewed primarily as possible lobby pofotsLRAs to address jointly
to the EU institutions and to the 27 Member Statgonal governments.

Explaining why these recommendations should be rtapbas lobby points for
LRAs is relatively straightforward. In the firstgue, LRAs on the border
between the European Union and the Eastern Partnelngp countries have
the most to gain from closer collaboration betweehoth sides resulting in an
increasing level of cross-border trade (which isstamulus to economic
development) as well as people-to-people contadtschi has a cultural, social
and economic value). Moreover, LRAs stand to be esah the principal
beneficiaries of the higher financial allocatiorfsatt we suggest should be
provided for the Eastern Partnership, precisehabse it is expected to provide
a significant uplift to economic activity and, onagain, to increase people-to-
people contacts, providing a boost to cross-bardeperation.

Our global suggestions for policy changes to thstéta Partnership that could
be put forward as lobby points by the COR and LRAstherefore as follows:

1.2.2Supranational and National Level
Overall Package of Incentives for the Eastern Partaership Countries
The overarching incentive for the Eastern Partnprsbuntries to integrate with

the EU is their eventual full participation in tit®ropean Economic Area,
which could provide an estimated 2—-8% lift to tmn@al GDP growth rate of

2 European Commission (2013) “European Neighbourh@olicy: Working towards a Stronger Partnership”,
JOIN(2013) 4 final (page 20).



EaP countried.This is a transformative and ideal long-term pecsive, but
more carrots are needed along the way since itheilpossibly years or even
decades before EEA membership can be achieveds#Jtile EU can increase
the incentives on offer, the essential problema o implement the policy of
conditionality (also known as ‘more for more’) inet absence of an accession
perspective will continue, frustrating the ovekedfiectiveness of the policy.

A membership perspective for the EAP countriesrlagoes too far for all of
the EU-27 to agree on. This should not be a lobtiptgor LRAS, since they
risk not being listened to if they push on thismoiMoreover, they may not
agree that this is a desirable objective, everaifiynn the newer Member States
are of this view.

The incentives that are needed relate to: visayobwifter access to the Single
Market and financial assistance. Greater diffeatioin between Eastern
Partnership countries and a more rigorous appticatf the ‘more for more’
conditionality policy is needed.

Visa Policy

Integration between the EU and its eastern neigisbisufrustrated by the low
level of people-to-people contacts. Fewer thanatqu of Ukrainians, to give a
concrete examplé,have visited the European Union (or indeed the djS
Canada). Although support for EU integration reradiigh at the popular level,
it would be even higher, were the Eastern Partieisbuntries’ people able to
visit the European Union itself.

The time has passed for simple visa facilitatiothi form of a simplification of
procedures. LRAs should consider lobbying bothBEbeopean Commission and
their own Member States for a visa-free travel goletween the EU and the
Eastern Partnership countries. Since this may lvealistic in the short-term,
given the concerns about migration that exist imynald Member States, a
number of interim solutions can be proposed, wladcdt extending the list of
individuals eligible for one-year and multi-year,ulttentry visas; lowering
prices even more (ideally by subsidising the cagrsidle administration costs of
issuing visas); and, finally, lobbying Member Statsa-issuing authorities to
retrain their staff to view applicants as fellowr&peans desiring to travel to the
EU, rather than as mere supplicants, or, at wasspotential undesirables that
need to be kept out. This last point is of gregtanance: it is unhelpful if the

® http://delo.ua/opinions/parafuvannja-ugodi-pro-ascifu-z-jes-proriv-chi-chergova-zovnishn-18 1508/
* http:/ecfr.eu/content/entry/commentary_the_eustigiship_with_ukraine_fling_or_partnership




first contact that people have with a European ipuddiministration is with an
obstructive and rude official.
Financial Assistance

More funding is needed, particularly, for small amédium-sized projects,
according to Ukrainian officialsBudget support for large-scale projects such as
reform of the energy sector may be easy to impleérfierother words it is easy
to disburse the funds), but is not always helpfultifat it may not achieve very
much in concrete terms).

Increased financial assistance for implementatioth@acquis communautaire
should be closely linked to the democratic perforosaof the EaP country in
question. There are grounds for optimism that #pproach is becoming the
standard EU approach to interaction with the EABntaes. LRAs have a role
to play here in underlining their support for theg'& fundamental values. Clear
evidence of a commitment to democracy should bewitatadditional funds to

facilitate the ambitious European integration agenoh the first instance
through the training of civil servants.

DCFTAs and Access to the Single Market

The EU has been a little too heavy-handed in tleecpnditions that is has set
for access the single market in the negotiationd pre-negotiations on
DCFTAs. Too many parts of thecquisthat go beyond strictly trade-related
matter§ have been included, and much of the regulatioimappropriate for
poorer countries that will not have immediate ascts the EU market for
agricultural products (i.e. sanitary and phyto-tawirules). The rules that the
EU asks the EaP countries to implement must bedbasesound economic
sense, rather than what amounts to a one-sizeHigslicy (i.e. asking Georgia
to implement EU rules on cable cars and lifts etresugh Georgia does not
produce either of these productsilere again the justification for this as an
LRA lobby point is that, once again, it is bordegions that have perhaps the
most to gain from economic integration through bighrade. It follows
therefore that LRAs will want to push this agenda.

Despite the deep economic crisis that has afflidtedUnion in recent years, the
EU can afford to be generous with its eastern rogighs by virtue of the fact
that average income levels in the EU-27 are upndaimes higher than those in
the EAP countries. Indeed the EU will reap a cogrsille economic dividend in

® http://cens.ceu.hu/news/2011-04-22/event-reportdnvipg-eastern-partnership
® http://www.ceps.eu/book/appraisal-eu%E2%80%99setmlicy-towards-its-eastern-neighbours-case-georgi
" http://www.ceps.eu/book/appraisal-eu%E2%80%99setmlicy-towards-its-eastern-neighbours-case-gaorgi




future by being generous now. The challenge isted¢t short-term economic
considerations undermine the bright future of thstBrn Partnership project.

Financial Considerations

Before committing to providing extra funding forethEastern Partnership
countries, the EU should consider ways of makingling easier to access. Too
much money is given in budget-support to natiomalegnments (where the
funding is not always used effectively) and therhplexity of the EU funding’
mechanisms make it desperately hard for NGOs and smtimes LRAS to
access the money that the EU has made availabla little relaxation of
reporting requirements would go a long way and LRAs should consider
asking the Commission to review carefully how mutha risk it would be
taking by making the process of applying for, astegsand spending EU funds
a little easier. To give a concrete example, suirgitdocuments to prove that
they are not bankrupt, have paid their taxes oiabsecurity contributiorfsis
hard for organisations that do not engage in tadictivities, and where local
banks may not have the culture of providing subsgdtions.

1.3 Summary of Global Actions for Local and Regional
Authorities and CORLEAP

Overall the above-listed areas have been highligfte two reasons. First, to
provide an updated analysis to CORLEAP members tabeudevelopment of
the Eastern Partnership four years into its creaiim 2013. Second, the points
highlighted suggest areas where LRAs and CORLEARPIabby both the EU
and Member States to take action. The next settiors to the three priority
areas for action as identified by CORLEAP at itsmAal Meeting 2012: public
administration reform, fiscal decentralisation aeditorial cooperation.

8 http://www.euractiv.com/europes-east/experts-slastezn-partnership-news-518772




The EU should

National Governments should

LRAs, CORLEAP and the CoR should

ACTION POINTS

Supranational / Multilateral Level

Press for a full, multi-level access to the widendfits of the EaP;
eventual full participation in the European Economfirea would

deliver an estimated 2—8% boost to annual GDP droates in the EaP
countries. These benefits should touch on all tlvesmtries’ territories
and actors.

Link future financial assistance for implementatiofh the acquis
communautairéo democratic performance at all levels of governtal
authority.

Support the democratic and market liberalizationectives of the
acquis communautair¢hrough measures to foster robust multi-lev

frameworks for good governance

Lobby EU actors, notably DG DEVCO to review theueegments for
applying for EU financial assistance.

Work with DG DEVCO to identify ways in which the quess of
applying for EU financial assistance can be madeedor LRAs in the
EaP countries, by for instance:

0 Introducing less stringent reporting requirements.

O Revising the procedure for demonstrating legal dmdhncial
viability, given that current EU demands are ndtilgadelivered by
LRAs or local banks.

el
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2 Options for Political Action

2.1 The Contribution of LRAS to the EAP

The 2012 report ‘On the Contribution of LRAs to tB@astern Partnership’
(COR, 3812) summarized what the role of local asgianal governments as
well as CORLEAP could be for the further embeddiofy the Eastern

Partnership. A brief recapitulation here is helpfithe report followed on from

the completion of the start-up phase of CORLEAR;eo had been furnished
with a bureau structure and a strong political ézglip.

The report argued that CORLEAP then needed to dpvi$ activity profile
further, in line with the global EaP framework. Gumalysis was that CORLEAP
clearly needed to develop bothpalitical dimension to its activities, and to
establish aclear set of objectiveswhich can be delivered through concerted
political actions undertaken by both national goweents and local and regional
governments. We argued that this should be baséueoexperience of local and
regional partners in the EaP countries. We alspotified that CORLEAP has a
very clear operational dimension; that is, throutghongoing activities as a
platform for debate, discussion and the exchangeedpectives and expertise,
it facilitates and fosters stronger local and raglaooperation with partnership
countries. This is a particularly important elemehtts remit given the limited
resources at its disposal.

The report ‘On the Contribution of LRAs to the East Partnership’ (COR,

3812) offered an insight into the contribution of&l and regional authorities to
the development of the EU’s Eastern Partnershigsett this out firstly by

analysing the state of play within the EaP of theal and regional dimension,
and considered the manner in which local and regdiperspectives could be
included in the various arenas of debate that suppe EaP agenda. This
section provided an inventory of needs; that ig, téport offered a nuanced
analysis of the EaP at the EU level and at thel lef/¢he partner countries,
assessing the key areas of concern and settingearty the primary issues of
interest for local and regional governance that @a& CORLEAP engagement
with the EaP can seek to address.

Secondly, the report then considered the engageofetiie CoR and more
specifically, CORLEAP in the EaP process, analysitgere this interaction
would be most effective, considering how this relathip can in future be
reshaped to work even more constructively with vheous avenues open to
local and regional perspectives in the EaP. Finahe report offered an

11



overview of areas of local and regional cooperatiatn Eastern Partners, and
an assessment of how EU funding regimes have bsshta underpin actions to
improve, enhance and develop further local andoregigovernance in the EaP
partner countries. This assessment offered scopeaingerstand the real
contribution of EU assistance at the local and aegii level, and showcased
instances of best practice that could be replicatedss other partner states.

2.2 A Needs-based Approach to Political Action
Needs Identified in Report 3812

The 2012 report on theContribution of local and regional authorities tbet
development of the Eastern Partnersh{ieport 3812 for the Committee of the
Regions) identified that the Eastern Partnershipintiies participating in
CORLEAP havehree overarching shared challenges for the develogent of

a strong local and regional dimension to the Eafn support of its global
goals. It is important to re-iterate these needba@tbutset and they can best be
summarised as follows:

1. An acute lack of governmental autonomy and low Iewé financial capacity
on the part of local and regional government lith# expression of multi-
level democracy in the EaP countries.

Without an enhanced capacity to exercise real gonent responsibility at the
local and regional level, supported by an approprieegal and financial
framework, it will be impossible for EaP countriesdevelop a robust system of
multi-level governance. EU financial assistance aadinership programmes
can improve and enhance expertise within admirtistrs, butfurther action is
required by the CoR and by its partners at a politcal level, to ensure that
the EaP can address the domestic framework within kich local and
regional governments operate.

This political message needs to inform the longemtengagement of the CoR
and LRAs from the Member States in all inter-ingtdgnal dialogue with
partners in the EU. Recognition of this particulaed is a primary factor which
will determine the success of the local and rediahmension of the ENP,
something which was recognised by the European Gssion in its 2012 ENP
Package. This document noted that “Local and regianthorities have a key
role to play in narrowing the gap between the patoh and institutions,
promoting a culture of political participation aichl level and ensuring that

12



policy decisions take local needs into accoUnEORLEAP needs to work in

partnership with the relevant actors within the dpgan Commission to shape
an understanding of the dimensions of public adstriaiion reform at the local

and regional level, which needs to be supportenltiit EU financial assistance,
in order to build a robust framework for multi-lé\governance in the Eastern
Partnership countries.

2. Local democracy, including citizen participatios,weak and thus limits the
extent to which citizens are fully engaged in tlastérn Partnership process.

If the Eastern Partnership is to deliver real amostantive improvements to the
security, stability and prosperity of its Easteantper countries, theall citizens
need to be able to access its potential fully. Asey means of achieving this
aim, local and regional democracy needs to be yinmabted, from the bottom
up. Democratic infrastructure in the EaP countrsewveak, and is particularly
precarious at the local and regional level. Suppegthanisms for local and
regional democratic initiatives are therefore davimportance, as it is only by
building democratic controls from the bottom uptthastable and sustainable
democratic governance model can be established.

The CoR and its EU partners can foster democratic @newal at the local
and regional through sustained participation in cagpcity building

programmes, the exchange of expertise and best ptae, as well as offering
training to elected local and regional personnel fsm the partner countries.
This is a real area of need where CoR-led EU initteves have the potential
to make a substantial difference

3. Even in spite of fiscal constraints, there is leditawareness of the financial
assistance mechanisms available to local and ralgiaathorities in the
Eastern Partnership countries from EU programmes.

Previous research has shown that associationsalf émthorities in the Eastern
Partner countries often suffer from a lack of awass of the potential
opportunities for project development and crossiborlearning which are
presented by the numerous EU financial assistast@nges for the regioh The
ENPI instrument is the most well-known EU financedsistance package.
However, other opportunities for local and regioaathorities to benefit from
these funding schemes remain under-apprecidieel. CoR and LRAs across
the EU can work to heighten awareness of the potaat presented by the

° Joint Communication “Delivering on a new Europ&&ighbourhood Policy”, JOINT (2012), 14 final, page

19 See CoR 2012 report “The EU Funds Available forcdloand Regional Authorities from the Eastern
Partnership Countries”, available online Hdtp://cor.europa.eu/en/news/events/Pages/ConfereiRegional-
and-Local-Authorities-for-the-Eastern-Partnershipit EAP.aspXaccessed 01.03.13).
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full range of EU financial assistance programmes wh opportunities for
local and regional authority engagement, not leaghrough an awareness-
raising campaign which focuses on some of the sussestories at the local
and regional level in the Eastern Partnership state

These three most pressing needs identified in téeiqus report Contribution

of local and regional authorities to the developmaiithe Eastern Partnership”
(Report 3812 for the Committee of the Regions) ©im# the three priority
areas for action which CORLEAP has identified as primary focus for
enhancing the multi-level dimension of the Eastd?artnership: public
administration reform, fiscal decentralisation a@ditorial cooperation.

KEY ISSUES

» Local democracy, including citizen participatiomweak and thus limits
the extent to which citizens are fully engagedhia Eastern Partnership
process.

* An acute lack of governmental autonomy and low e financial
capacity on the part of local and regional govemmémit the
expression of multi-level democracy in the EaP toes.

* It is problematic that there is limited awarenedstlze financial
assistance mechanisms available to local and ralgaarthorities in the
Eastern Partnership countries from EU programmes.
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ACTION POINTS

» Further action is required by the CoR and by itdrgas at a political
level, to ensure that the EaP can address the diorfrasnework within
which local and regional governments operate;

 The CoR and its EU partners can foster democratiewal at the local
and regional through sustained participation in ac#y building
programmes;

« The CoR and LRAs across the EU can work to heighteareness of
the potential for strengthening the multi-level dimsion of the EaP
presented by the full range of EU financial assistaprogrammes;

 An awareness-raising campaign can be designed,hwioicuses on
some of the success stories at the local and ralgievel in the Eastern
Partnership states;

» CORLEAP needs to develop both a political dimengwmris activities,
and to establish a clear set of objectives whichlmadelivered through
concerted multi-level political actions undertakéy supranational
actors, national governments and local and regigoatrnments.

2.3 A Multi-level Framework for Political Action

As noted by the Commission and the EEAS in theadmoap to the 2013 Vilnius
summit'* the Conference of Local and Regional Authoriti€ORLEAP) has
already laid the foundations for a local and reglownlimension to the
PartnershipThe central role of CORLEAP within the Eastern Partnership

Is to foster better, multi-lateral linkages between_RAs in the EU and EaP
countries. As the Roadmap further notes, ‘it is essential &kenchanges on the
ground, to build sustainable democratic institugionresolve peacefully
protracted conflicts and to create a solid fourmtafor sustainable and inclusive
economic growth and job creation.” CORLEAP complateeat the local and
regional level the work of EURONEST (for the EurapeParliament) and the
Commission/European External Action Service for Mhember States and the
Union itself. It is therefore one of the key EaBydrs.

1 http://ec.europa.eu/world/enp/docs/2012 enp papklép roadmap_en.pdf
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The Roadmap to the 2013 Vilnius Summit sets owgettaore objectives for the
EU to make concrete progress on. These are:

Forging new, deeper contractual relations betwden EU and partner
countries in the form of Association Agreementscluding, where
appropriate, Deep and Comprehensive Free TradesA@@FTAS) where
regulatory approximation can serve to strengtherptbsitive effects of trade
and investment liberalisation, leading to conveogemith EU laws and
standards.

Supporting the mobility of citizens and visa lidesation in a well-managed
and secure environment. The mobility of citizenshaf partner countries will
be promoted through visa facilitation and readroissagreements as a first
step with a visa-free regime as a final goal.

Enhancing sectoral cooperation and facilitating plagticipation of partner
countries in EU programmes and agencies.

CORLEAP and LRAs will help to deliver these three bjectives through a
policy of pro-active engagement with the EU’s multievel system, which is
both responsive to, and part of the design and dekry of, sustainable policy
solutions This will take place primarily in three ways thaflect CORLEAP’s
comparative advantage:

Throughdirect action by LRAs in fulfilling their responsibilities for the
delivery of the European integration agendaand the implementation of the
relevant parts of the acquis, as laid out in theo&gtion Agendas and
Association Agreements for each EaP countries.

Through LRAs lobbying national governments both inthe EU and the
EaP countries

Through CORLEAP and the COR lobbying the EU institutions and the
EU Member States as an aggregator of the influenad# LRAs in the EU
and the EaP countries

Embedding democratic practices at the local antbnady level is an essential
part of building the kind of deep democracy in Ba countries that is essential
not only for European integration, but also for mwng the standard and
quality of life of the citizens of the EaP counsiie Supporting this
transformation and the necessary reforms to theictstres of public
administration and fiscal policy that underpin e dwo of CORLEAP’s core
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functions. Particular emphasis was placed by the@ission and EEAS in the
Roadmap on the need for engagement with societies \@hole through civil

society; here again, LRAs are well-placed to reaghto partner organisations
at the crucial grassroots level, which will helppgmvide mutually enforcing

support for this fundamental element of a well-tismang democratic system.

As acknowledged in the Roadmap, through ‘Cooparattvogrammes and
territorial cooperation pilot projects, the actieg of the Conference of Local
and Regional Authorities (CORLEAP) and the PanePablic Administration
Reform’ should help strengthen the capacities atnga countries at regional
and local level. For this reason, the focus of tbort is on the three priorities
of fiscal decentralisation, public administratiorefarm and territorial
cooperation.

2.4 Enhancing Governmental Autonomy at the Local and
Regional Level: Public Administration Reform

Integrating with the European Union will requirdage effort on the part of the
public administrations of the Eastern Partnersimpntries. The responsibility
for delivering the numerous and complex economicamial reforms that are
needed to integrate with the EU falls squarely ba shoulders of public
administrations within the Eastern Partnership toes As such, this section
responds to two of the needs outlined earlier is ffaper, specifically, (1)
enhancing the capacity of LRAs to exercise reakgowment responsibility at the
local and regional level; and (2) improving the Ilgyaof local democracy,

specifically citizen participation. All five of theriority areas outline below
respond to these two aims.

Cooperation, efficiency and, above all, concertad gint action is required
from all levels of public administration — locakgional, national and European
—in order to implement and manage this ambitiouwgyamme of reforms. A
results-oriented system of management is needechd¢& progress. This will
achieve transparency in the analysis of reform oregsand their effectiveness.
Local and regional administrations may not alwagdasked with policy design,
but they are in charge of the vital task of implethe&y policy decisions at a
local and regional level, and are responsible fe tlelivery of key public
services which citizens recognise as fundamentatators of good governance
and good public management. It logically followerdfore that renewed focus
must be placed on the overall administrative capa@f the public
administration at the local and regional level. time absence of strong
administration and a highly capable bureaucradhetocal and regional level,
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it will be impossible for the EaP countries to yuthaster the reform agenda that
lies ahead of them.

Carrying out such administrative changes undert timldgetary conditions is
tough, although a certain degree of assistancedsahle from the EY. To
offset the resource shortfalls that all Easterntrfeaship countries are
experiencing at the present time, the Europeamdiahassistance programmes
highlighted may be used to support LRAs in the alrifor increased
administrative capacity that will be needed to m#wise goals. Increasing
administrative capacity in its simplest form is abmaximising the chances of
successful policy implementation.

KEY POINTS

The rationale for the emphasis on public admintisinas as follows:

» That efficiencies in local and regional public adisiration will lead to
increased productivity in the whole economy, foample, through
speedier service provision and the reduction otapeéd;

» That good local and regional institutions and publiministrations are
a necessary condition for successful policy impletaigon when
promoting European integration as well as sociagienoc development
and higher levels of employment;

» That effective institutional and administrative aajy is a key part of
good governance understood more broadly.

The logical counterpart to this analysis is thatakvéocal and regional
governments with low levels of administrative capaexperience retarded
socio-economic development.

A key problem for public administration reform imet Eastern Partnership states
Is limited responsiveness to citizens and firmsicWhn part is a legacy of the
politicisation of the public administration, whidbads to problems of limited
transparency and clientelism. Administrative catyagroblems also tend to
worsen over time if they are not properly addres3dck use of EU financial

12 See CoR 2012 report “The EU Funds Available forcdloand Regional Authorities from the Eastern
Partnership Countries”, available online Hdtp://cor.europa.eu/en/news/events/Pages/ConfereiRegional-
and-Local-Authorities-for-the-Eastern-Partnershipit EAP.aspXaccessed 01.03.13).
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assistance for decisive intervention on public awlstiation can help build
momentum for a process of change. Thus, therecisaa strategic intervention
logic for using EU finance within nearly all fieldglated to administrative
capacity building at the local and regional lewath some obvious exceptions,
such as improving the pay of public servants.

High-level political support for public administiat reform at the local and
regional level is the first pre-condition for susseCORLEAP must articulate
that this reform agenda is essential, if it is touifill the objective set out for
it by the European Commission in “narrowing the gap between the
population and institutions, promoting a culture of political participation at
local level and ensuring that policy decisions takdocal needs into

account™?,

Eight factors make a strong contribution to thecess of public administration
reforms at the local and regional level:

1. reforms should be embedded within broader cultamdl organisation change
process;

2. civil society and social partners should be invdive
3. there should be a firm commitment within the adstiration to change;

4. the methodological and technical approach of refoneasures should be
clear;

5. responsibilities needed to be clearly defined;

6. there should be exchanges of best practice bothatiter EAP countries and
at the EU level,

7. there should be monitoring of progress regularlgt appropriate evaluation
techniques should be used; and,

8. there should be continuity and stability in thejpcb environment.

These factors inform “good” public administratioefarm and should be
mainstreamed across the reform actions that arertaken.

13 Joint Communication “Delivering on a new Europ&seighbourhood Policy”, JOINT (2012), 14 final, p. 7
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In terms of the dimensions of public administratwhere CORLEAP should
support reform measures, there are five primargsirevhere specific support
for reform actions can have a multiplier effect cssr the wider public
administration at the local and regional level. S&dactors have also been
identified as priority areas by the Commission attiag the standard for the
quality of public administration in EuropgThey have also been identified as
the areas in need of maximum effort for Easterrin@aship countries as they
integrate with the EU through the Eastern Partnersind the Association
Agreements that are foresé®rwithout serious coordination of different
elements of the European integration challenge with the EAP countries’
public administration, at all levels, including mog$ importantly the LRA
one, delays and sub optimal outcomes will necesdgrresult. This has to be
recognised from the start of the process. It is ewme more important
recognizing that coordination of European integraton policy in EAP
countries in the past has not been as effective aswill need to be once the
Association Agreement and the interim agreement ari force.'’

Specifically, the five areas for focus are:

1. strategic planning, which responds to the neednttaece the capacity of
LRAS;

2. e-governance, which responds both to the need hanee the capacity of
LRAs and to the need to enhance their responsiget®escitizens, thus
improving the quality of local democracy;

3. the partnership principle for better regulation dmchl development, which
responds to the need to enhance LRAS' responsisetteitizens, thus
improving the quality of local democracy;

4. business-friendly administration, which respondsthe need to enhance
LRAS’ responsiveness to citizens, thus improving thuality of local
democracy; and,

% Fiscal decentralisation measures are dealt witharfollowing part of this report.

!5 See Copsey, N. (2012) ‘Promoting Dynamic Refornross Europe’s Public Administrations’ (Warsaw:
Ministry of Regional Development).

1% bid.

" See Prigmore, K., Mayhew, A., Shapovalova, N. @ogsey, N. (2012) ‘The Potential Institutional Ches
to Facilitate European Integration for Successfuplementation of the Association Agreement in Uhkeai
Report submitted by the Wider Europe Network/SIRUSida under Contract for “Advisory Services on
Ukraine’s European Integration Process” 2011-1pePa&l.
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5. Reform of the provision of public services at tloedl and regional level,
which responds to the need to enhance the capdifgAs *®.

ACTION POINTS

* National governments and supranational actors medme aware that
political support for public administration reforiat the local and
regional level is the first pre-condition for susse

« CORLEAP must articulate that reform of local pukd@dministration is
essential, if it is to fulfill the objective set tor it by the European
Commission in “narrowing the gap between the pdmria and
institutions, promoting a culture of political parpation at local level
and ensuring that policy decisions take local nesdsaccount”.

« CORLEAP should support reform measures across itree gdriority
areas identified by the European Commission asHmearks for the
standard of public administration in Europe andHBastern Partnership
countries:

» Strategic planning / strategic management

» E-government and E-governance

» The partnership principle for better regulation swhl development
» Business-friendly administration

» Local government service provision

» Coordination of European integration policy in E&Rintries in the past
has not been as effective as it will need to beecothe Association
Agreement and the interim agreement are in force.

Each of these priority areas will now be examinetlirn, assessing the concrete
policy steps for change that each area presents.

'8 This categorisation has been drawn from an arsmlysithe European Commission report “Elements for a
Common Strategic Framework 2014 to 2020" SWD(2082)final, which assesses how best to align EU
territorial financial assistance with the globahaiof the Europe 2020 agenda.
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2.4.1Strategic Planning / Strategic Management

Strategic planning, or the more encompassing ifls&rategic management, is a
complex idea, which relates to the entire publiigyodelivery chain. In sum,
the term refers to effective future planning threogt the policy-making cycle,
including:

» operationalization of the policy idea (i.e. turniggod ideas into something
that will work and be implemented);

» effective management of the policy implementatibage;

» policy monitoring systems;

» evaluation of the overall strategy; and,

* risk management.

Strategic management is a new way of operatiomgliiical and regional public
administration. Based on these five key componeing®licy lifecycle planning,
the concept encompasses a general shift withinn@gtonal thinking from
line-based management models, to a managementaapptioat is focused on
strategic function. As part of global new publicmagement-inspired reforms, a
shift towards strategic planning within local amgjional public administrations
equates to a shift towards a qualitative resulisrted approach, with a
commensurate focus on activity-based problem sglnmodels. In order to
implement effective strategic management modelgarosational structures
need to move away from current institutional frarogk8 — which have
traditionally been established to address exigtuigjic policy needs — towards a
new, flexible approach, which is based on meetingré needs. This demands a
suite of flexible, fluid, problem-oriented struo#srto be created within local and
regional public administrations.

The introduction of a strategic management appraadhe operationalization
of public administration at the local and regiofealel should be an approach
which CORLEAP, in partnership with LRA actors acdke EaP region, and
networks of LRA associations should advocate, pseisents effective solutions
for the delivery of public services.

There are a set of key areas where the introducticm strategic management
concept can make a difference: Policy Formulatiod Budget Programming,
Monitoring and Policy-Budget Review, Evaluation Bblicies and Budgets,
Evaluation of Public Administration Performance
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Policy Formulation and Budget Programming

Performance-based budgeting should be emphasistt abcal and regional
level. Budget programming processes are a coreegleof this, whereby the
policy targets and budget expenditure are closeketl. The following steps
should be taken to achieve this change:

Performance-based budgets should closely combmelifectives of public
administration performance with the level of pulliancial resources, so as
to avoid the creation of a so-called ‘budget fa¢ade

Measures to improve spending efficiency and fateitfiscal discipline
should be developed.

Support should be provided to facilitate the traosifrom annual budgetary
planning to medium term programming.

A greater emphasis should be placed on improviegythality of ex-ante policy
evaluation and transparency. Further and more widas use of the Regulatory
Impact Assessment (RIA) tools should be supporideese allow for a full
evaluation of the potential impact of regulatoryelepment, involves end-users
in analysis of how and to what extent new policiegsy impact upon them, and
of the estimated costs and benefits of proposecunes.

Monitoring and Policy-Budget Review

Monitoring activities need to be supported duritg tmplementation of
policies and budgets. These should be considerpdrasf the same process
and not treated separately. Reporting systems fHudlitate this ongoing
monitoring need to be developed.

New information systems should be developed to lmethe communication
of ongoing policies. These need to be focused ouorate, real-time data.

Evaluation of Policies and Budgets

Government and administration channels of commtinicaneed to be
improved, so as to enhance stakeholder accesfotoation at the local and
regional level. Information provided externally deeto be optimised.
Regular policy reports, interpretations of data andicators would be
options to meet this aim.

Better information systems regarding the commumoabf policy and

budget programming impacts need to be developedhstance, brief reports
highlighting how money was spent, compared to nabspending plans.
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Performance indicators for public institutions slddoe developed and would
help in the evaluation process.

Evaluation of Public Administration Performance

The Common Assessment Framework (CAF) methodology delf-
evaluation of performance in public administratioas recommended by the
European Institute of Public Administration, is enditilised. Its potential
should be explored, though it needs to be adapmiedotal and regional
situations, and its viability tested.

Identifying and Overcoming Potential Barriers todbige

The potential barriers to change in the field ohtglgic management are as
follows: (1) poor system design; (2) insufficienbkage between strategic
management and other reforms; (3) lack of staffsskand (4) barriers within
the administrative culture. These can best be oveecas follows:

Successful implementation of strategic planningtesys meansa quality
system design must be put forward from the au&gttem design must be
optimal; without this, all other elements of thepiementation process (staff
training, monitoring and evaluation and such like¢ largely redundant, as
they will be delivered in an inappropriate contdktis therefore important
that strategic planning systems are not simply Gngd’ wholesale from
another context, but are rather devised organicalith reference to
individual situations and individual organisationaleds.

Strategic management reform measures need to betiefly linked with
other public administration reformsfailure to do so affects outcomes
globally, as organisational linkages are more degmbted than can often be
assumed.

Staff training is keyknowledge levels amongst officials working in lcaad
regional administrations as to how to manage anglement effective
strategic management reforms is crucial to the eascof the reforms
themselves The human resources dimension of a strategic gesnent
reform thus needs to be conceptualised from thesebutnd should be
managed simultaneously with the overall stratetaomng reform measures.

Administrative culture can affect the net resuksedorm measuressSpecific
cultural differences, which are reflected in admetrative and organisational
traditions and practices, need to be accounted viothin overarching
strategic reform measures in instances where straightforward
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implementation procedures may well prove more @wialtic, it could well
be that further, and more wide-scale administratieéorms would be
necessary to accompany any strategic reform mesasineh are deployed.

Recommendations

For CORLEAP and LRAsS:

CORLEAP can work through the CoR’s engagement e fifst thematic

platform of the multilateral track of the EaP (omlefnocracy, good
governance and stability”) as a primary means byckvio showcase
strategic management reform as a marker of enhalooadl and regional

governance capability, particularly within the framvork of the EaP panel on
Public Administration Reform.

As a Lobby Point to the Commission and the EEAS:

ENPI funding should also be channelled to meet Huscific objective
through financial assistance to training programraad seminars which
facilitate the exchange of best practice on strateghanagement
implementation.

The decentralisation of TAIEX funding programme®wd be advocated
and could be focused on this particular objectineough CORLEAP
recommendations.

Further Actions

CORLEAP can therefore act as a powerful agent for ltange by
recommending a refocusing of EU financial assistaecto cover this
aspect of local administration reform.

CORLEAP should explore joint actions on the mamestning of strategic
management approaches in public administration wnil society actors

already engaged in the promotion of good governaatcéhe local and
regional level in these countries. This could baejdor instance, through
engagement with the EaP Civil Society Forum, intipalar its Working

Group 1 on “Democracy, Human Rights, Good Goveraaannd Stability”,

which is already actively engaged in dialogue vathange of actors in this
thematic area, as well as organisations such astAf,Bor instance.

9 ALDA is the Association of Local Democracy Agersiewww.alda-europe.eu
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2.4.2E-Government and E-Governance

E-government and e-governance solutions offer gretantial for the reform of
public administration at the local and regionakelev hey offer tangible benefits
in three primary areas, as follows: firstly, theypguce economic benefits. E-
governance solutions can help to streamline adtratige processes, can offer
better financial management solutions, improve adstiative resource
management and planning, and can establish a strontarketing and
investment environment. Secondly, they generatealsbenefits. E-governance
solutions offer improved citizen services, such iagprovements to law
enforcement, policing controls, education and caltyprovisions as well as
better and more streamlined healthcare provisiod,enhanced environmental
protection. Thirdly, they bring benefits to the adstration itself. E-
government and e-governance solutions can greagyave the efficiency and
effectiveness of work processes, improve transgsremd accountability of
public administrations, help to strengthen antikgption measures, improve the
guality of administrative information, and allow rfoenhanced citizen
participation in decision-making and the legislatprocess.

Clearly, the development of e-government and e-gmarece infrastructure can

offer mutual benefits both to civic actors and txdl and regional public

administrations. In addition, such systems may alsbbance the transparency
and efficiency of the public sector. Their diffusiatilisation is a fundamental

element of capacity within public administrations.

EU financial assistance should aim to support tm¢hér development of e-
government and e-governance projects, due to thienpal benefits these
solutions offer to both administrations and citgeimn the EaP countries, the
need for EU financial support is particularly grgaten the lag in developing e-
governance infrastructure. New e-governance messals® have additional
benefits, such as introducing a market-oriented raggh to public
administrations.

Identifying and Overcoming Potential Barriers todlige

There are a number of areas that, if left unaddcesould potentially constitute
barriers to the effective roll-out and deliveryesfjovernment and e-governance
initiatives. These include:

 Insufficient financial incentives for the realisatiof projects.

* Limited financial resources for the development amglementation of e-

government and e-governance projects.
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Shifting political agendas: both political priositng and changes in the
elected authority can impact on the developmentiamdementation of e-
governance projects.

External events, such as changes to the globaldbaggenvironment, shifts
in public opinion or media campaigns. Each of these unforeseen
circumstances, but enough leeway should be faciarede-government and
e-governance project budgets so as to account dtenpal unforeseen
difficulties.

Limited actor involvement (‘groupthinking’) in pregt design. Effective e-
government and e-governance project strategiesdevesed when actors
from the entire process chain are involved. Failiarenclude participants
from the full cycle of project delivery in the irat design and development
phase can lead to poor strategic analysis of projeed and ultimately can
undermine the development of successful and efe@igovernment and e-
governance solutions.

Lack of capacity: both in terms of technologicalperise as well as
administrative capacity to be involved in systensige, and at leadership
level, to steer a project through to effective olt.

Poor management: common issues within this aspedude limited

transparency measures, poorly conceived time frafmesmplementation
and delivery, and inappropriate skill sets beingli@p to project conception
and implementation.

Ambiguous objectives: projects are more effectivadyivered if the precise
implementation targets are clearly defined wekdvance, and are supported
by all actors involved in the project delivery.

Level of centralisation: project management stmagumust be closely
tailored to the needs of the project. Too centdlia management structure
can lead to a lack of understanding of the progcagjrass-roots level; too
decentralised a structure may prove equally proatem potentially
overwhelming a local or regional administration.

Requirement to make significant legislative changasmplex solutions

which would require legislative amendments are ldssly to have the
necessary momentum to move forward.
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Certain core principles, however, if applied, cafphto ensure a more effective
delivery of e-government and e-governance projects:

Wider applicability of solutions and the opportynto apply projects in a
number of areas, across different levels of autyori

Developing ICT solutions that are simplified, stardised and interoperable
across different technological infrastructures, fgnably ‘plug and play’
solutions.

Solutions which offer robust security measures,usex friendly and win the
confidence of end user groups (citizens, publicEis, etc.).
Continuous leadership, underpinned by a contirfifyolitical support.

Recommendations

As Lobby Points for the Commission and the EEAS:

In view of the enormous potential of e-governmend a-governance
solutions to the enhancement of local and regigoaérnance capacity in the
EaP region, CORLEAP should advocate the prioribsabf EU financial
assistance programmes which directly advance tke-up of these new
technological solutions.

Such financial assistance schemes should be defremad best practice
elsewhere, and thus be based around the exchanggowiedge, training
and capacity building in the field of e-governaacel e-government.

ENPI and TAIEX financial assistance would appeabdcappropriate in this
regard; CORLEAP should forcefully articulate theeddor decentralisation
of TAIEX financial assistance to the local and ceil level.

Twinning programmes, which have been so succeasfalgents for change
at the level of national public administrationstive EaP region, should be
extended to the local and regional level of govesntal authority, on the
basis of the added value that such partnershipsiag. This would drive
change from the bottom up.
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2.4.3The Partnership Principle for Better Regulation andlocal
Development

Engagement with stakeholders through partnershipd @nhanced public
consultation is essential for the EaP states ag thesue their ambitious
European integration agenda. However, at the preseme, partnership
processes work sub-optimally. Four issues may &etified in this regard:

» Firstly, there is no clearly-defined model of wlaanstitutes a strong and
effective public consultation process, which istgelf an important first step
towards ‘better regulation’. Practices in the coge&ce countries in
particular are currently found to be weak. As aulteggood governance
initiatives need to have an enhanced focus ondh®ut of more effective
public consultation mechanisms. These do, howewsd to incorporate a
degree of local variance, as different practicels work better in different
cultural contexts. A global framework can be esthad, allowing the
flexibility to deploy an appropriate model on thegnd.

» Second, the further development of online platfoforspublic consultation
should be encouraged as a quick, cheap, efficiedtedfective means of
generating greater engagement with public consuftsit Internet-based tools
(portals, databases, systems to publish legislaieposals online and such
like) are widely regarded as examples of good mmactn public
consultations.

 Third, as a rule, ‘good governance’ initiatives ldo seek to broaden
participation rates both across the population ashale, and across the
policy process from start to finish, at every staf¢he legislative process.
Financial assistance should be provided to theipabinmunication element
of these initiatives, offering enhanced explanation the background of new
legislative proposals.

» Fourth, groups that are marginalised or disadvaatagthin societies should
be prioritised as a means to develop consensustedieactions. The net
result will be both better legislation and enhank®als of social inclusion.
To give some examples: Associations of Senior €iigz and Pensioners
should be consulted on responding to the challesfgan ageing society,
regional partners should consulted on mattersrotdaal development and
the views of environmental groups be sought onareding effectively to
climate change. This is a very sensible approadhnaakes for better policy
outcomes.

29



In addition, the partnership principle remains ook the cornerstones of
delivering better regulation across the EU, andaisneans of encouraging
ownership of the legislative and regulatory proeses3he partnership principle
can be mainstreamed across local and regionalgatininistrations in the EaP
countries in the following ways:

A greater emphasis should be placed upon partpsrsisi being a vehicle to
help solve common challenges, rather than a buotessprocess for the
creation of new — and unwelcome — institutions.

The duration of partnerships should be clearlyroifiin advance, so as to
encourage business take-up for them. This step aldb reduce the
bureaucracy associated with stakeholder partnexship

Partnership arrangements need to strike a balagtweebn offering project
accountability and the need to develop a wide amwérse stakeholder
partnership. The latter can often be seen to takeepence over project
efficiency and accountability, to the detrimenpodject delivery.

Identifying and Overcoming Potential Barriers todbige

The obligation to respond and feed back on inpudvided during public
consultations can prove problematic, as tight womad times in which to
provide responses can at times not be met by umedeurced
administrations.

Any sense that public administrations should benkoto act upon the
proposals put forward by stakeholders during pubdinosultation processes
can prove to be an obstacle. Limitations shouldefioee be put on the
weight accorded to individual contributions putviard during consultations,
and they should be evaluated in context.

Animosity between stakeholders and public autrewittan prove to be a
barrier to public consultations. If bureaucracies ot held in high regard,
further public consultation processes can be reghr@ls an unnecessary
burden. It is therefore imperative that public adtegtions form part of wider,

ongoing administrative reforms that aim also teeatnline the regulatory

procedures and involve stakeholders in earlier estagf the legislative

process.

Weak civil society engagement in public consultaiwocesses can provide
a further barrier to reform. The lack of knowledgaongst public officials
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on whom to consult and how they engage with thefacebely within a
legislative context is widely viewed as a probleyrtiire EAP countries.

 The lack of a robust legal framework for the impéation of public
consultations can potentially prevent their rolloutheir effective delivery.

Recommendations
As Lobby Points to the Commission and the EEAS:

* In an acknowledgement of these opportunities arel fédctors which
constrain the development of public consultatioocpdures, CORLEAP can
act as a powerful advocate for change through giiedovith EU institutions
offering financial assistance programmes which @s&lr public
administration reforms at the local and regiona¢le

» Further capacity building and training is requir@dthin local public
administrations in the EaP countries to support thmelerstanding of
partnership building. Without the necessary experat the administrative
level, the risk is that European integration agendannot be fully and
appropriately implemented.

 CORLEAP should articulate forcefully the need foriaclusion of training
programmes on public consultation processes in BNl and TAIEX
financial assistance schemes.

* The *human capital” dimension of projects which Wbuwadvance the
partnership principle for better regulation andalodevelopment should
inform dialogue between CORLEAP, the CoR and therofean
Commission on the further development of the ARegional Development
Programmes for the EaP countries.

2.4.4 Business-friendly Administration

Very few of the Eastern Partnership countries hdwuasiness-friendly
administration®. It needs to be borne in mind that it is not jhst financial cost
of compliance that is problematic, but also thegpaid by businesses in terms
of staff time lost, or resentment and annoyancesegiby what appears to be
‘pointless’ regulation. Being “business friendlyg’ about:

% gee for instance the most recent World Bank aisalyk business regulations per country across e E
region, available online at www.doingbusiness.org
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« Making it easier for businesses to tender for gowvent contracts;

 Making it easier for businesses to access thernrdbon they need about
policy changes at the local and regional level;

* Trying to make regulation that is implemented &t lihcal and regional level
more light touch and easier to comply with; andagball,

« Changing the culture and attitudes of the publimiadktration when it comes
to the regulation of business activities and theteraction with private
enterprise.

This last element is the most important, but ialso the most complicated to
implement in practice. No one should be under dagions as to how difficult
this will be, both in practical terms and politigal

Whilst global indicators on the user-friendlinesk regulatory climates for
businesses focus primarily on the national levelegulation, there are changes
which can be implemented from the bottom up atiekel of local and regional
governance, which can help to improve the busireissate and stimulate
investment.

Identifying and Overcoming Potential Barriers todbige

The principal barrier to changing the attitude otdl and regional public
administrations towards business is likely to be onf culture. Many of those
who work in the public administration do so becaitise a form of vocation and
because they have chosen to work in a non-comnh@mva@onment. This is of
course a great asset to the public sector, buigatds be handled carefully. The
best means to overcome this difficulty is througdining. Trainers in place to
help the public administration become more buskfiessdly need to focus on
why the change is being carried out. They also teesbmmunicate that being
friendly to business is at the core of what theliptddministration’s mission is.
In addition, the costs of inaction need to be drplh to communicate that
inertia is not an option.

A second barrier to change in the attitude of thiglip administration is likely to
be those who feel that they have something to IBsange on a grand scale is
likely to produce short-term losers as well as whnsn In carrying out significant
change, the number of losers needs to be minimiBkid. can be done in a
number of ways. First, change needs to be propamained, so that those who
fear that they may lose (in other words those wéear fchange in itself) can
receive reassurance and a positive message abatitdeimg things differently
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will mean for them. Second, where creating lossrmevitable, their numbers
must be minimised. This can be done by carefullyusacing reforms or by
phasing them in slowly, where possible. Third, refers should pick their
battles and only take on powerful enemies of chatigeugh confrontation
where it is absolutely necessary.

A final point linked to the preceding one, is tlagbredictable barrier to creating
databases on bad practice is that it must be fanlgnymised. The names of
those involved should not be used, and where pesdiheir organization or
even their nationality should not be listed. Pgttiogether databases of this kind
Is always going to be very hard since no one wahtto admit that a project has
failed, for understandable human reasons. Theatwieand processing of this
data needs to be carried out with tact, diplomauy a high level of political
support from a senior level.

Recommendations
To CORLEAP and LRAs:

« CORLEAP can advance an understanding of the cullgdés which are
required in order to drive change from the bottom &ffective public
administration in the field of business regulatstrould stimulate investment
through a supportive climate.

« Examples of good practice on changing the natutbebusiness regulatory
climate in public administrations at the local amjional level can be
facilitated through cross-border exchange assistanmgrammes, notably the
cross-border elements of the ENPI programmes.

* Again, this dimension of public administration nefo at the local and
regional level illustrates how the decentralisatbithe TAIEX instrument to
include local and regional tiers of governance wosignificantly enhance
exchanges of best practice and learning on pubharastration reform.

e CORLEAP can engage with the EaP Business Forum FEP®&nhich
convenes under the umbrella of the EaP Civil Sgdietrum. This is a key
opportunity for CORLEAP to generate discussion]adyae and debate on
the future shape of business friendly regulatiorthat local and regional
level, and identify areas where further action ¢an taken. CORLEAP
should aim to host a future seminar with the EPBfictv directly addresses
these questions, and delivers an opinion paperomntb enhance the level
and quality of business friendly regulation at tbeal and regional level in
the EaP countries.
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2.4.5Local Government Service Provision

A properly functioning system of locally- and regadly-provided public
services is fundamental to the full operation ofsystem of multi-level
governance in any democratic system. It is theeefandamentally important
that EU financial assistance schemes for the EaRtges are oriented towards
‘good governance’ reforms within public adminisivas at the local and
regional level. Strong institutions are directlgkded to the level of investment
inflows, over and above EU financing. Investmentdman good governance
infrastructure and capacity building, thereforen cgeld higher returns in
investment in the longer term. Reform agendas awhale are further
strengthened by robust local public administratidnastructures, meaning that
future reforms can be implemented much more effibreand effectively.
Robust local administrative capacity enhances mespeness to social needs
and citizens’ demands, while it also encouragezeris’ engagement.

Identifying and Overcoming Potential Barriers todige

Given the fundamental role of local public admiragbn in the management,
delivery, implementation and evaluation of all ataesas of reform, the barriers
to change within local public administrations (wWhicare listed below)
themselves constitute major blockages that threttdually or partially restrict
the success of other reform measures. They thereépresent some of the key
challenges for EAP countries.

Some of the most relevant barriers, which shouldchtbdressed as a matter of
urgency include:

» Substantial differences in the legislative enviremmin which local public
administrations operate, and crucially, are financ®gnificant change can
only occur when local administrations are equipp&th the legal authority
to undertake appropriate changes, and are ablastares that decisions and
reforms undertaken are fully implemented, with s@ns and enforcement
mechanisms to support them. Currently, the legvdadituation and financial
support provided to local public administrationsi@s widely across the
convergence countries. Taxation autonomy shouldetbee be enhanced,
with the important pre-condition that local authies obtain the necessary
capacity in advance. Staffing issues: without adégjauman capital, none of
these reforms can be fully and effectively impleteen Putting staff training
and the development of humaapacity at the centre of reforms in the local
public administration sector remains a core pryofdr future EU funding
streams. Of particular note in convergence couwitige the fact that in
addition to limited training, knowledge and expssti local public
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administrations often suffer from the problem diigh turnover of staff and
unattractive wage rates. These are fundamental lgmsb for which
innovative solutions need to be sought in conteagacity building measures
need to address these ‘bigger picture’ issues.

In addition to often being woefully under-resour¢kdmselves, local public
administrations also suffer from a lack of expertend experience in the
actual delivery of many of the key schemes which ke fundamental to
reforms in other areas. For instance, if local mubdministrations are to
stimulate innovation successfully in the socialremay sector, create jobs,
growth and new functional networks at the locaklethen they need to be
competent in the delivery and management of firerstibsidies. This is not
presently the case in the convergence countriesalladministrations have,
rather, more developed expertise in the receifihahcial support for reform
projects themselves. It is therefore critical thiay achieve training and
experience, through knowledge exchange from othecall public
administrations across Europe, in how to effecyivelperate as the
distributors of financial support.

Recommendations

To CORLEAP and LRAs:

This dimension of public administration reform la¢ focal and regional level
also illustrates the extent to which effective tinmg mechanisms with local
and regional governance actors from the EU memtagess would make a
substantial difference to the improvement of logalvernment service
provision.

CORLEAP and the CoR should engage with Europeanndssion officials

responsible for the future development of Pilot iBegl Development
Programmes to extend further the capacity buildingensions of public
administrations, and argue, based on an unders@mufi the above key
points, in favour of an enhanced mechanism to susite effective delivery
of local government services.
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As Lobby Points for the Commission and the EEAS:

CORLEAP can advise European Commission actorsfithamcial support
schemes targeting local and regional governanpesaictice should be shaped
by innovations in thinking and the result of dialegwhich is ongoing within
the framework of the EaP Civil Society Forum, andgatrticular its working
group on “Democracy, Human Rights, Good GovernameceStability”.

 ENPI financial assistance can support training aediinars which

« TAIEX funding programmes should be decentralisedatow the

 ENPI and TAIEX funding programmes could addressetfgmvernment

o Capacity building programmes should address theenirgieed to

 Awareness of the critical need for reforms acrbesé five identified

« The cross-border exchange programmes of the ENBLUlGhbe

ACTION POINTS

Supranational / Multilateral Level

facilitate the exchange of best practice regardingtegic management
implementation.

development of capacity at the local and regionakegnment level.

and e-governance development needs at the locategmnahal level in
the EaP countries as an urgent priority, givendigaificant return on
investment that such programmes offer.

develop skills in partnership creation and pubtiogultation at the local
and regional level, this is a serious area where skills are lacking.

areas of public administration should inform futgialogue at the EU
level on the further development of the Pilot RegioDevelopment
Programmes for the EaP countries.

refocused to facilitate directly the development aafpacity in the
identified areas of need.
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National Level

National governments should point out the urgergdntr additional
training opportunities through the TAIEX programnre particular,
which would support the development of capacitytle local and
regional level

National governmental actors should as an urgerdrifyr explore
opportunities for introducing e-government and gegonance practices
nationally, to facilitate their further introductiat the local and regiona
level.

National governments should engage with their logatl regional
authorities to support capacity building in theaaref need identified in
sections 2.1, 2.2 and 2.3 of this report.

LRA Level

LRAs can work through the CoR’s engagement in ih& thematic
platform of the multilateral track of the EaP (odetnocracy, good
governance and stability”) as the primary meansvhich to showcase
strategic management reform as a marker of enhafhweml and
regional governance capability, particularly withive framework of the
EaP panel on Public Administration Reform.

LRA actors can engage with the development of esgfratmanagement
as an element good governance practice at the &mchregional level
through, in particular, the EaP Civil Society Forum

LRA networks and associations across the EU and &aBR should
identify opportunities for the exchange of bestctice in the five
priority need areas outlined in this report in get2.3.

LRA actors should advocate that additional finahsigport measures
targeting local and regional governance in the Baga should be
shaped by innovations in thinking and the resuitdialogue which is
ongoing within the framework of the EaP Civil Sdgi&orum, and in
particular its working group on “Democracy, HumamgtRs, Good
Governance and Stability”.
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2.5 Fiscal Decentralisation

2.5.1The Effects of Fiscal Decentralisation on Local andegional
Self Governance

Recent studies show that decentralisation of spgnchpacity is associated with
substantially improved fiscal performance, esp@ciavhen the transfer

dependency of subnational governments is low (Tioorn2009). However,

subnational fiscal rules do not always seem to bso@ated with better
performance (Rodden and Wibbels, 2009). These rigwliare of crucial

importance because they indicate that fiscal deaksdtion is desirable due to
its positive effects on overall fiscal performance even once varying

institutional conditions are taken into accountshort, whether a country is a
unitary or federal state, and irrespective of inedevels, fiscal decentralisation
works well.

This section outlines the case for fiscal deceismibn based on recent
evidence from the European Union (see Dziobek, Mangnd Kufa, 2011;

Escolano et al.,, 2012). First it provides an owawiof the theoretical and

historical context in which debates over the meatsd defects of fiscal

decentralisation take place. Second, it surveysrnidie arguments relating to the
design of fiscal decentralisation. Third, it deBes the institutional features of
subnational governments in the EU with regardgodi capacity at the local and
regional level. Fourth, it presents some stylizztd on the relationship between
fiscal decentralisation and overall fiscal perfonoa in the EU. These stylized
facts are based on results from econometric amalyg$tifth, it extends the

analysis beyond the EU to show global patternsisufaf decentralisation in

recent decades to show that while the spread o&lfidecentralisation has
slowed overall in recent years, it has increased@reas of the EaP region,
suggesting that the benefits associated with fideaéntralisation that have been
observed in the EU can be applied to the EaP rezganwhole.

Background: The Theoretical and Historical Context

Many European countries have embarked on fiscardeaisation programmes
in recent decades (Marks, Hooghe and Schakel, 200y have reassigned
spending and revenue collection responsibilitiesnfithe centre to subnational
(local and regional) governments. As a result, gshending carried out at the
subnational level in the European Union (EU) hasaased from 23 per cent of
general government spending in 1995 to 26 per iceB009, with the revenue
share increasing to a lesser extent.
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The economic case for decentralisation relies d¢sdlgn on efficiency
arguments. Subnational governments have more iaftom and hence can
better match policies with citizens’ preferenceat@3, 1972). Another argument
Is that competition among jurisdictions limits tHecal tax burden and
encourages cost-efficient provision of local publjpods (Brennan and
Buchanan, 1980). Finally, decentralisation is fk& increase accountability
and transparency in the delivery of public goods services.

Yet decentralisation can also have drawbacks (Anzagd Henderson, 2005).
In particular, subnational governments may notfiriternalize the cost of local
expenditure when spending decentralisation is @ednthrough a “common

pool” of transfers from the centre. In this cabeytare more likely to overspend
and lower their tax effort. This effect is aggradtf subnational authorities
anticipate that their financing gap will be coveleg the centre, with bailout

expectations “softening” the budget constraint &lthe local level (Rodden et.
al. 2003). However, some institutional arrangemengsg., fiscal rules — could,
in principle, help overcome coordination problemetween levels of

government and strengthen fiscal discipline by exdiing incentives, enhancing
accountability and anchoring economic agents’ etgiens. In other words,

where LRAs have greater responsibilities, theyvaelbetter results in terms of
balanced budgets.

Theoretical Arguments

Most of the existing literature on the merits adcl decentralisation is of a
theoretical nature, or is based on snMltase studies. Although theoretical or
normative contributions generally point to the siskf decentralisation,

especially where subnational spending is finandedugh transfers or local

borrowing, the empirical literature does not yepmort. Because of data
deficiencies, cross-country economic studies are,rand tend to examine
OECD countries.

The challenges of decentralisation in terms of w@oonomic stabilization have
long been highlighted in the normative literatufe widespread view is that
countercyclical policies are more difficult to pues in a decentralised
framework (Ter-Minassian, 1997a), because the easatdeprived of some tax
and spending levers (Tanzi, 1995), and becauseatiabal governments
usually conduct pro-cyclical policies. However, fraan empirical standpoint,
the evidence is weak, although there are some stadees illustrating the pro-
cyclicality of local budgets (Rodden and Wibbel@0Q).

It is also argued that decentralisation may adleraffect the capacity of
countries to reduce chronic deficits. Subnationalvegnments are often

39



suspected of conducting looser fiscal policies, hwdoordination failures
creating “deficit bias” (Oates, 2006). Under sudnditions, decentralisation
may undermine central government performance. iBhtdearly the case when
central governments bail out subnational autharitizat become excessively
indebted. It can also take more subtle forms,rstance, when high subnational
borrowing or difficulties in implementing consolitan plans in a decentralised
framework result in higher risk premiums for cehgravernment.

However, the cross-country econometric evidence foe effect of
decentralisation on fiscal performance is mixeddd®m (2002) finds that
revenue decentralisation causes a weakening @faheral government balance,
whilst conversely Neyapti (2010) finds that revenwnd spending
decentralisations improve it. Elsewhere, Afonso afadiptmeier (2009) report
that a higher degree of spending decentralisatiorsens the primary balance
(for high debt levels) while revenue decentralmatidoes not matter. Thornton
(2009) also finds no significant impact of reverdecentralisation. Baskaran
(2010) adopts a different approach by assessingrpact on debt rather than
on the fiscal balance, finding that expenditure et@lisation significantly
reduces public indebtedness, while the effect of thecentralisation is
statistically insignificant.

One of the most salient findings from existing tte@al and empirical
literature is that the design of the institutiodie@mework is of fundamental
importance in increasing the probability of dergyisignificant benefits from
fiscal decentralisation. Three institutional featirhave received particular
attention:

» Transfer dependencyRodden (2002) argues that higher reliance on teasisf
reduces the general government overall balance,particular when
subnational borrowing is not constrained. In additisubnational spending
funded by transfers is found to be additional totizé government spending,
not a substitute (Fornasari et al.,, 2000). Trangf@mwth may become
endogenous, with deficits bringing about more grawhich in turn generate
higher deficits (De Mello, 2007). Thus, allowingbscentral governments to
access their own revenue through local taxatiooften seen as essential to
promoting fiscal discipline.

» Sub-national borrowing autonomyan also undermine the fiscal discipline
of local governments, especially when they resortsoft” financing - for
instance, when bonds are sold to the public bangystem or to state-owned
enterprises (Oates, 2006). Some studies find thsiricting subnational
authorities’ access to borrowing - either througlomerative arrangements,
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market discipline, or formal rules - is associateath better fiscal
performance (Rodden, 2002; Plekhanov and Singh7)200

» Fiscal rules may offset some of these negative effects by adogs
coordination problems between levels of governn{@utherland et al.,
2005; Ter-Minassian, 1997a, 1997b, 2007). Howevke empirical
literature does not find conclusive evidence thdingtional rules affect
the general government performance. In particidahrun et al. (2008)
find that rules applying to subnational governmdmase no significant
impact on the cyclically adjusted primary balancké tbe general
government, in contrast to rules pertaining todkeeral and the central
government. Afonso and Hauptmeier (2009) reportsiume result with
the general government primary balance.

Institutional Features of European Subnational Govenments

The role of subnational governments in the EU wasignificantly. Subnational
government spending - as a proportion of generakgunent expenditure -
ranges dramatically from less than two per ceMlaita to almost two-thirds of
total managed expenditure in Denmark. The relaltipnbetween the national
government and the local and regional authoritmgjational governments)
differs reflecting the distribution of political pe@r, economic functions, and
institutional arrangements. It is important to wstgnd how institutional
frameworks differ in the EU so that the eviden@arfrthe cross-country analysis
from within the EU can be interpreted more usefuflyas more recent evidence
suggests, the fiscal outcomes of decentralisatiopasores are positive
irrespective of institutional frameworkn important implication is that fiscal
decentralisation can work across different institutonal settings. This
finding should be advanced by CORLEAP in its politcal interactions with
EU institutions and different political authorities from the EaP region.

Subnational Government Structures and Economic Funeons

Across the EU, the share of subnational expendifisr& percentage of total
government spending is higher in federal counties,some unitary countries
also have a high level of spending decentralisgtibarks, Hooghe and Schakel,
2008). The great majority of EU countries are uwgitdAustria, Belgium, and
Germany are organized on a federal basis. Whilsetliederal states have a
slightly higher level of decentralisation, the dlifisation into unitary and
federal refers only to the distribution of politicaower, which does not
necessarily coincide with the distribution of ecomo resources or the level of
fiscal decentralisation. Hence, there are mediucedialisation federal
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countries, such as Austria, as well as highly dzeésed unitary countries, such
as Denmark or Finland.

Moreover, decentralised countries tend to haveeatgr number of tiers of local
and regional government. About one-third of the EUduntries have one
single level, while the rest have two or threestidn general, larger countries
with a larger population or surface area tend teehmore tiers and a higher
number of administrative entities. The main arehsubnational government
expenditure are education, health, and social weeli#&/hile most countries have
assigned to the subnational levels at least somgonsibility for preschool,
primary, and secondary education, universitiesnaaily in the realm of the
national government administration. Neverthelesssame countries university
education is also assigned to the subnational .|&ethermore, some hospitals
and basic healthcare are usually assigned to sobahtiers. The same is true
for the execution of general social welfare serviceuch as social housing.
Between 1995 and 2008, subnational expenditureestiar education and social
welfare have risen, while the subnational expemeitshare of health has
decreased in the majority of countries (IMF, 2011).

Control Mechanisms

To control subnational government deficits, it @mmon to find fiscal rules -
mainly borrowing or balanced budget rules - apgyto subnational entities.
The number of fiscal rules has increased substgnéiathe central and general
government levels in the European Union. Nonetseldse majority of fiscal
rules are applied at the local government levedd&n balance rules are more
prevalent in EU15 countries, while debt or borragvmiles are common among
the new EU member states (NMS). Expenditure raeshe other hand, are rare
at the subnational level. In some countries thiy m&lect that, once budget
balance rules are imposed, subnational governmedotsnot have much
flexibility on spending as they often depend onnggafrom the central
government. Subnational fiscal rules are more peewan countries with higher
decentralisation and when subnational governmergsn@re reliant on own
revenues than on transfers.

Fiscal rules for both the central and subnatior@aleghments are stronger in
more decentralised economies. Not surprisinglesat the central government
level are also strong for low levels of decentedien where spending is mostly
concentrated at the national level. But centralegoment rules are weaker in
the case of medium-decentralisation economiedidset economies, subnational
governments are also more reliant on transfers frational government
administrations.
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Nevertheless, the strength of these rules doesnmogssarily reflect their
effectiveness. Although most countries have fiscales on subnational

government levels, sanctions in case of rule iggkment are often weak, and
the central government retains considerable discrét addressing a breach in
rules. Moreover, breaching of the rules does netlpde a bailout by the central
government. In the past, lack of control over stional governments’ fiscal

performance has resulted in subnational bailoutstileast nine EU countries.
Subnational bailouts have more frequently occumedountries with a higher

number of administrative tiers (Rodden and Wibh2(€)9).

Coordination between the central and subnationa&kigumnents in budgetary
procedures is limited. Less than one-third of coaathave formal coordination
arrangements. Also, in the majority of countrié® budget law only includes
fiscal targets for the central government. In amlymall proportion of countries
are subnational level explicitly targeted by the diuen-term budgetary
frameworks.

To summarize, considerable institutional heteroggnexists across the EU,
both in terms of subnational government structares economic functions, and
also in control mechanisms at subnational levelswé{er, the most recent
evidence, described below, suggests that thidutisthal heterogeneity is not an
obstacle to improved fiscal performance.

Stylized Facts on Decentralisation and Fiscal Perfmance

It is possible to summarize the findings of the m@sent IMF econometric
studies on the effects of fiscal decentralisatiarfiscal performance in the EU
in the form of several stylized facts. In additianis also possible to identify
which institutional factors — such as the degreeeskEnue autonomy, transfer
dependency, and presence of fiscal rules — hawabservable effect on fiscal
performance. The studies themselves are basedsocal filata from Eurostat
covering the years 1995-2008.

The main findings are as follows, and offer a numbtimmediate policy
conclusions for CORLEAP and the COR

21 This data is based on an analysis of the most tesailable datasets in this field: Dziobek, C.,Mangas
and P. Kufa (2011), ‘Measuring Fiscal Decentrai@at- Exploring the IMF’'s Database$IF Working Paper
Series WP, 14/126, , (Washington: International Monetiond) and Escolano, J., L. Eyraud , M. Badia , J.
Sarnes , and A Tuladhar, (2012), ‘Fiscal Perforrearnostitutional Design and Decentralization in &ean
Union Countries,IMF Working Paper SeriedVP, 12/45, (Washington: International Monetamé).
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Stylized fact 1: Spending decentralisation is adsted with better fiscal
performance at the general government level

Over the period 1995-2008, cyclically adjusted ganeovernment fiscal

balances were higher among more decentralised mesirguch as Denmark,
Sweden and Spain, and much lower in less decesgdalcountries such as
Greece, Malta and Slovakia. Indeed, increases endipg decentralisation are
not associated with increases in debt. Neverthefessal performance varies
considerably among countries with a medium leveldetentralisation, in

particular, among the NMS. For example, severalegassuropean economies
such as the Czech Republic, Hungary and Poland hiayer deficits, while

Estonia and Bulgaria have much lower deficits. erage, overall fiscal

balances in countries with medium and low levelsdetentralisation are
respectively 2 and 2.5 percentage points of GDBvb&hose of countries with
high decentralisation.

The relatively favourable general government fispaiformance for more
decentralised countries reflects strong fiscaltpos at the national level. Local
and regional government fiscal positions are gdiyeradlose to balance
irrespective of the degree of decentralisationsTower deficit is a function of
borrowing constraints imposed on subnational gawermts, either due to fiscal
rules or market rationing. Local and regional goweents are, in general, reliant
on transfers from the national government, withnsiogg closely related to the
availability of transfers. Given this, fiscal indigline at the local and regional
level would be reflected in higher deficit at thentre, as a result of gap-filling
transfers. However, this is not supported by th@igoal data that shows that,
on average, central government fiscal performammmsstrongerin highly
decentralised countries.

The authors then turn to identifying the channdisough which central

government can control overall fiscal performanae the context of

decentralisation. They explore two potential ch#singrst, through unfunded
mandates whereby more spending responsibilitiesasseggned to subnational
governments but are not matched by commensuraternes (transfers or own
revenues); and second, through the use of fistad.ru

Stylized fact 2: Expenditure decentralisation hastpaced the decentralisation
of resources to subnational governments (own reveraund transfers).

Subnational spending rose by 3.75 percentage peamts share of general
government spending between 1995 and 2009, whéreasverage increase in
subnational own revenues and transfers accountedrity 2.5 percentage
points. Since rising own revenue sources did nepkep with the increase in
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subnational spending, vertical imbalances - measurg the gap between
spending and revenue decentralisation - increased ttme. While transfers

also generally increased, they fell behind the widg vertical imbalances,

resulting in larger subnational deficits. This mayggest unfunded mandates
and rationing of resources to subnational governsnefhat is, subnational

governments would have been forced to implementemdipure savings,

particularly if borrowing was constrained. In tudecentralisation of spending
responsibilities without commensurate transfers amsdssignment of tax

instruments may have improved the fiscal positibthe center and thus, of the
general government.

Stylized fact 3: Subnational rules do not appear have an effect on fiscal
performance.

The authors construct an overall fiscal rule in(iie overall fiscal rules index
includes all rules on the general, central, or stibnal governments) to
measure the extent to which different layers of egoment are subject to
spending constraint rules. Although the overaltdisrule index has a positive
relationship with the general government balanbe, subnational fiscal rule
index does not show a clear relationship. The ales@&fh a strong correlation
between the strength of subnational fiscal rules fscal performance could
also indicate that the rules are not always effeatiue to weak implementation
and/or bailoutsThis has clear implications for the introduction of measures
that enhance fiscal decentralisation across the Eaftea, and should inform
CORLEAP and CoR political actions in this area.

Conclusions from Recent Evidence

The results from the most recent research showfiitall decentralisation may
improve fiscal performance (Lago-Pefas et al.,, 2011; Dziobek et al., 2011;
Rodriguez-Pose and Krgijer, 2009). First, the tesshow that decentralisation
of spending improves the fiscal position of the eygah government. This is
consistent with the efficiency arguments in favafr spending autonomy.
Nevertheless,high transfer dependency reduces the positive effecof
spending decentralisation Moreover, revenue autonomy appears to weaken
fiscal performance at the general government leVakse results could be
evidence that resource rationing by the centraleguwent has been used to
ensure budgetary discipline on subnational goventsne

The evidence on subnational fiscal rules suggéststhey have not played a
significant role in shaping fiscal performance. Aspible explanation is that
fiscal rules in the EU might be relatively weakcgrthe center has considerable
discretion in addressing breaches to the rule.h€oeixtent that rules are being
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breached due to politically sensitive spending tbadifficult to control (e.g.,
health care), the central government may need mopeasate the subnational
governments, thus rendering the rules nonbindingptiAer possible explanation
Is that subnational fiscal rules only address thablem of fiscal indiscipline.
Therefore fiscal rules may not be sufficient to ensure goodepformance if
the main problem faced by subnational government i©ne of unfunded
mandates These findings are, however, subject to caveatsha numerical
fiscal institutions’ indicators used in the econdmnge analysis may not
adequately capture the complexities of interactioetsveen the center and the
subnational levels of government.

Wider Trends in Fiscal Decentralisation Research

Recent research has been carried out based on rdatsuring fiscal
decentralisation for about 80 countries from theF181Government Finance
Statistics Yearbook (GFSYyver a period up to 20 years starting in 1990
(Dziobek, Mangas and Kufa, 20113/hile the number of countries included in
this study is sufficient to yield some robust résuthe authors emphasize that
for a number of countries, the data cover a shdimee period. The authors
include all of the countries in the database wakador the two main levels of
government (GL2, or consolidated central governmantli GL3, or general
government).

Using four fiscal indicators to study decentraisat (revenue, tax effort,
expenditure, and compensation of government empi)ye¢hey reveal that the
data show that levels of, and trends for, decas#&t&n differing across
indicators. This suggests that decentralisation m&mmplemented in different
categories of government activity.

Most countries tend to decentralise the executfoexpenditures to lower level
governments, while tax policies are centralisethatcentral government level.
Except for countries that underwent systemic refor(e.g., abandoning
communist rule), the levels of decentralisationratatively stable over the time
period. Overall, the data support the conventiomgidom that larger, more
developed countries tend to put in place more dealesed government finance
systems than smaller countries or emerging and|oi@ng countries. It is,

however, notable that the countries that have mthe@e most progress in
decentralisation are located in the EaP region,lyimp the existence of
favourable conditions in which to decentraliseHert
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The Global Benefits of Fiscal Decentralisation

Overall, recent evidence suggests that althoughbagldrends in fiscal

decentralisation are stable, the most progresbéas made in countries within
or near the EaP region. Furthermore, the most tenadence available from a
cross-country survey of the effects of fiscal dédisation in the EU suggests
that it is associated with improved fiscal perfomoe, irrespective of

institutional context. Both findings indicate thdéte EaP countries are well
placed to benefit from further fiscal decentralmat

KEY POINTS

The following political conclusions from this ansly and should underpin
future action at all levels of government to suppfurther fiscal
decentralisation programmes across the EaP area:

» That decentralisation of political authority renmitne global trend in
the practice of “good governance”, and that thienag can be
supported within the EaP countries through targditdl financial
assistance programmes which reinforce the decisattiah agenda.

» Fiscal decentralisation is a major factor in thiema of political power
globally, and offers a key marker of a sound framewfor effective
multi-level governance within states.

» Hard budget constraints are the most effective afaghaping “good”
fiscal discipline at the local and regional levéhere the rules on
financial authority across multiple levels of gaweent are not clearly
defined, or are not well policed, there is eviderioesuggest that
decentralised fiscal capacity is less effectivg@merating “good” local
and regional governance.

» Fiscal decentralisation ultimately leads to widdobgl benefits in
economic development; fiscal autonomy at the lacal regional level
generates tangible and measurable improvemental fsErformance
overall.

In order to operationalise these findings, a futleeds assessment of the state of
fiscal decentralisation in the EaP states is requift is to this that our report
now turns.
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Armenia
Executive Summary

Armenia possesses a fragmented primary/lower leVaelf-government with
limited financial or administrative powers. As au#, subnational authorities
are dependent on central government and their afspents in the regions.

Subnational Government Structures

» City of Yerevan and ten regions/provincesafz) which are further divided
into 915 communities hamaynknér Regional governors administer the
regions, while self-government bodies manage thenwonities.

» Since 2009, the Ministry of Territorial Administiah of Armenia has been
making plans to merge communities in order to iaseetheir financial and
managerial potential. On November 10, 2011, theeguwent adopted a
concept for the enlargement of communities and meganning practical
steps for reducing the number of communitfés.

 The protocol decree of the government issued oneider 10 2011
approved the concept paper on the establishmentetcommunity unions
and consolidation of communities, but no practwark had been done to
date.

« Armenia is a small, unitary state, and is also ohethe most fiscally
centralized countries in the region.

» Despite the systematic approach the Armenian gowvenh is taking to local
government finance reform, a substantive criticisoh Armenia’s
decentralisation reform is that the degree of deaksation Armenia is
pursuing is quite limited, with a relatively narrasgope of responsibilities
and revenue sources assigned to the local level.

 Insufficient authority is given to local governanmoaedies, which need greater
resources, particularly human resources.

Decentralised Expenditure Assignments

« The law distinguishes between the purely own redpiities of local
governments and those delegated to the local Ibyekhe state. Own

22 D. Tumanyan (2011)Local Self-Government in Armenia¥erevan: Communities Finance Officers
Association, pp.107-8.
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expenditure responsibilities are financed from lbeal budget: while most
own responsibilities have to be provided by allalogovernments as
mandatory responsibilities, other functions canpbavided or discontinued
at the discretion of local authorities.

By contrast, delegated responsibilities are to ibanted by the central
government, which holds local authorities accouletétr delivery. The head
of a community has mandatory and delegated powerthe following
spheres: finance, protection of the rights of eiig, protection of public
order, defence, planning, development, construcdiod land use, public
utilities and provision amenities, transport, traahel services, education and
culture, public health, physical culture and spagyriculture, nature and
environmental protection.

Intergovernmental Transfers / Redistribution

As a result of the relatively limited expendituesponsibilities assigned to
the local level, the share of local budget expemdd in the total government
expenditures is rather small. In recent years| totzal expenditures have
varied roughly in the range from 5-6 per cent ¢ ttonsolidated national
budget®

Compounded by the limited scope of the public gaatédrmenia’s economy
(the public sector comprises less than one-fiftithef economy), this means
that local governments in Armenia have an extrem@byall financial
resource base; consequently, they are only aljdatoa very limited role in
delivering services to their residents.

Subnational Taxation / Revenues

The scarcity of local budgets is a key concerrtlerself-governance system,
especially in small communities. Because communitgggets are funded by
local taxes with modest subsidies from the cergmlernment, local taxes
are often too small to enable small communitiesutolertake significant

projects.

Only two tax revenue sources in Armenia can begiesed as ‘own’ local
revenues: the property tax and the land tax. InilA&804, the legislative
framework was reformed to assign the responsibibtycollect these local

% D. Tumanyan (2011)Local Self-Government in Armenia¥erevan: Communities Finance Officers
Association, p.58.
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taxes to the local level, although both the taxebasd the tax rate for these
taxes are actually defined by the central governifen

In addition to local duties and fees, communitiesrates (or user fees) for
water distribution to final consumers, sewage ctibe and treatment, rents
for non-privatized residential buildings and nostdential premises, fares
for public transportation, service fees for refasélection (unless contracted
out to a private provider), central heating, kirggeten fees. The collection
rate for user fees is very low and municipal wtildistributors have huge
arrears to state-owned wholesale providers.

Azerbaijan

Executive Summary

Although there has been increased talk of refobpational self-government
remains largely subordinate to the centre. Thesiai of competences and
agreed mechanisms for adequate financing is nstrasg as it could be.

Subnational Government Structures

59 districts fayon), 11 cities and the Nakhchivan Autonomous Republic
(which itself contains 7 districts and 1 city). THestricts ¢ayon) that are
directly subordinate or accountable to the cengi@rernment are further
divided into elected, self-governing municipalities

In September 2009, the Law on the unification ofnroipalities reduced
their number significantly (to 1,766). Authoritieggued that the reform
increased the efficiency of local self-governmesdpecially in territories
with a small population.

Municipalities and representations of executive i@®dxist in parallel to
subnational structures, even in small administeat@&rritorial units.

Local self-government in Azerbaijan is controllgdtbe executive branch.
Municipalities are underfunded and lack responsigs or decision-making
authority.

24 UNDP (2006)Fiscal Decentralization in Transition Economies:s@aStudies from the Balkans and Caucasus
Geneva: UNDP, p.57.
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Decentralised Expenditure Assignments

The ambiguity around the status of municipalitiesdflected in the limited
competences of municipalities. In practice, alltbé functions (utilities,

renovation of the territory, certification and relgation of citizens living in

municipal territories, social service provision, terasupply, etc.) that are
usually referred to as “natural competences” of igipalities are carried out
by local state executive committees. At preseng teal scope of
competences of municipalities in the country isfowd to maintaining the
municipal roads, delivering social assistancesdopfe not covered by the
state social programs, maintaining cemeteries agahizing funeral$>

Intergovernmental Transfers / Redistribution

The state budget transfer to municipalities (pryflawest level of self-
government, rather than regional subnational atitesy is negligible insofar
as they comprised 13.3 per cent of the overall nipai revenues in 2013.

Subnational Taxation / Revenues

Azeri legislation seems, to a certain degree, tosbpportive of fiscal

decentralisation (e.g. local governments have lassigned local land and
property taxes which are most popular and suppdrteld theoretically and
practically). However, the existing situation doex offer enough practical
opportunities for the fiscal independence of Idasi and improving their
fiscal capacitie§’

A significant role in the local budget of (municipias) is played by various
property and land taxes. Other sources of incormpeofit taxes of municipal

enterprises, mining taxes from local constructioatenals, advertisement
duties, fees from resorts and hotels, and parlgeg.f

Belarus

Executive Summary

Belarus appears to be a regional leader in fiseakntralisation, but political
and administrative decentralisation is less dewdofbubnational expenditure

% Bayramov, A., R. Agayev, R. Imanov (2011) Assessnméd Conformity of Organizational and Operational

Aspects of Municipalities in Azerbaijan with Priptés and Requirements of European charter: Moniori

Report, Baku: NGO Alliance for Municipal Developnigpp.11-12.

% |pid., p.17.

2" Mikhayilov, F. (2010), ‘Intergovernmental Fiscatahsfers in Azerbaijan: Role of Tax-sharing in Loca
Government FinancingCEU Paper SerigsBudapest: Central European University., p.6.
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and revenue assignments are comparatively highthleuallocation of funds is
primarily decided by the centre or by regional exees appointed by the
centre. As such, while significant potential existsde jure terms, in practice
there is limited autonomy, capacity and authordy Subnational authorities to,
for example, define and collect taxes, or to debiole they are spent.

Subnational Government Structures

City of Minsk and six regionsvfblast)that are further divided into districts
(raion) and towns/cities/municipalities of regional (mieldier) and district
(lower/primary tier) subordination

Belarus is a relatively small and homogeneous e¢guand has, at least on
paper, a high level of fiscal decentralisation.eed, Belarus is among the
forerunners in fiscal decentralisation. Howevee, éixecutive power structure
there is organized in a top-down manner and reglngstly to the president,

which reduces the level of effective subnationabantability.

Local authorities are a constituent part of theegwential vertical’, with the
executive branch exerting the most influence owécy.

Local representative bodies continue to act inrgelg symbolic manner, and
depend on local administrations/executive commnstteat are actually public
authorities of a local level.

Decentralised Expenditure Assignments

Local officials have extensive responsibilities @arrying out central
government programmes, especially in the areasealftth administration,
and infrastructure; only a few services, such astitutions of higher
education and medical clinics, are directly admeresd by central
government bodies. Almost all public services areviged at the middle
level of local government, in districts and citigegional governments
control or manage some health, educational, artdralifacilities, but their

role in service delivery is generally confined tandling, supervising, and
controlling the activity of lower-level government8ottom-tier local

governments (village councils, for example), prevalvery limited range of
services, including preschool education and prineaiycation.
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Intergovernmental Transfers / Redistribution

In 2010, local budgets totalled BYR 18.7 trilliowjth transfers from the
national to regional and Minsk budgets reaching BXRtrillion, or 39% of
all local budgets expenditurés.

Local Finance: Centralization and Initiative Stimulation

In 2011 a new method of distribution of profit taas introduced. All profit
tax from enterprises located on municipal proparty also the profit tax of
the enterprises of non-state form of property remdiat the disposal of local
budgets (the level was previously only 50 per cent)

Income tax (100 per cent); property tax (100 pat)ce/AT (29.4 per cent)
and a number of other taxes (about 32.4 per ceete vadded to local
budgets in 2017°

Subnational Taxation / Revenues

Despite the apparent high level of funding avadatd local governments,
they are often underfunded due to the lack of leeaenue sources. Many
local communities still lack independent statusctdd bodies, or local
budgets.

Liberalization Causing Centralization

Local budgets have recently lost the retail sa&sand local duty on parking
users.

Local budgetary receipts decreased because ofetvenmethods to calculate
land tax by cadastral value of land lots.

Local and regional authorities have been losing tireancial independence
due to the reduction of local taxes and dutiefiélr tminimum.

The tax burden on business is being reduced atdseof abolishing local
taxes and duties, although this is improving thesitess climate by
abolishing licenses that used to be issued by lachhinistrations and
executive councils.

8 Belarusian Institute for Strategic Studies (2011)cal Authorities,’Belaruskii ‘EzhegodniR010 (Belarusian
Yearbook) Minsk: Belarusian Institute for Strategic Studlips48.
29 Belarusian Institute for Strategic Studies (201X)cal Authorities,’Belaruskii ‘EzhegodniR011 (Belarusian
Yearbook) Minsk: Belarusian Institute for Strategic Studips53.
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Georgia

Executive Summary

The decentralisation process in Georgia is largelyen by the interests of the
centre, which often uses decentralisation to teansbsts to local budgets for
services previously covered by the central budgstal authorities still depend
on fund transfers from the republican level. Fis@ld administrative

decentralisation is held back by the limited scdlpolitical decentralisation.

Subnational Government Structures

Two autonomous republics (Adjara and Abkhazia — ldiger claiming

independence), nine regions (including separatsuitts Ossetia, which
claims independence), and the capital city Thill$iese are further divided
into a total of 72 districts (including those iretecessionist regions).

New amendments to the constitution adopted in 2éit@red into force in
January 2011, establishing a separate chapteraaih delf-governance. The
new chapter sets and defines some institutionalragtees for the
independence of local governance. From 2013, govemwill be appointed
by the central government, and not by presideni&aree, as it is the case
Now.

Decentralised Expenditure Assignments

Local governments (district-level authorities) aassigned issues and
activities of state importance based on delegatfom® state bodies. This
means that district governments are responsibléhtodelivery of key social
services, such as education (including pre-schsolvall as primary and
secondary education), basic health care, cultefsurde, sports, and public
utilities. On the other hand, municipalities (losalf governments) deal with
iIssues g}f local importance administered indepemgdmtough local elected
bodies.

Local matters are considered to be all those diesvihat affect the quality of
life of a local community and that meet local neealsl priorities. They

include, among others, community housing, basicastfucture services
(such as water), waste removal, local transporiatiod roads, cemeteries
and local amenities, such as parks. As noted eamipublican cities take on

%0 UNDP (2006)Fiscal Decentralization in Transition Economies:s@aStudies from the Balkans and Caucasus
Geneva: UNDP, p.28.
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the function of both district ‘local governmentss avell as ‘local self-
governments’.

An important source of ambiguity in Georgian in@rgrnmental relations
continues to be the degree of control by higheellgovernments over these
functions. In particular, it is unclear to what d&g — and through what
mechanisms — the central government has respbtysilm regulate and

supply these services.

Intergovernmental Transfers / Redistribution

The dependence of local self-government bodiesamsters received from
the national budget is still very high. A high pootion of funds spent from
the local budgets are disbursed as grants fromn#imnal budget. This
restricts the fiscal independence of local authesit’

Only a small part of taxes collected nationwideérasferred into the local
budgets. This reduces their motivation to suppextetbpment of economic
activities on their own territory.

In spite of the recent changes applied to equadizdatansfer formula, there
still remain such problems as transparency of féanealculation, adequacy
of components applied and justification of thelatiee values?

Subnational Taxation / Revenues

The idea to make income tax a local tax, which pexsodically discussed by

experts in 2005-2007 and realization of which wobédan unambiguously

positive step toward fiscal independence of lo@alegnments, became even
more unviable in 2008 as the global economic chiiGeorgia hard®

Nevertheless, the reassignment of income tax tan#tenal budget put an
end to the practice of filling municipal budgetgwnational taxes.

Property tax is the only local tax and the onlydkiof tax receipt for the
municipal budgets. In 2005-2010, the propertiedifierent categories were
gradually exempted from this tax. Changes alsoctdte tax rates. A
differentiated approach to calculation of industpiperty (except land) was

31 Stuart, E. (2010) Law Approximation to EU Standarth the Republic of MoldovaSectoral Law
Approximation Serie<Chisinau: IBF International Consulting.

%2 Murgulia, S., G. Gvelesiani and G. Toklikishvifiq1 1)Fiscal Decentralization in Georgjdbilisi: Centre for
Strategic Research and Development.

% Murgulia, S., G. Gvelesiani and G. ToklikishviRG08) Fiscal Decentralization Reform in Georgidbilisi:
Centre for Strategic Research and Development.
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also introduced, while the rate of property taxadg by physical persons
also increased. Due to these changes, accumulailee wf property tax
flowing into the municipal budgets increased stiyadi

However, it should be noted that property tax dossfurnish any significant
fiscal resources to municipalities, largely due the fact that a large
proportion of the most valuable property is aggloated in self-governing
cities.

The fact that local self-government units haveti@aidiscretion in relation to
local taxes and fees deprives them of any capdoitforecast their own
revenues and plan financial-budgetary policy.

Moldova

Executive Summary

Moldova is extremely vocal in supporting the rhataf fiscal decentralisation
as part of its Rethink Moldova programme and pregosational strategy for
decentralisatiori*

Subnational Government Structures

Moldova has two levels of sub-sovereign governmeatandregions and
communes/ municipalities. The headsaibaneare appointed by the centre,
and exercise significant control over the budgétgetected) municipalities
and communes. The power of th@oane heads blurs the distinction of
between first and second-tier governments in Maddoas well as the
distinction between local self-governments and ittetal arms of the
national government.

A new national strategy for decentralisation waseailed during the year
2011. If implemented as envisioned, it should digaitly increase the
autonomy of local governments by giving local etelctofficials greater
decision-making autonomy and independent accesgegources. Overly
centralized administration has been an on-goinyjesige in Moldova.

% See: Government of Moldova (201REthink Moldova: Policies for Medium Term Developmé€hisinau;
and Government of Moldova (2018ational Decentralisation StrategZhisinau.
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Decentralised Expenditure Assignments

Local governments in Moldova are fully responsitdeall the costs of pre-
tertiary education, including the cost of teacherages.

Proposed decentralisation strategy will seek a rclsaparation and
classification of powers at national and local leire (a) public utility
services; (b) services of national importance taat be provided efficiently
and effectively in decentralised conditions, sush@eschool, primary and
secondary education, social assistance servicesjlg® primary health care
services; (c) urban and regional planning; (d) llemnomic development;
(e) public utilities, such as the central heatingtem; (f) other public
services that are provided to decentralisationhm ¢onditions specific to
Moldova.

Intergovernmental Transfers / Redistribution

Local governments in Moldova all receive just un@@r per cent of total
public revenue (close to EU averad®)This suggests that the central
government in Moldova is trying harder to providemcipalities with the
revenues they need to support the functions theg haen assigned.

However, the financial autonomy of local governnsei#t limited because
they receive more than 50 per cent of their reverit@n conditional grants
and receive no income from unconditional grafits.

The existing system of local public finances (20@8)a relatively rigid
system that does not allow local and sub-natiorefopal) authorities to
administrate autonomously their resources. Under dbnditions of this
system, all local budgets are elaborated and adogdea result of direct
negotiations between the mayor and the rayonahdiimhdepartments.

Subnational Taxation / Revenues

The system of local taxes and fees includes: r&takes tax; natural resource
taxes; territory development tax; tax for orgargsauctions and lotteries in
the administrative-territorial unit; tax for theeusf local symbols; tax for
trading and/or social services units; market tax for temporary living;

resort tax; tax for rendering of the municipal, amband rural (communal)
passenger transportation services; car parkingd@xowners’ tax; and taxes

% Network of Associations of Local Authorities of @b East Europe (2012jscal Decentralization Indicators
for South-East Europe: 2006-2013kopje: Network of Associations of Local Authcegiof South-East, p.32
36 [|h;

Ibid., p.47.
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for the development of localities from the bordeme having customs
control crossings.

Ukraine

Executive Summary

While the number of decentralised expenditure assents is wide and
expanding, it is not backed up by full fiscal ddcalrsation. Local authorities
have insufficient control over their own financAgpointments and allocations
of funds by the centre to the regions are somewigtcized.

Subnational Government Structures

Ukraine has four tiers of subnational administetidivisions: the
Autonomous Republic of Crimea and oblasts (inclgdiwvo cities with

oblast status, Kyiv and Sevastopotfions and cities withraion status;

cities; and villages and townships. Eaelion is divided into a number of
village councils. Ukraine has 24 oblasts (plus @an 490raions 118 city

raions, 459 cities, 886 urban settlements, 1,321 towrsskapd 28,480 rural
populated localities.

In 2012, the Constitutional Assembly under the iderg of Ukraine
appointed a team of experts who drafted a docuhetailing the reform of
local government and the territorial organisatidnpower. The document
envisages the implementation of what effectively @mvo major reforms: (1)
an administrative-territorial reform, which wouldelp consolidate the
fragmented administrative structure, creating lar@®sd more economically
self-sufficient administrative units, and (2) locglovernment reform,
focusing on creating clearly defined powers foraloguthorities with a view
to securing government funding for specific taskdedated from central
government.

The dominant feature of the relationship betweendiéntre and the regions
iIs the weakness of local elected authorities when ewoetp to state
administration agencies at the county and didtig| >’

37 T. lwanski and P. Zochowski (2013) ‘Under the \e@mef decentralisation. Ukraine’s modernisatioroetf
stall due to lack of local government reforr@SW CommentaryCentre for Eastern Studies, ™ Bebruary,
2013.
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Decentralised Expenditure Assignments

Local governments have been given functions andepoivom the state to

provide public services to their populations, withbaving adequate funding
to support the quality of this provision. Local lgedl spending on each of the
delegated functions (public administration, eduwsgtihealthcare, culture &

arts, physical education & sport) outpace Ministif¥inance estimates.

Ukrainian laws outline no regular procedures andhmaaisms for controlling
delegated responsibilities. Conversely, thereriststontrol of how financial
resources are spent by local self-governments.

The new State Budget Code (which sets out the afldse Ukrainian budget
system, including its structure, its legal basig] #he relationship between
local and state budgets) has not provided locdiamiites with additional
sources of income, but has increased the numbsemvices they need to
provide. The central authorities have increased ttentrol over financial
flows in the country, have delegated new dutiesh® local level without
offering extra funding to enable councils to deaithwtheir new
responsibilities.

Some kinds of spending, such as for educationad)theare and other
facilities, are funded by both local budgets arel $tate Budget, depending
on whom they belong to. The division of spendingiootments is not based
on functions, but on an object-by-object approaaepending on
subordination. This is one of the main inconsisienha relations among the
various budgets.

Intergovernmental Transfers / Redistribution

The key problems hindering the development of loself-government
include: the absence of an adequate financial Hasisocal government
budgets; and inefficient accumulation of funds liiy tentral government.

State subsidies account for over 70 per cent obtltgets in almost half of
the country’s local government units at presendl, tre state administration
representatives in the regions have the decisfgeimce on their spending.
The distribution of funding from the state budgetdcal authorities is often
ineffective, especially in times of economic downtu

% International Centre for Policy Studies (2004$cal Decentralisation in the Context of Local @avment
Reform Kiev: ICEPS, p.17.
¥ |bid., p.22.

59



 The list of assigned revenues (from state taxefulfid delegated tasks)
include personal income tax (PIT), land tax, vehiclvner tax, state duty,
permission to conduct certain types of economicvidigt state registry of
enterprise activity that is conducted by radasjdrpatents, administrative
fees imposed by executive bodies of their resped®adas, and a unified tax
imposed on small enterprises.

Subnational Taxation / Revenues

* Local departments of the State Tax Administratiom grimarily concerned
with handling taxes that are transferred to théeSBudget. Local budgets
are formed mainly out of national fees and taxeshsas personal income
tax. These are largely regulated by the state. ILgogernments have few
opportunities to influence the total volume of newes from taxes and fees
that form the base for local budgets, except fod l@axes.

* The local government in Ukraine is insufficientipdncially self-sufficient.
Revenues from local taxes and fees are low, andl lagthority budgets
(except for those of major cities) are heavily defsnt on state subsidies.

Another factor weakening the position of local auites in their dealings with
state administration was the decisiorstiop councils of their powers to manage
land outside residential areaShese powers have been transferred to local
representatives of the state administration.

Table 1: Fiscal Decentralisation Index (FDI), 1992010

Fiscal Fiscal FDI FDI FDI
Autonomy Importance | (1993-2010)| (1993-2000)| (2001-2010)
Armenia 46.4 6.9 17.7 n.d 17.7
Belarus 75.4 48.9 60.6 n.d 60.6
Moldova 60.6 38.0 47.6 49.1 46.7
Ukraine 59.9 41.8 49.8 57.0 48.4

Source: Aristovnik, A (2012), ‘Fiscal Decentralimat in Eastern Europe: Trends and Selected Issues,’

Transylvanian Review of Administrative Sciemde, 37, p.13.

0 Note that comparable data on Azerbaijan and Gaangi not available.
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Table 2: Structure of Expenditures for Each Level 6 Government, 2007 (per cent of total within eachevel of government)

Social
General .
. . Defence and| insurance : Culture and .
Tier of government public . Education ) Misc. Total
. public order | and health recreation
services .
services

Central n.a n.a n.a n.a n.a n.a n.a
Armenia

Local and regional n.a n.a n.a n.a n.a n.a n.a

Central 7.4 23.3 32.7 3.1 1.6 31.9 100
Azerbaijan

Local and regional 3.7 0.0 26.2 58.6 6.2 5.3 100

Central 4.2 9.1 43.7 2.6 1.7 38.7 100
Belarus

Local and regional 2.4 0.8 19.5 27.4 4.2 45.7 100

Central 7.1 18.5 35.1 2.5 1.7 35.1 100
Georgia

Local and regional 10.8 2.4 10.5 35.7 8.2 324 100

Central 3.5 5.2 45.8 5.0 0.8 39.7 100
Moldova

Local and regional 9.5 3.8 24.5 45.1 2.1 15.0 100

Central 12.1 16.2 26.8 8.1 0.5 36.3 100
Ukraine

Local and regional 5.1 1.2 33.8 25.2 3.8 30.9 100
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Table 3: Structure of Tax Revenues at Each Level dbovernment

. Subnational
Subnational tax revenue Payroll taxes
Tier of tax revenue (per cent of Income and social | Consumption | Property | Other tax Total
government | (per cent of P taxes security taxes taxes revenue
total SNG o
GDP) contributions
revenues)
Central n.a n.a n.a n.a n.a n.a n.a
Armenia Local and
regional n.a n.a n.a n.a n.a n.a n.a
Central 22.3 22.0 40.0 3.0 10.0 100.0
Azerbaijan
'r-e";i'nzz‘d 42 97.0 43.0 0.0 40.0 6.0 11 100
Central 13.1 44.0 42.0 0.0 6.0 100.0
Belarus
'r'é’;z'ni?d 15.8 92.0 31.0 0.0 57.0 7.0 5 100
Central 10.1 19.0 62.0 0.0 7.0 100.0
Georgia
';:g;i'nzz'd 5.3 93.0 52.0 0.0 11.0 26.0 11 100
Central 7.2 31.0 57.0 0.0 0.0 100.0
Moldova
f;;i'ni?d 5.0 78.0 53.0 0.0 7.0 26.0 14 100
Central 27.1 6.0 62.0 0.0 7.0 100.0
Ukraine
';:g;i'nzz'd 6.4 89.0 74.0 0.0 13.0 11.0 2 100

Source: IMF Government Statistics (2013)
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Findings and Recommendations

The preceding analysis of individual countries witthe Eastern Partnership
demonstrates the very wide variety of systems flowang local and regional
competence in the areas of revenue generation xghéiture. As such, this
diversity is not easily managed under a systemapproach to “fiscal
decentralisation”. The key finding from this anatyss therefore that this
diversity needs to be recognised and regarded saseagth in all interactions
between EU actors and EaP states. There is scopeldarning between states
from different approaches to fiscal decentralisatamd for learning about best
practice. Most significantly, CORLEAP, the CoR dfAs from the EU and
EaP states can recognise that it is importanttiousate the advantages of fiscal
decentralisation as a normative benchmark, prignardther than to press for
exacting measures of change.

In addition, a one-size fits all approach to thdraduction of fiscal
decentralisation measures will also likely not ¢isignificant results, given that
the starting points are so very different acrosstes.

ACTION POINTS

As the countries of the EaP region demonstrateingrievels of fiscal
competence and indeed, different frameworks foralloand regional
governance, a “one-size fits all approach” to thenmtion of fiscal
decentralisation measures by external agenciesatilvork.

Rather, the focus of all interaction between CORPE#fe CoR and LRAs
on the one hand and EU and supranational agencidseather should be
on the promotion of fiscal decentralisation as anative element of the
practice of “good governance.

2.5.2Political Options — Supranational / Multilateral Leel

On the basis of the preceding analysis of fiscated&alisation as an
organizational concept and its applicability acrthes EaP region, the following
opportunities for political action at the supraoasl or multilateral level arise.

Contemporary analysis of multi-level systems of ranptional governance
recognises the existence of constant changes ficaledistribution of authority
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as well as of fiscal capacity. As such, it is ingbke to design an equilibrium
model for intergovernmental relations; any muksrtopen system will always
continue to evolve. Therefore, institutional desmgeds to be flexible.

Supranational and multilateral actors in the Eafforedo not actively promote

fiscal decentralisation as a condition of fundimgyen that the decision to

promote fiscal decentralisation is itself a poétione (World Bank, 2006).

However, there is a broader, normative understgndinongst this set of actors
in the region that fiscal decentralisation is aseetial element of constructing a
robust and sustainable model of multilevel goveceawithin states (Manor,

1999; Smoke, 2003; Smoke, 2006; UNDP, 2006, Lag@a®et al., 2011).

Therefore, supranational actors need to recoghetevihen undertaking reform
actions that touch on local and regional governancéhe EaP aredjscal
decentralisation and public administration reform are mutually supporting
agendas in the overall design of good governandg®/orld Bank, 1998). A
well-designed fiscal decentralisation reform wikilf (and the anticipated
benefits and increased efficiency will fail to naéze) if the appropriate
governance mechanisms are not in place for locawtability. Likewise, local
officials need the appropriate administrative toalsd processes (such as
participatory and transparent local budget prosseund tax administration,
and control over local staff) in order to be respoa to the needs of local
constituents.

A successful decentralisation programme will aleguire that subnational
governments have autonomy over the hiring, firimgl @ompensation of their
employees.

Agendas at the supranational or multilateral lewel promote fiscal

decentralisation within states should not be bas@me-size-fits-all approach;
there is no single prescription for ‘correctly’ anging inter-governmental fiscal
relations. Decentralised political mechanisms stharable local communities
to express their preferences and priorities torthecal elected officials,

encourage local officials to be responsive to spibrities, and enable local
communities to hold their officials accountable. idt this drive for better
governance that informs supranational actors’ eegemt with fiscal

decentralisation mechanisms within states.

Any successful decentralisation agenda needs twearfsve questions (World
Bank, 2006):

1. Which type or level of local administration doesawlassignment of the
expenditure function)?
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2. Which level levies which revenues (finance or raxeassignment)?

3. How can fiscal imbalances and disparities amonggsde resolved when
the case for decentralizing spending is almost yvgaeater than the case
for decentralizing revenues (a role for intergoweental transfers)?

4. How is the timing of revenues to be managed andtoraadl (debt and the
hard budget constraint)?

5. And, while the first four questions are addressedht capacity-building
arrangements are required to make it all work?

These questions should inform the manner in whicbgqammes at the
supranational / multilateral level aimed at stréeging good governance are
designed.

Recognising that the decentralisation of politiaathority remains the global
trend in the practice of “good governance”, suptianal and multilateral actors
should undertake measures which advance this agEisgal decentralisation as
an element of “good governance reform” can be sdpgowithin the EaP

countries through targeted EU financial assistggrogrammes which reinforce
the decentralisation agenda.

Whilst a move towards a direct emphasis on fiscatedtralisation as a
condition of funding or an end goal of programmatizolvement within states
would demand a paradigm shift, supranational antilateral actors can work
to enhance the visibility of fiscal decentralisation & a fundamental
component of successful “good governance” schemesthe EaP region For
instance, new reporting measures which highligiscai responsibility at
multiple levels of authority could be showcasednyitilateral actors. Equally,
political rhetoric in the region which emphasize®d governance should also
increase the focus on programmes which have sudatigssnstituted a
decentralisation of fiscal responsibility.

Supranational and multilateral engagement in fiscéécentralisation
programmes as a fundamental element of good gaveenahould be informed
by a number of key facts. Firstly, the design afegentralised system requires
the coherent allocation of public sector respohds among different types of
governments. This process of allocation entailstthesfer of some decision-
making powers from central to subnational governsierirhe challenge is to
design an intergovernmental system that links deaksation reforms to the
economic, social, and institutional developmenttltd society. According to
Bird (2000), such a design is based on four pill@gpenditure assignment,
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revenue assignment, intergovernmental transferggraand subnational
debt/borrowing.

Secondly, supranational and multilateral actotheEaP region can collect and
present data on fiscal decentralisation withinrtbgerarching remit to promote
good governance in the countries of the EaP. Thgrede of fiscal
decentralisation can be measured both quantitgtimeld qualitatively. The
guantitative dimension relates to the functionabpgc of local government
responsibility for managing and funding public see¢ and the volume of
public expenditure passing through local budgets.

The qualitative dimensions are concerned with thaspects of the
intergovernmental financial framework that affets equity, the amount of
autonomy which local governments actually enjoymanaging their budgets,
and their accountability to their citizenry. Botis of data can be managed and
coordinated by supranational and multilateral actorthe region with a view to
enhancing domestic political moves to imbue locat aegional levels of
political authority with an attendant element afckl autonomy to support the
practice of good governance from the bottom up.

2.5.3Policy Options for National Governments

There is fairly widespread agreement that capdmiiiding at all government

levels is an essential component of decentralisgtBmoke, 2006; Lago-Pefias
et al., 2011). In the absence of a unified, corathd, agreed strategy,
decentralisation can be incoherent and piecemedl,tleere can be a lack of
ownership or sufficient leadership which results latk of support and

engagement from the centre, local officials in @ilmmal government, or

citizens and voters.

1. Thus, for effective fiscal decentralisation to be mde a reality, national
leaderships must agree a longer-term agenda for theansfer of fiscal
authority to lower levels of political aggregation,and ensure cross-party
support for these goals.

2. As noted above, fiscal decentralisation and pudndiministration reform are
mutually supporting reform objectives. Thereforegtional agendas to
reorganize levels of fiscal competence amongss ttérpolitical authority
should ensure economic efficiency, fiscal equityjtical accountability and
administrative effectiveness. Governments rely omwide variety of tax
instruments available for their revenue needs, sashdirect, indirect,
general, specific, business and individual taxé& dconomic principles that
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come into play in deciding which taxes to assign ldaer levels of
government are as follows: Efficiency of the InsrrCommon Market,
National Equity, Administrative Costs & Fiscal NeedExpenditure
assignments should be made to governmental uaitsm:

» supply a service at the lowest possible cost;

» finance a function with the greatest possible fiscmalization;

» provide a service with adequate popular politicadtool; and

« administer a function in an authoritative, techiycgroficient, and
cooperative fashion (Hankla, 2009).

The most common categories of sub-national govemhnexpenditure are
education, health, social security and welfare, sy and community
amenities, recreation, cultural and religious a$faiand transport and
communication. But the relative importance of thessams varies widely
between countries (see Tables 2 and 3 for an eerof the EaP region).

It is important to clarify where local governmemtn determine the allocation
of expenditures themselves versus those whereetiiteat government mandates
expenditures and local levels simply execute theogeenditures. This is a first
key decision to be taken by national leadershigadlof any implementation of
a fiscal decentralisation programme.

Previous experience from Latin America and the diteon states of Central
Europe shows that many countries have focused amlyhe revenue side of
decentralisation and neglected a clear assignnienp@nditure responsibilities.
This led to weak decentralised systems and fiscallgrburdened central
governments.

3. National governments must therefore focus both on he revenue
dimension of fiscal decentralisation programmes, aswell as the
assignment of expenditure responsibilities.

4. System design must be optimal: there must be ar dl@mework for
implementation of fiscal responsibilities across tkevels of political
authority.

The lack of clarity in the definition of subnatidmasponsibilities has a negative
impact in three important respects. First, if tagponsibilities are imprecise, the
necessary corresponding revenues will remain patefined. Second, without
clear responsibilities, subnational governmentcaifs might prefer to invest in
populist projects which benefit them in the shart rather than in projects with
long term impact on the region's economy (suchn&sstructure, education,
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etc.). Third, there will be confusion whether suimraal expenditures represent
local priorities or centrally determined programs.

Unsound practice in the form of inappropriate assignt of expenditure
responsibilities - e.g., devolving major resporigibs to unaccountable local
authorities - can result in inefficient producti@f local public services;
suboptimal delivery of local services; major potainfor local corruption — a
major risk, given the relatively large size of nesmes involved and difficulties
of ensuring sound, accountable financial managemaerioss all local
jurisdictions.

One potential model for fiscal decentralisationgreanmes in the EaP states is
provided by the countries of South East EuropeeHe&e see a division between
(1) “own” or “autonomous” functions at local govemnant level, e.g. “communal
services” including street maintenance, cleaning laghting, refuse collection,
parks, public transport, cemeteries, and sportditias, together with local
regulatory tasks such as urban planning and cegistration. They manage
what remains of the public housing stock. They alsoerally control the major
utility services, water supply and sewerage, hgadind energy supply; and (2)
delegated competencies for personal social serveckgation, health care, and
social security and welfare.

5. Careful consideration should be given by national athorities to the pace
of decentralisation An initial rush to devolve fiscal powers is prbbanot
wise. Well-designed decentralisation requires cotidg a series of studies
then writing an omnibus law. It also requires atewymtic approach to
building capacity for central and subnational authes alike. One option,
common worldwide, is to decentralise asymmetricaltizat is, to recognise
that places and sectors can be treated differemtiys, some subnational
governments may have more capacity than others awy cout the
responsibilities of decentralised governance. Sirlyi] some functions (such
as primary education and health) might be bettaygroints than others (for
instance, large infrastructure projects). Such amanetric structure should
be formalized in a manner that makes transparetit bwe criteria for
differential treatment and the process for systeray bringing the initially
unqualified places and sectors into the fiscal dgaésation scheme.

6. National governments should note that internatidyesdt practice demands
effective fiscal decentralisation systems be opmmatized.The freedom of
local governments to vary the rates of the taxeseés, and charges
accruing to their budgets is a cardinal principle & fiscal
decentralisation, emphasised by the European Chanteof Local Self-
government as well as the classic fiscal federalism literatut may be
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restricted by ceilings but should be sufficientpimvide scope for varying
levels of local expenditure and enhance the sehseamuntability of local

officials. Intergovernmental transfers should na& bo dominant as to
discourage the use of such discretion. Therefagomal governments have
to manage a fine balance between the demands af gaeernance at the
local and regional level, as well as the need faungl administration of
public finances.

In OECD countries, on average half of subnationavegnment public
expenditures are financed by locally administew@des$ over which they have
the autonomy to decide both the tax rate and thbdae independently from the
centre (Bloechliger and Petzold 2009). The othdf s covered through
revenue-sharing arrangements, inter-governmengaisfers, and subnational
government borrowing. Substantial variation exisiswever, between OECD
countries. Recent evidence indicates that greasealf autonomy is indeed
associated with higher subnational government budigeipline. This suggests
that the availability of own revenue sources maylm®mponent allowing local
and regional governments to maintain a healthyafibalance (Enikolopov and
Zhuravskaya, 2007).

The most common sub-national taxes are taxes @amaes — which are used by
15 of the 18 countries covered - and taxes on ptppewhich are used in 17
countries. However, the average yield of taxesnopome is much higher.

In some western European states (notably Switzriamd the Scandinavian

countries) local governments add their own ratesuasharges on the national
rates of personal income tax; the national rateskapt low enough to allow

room for the local levies. It is no coincidencetttieese are the countries where
local government has the highest measure of fisdajpendence.

The only efficient, desirable broad-based subnatitex that seems feasible is
likely to be a flat-rate surtax (often called "pyp@cking”) on a national
personal income tax. Retail sales taxes are sefdasible in the circumstances
of developing or transitional countries.

For efficiency, it may be desirable to assess #selof a tax centrally and even
to have it collected by the central government;fbuticcountability it is critical
that the local authorities are responsible (perhaiisin limits) for setting the
tax rate.

International practice offers four more or less ndad options for
intergovernmental fiscal coordination (Boex and fiteaz-Vazquez, 2004):
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» exclusive reliance on the Ministry of Finance oe thlinistry of Local
Government (or its equivalent);

e introducing one of several types of Local Governmdfinance
Commissions;

* reliance on parliament to monitor and coordinatéergovernmental
affairs; and

« formal reliance on a local government associatmmiritergovernmental
coordination.

During the 1990s, the introduction of a Local Gowveent Fiscal Commission
was the ‘standard’ institutional solution for irdewernmental coordination.
This term is applied to three different types obrebnating mechanisms, which
have distinctly different objectives (vertical cdoration, horizontal

coordination, and autonomous review). The bestlfisoordination option is
very much dependent on the institutional settingaofountry and the policy
objective to be achieved.

7. When designing effective fiscal decentralisatiorogpammes, national
governments shoultearn the lessons that have been learnt globallga as
means to inform their own practice. Unsound practic the form of
excessive revenue decentralisation or too muchre/autonomy can result
in vertical fiscal imbalances (in favour of local ovggrnments),
macroeconomic tensions and excessively high taxldms — a major risk
which could threaten macroeconomic stability.

The main problem with tax assignment is that iteyally does not provide
sufficient revenues for lower-tier governmentsphnrt for this reason, local and
especially intermediate-level governments in maoyndries levy a variety of
specific (excise) taxes on gambling, motor vehicé®l so on. Again, however,
such levies seldom produce anything like the regemeeded. In a country with
conflict among levels of government, subnationaigustration of national
taxes is not advisable since the subnational eaéityrefuse to submit national
taxes if it becomes disgruntled (e.g., TatarstaRussia). Second, problems are
also caused by overlapping, uncoordinated admatistr, especially for sales
and excise taxes.

Many transition economies are introducing ambititas reforms that reduce
(‘flatten’) tax rates, broaden the tax base (bitlg loopholes), and improve the
quality of tax administration. These reforms caramehanges in tax incidence
and thereby redistribute tax revenues across \atexels of government. These
de factochanges in the distribution of tax revenues camdhice misalignments
with expenditure assignments, leading to new vartend horizontal fiscal
imbalances that had not previously existed.
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Finally, local government discretion to award exaons from property and
other local taxes is subject to much criticismisliquestionable whether local
authorities should be free to define local tax baseopposed to the rates.

8. The option of intergovernmental transfers/block grants should be
avoided as this does not lead to the development @ue local self-
governance and autonomy.

Although there are important differences betweeaumnttes, the most common
way of transferring resources from central to lomadl regional government is
through earmarked grants (World Bank, 2006). Grargsused for the purposes
of financing and subsidisation of services anddgualisation of tax or service
capacity. Non-earmarked grants are usually moreieft instruments for
financing purposes than earmarked grants. Nevesbgekthere are some cases
where earmarked grants can be used in an effisi@yt for financing sub-
national services. Such cases are particularlyylitceoccur with temporary risk-
sharing and co-operation projects or programmes.

Every intergovernmental transfer system has twoedsions: (i) the vertical
dimension, concerned with the distribution of raves between central and
local governments; and (ii) the horizontal dimensi@oncerned with the
allocation of financial resources among the recipimits.

There are different forms of transfer mechanisni&riag revenues and tax
bases, establishing conditional or unconditionabngr systems. Central
government and subnational governments can sharenues based on a
formula or share a tax base by one of them applgisgrcharge on other’s tax.
In the case of establishing grant systems, comditigrants require matching
elements by the recipient government but uncontligrants are given to the
recipient government with full discretion to spenthe choice of transfer
mechanism depends on the objectives of the intergovental policies.

There are both advantages and disadvantages teséhef fiscal transfers as a
means to allow a limited degree of financial spegdiutonomy at the local and
regional level. Whilst this mechanism does notvalfor revenue generation and
the management of local systems for public taxatiodoes offer scope for a
limited degree of spending autonomy. However, sydtems are not regarded
as optimal in terms of encouraging good governasme the ownership of

public finance programmes from the bottom up.

There are three key factors in the design of imeeghmental fiscal transfers:

the size of distributable pool, the basis for dstting transfers, and
conditionality (Bird, 2000). Determining the diftmtable pool has an important
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impact on the stability of the intergovernmentaktél relations system. Sharing
a fixed percentage of all central taxes is a beti@y of establishing transfer
system rather than sharing on an ad hoc basisinghanust be based on the
basis of a formula. Discretionary or negotiatedndfars are unstable and
unpredictable in nature. The formula for revenuarisiy should take needs and
capacity into consideration. Once the first twatdas have been sorted out, the
last question is whether the transfer should beenaxhditional on a measure.
Expenditure conditionality ensures that the transfemount is spent on a
specified service. On the other hand, performamceitonality links transfers
to a performance criteria.

Local government would be better protected fromhsaritrary decisions [in
annual State Budgets] if the level and distributbdriransfers were determined
by legislation other than the annual State Budget.LThis would mean that
changes could only be made after full parliamentbetyate and opportunity for
consultation with local government associationseréhare examples of such
protection in Dutch and French Ilegislation, and tRelish law on
intergovernmental finance stipulates that the etlorcaelements of the grants
should not fall below 12 per cent of State Budgetnues.

There are, however, a number of problems which bwarise in the use of
intergovernmental transfers or grants and therafit kheir effectiveness as
tools by which to foster fiscal autonomy. Firstiyysound practice in the form of
perverse incentives in intergovernmental transfechmnisms (e.g., gap-filling
transfers) can facilitate irresponsible local spegdand reduce local fiscal
effort.

Furthermore, in many OECD countries, grants systarasbeset by numerous
inefficiencies. The most common are:

« Earmarked matching grants that are (partly) usecdmalising purposes
and thus encourage sub-national jurisdictions tovide higher than
optimal service levels.

« Earmarked non-matching grants (including cost-dogegrants) that are
used for financing purposes; these grants lackningss for technical and
allocative efficiency and could, in many cases,réglaced by general
purpose or block grants.

9. National governments in EaP countries would be weldvised to learn

from the practice of intergovernmental transfer sclemes elsewhere and
consider firstly alternative means of fiscal decemélisation as a means to
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promote local governmental autonomy through the trasfer of real
financial capacity, that is, both revenue and expeatture.

The most recent academic evidence suggests thagavernmental transfer
schemes are negatively correlated with economievifiroon the other hand,
taxes collected at the local and regional levelehavsignificantly positive
correlation with the national growth rate. This @lefinding supports the view
that subnational governments with thewn revenue sourcaespond better to
local demands and promote greater economic effigi§Rodriguez-Pose and
Krgijer, 2009).

Ultimately, the transfer of block grants is notwed as a positive step towards
the creation of a sustainable model of self-goveminat the local or regional
level. In global terms, decentralisation should be interpeted to mean the
transfer of powers from the state government to théocal sel-government,
and not to the transfer of powers from the central state gvernment to the
local stategovernment (World Bank, 2006).

10.National governments in EaP countries should be enaraged to support
measures which enable local and regional actors taccess the financial
markets independently. There are three primary reasons why access to
financial markets is considered important for suiomal governments:

» financing capital expenditure;

* matching expenditure and tax flows; and

» fostering political accountability. (Debrun et aR008; Arzaghi and
Henderson, 2005)

A well-designed regulatory framework for subnatiop@rowing is necessary to
ensure that subnational borrowing does not propdeverse incentives to
lending institutions and subnational governments dgcessive lending and
borrowing. Such a framework includes standardizezbanting procedures for
subnational governments, disclosure of subnatigonakrnments’ liabilities and
repayment capacity. However, these measures by stiees will not be
sufficient to curb moral hazard problem. The macomcern of moral hazard
occurs when local and regional governments are dmhdhy the central
government by providing guarantees to their borngwi

The debt crisis of subnational governments in Brélze inflationary impact of
subnational financing in Argentina, and city-le\snkruptcies in the United
States have often been used to illustrate the Ipessmacroeconomic
implications of decentralizing borrowing powers.eTmoral hazard problem -
the proposition that access to financial marketsudynational governments may

73



create unplanned fiscal liabilities for central govment - is the core of the
argument.

However, there are measures which national govertsm@an take in order to
prevent such risks. For instance, countries suclRassia, Kazakhstan, and
Estonia have enacted legislation limits on ovedalbt as well as limits of the
budget deficits of regions and require control andervision of all subnational
bond issues. However, the lack of effective momgand enforcement and the
general absence of adequate municipal bankruptogedures and financial
emergency controls for defaulting governments pog®rtant risks.

2.5.4Policy Options - LRA Level
Local Authorities and Subnational Government

Fiscal decentralisation cannot occur in a vacuung has to be considered
within the context of wider local government reforamd other forms of
decentralisation. Moreover, government structiumeany given country tend to
be unique and reflect historical developments. Agsult, there are different
possible configurations of institutional arrangeisetimat can result in positive
outcomes.

There are two central features of local governmeirst, it is a provider of
services to a local community. Second, it actsrasatrument of democratic
self-government. These two characteristics can ladseiewed as administrative
and political decentralisation respectively, whiatoupled with fiscal
decentralisation, are conceptually and practidafiyossible to separate. Factors
which can influence the quality of local governmedude:

 territorial organization (there is no ideal type ferritorial administrative
units; no requirement for such units to be of eizd; no prerequisite for
how large a country has to be in the first place);

* a capable, professional, trained and adequatelyumerated local public
service;

» transparency — accessible for and accountablé¢iters; and

» support from the central government. (Smoke, 2006)

Thus, measures to support effective fiscal decentisation are likely to be
unsuccessful, if they are not put forward as part ba raft of accompanying
reform measures which touch on the dimensions of falic administration
reform outlined above. Local and regional governments should be aware of
this fact when negotiating reform programmes orl@menting change agendas.
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Optimal System Design
Budgetary Responsibility and Reporting

The legal/regulatory system needs to provide fomiaimum, full, timely and
easily accessible public disclosure of resouragcation decisions - in budgets,
in procurements, and in expenditure programs. Lacal regional authorities
should design and publish readily accessible bsdgetpart of an expenditure
management reform programme that emphasizes ocopene orientation.

Subnational governments in Russia, Ukraine, andrddaP countries have also
been slow to rid their budgets of private marké&tmentions, with subsidies for
housing and communal services, including publikitiets, accounting for a large

proportion of their expenditures. For instance, iational governments in

Russia spend close to one-third of their total weses on subsidies to
consumers.

Terms of Office

The duration of terms of office at the local andio@al level is a key question
which needs to be addressed by authorities implengera programme of
decentralisation, in partnership with local andioagl societal actors. Lessons
globally would indicate that there is an optimunripe of time during which
office holders are able to implement change antdiice governance strategies
which commit to best practice (World Bank, 1998gnBwable terms of office
also offer a degree of stability which can haveitpas impacts when guiding
the implementation of a programme of fiscal de@disation (Smoke, 2006).

By way of example from global experiences, Mexiceigerience with three-
year, non-renewable mayoral terms, has been assdaiath a very short-term
focus in local officials’ governance strategiesphactice, where multiple terms
are allowed, three to four year terms are desirableere only single terms are
permitted, then 5-6 years would be appropriate.

Size of Unit of Governance

In cases where sub-national governments are smath@gmented (Armenia, for
example), the coordination and cooperation of ttwvipion of public services
should be considered, and this measure can extsadathe management of
public finances at the local and regional level.ingsthis option, local

government can retain its quality as an instrum@htdemocratic and self-
government. If territorial administrative units ateo small, fragmented or
heterogeneous they can have low revenue capa@gk administrative abilities
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and be incapable of fulfilling their functions iarins of delivering accountable
governance. This is a widespread problem for varibstorical and political
reasons in the Balkans and the former Soviet Union.

To illustrate some of the problems associated Withfragmented structure of
subnational authorities, Croatia provides some ulsetamples. In Croatia, a
substantial number of local governments and cdresquite small. As a result,
many Croatian local governments do not have thenfiral, administrative, and
personnel resources to carry out the basic funstadriocal governments. In a
few instances, neighbouring local governments dperl some forms of
cooperation. In the smallest localities, the loggvernment has a few
employees with the mayor serving on a voluntarysbadore than 30 per cent
of towns and municipalities are not in a positiom mheet their current
expenditure commitments from current revenues (@lbger and Petzold,
2009).

Stakeholder Patrticipation in the Process

Although fiscal decentralisation efforts are tyfligded by economists and
accountants, it is critical to remember tlsaiccessful fiscal decentralisation
combines not only fiscal reforms but also governamc reforms.
Decentralization will only succeed when local conmities become involved,
participate in the local budget process, expresallpriorities, and hold their
local officials accountable for delivering desiréocal services in a cost-
effective manner. For this to happen, local staldgrs will need to know in
basic terms what to expect from their local governts, how their local
governments operate, and how local governmentBreneced.

Both the CoR and CORLEAP can work with the EaP IC8aciety Forum
working groups to host a workshop on fiscal de@istation, to be held either in
Brussels or in the region. This workshop could [eathe publication of a set of
policy recommendations. Such a document can thegprésented to EU Heads
of State and Government in the context of the &rritlevelopment of the EaP
roadmap under the Lithuanian Presidency.
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2.6 Territorial Cooperation

Territorial cooperation represents the third poditi priority identified by the
Annual CORLEAP meeting in the Conclusions preserdadl? September
2012. Territorial cooperation remains a cornerstoheross-border territorial
actions both within the EU and within the EaP atmea,it ensures firstly that
diversity between states is maintained, whilst la¢ same time allowing
countries to join forces to tackle urgent problewfs spatial and social
development (Duhr et al, 2010: 6). Indeed, it is thrritorial cooperation across
borders that facilitates the interaction betweenrizootal and vertical
membership of supra-state territorial structurelserdby underpinning a
functional system of multi-level governance (Bartipl 2004). However, the
scope of territorial cooperation within the EaP s needs to be developed
much further.

European territorial cooperation has sought to mbegond the traditional
concept of frontiers between the European state$asiers” which delimit
distinct socio-political realities, while at thensa time helping to build Europe
“from below” as a manifestation of the European egah principle of
subsidiarity (EIPA, 2011). It is the practice obss-border cooperation, and the
creation of transboundary spaces for politicalaacthat can advance territorial
cooperation as an organizational principle. For tGeR, cross-border
cooperation is conceptualized as follows.

“Cross-border cooperation implies bi-, tri- or mil¢tteral cooperation between
local and regional authorities [...] operating in ggm@phically contiguous
sareas. This applies also in the case of areasra¢g by se&™.

Indeed, the study undertaken by the CoR on the geamo Grouping of
Territorial Cohesion (EGTC) as a framework for iterral cooperation
underlines the suggestion that CBC makes it passibl counteract the
disadvantages a region may face geographicallyt@igeposition on a national
bordef?. Territorial cooperation is therefore a fundamental component of
the strategic approach taken by the CoR to develoguropean integration
from the bottom up, and to foster a real framework for multi-level
governance in the European Union.

At a practical level, territorial cooperation refeto concrete measures which
facilitate cooperation across geographical bouedarthat focus on the
following:

“ Committee of the Regions Opinion (1998) CoR 145ii®8Cross-border and Transnational cooperation
between local authoritiep. 6.
2 Committee of the Regions (2003)udy on the European Grouping of Territorial Cogin, CoR 117/2007.
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* an improvement of the joint management of natioesburces
» supporting links between rural and urban areas

* improving transport and communication networks

» coordinating policies on environment issues (EIP&11)

However, territorial cooperation in the EaP process been more limited.
Despite the raft of financial assistance scheméseaxd by the EU, and detailed
in the 2012 report “the EU Funds Available for Lbaad Regional Authorities
from the EaP countrie€” there is still a lack of awareness and capacity on
the part of local and regional authorities in the E&P region to fully take up
these programmes and actionsn particular, local and regional authorities in
the EaP region are hamstrung by overly complex Hhdihg rules, which
demand supporting documentation which is unfamilailocal bureaucracies
and financial institutions. This places a particyldarge burden on local and
regional administrations and stakeholders.

Territorial cooperation and the closer partnershigtween actors across
geographical and political boundaries across thE Eaace offers enormous
potential for meeting the wider objectives of tlatpership, notably helping the
partner countries to move closer to the EU and twkwcollaboratively in
support of EU goals - international law, fundamkmtalues including
democracy, the rule of law and respect for humaghtsi sustainable
development and good governaficé is for this reason that the CoR continues
to consider cross-border cooperation as a tool @wcouraging the
implementation of effective territorial cohesionwasll as one of the conditions
for good multilevel governance (EIPA, 2011).

To date, there has been no systematic study ofirtipact of territorial
cooperation within the EaP space, nor on the imp&dinancial assistance
measures which have sought to develop a substantiltelevel perspective to
the wider objectives of the Eastern Partnershipild/this present report can
offer an initial and necessarily broad overviewirofiatives and actions in this
area, it is recommended that a more in-depth study of tertorial
cooperation across the Eastern Partnership be und&tken so as to offer to
policy-makers a comprehensive repository of schememputs and outputs
as well as evaluations, so as to inform better futa governance financial
mechanisms in the area of territorial cooperation.It is noted that at the
present time, information regarding territorial pecation in the EaP area is

43 See CoR 2012 report “The EU Funds Available forcdloand Regional Authorities from the Eastern
Partnership Countries”, available online hdtp://cor.europa.eu/en/news/events/Pages/ConfereiRegional-
and-Local-Authorities-for-the-Eastern-PartnershipiRl EAP.aspXaccessed 01.03.13).

44 Joint Communication to the European ParliamertQbuncil, the European Economic and Social Coremitt
and the Committee of the Regions (20E3stern Partnership: A Roadmap to the autumn 20a6hr8it
JOIN(2012) 13 final
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sporadic, piecemeal and available only on an addlasts, to different reporting
practices. As such, there is little directly congide data on inputs and outputs
available. A more comprehensive system for datieciodn would be advisable,
based on standard reporting procedures.

The analysis presented below offers an initialghsinto the nature of territorial
cooperation in the EaP region, as supported byrreadtemultilateral financial
assistance mechanisms.

Geographic Versus Thematic Instruments

To date, local and regional authorities in the Eaéntries have benefitted from
EU financial assistance schemes which have beewctsted along the two
principal dimensions of territorial cooperation;ethihorizontal” level of
territorial cooperation has been facilitated thioutpe so-calledyeographic
instruments in the EU and EaP area, whereas “aftticooperation has
facilitated interaction between a number of logad aegional actors in the EaP
region on the basis of the EUlsematicinstruments.

Geographic Instruments Available to LRAs in EaP Coutries

This is the largest area of CBC activity in the EaBion which supports and
facilitates LRA actions and governance initiatives.

« The Cross-Border Co-operation (CBC) programme fog EaP region
(Budget 2007-2013: €1,118,434)

Baltic Sea Region programme (BSR)

Black Sea programme

Latvia-Lithuania-Belarus programme
Poland-Belarus-Ukraine programme
Hungary-Slovakia-Romania-Ukraine programme
Romania-Ukraine-Republic of Moldova programme

©O O O0OO0OO0Oo

e The Cooperation in Urban Development and Dialoguegm@amme
(CIUDAD) — EaP region (Budget: €14 million for t2610-2013 period)

« The Covenant of Mayors initiative (EaP region: Cdst) (Budget: €5
million for the 2011-2013 period)

» Pilot Regional Development Programmes (€62 milfram the ENPI budget
for 2012-2013)
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 European Neighbourhood Programme for Agricultured arRural
Development (ENPARD) — with its focus on institutad capacity building
of national and local administrations

» The EuroEast Culture Programme

» The Europe for Citizens Programme

* The European Investment Bank: EaP Technical Assistarust

« Eastern Partnership Integration and Cooperatiograrome (EaPIC}
Thematic Instruments Available to LRAs in EaP Courds

The use of vertically integrated instruments toadep LRA action in the EaP
area has been limited to date.

« The Non-State Actors and Local Authorities in Depshent (NSA-LA)
programme (Budget: €702 million for the 2011-20&8iqd)

Analysis and Recommendations

The above overview of the funding available to lcayad regional actors from
the EaP countries in the area of territorial coapen illustrates how the
predominant paradigm for EU financial assistancethas far been founded on
the geographic rather than thehematic approach, that is to say, support
mechanisms which promoteorizontal rather thanvertical integration. This
indicates that the priority areas for financing estles have encouraged
partnership approaches across borders in pursuieafly defined aims, as set
down in the regulations for the schemes listed abov

However, overlooking the potential whigiertical integration measures offer to
the development of a robust multi-level dimensiontite EaP is problematic.
There remains, therefore, a shortfall in the dgwamlent of a full and
comprehensive approach to the thematic dimensioteroitorial cooperation.
Whilst the “Non-State Actors and Local Authorities Development (NSA-
LA)” programme has offered some initial scope fog support of key schemes

45 This funding stream was not covered in the 201dntefThe EU Funds available for local and regional
authorities from the EaP countries”, as it was yeit operational. The “Eastern Partnership Integnatind
Cooperation” programme (EaPIC), launched in Jun&22®ffers financial assistance for reform on deep
democracy and the respect of human rights, baseldeonovel principle of “more for more”. The fingiund of
EaPIC country allocations awarded €65 million inaficial assistance to three of the EaP countriedddwa
(€28 million); Georgia (€22 million) and ArmenialE million). A further round of allocations is schéed to

be made after the public release of the 2013 ENBrEss Reports for countries in the region.
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which can advance inter-territorial cooperationuaue shared policy objectives,
such as the strengthening of participatory devetrgmnd processes as well as
the inclusion of vulnerable and marginalised grouapsociety.

Thus, as support for the vertical dimension ofgnéion within the EaP space
has thus far been limited in scopkyther investment in thematically-
structured financial instruments for the EaP counties should be
encouraged. Vertical integration measures would emcrrage a wider
exchange of good practice and strategies for develment within local and
regional authorities, across the full three priority areas for political action
which have been identified by the CORLEAP Annual Meting'’s
conclusions: public administration reform, fiscal decentralisation and
territorial cooperation. There is scope, within the existing framework tioe
delivery of financial instruments, to extend thgiactice more broadly, so as to
facilitate a much wider take-up across the full&fedreas where political action
has been identified as lacking by the CORLEAP bdtgmselves local and
regional representatives from the EU and EaP casntr

Cross-border cooperation, territorial cooperatiod the democratic governance
of cooperation are central to the continuing inééign and enlargement of the
EU (Anderson et al., 2003). However, the potentiblch this form of multi-
national cooperation offers to the development b tEaP and the
implementation of its goals remains underexploaethe present times. Whilst
enhanced financial support measures would driveifgigntly an increased
uptake of financial assistance mechanisms acrosgdgion, there are, at a
practical level, a number of barriers to the futiplementation of territorial
cooperation in the EaP space. Recommendationsctinato address these
iIssues are detailed in the following three sections

2.6.1Supranational / Multilateral Level

The following measures are proposed as effectivensi@y which the local and
regional dimension of the EaP can be advanced.

1. At the supranational / multilateral level, thereedg to be more joined up
thinking across the full range of EU financial assnce programmes to
address more effectively the core areas where CQIRLEas identified
deficiencies, and has targeted further politicéilbac Thus, the priorities are:

» effective public administration reform at the loeald regional level;
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» support measures for fiscal decentralisation andrdranced sub-national
budgetary autonomy in EaP states; and

« enhanced territorial cooperation across borderks tathin the EaP area
and with EU member state partners need to be mearmsed across the
EU’s financial assistance schemes, and articulatede clearly in an
overarching set of objectives for the EaP countries

As the EU’s only vehicle for the aggregation ofdband regional viewpoints
from EU and EaP representatives, CORLEAP, hasdlrstiessed the need for
concerted action in these three areas at its Anvleating in Chisinau in 2012;
DG DEVCO therefore needs to prepare a strategyrpapeh recognises this
political priority, and seeks to integrate its was financial assistance
programmes which target local and regional actorthe EaP area under one
shared strategic umbrella. This more streamlined wertically integrated
approach will significantly advance the local ardional dimension of the EaP
and will meet the political aims of CORLEAP’s cumté\ction Plan.

2. Existing financial assistance programmes to the fegion need to be more
explicitly targeted at the dimensions of local anegional authority
engagement which are in most need of developmenigbort. These have
been highlighted in this report, and whilst manytleé existing financial
assistance mechanisms do touch on these issuesntatly, their further
development can be advanced through more diregetiag of the needs
identified here. In sum:

» Support for public administration reforms at thedband regional level
can introduce the foundational and structural ckarmgquired which can
lead to wider developmental benefits across theioneg Public
administration reform at the local and regionaklewm the EaP countries
will therefore facilitate wider societal benefitsom the bottom up.
Investment in this aspect of development assistaunltéherefore act as a
developmental multiplier, allowing for changes dhery levels and in
other dimensions of governance.

» Support measures to develop financial capacithatlacal and regional
level in the EaP partner countries through trainprggrammes and
knowledge-sharing activities can encourage thestesinof real fiscal
competence to the sub-national level. It is evidleat block grant funding
IS inappropriate as a means to sustain real sekrgment at the local and
regional level.The freedom of local governments to vary the rateef
the taxes, fees, and charges accruing to their buet is a cardinal
principle of fiscal decentralisation, emphasised bythe European
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Charter of Local Self-government. External financial support, such as
EU funding programmes, can help support the nepesddls training
which can lead to the implementation of fiscal saskce authority is
transferred.

 Together with DG DEVCO, CORLEAP should work to d&dith
programmes for financial assistance in the EaRoregihich will enhance
the financial capacity of local administrations. chear finding of the
analysis presented in this report is that effectiseal decentralisation is
not a “one size fits all” strategy, but rather anoept which needs to be
tailored according to local circumstances.

» Financial assistance measures which target the Aifence in the EaP
countries can include a pre-application supporsph@his would operate
on the basis of enhanced marketing of funding dppdres, as well as
advice on bid planning and advice on the delivefytle requisite
paperwork. An early intervention to support prefisparation processes
can enhance the throughput of applications to Gr@nassistance
programmes from local and regional actors in thié &aea.

3. In view of the merits presented here of decentralisompetences further to
local and regional levels of governance, it is imi@ot to explore means by
which twinning and technical assistance programipescipally TAIEX,
SIGMA and the Comprehensive Institution Buildinggramme (CIB) of the
ENPI) that allow for capacity building and the deyement of expertise in
public administration can be decentralised theneseto include actors from
local and regional levels of government.

4. The focus of the new EaPIC on promoting democratinsformation and
institution building for sustainable and inclusiyewth, alongside increased
confidence building measures, has clear scopeéal bnd regional input. It
is in this aspect of the future EaP and the “roguintiaat LRA members can
make a substantial impact to the future shape aogesof this particular
funding instrument. The CoR should lobby for an LRIAnension to be
involved in the design of the future EaPIC framewor

5. EU actors should be made aware of the burden plaedRA actors in the
EaP region by the application process for finanasdistance programmes.
The demands are at times well beyond the capatibpth LRA actors and
relevant financial institutions. A relaxation ofetlstrict requirements of the
funding programmes should be introduced following wagent review of
procedures.
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6. Information regarding territorial cooperation ireteaP area is piecemeal and

not collated to comparable standards across themred§ standardized data
collection and statistical reporting framework webtrcilitate better feedback
loops for the future design of financial programnmethe area.

The EU should look to investirther in thematically-structured financial
instruments for the EaP countries. This is an undarsed resource.
Vertical integration measures would encourage a wer exchange of
good practice and strategies for development withinocal and regional
authorities, across the full three priority areas br political action which
have been identified by the CORLEAP Annual Meetings conclusions:
public administration reform, fiscal decentralisation and territorial
cooperation

2.6.2National Level

National governmental actors can implement a rasigmeasures which can
help to establish a meaningful local and regionatesision to the Eastern
Partnership.

National government actors should collect systeraliyi information on
local and regional territorial cooperation initlegs and integrate these
initiatives into other ongoing programmes, suppblig external, multilateral
actors, to develop sustainable frameworks for ggoglernance in their
countries.

National governments should look to undertake matioeform programmes
which deliver on the commitments of the Europeamr€in of Local Self-

Government. It is only by having the freedom at libeal level to vary the

rates of taxes, fees, and charges accruing to thalget, a fundamental
principle of fiscal decentralisation, that sustaileaself-government at the
local level can be achieved.

National Governments in the EaP area can encourage theifueke-up of
financial assistance schemes which support croskbacooperation and
territorial cooperation at the local and regioraldl by undertaking wider
communications programmes and the applicationsese&s.

84



2.6.3Local and Regional Government Level

There are a number of core actions which LRAs tiedves can undertake as a
means of strengthening territorial cooperation initthe EaP space and thus
enhancing the local and regional dimension of tiietive.

Given the continued low level of take-up of finaalcassistance in the EaP
region, it is important that LRAs showcase theimosngagement — however
limited - in any such programmes and demonstrage ithpact that this
financial support has had on their governance agenthrough showcasing,
the take-up of opportunities for financial assis@arcan be encouraged
amongst broader sets of actors and non-governmesttfeholders.

Information on the application process for engagwmigh EU financial
support programmes in the EaP region should beedhamongst all
stakeholders within the region; LRAs should endeavmperate information
exchange events as a means of profiling the opptigs on offer in their
region.

LRAs should continue to feed back to national ampranational actors on
the need for investment in training and other messuo support the
practical development of good governance at thallaad regional level
across the region. Dialogue with partners across HaP area is a
fundamental element of the ENP’s wider objectivesgtablishing a stronger
partnership between actors at all letels

2.7 Future Development of the EaP Roadmap in 2013

ACTION POINTS

* The future EaP roadmap needs to reiterate thalotted and regional
dimension to the EaP and the actions required adh@sthree priority
areas will, in combination, lead to the developnard true, multi-level
framework for political cooperation across the oggi

* At the present juncture, ahead of the redefininbnhe “roadmap” for

% Joint Communication (2013) ‘European Neighbourh@licy: Working towards a Stronger Partnership’,
JOIN(2013) 4 final.
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meeting the global objectives of the Eastern Peshie agenda, timely
and strategic intervention by CORLEAP is fundamknta

The recommendations for political actions in thee¢hcore areas of
public administration reform, fiscal decentralisati and territorial
cooperation which are set out in this report oHesuite of measures
which CORLEAP can advance as further political @i In
combination, these actions undertaken across tte® tfriority areas
would strengthen and enhance the local and regainansion of the
EaP roadmap when this is developed further undei_tthuanian EU
Presidency in the second half of 2013.

Both the CoR and CORLEAP can work with the EaP IC8aciety

Forum working groups to host a workshop on fisedehtralisation, to
be held either in Brussels or in the region. Thagkshop could lead to
the publication of a set of policy recommendatioBsch a document
can then be presented to EU Heads of State andr@oeat in the

context of the further development of the EaP ramgnander the
Lithuanian Presidency.

The focus of the new EaPIC on promoting democraéinsformation

and institution building for sustainable and inchesgrowth, alongside
increased confidence building measures, has ctegresfor local and
regional input. It is in this aspect of the futiEaP and the “roadmap”
that CoR and CORLEAP members can make a substanpakt to the

future shape and scope of this particular fundnsgrument.

The European Training Foundation (ETF) should We=ya partner for
CORLEAP and LRAs in delivering across the threeonty areas
identified for action.

All of these above objectives can be achieved tjinoal recognition of
the effectiveness of early and well-positioned mweation in the key
debates that will determine the future shape ofrtldelmap. This is the
historical moment when CORLEAP’s political capacmyl come into

its own; after 2 years of operation, CORLEAP now tiee accumulated
political resources to make a significant differerio the future design
of the EaP roadmap, and this next step will be @ rearker of

CORLEAP’s ability to deliver on its founding missioThe time for

persuasive advocacy and timely political intervamiis now.
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3 Options for CORLEAP Political Action

3.1 An Agenda for Future Action

As debate on the future shape and scope of the rRgado the Eastern
Partnership moves forward in 2013 under the ledgersf the Lithuanian EU
Presidency (July—December 2013), CORLEAP shouldetakle to deliver
concrete policy solutions across the four dimersiaf its potential for
leadership on the enhanced local and regional dioerof the EaP, as follows:
CORLEAP has a vital role to play in the future depenent of a robust, multi-
level dimension to the Eastern Partnership as devBections 2, 3 and 4 of this
report have outlined areas for political action ethiin combination, will drive
forward significantly the delivery of a real, mdlével Eastern Partnership that
will fully involve LRAs. Since LRAs cannot act alenthe necessary political
actions will be undertaken at three levels of pmdit authority: at the
supranational or multilateral level, at the natiog@vernmental level and at the
local and regional level. Recommendations for actiat all these levels are
contained throughout this report.

CORLEAP itself can follow up in ensuring that thepelitical steps are
undertaken by all the relevant actors. CORLEAP khose its engagement with
all levels of political authority both across thel Eself and across the EaP area
to press for the implementation of these actiomgsoiThis is its lead role for the
immediate future.

By doing so, CORLEAP can operationalize a signiftcanultiplier effect” for
the local and regional dimension of the EaP. CORREA regarded as the
leading authority on the local and regional dimensof the EaP, and its work
has been recognised in the most recent communicatidthe ENF'. In all of its
future negotiations, CORLEAP can exploit its owrsiion as a “network of
networks” to showcase understandings of good meat public administration
reform, fiscal decentralisation and territorial pecation. Through cooperation
with strategically positioned actors, notably theRCand the associations of
local and regional governments across the EaP @@®&LEAP can help to
raise awareness of the importance of strengthetheglocal and regional
dimension of the EaP as it enters the next pha#s operation.

47 “European Neighbourhood Policy: Working towardSteonger Partnership”, JOIN(2013) 4 final (page. 20)
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Next Steps

Taking forward the analysis of the potential rofeCORLEAP as set out in the
2012 report, the Contribution of local and regional authorities tche
development of the Eastern Partnersh{ieport 3812 for the Committee of the
Regions), CORLEAP’s future action plan on the amfagublic administration
reform, fiscal decentralisation and territorial peaation can be summarized as
follows:

1. CORLEAP as a strategic thinker. drawing up long-term plans about where
local and regional government should be headingh & road-map for
implementation.

Working in close cooperation with partners from tbgion, DG DEVCO,
the EaP Civil Society Forum and the European TinginFoundation,
CORLEAP can articulate the need to focus on theethpriority areas
where it has identified scope for enhanced devedopah support:
effective public administration reform at the locahd regional level;
further support measures for fiscal decentralisatiod an enhanced sub-
national budgetary autonomy in EaP states; and neella territorial
cooperation across borders both within the EaP amdavith EU member
State partners.

Working in partnership with the European Commissi@ORLEAP
should develop a strategy paper which offers adeoeecognition of the
needs in these areas, and the potential which a& nmiegrated and
targeted approach to developmental assistanceanEdP region can
bring.

2. CORLEAP as a timely intervener. both at the EU and MS level to ensure
that development assistance goes towards local regwnal democracy
promotion projects.

The elaboration and further development of the Regrito the Eastern
Partnership in 2013 represents a crucial oppostuiot CORLEAP to

establish its reputation for delivering timely igisis and policy
recommendations which can help to shape and steutie future local
and regional dimension of the EaP.

Building on its reputation as the aggregator ofaloend regional
viewpoints from around the EaP and the EU memiagestas well as its
mission to deliver an enhanced local and regiomakdsion to the EaP,
CORLEAP should deliver early political messageth® working groups
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which will prepare the future scope of the EaP Raoag under the
direction of the Lithuanian Presidency in 2013.

3. CORLEAP as apersuasive advocate

« Making a convincing case for a role for local aedional government in
drafting territorial reforms.

» Developing an inside track both to the Europeafitut®ns (particularly
the Commission and EEAS) and the national govertsneinthe Eastern
Partnership.

» Making the case for decentralisation of competenoeth policy-making
and fiscal competences.

All of these above objectives can be achieved tjinoa recognition of the
effectiveness of early and well-positioned intetie@m in the key debates that
will determine the future shape of the roadmapsThithe historical moment
when CORLEAP’s political capacity will come inte ibwn; after two years of
operation, CORLEAP now has the accumulated politieaources to make a
significant difference to the future design of t&P roadmap, and this next step
will be a real marker of CORLEAP’s ability to de#ivon its founding mission.
The time for persuasive, and timely, political m&ntion is now.

4. CORLEAP as aigh performance cheerleader showing how to build a
high performance culture at the local and regideakl with a focus on
improving the training and skills set of local amegional government
officials. The new agreement with the European riingg Foundation must
be seen as a core next step in the realizatiorewf tnaining programmes
leading to the practical skills development whichil wnderpin reform
agendas across the three priority areas.

3.2 Revising the CORLEAP Action Plan in 2013

The analysis presented in this report has showh gillic administration

reforms, fiscal decentralisation agenda and teraita@ooperation programmes
can have a significant multiplier effect in the strnction of a robust, multi-
level framework for the operationalisation of thaskern Partnership. Building
on this analysis, CORLEAP should work with partnarsll level to foster the
future development of actions in these three pyi@ieas.
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Recognising that current financial assistance nmsh@ touch only on issues
of local and regional governance tangentially (®ec#.1 of this report) and

address the areas for priority action within thé®Espace which have been
identified by CORLEAP only on the margins (Sectiohd and 4.2 of this

report) then the future action plan for CORLEAP dbdoseek to correct this
imbalance in two ways:

Firstly, CORLEAP should work with the European Coission, and in
particular, DG DEVCO to highlight the shortcomingk existing financial
support mechanisms for local and regional governraetors across the EaP
area,;

On this basis, and in cooperation with DG DEVCOw rfasmancial support

schemes can be scoped out, which address diraetihtee priority areas for
action across the EaP space which were identifigtie CORLEAP annual
meeting conclusions in 2012;

Further, CORLEAP should work towards signing anoaciplan with the
European Training Foundation whereby both partiesmit to further
training of local and regional public officials @l areas of competence,
meeting the “good governance” objectives;

The project “Fostering local public administratimwards the EU standards
and best practices” (see Section 4.1.2), financetbiuthe “Quality of Life”
strand of the 2007-2013 Romania-Ukraine-Moldova ENBC programme
should be held up as a flagship initiative in thegard, offering further
potential for using cross-border mechanisms to recddocal and regional
governance capacity.

Acting as a champion of the territorial dimensidrihee EaP policy, CORLEAP,
together with the CoR, can showcase projects athesEaP space which have
advanced developments in the three priority actiareas of public
administration, fiscal decentralisation and terrébcooperation.

CORLEAP can continue to work with the Civil Socieprum to support
measures which foster the further development cdlland regional democracy
across the EaP space.
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4 Mainstreaming Good Practice

4.1 Learning from LRA-level Projects Across the EaP
Region

This section of the report assesses the impactténatorial cooperation has
already played within the EaP process. Financisistace programmes have
not directly addressed local and regional issuessacthe region; rather, local
and regional government actors have benefited tdaradlg from either the
geographically or thematically structured schenmegperation. That said, the
limited financial assistance mechanisms which halready been launched,
have yielded a number of identifiable benefitsaiwal and regional actors across
multiple sectors.

The lessons from these projects on the grounchaseextrapolated from the full
detail on the projects themselves, which is shoeatas the 2012 report “The
EU Funds Available for Local and Regional Autha&sti from the EaP
countries®®. These findings should inform the future shape fiofincial
assistance mechanisms which the EU should suppdinedocal and regional
level in the EaP countries.

4.1.1Showcase of Projects Delivering Public Administrati
Reforms

Project: Energy Efficient and Integrated Urban Devdopment Action (Urb)

The Urb.Energy project offers scope for the excleasigknowledge, experience
and expertise between EU member states and loa@hlregional authority
partners in the EaP areas. This particular prd@uises on the area of housing
stock, and how renovations can engender steps devwareduction in carbon
emissions, helping therefore to meet global targetise area of sustainability.
The ‘Energy Efficient and Integrated Urban Devele@mmnAction’ (Urb.Energy)
project was funded under Priority 4 of the crosedbo element of the Baltic Sea
ENPI initiative, and ran for three years from O&pBO008 to January 2012. The
project had a total budget of €3 714 260, with EN&financing of €180 000
and ERDF co-financing of €2 805 030.

“8 See CoR 2012 report “The EU Funds Available forcdloand Regional Authorities from the Eastern
Partnership Countries”, available online Hdtp://cor.europa.eu/en/news/events/Pages/ConferefRRegional-
and-Local-Authorities-for-the-Eastern-Partnershipil. EAP.aspxXaccessed 01.03.13).
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The project involved 14 partners from five EU Memifgtates (Germany,
Poland, Lithuania, Latvia and Estonia) as well emnf the EaP country of
Belarus. The Belarussian partner was the Housingai@ent of the Oblast of
Grodno’s Executive Committee. Grodno managed & patdner budget of €200
000 over the life cycle of the project.

The Urb.Energy project integrated perspectives feomange of actors in the
private and public sector, national governmentslaaal governments, allowing
for dialogue and exchange of ideas on the sust@naianagement and
refurbishment of housing stock across the EU artel $fates involved.

The Urb.Energy project stemmed from a recognisedl ne reduce the Gand
energy waste emissions from European housing stoalas found that new EU
member states in particular still had relativelyited strategies for addressing
sustainable urban development concepts, eitheoaal,l regional or national
strategies. The Urb.Energy project allowed for thensfer of concepts and
strategies across national boundaries and suppdfted development of
sustainable, holistic approaches to the rehabdrabf residential areas in the
Baltic Sea Region. The 15 partners came togethexxtomine their current
approaches with regard to the sustainable developafairban living areas and
to prepare integrated urban development stratefgieselected target areas.
Further, innovative funding schemes to financevéms in this area were
developed. The project partnership was supportea Isyrong network of 20
associated organisations, consisting of the redpensational government
ministries, city administrations and relevant stakders from the fields of
housing administration, energy and financing.

Project Achievements

A full needs assessment was carried out in seletzsget areas of the
participating municipalities with regard to:

o0 Urban development
o Energy efficiency of the building stock
o0 Heating supply infrastructure

 Based on this comprehensive analysis, new conocgpte developed to
support global sustainability objectives:

0 Integrated urban development concepts (IUDCS)

o Concepts for energy efficient refurbishment (EERDwldings
o Concepts for improving heating supply infrastruetur
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Focal points for investment were identified anduzd
Pilot implementation programmes were instituted

Key results were compiled and project outputs,uditlg manuals for the
improvement of strategic planning in these areagrew published.

Workshops and seminars were held in all countradsng with special
information days, such as the “Energy Saving Dagldhin Siaulial,
Lithuania.

In Estonia, a large national awareness campaigmftom the Estonian
public on the possibilities for funding EER measurgas supported by
Urb.Energy.

Project achievements were showcased at a finaegrajonference which
was held in Riga in December 2011.

KEY POINTS

» Project established thematic forum for collaboratim key area (energy
efficiency in housing stock): a sectoral-driven eggeh within a
nominal CBC programme

» Project provided opportunities for effective leagniacross borders EU-
EaP

* Project showcased best practice in strategic mamaigtereforms within
local and regional authorities through a sectordtlyen issue

* Project provided pilot funding to explore the pre&kt dimensions of
implementing identified best practice strategies
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PROJECT CONTACT POINTS

Urb Energy
Energy Efficient and Integrated Urban Developmeatign
www.urbenergy.eu

Lead Partner

Deutscher Verband fir Wohnungswesen
Stadtebau und Raumordnung (DV) e.V.
LittenstralRe 10

10179 Berlin, Germany

Contact Person

Christian Huttenloher

Email: c.huttenloher@deutscher-verband.org
Tel: +4930206132550

Fax: +293020613251

Project Manager

Housing Initiative for Eastern Europe (IWO e.V.)
FriedrichstraRe 95

10117 Berlin

DE

Britta Schmigotzki

E-mail: schmigotzki@iwoev.org

Phone: +493020605485

Fax: +493020679804

EaP Partner Contact

Grodno Oblast Executive Committee, Housing Depantme
Gorodenskogo Str. 20a

230023 Grodno

Region: Grodnenskaya Oblastj

Contact person

Andreev Andrei Vladimirovich
Phone: +375152771398
Email: ugkh_grodno@tut.by
www.region.grodno.by
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Project: Creation of favourable investment climatein border regions of the
Ukraine and Romania

This project, funded under the Romania-Ukraine-Mukl Programme’s ENPI
CBC strand, focused on general measures to stiemeledanomic development
and investment in a geographically remote territ@wilding on an analysis of
shortages and economic disadvantages, the propectséd on stimulating
economic development through an expert focus on SMfelopment and
entrepreneurship, both regarded as key economiegerdrifor sustainable
developmental success. Working with a global buage8490 540, the project
was driven by the Regional Development Agency ofe€dd Ukraine, and
involved collaboration with a local governmentaloject partner on the
Romanian side of the state border, lasi County Cibun

The chief objective of this project was to devel@ota robust infrastructure to
deliver support to economic growth in these kegearsectors. From a needs
analysis undertaken in the early phase of the girope Regional Consulting

Centre was established which aimed to provide dor@vestment organisations
with access to information on investment strategiethe region of Odessa, on
both sides of the border. In addition, financiasistance from the EU ENPI

scheme supported expert peer review of the inveatpatential of enterprises

in the region, giving the region a wider profile gitobal business circles and
Imbuing investment strategies for the region witlr@ater sense of legitimacy.

KEY POINTS

* Project addressed low levels of economic investnagmt investment
support

* Low levels of economic development infrastructuceoas the region
were addressed with financial support for ageneyation at the local /
regional level

» The project focused on a joint need to stimulatmemic investment in
the wider region through enhanced recognition ef dhea’s potential,
validated through external peer review

* Effective economic development strategies can beaged at a cross-
border level, with significant multiplier effects
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PROJECT CONTACT POINTS

Agency of Regional Development
Pyrohovs’ka St. 3

Odesa

Odes’ka Oblast

Ukraine

Email: t314355@te.net.ua

Project. Fostering local public administration towards the EU standards
and best practices

This project was delivered under the thematic stifacused on the “Quality of
Life” which formed part of the 2007-2013 Romaniarbike-Moldova ENPI
CBC programme. The project promoted cooperationngsiothe Institutes for
Training in Public Administration in Moldova, Romarand Ukraine in order to
allow them to improve their ability to train andoprde capacity building to
public officials working in local and regional aotities. At a global level, this
project therefore had the wider aim of improving tjuality of public services
delivered by an efficient and skilled public admsination, which itself would
meet European standards.

This project operated for one year from April 20tdl April 2012, with a

relatively modest budget of €175 192. It was ledtivy Academy of Public
Administration affiliated to the President’s Offioé the Republic of Moldova,
in partnership with the Center for Assistance tdlieuAuthorities of the

Republic of Moldova, the Regional Training Centrer fLocal Public

Administration (Romania) and the Agency of Regiobavelopment Odessa
(Ukraine).

Despite its modest resources, this project dematestithat effective results can
be achieved through cross-border partnerships.ctifée coordination and

information dissemination mechanisms were estaddisthrough the partners
and from them, with the local authorities who wergaged in the project. The
project as a whole made a significant contributiorthe empowering of the
group of 36 National Trainers (12 participants freath country participating in
the project), equipping them with the requisite Wfemige and skills for them to
transfer the know-how to local public administratiepresentatives from each
country in training sessions. As such, this projeas had a lasting, multiplier
effect on local administration capacity buildingestiives.
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KEY POINTS

» Effective capacity building projects across locahda regional
governments can be instituted even with relativelgdest financial
investment

* Projects which specifically address public admmaisbn reforms at the
local and regional levels in the EaP countries dte chave tended to
focus on capacity issues, rather than the widercstral concerns of
public administration reform highlighted in thigooat

* Cooperation and cross-border partnerships are factige means by
which to spread best practice in local administrateforms

PROJECT CONTACT POINTS

Academy of Public Administration affiliated to the President’s office of
the republic of Moldova

Str. laloveni

Chisinau

MD-2070 Moldova

Email: Svetlana.rogov@gmail.com

4.1.2Showcase of Projects Delivering Fiscal Decentralisa
Reforms

None of the projects currently operationalizedha £aP states either through
horizontal (geographical) or vertical (sectoral)nding schemes directly
addresses fiscal responsibility, given that the isi@c to decentralise
responsibility for fiscal matters remains a natibneontrolled issue.

Where there are overlaps, however, these are mamal,consist primarily in
financial support schemes which address the capdaot manage fiscal
responsibility, in the eventuality that such powars transferred to a sub-state
level of authority.
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Of particular note in this regard is the projectdject: Fostering local public
administration towards the EU standards and besitipes”, which is discussed
in Section 4.1.2 of this report. As noted, thistigatar project offers training
infrastructure for local and regional governmertficadls, and thereby develops
capacity at the local and regional level which sastain the implementation of
fiscal responsibility tasks, as and when thesedawentralised from national
authorities.

4.1.3Showcase of Projects Fostering Territorial Coopeamat

Project: Development of the transport infrastructure in the area of the
Augustow Channel

This project, financed under the Priority 1 strafidhe Poland-Belarus-Ukraine
cross-border cooperation programme 2007-2013 facosehe competitiveness
of the border area, by tackling shared approacbesh¢ management of
transport infrastructure.

This project partnership brought together the locammunity of Plaska
(Polnad) together with two EaP partners from Bdarfirstly the United
Municipal Enterprise “Projecting-Repairing-Buildingsrodnoobldorstrojfrom
Belarus, and the regional authority from the HroBa&on, namely its Executive
Committee.

This project ran for 18 months with a global budgé€l 652 575, focusing
specifically on measures to improve access to thescborder region, with an
emphasis on the improvement of competitivenesshisr region. The project
area, as a geographic territory, was regardeded oé sustainable support, due
to its relative distance from the socio-economibshof the wider region. This
geographical remoteness was compounded by lowslefetconomic activity,
and the dominance of the agricultural and foresggtors in the economic
profile of the cross-border region. All of this cbimed to make the area
relatively uncompetitiveness. This project set ¢wtdevelop the transport
infrastructure of the Augustow Channel area, aseans to driving forward
accessibility and therefore stimulating inward istveent into the region.

Overall, this project focused on transport infrasture investments. However,
the wider project also addressed moves towardgradmzation of investment

policies in the transport sector around the Augus@hannel, as a means of
creating instruments of cross-border flows of ination, as well as ideas
development and the ability to devise common smhstito transport issues.

98



At its heart, the project centred on two main oftiyes, firstly investment to
support the reconstruction of a main highway ligkthe region with economic
centres elsewhere (the H-6049 Racicy-Hinavicy-PalnBahatyry route in
Belarus) and the rebuilding of the transportatigstesm of 12 local roads within
the Plaska Commune (Poland).

KEY POINTS

* Project addressed key infrastructure developmeetdsieof a cross-
border region

 The project understood that physical connectedmass lead to an
inflow of ideas and investment as well as raw tpantation

* Cross-border support mechanisms facilitate thegdesf cross-border
solutions and the management of shared challengely|

PROJECT CONTACT POINTS

Department of Gmina Plaska
16-326 Gmina Plaska
Poland

Email: wojt@plaska.home.pl

Project: Medieval Jewelleries: Khotyn, Soroca, Su@va, Mejekss

The objective of this project was to improve thabiiity of tourism potential in
this cross-border region by developing a more ping approach to the
presentation of shared common and historical hgFitaA cross-border
partnership was established as a means to gerecat@prehensive strategy for
cultural heritage preservation and the developméiat global tourism strategy
showcasing medieval fortresses in the region.

Overall, the objective of this project was to deyela strategy for the
development of tourism potential in the region, amdso doing, to generate
economic investment in the region. The medievardésses of Soroca, Suceava,
Khotyn offered potential as an international visitraction but were presented
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to differing standards, and as standalone entibéfered limited viability as
tourist attractions. In combination, these fortesseffered a deeper insight into
the region’s history and cultural heritage and dadeliver more of an external
draw to global tourism. Building on the culturah@insion of this cluster of
buildings, project innovations also supported tlegelopment of creative and
artistic industry across the region that offeredoaplementary draw into the
region from interested tourists.

With a total budget of €3 003 220 over 24 months, firoject is being led by a
local authority in the EaP region, the District @oll of Soroca, Moldova,
working in cooperation with other local authoritgtars, namely the town
council of Soroca in Moldova, Suceava Municipality Romania and the
National Historic Architecture Reserve of Khotynrfess, Ukraine.

KEY POINTS

* Regional potential can be enhanced through effectgllaboration
across borders

» Local and regional authorities are in a strong tpmsito lead on projects
to stimulate cross-border economies, through tbeirader remit to
develop local infrastructure, skills and expertise

* Cross-border cooperation schemes can tap into logegreserves for
economic growth, which have previously been limitdde to the
structural constraints of territorial borders

PROJECT CONTACT POINTS

District Council Soroca
Stefan cel Mare si Sifit
Soroca 3000

Moldova
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4.2 Lessons Learned: How Enhanced Financial
Instruments Can Support a Strong LRA Dimension to
the EaP

The brief showcase of projects which thus far haddressed the local and
regional dimension of the EaP’s global objectivéssirate how much can be
achieved with even relatively modest sums of fugdiimvestment in public

authorities at the sub-state level offers to sastamultiplier effect across both
time and space, that is to say, sustainable, leng-solutions across territorial
boundaries.

With regard to the needs assessment highlightethen2012 report on the
“Contribution of local and regional authorities tdve development of the
Eastern Partnership’(Report 3812 for the Committee of the Regionsy dre
subsequent identification by CORLEAP of three ptyoaction areas: Public
Administration, Fiscal Decentralisation and Temieb Cooperation, it is clear
that existing financial assistance schermsh only tangentially upon these
needsand address them neither fully nor direcilyhat is needed is a more
effective framework for pursuing these reform objetives. CORLEAP
should engage with DG DEVCO to devise a funding pgramme which
offers to meet these objectives through an overarahg strategy for
assistance.

« DG DEVCO should, on the basis of evidence preselnyeldRA actors from
the EaP area, review the requirements for applyimg EU financial
assistance.

« CORLEAP and the CoR, as well as LRA associatioosnfthe EaP area
should work with DG DEVCO to identify ways in whidhe process of
applying for EU financial assistance can be madeeedor LRAs in the EaP
countries, by for instance:

0 introducing less stringent reporting requirements;

o revising the procedure for demonstrating legal &ndncial viability,
given that current EU demands are not easily deltvédy LRAs or local
banks (see Section 1.2 of this report)

« DG DEVCO should prepare a strategy paper whichgeises the need to

address, through financial assistance programrhese tpolitical priorities
for action which have been articulated by CORLEA, EU’s only vehicle
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for the aggregation of local and regional viewpsifitom EU and EaP
representatives, at its Annual Meeting in ChisimaR012.

The European Commission should aggregate its vafioancial assistance
programmes which currently target local and redi@aators in the EaP area
under one shared strategic umbrella. This moreastiieed and vertically

integrated approach will significantly advance thlecal and regional

dimension of the EaP and will meet the politicahsiof CORLEAP’s current

Action Plan.

Working in close cooperation with partners from tiegion, DG DEVCO
and the EaP Civil Society Forum, CORLEAP can aldit®u even more
clearly the need to focus on the three priorityaarevhere it has identified
scope for enhanced developmental support: Effegivgic administration
reform at the local and regional level; further gomh measures for fiscal
decentralisation and an enhanced sub-national barygautonomy in EaP
states; and enhanced territorial cooperation adoosders both within the
EaP area and with EU member state partners.

As a key actor within a network of networks, CORLEAolds an important
set of informational reserves on the nature of ipuodiministration reform at
the local and regional level which should be appately channelled into the
development of future financial assistance sche@&RLEAP can present
this information in its relations with the Europe@ommission, principally
DG DEVCO, to highlight the multiple future benefitdiich will be obtained

from supporting investment in both public admirastsn reform and fiscal
decentralisation in the EaP countries as an urgemhediate priority.

In its relations with the European Commission, @pally DG DEVCO,
CORLEAP can highlight the multiple future benefitkich will be obtained
from supporting investment in fiscal decentralisatin the EaP countries as
an urgent, immediate priority.

This present report sets out empirical data on“theltiplier effect” that
strategic reforms at the local and regional leval generate. It is for this
reason that engagement with DG DEVCO is of crugcrglortance at this
juncture, as is the suggestion that CORLEAP caro#éxps own position as
a “network of networks” to showcase understandiofgood practice in
public administration reform, fiscal decentralisati and territorial
cooperation through public events, to raise awa®md the importance of
strengthening the local and regional dimensionhef EaP as it enters the
next phase of its operation.
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A clear finding of the analysis presented in tl@part is that effective fiscal
decentralisation is not a “one size fits all” stiat, but rather a concept
which needs to be tailored according to local enstances. There therefore
needs to be capacity at local and regional levélgovernment to enact
decentralised financial capacity. Together with D&VCO, CORLEAP
should work to establish programmes for financissistance in the EaP
region which will enhance the financial capacityafal administrations.

o The project “Fostering local public administratidowards the EU
standards and best practices” delivered under teality of Life”
thematic strand of the 2007-2013 Romania-Ukrainddieha ENPI CBC
programme is a beacon in this regard (see secti@r)4 offering
enormous potential to build capacity within localbpic administrations
and to provide the training which would allow locahd regional
governments to enact fiscal responsibility at knel.
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5 Summary

The Eastern Partnership has the potential to mattecsive difference to the
quality of the European Union’s integration plams its eastern neighbours.
However, the experience of the past few years irchwthe policy has been in
operation suggests that there remains some roonmiprovement. The full
participation of LRAs and CORLEAP will aid the EaRjrocess of maturation.
However, not all of the reforms that are requirad be implemented by local
and regional authorities acting alone.

For effective change to take place, a multi-levahfework for political action
needs to be elaborated, built on the recogniticat #hared aims are best
delivered through partnership. To this end, LRAscth® work closely with both
the European institutions and their national gonemnts. There is increasing
scope for this approach to have a significant ihpBarther political actions
need to be undertaken by supranational actorsynatgovernment actors and
local and regional authorities if the EaP processoioffer a full, multi-level
framework where actors from all areas of societyh EaP states can engage
with the process and benefit from its outputs.

The key lobby points for LRAs relate to visa polifyancial assistance for the
Eastern Partnership countries and the full implgateon of the conditionality
policy. These are vital points of focus for LRAs& in the first placd,RAs
on the border between the European Union and the EBsern Partnership
countries have the most to gain from closer collalvation between both
sides resulting in an increasing level of cross-boralade (which is a stimulus
to economic development) as well as people-to-gecophtacts (which has a
cultural, social and economic value). Moreover, ISR¥ both sides stand to be
some of the principal beneficiaries of the higheacial allocations that we
suggest should be provided for the Eastern Paltipgerprecisely because it is
expected to provide a significant uplift to econoractivity and, once again, to
increase people-to-people contacts, providing a stoto cross-border
cooperation.

CORLEAP has identified the strategic areas of fdougooperation with LRAS
in the Eastern Partnership countries, these adeth@ need to enhance the
capacity of LRAs; and (2) the need to enhance ttesiponsiveness to citizens,
thus improving the quality of local democracy. Res$ can be made in
addressing these needs through a focus on threetyrreas for action across
the EaP countries, which will add an enhancedtteial dimension to the
Eastern Partnership. These are: public administratireform, fiscal
decentralisation and territorial cooperation. Tkeart elaborates in detail on
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how these three areas can best be developed thomagtinated action at the
supranational, national and local levels. It pregidconcrete suggestions on the
roadmap for the further development of CORLEAP #rellocal and regional
dimension of the EaP that is complemented by a shs&of projects relating to
the reform priorities identified.

The report argues that the Lithuanian Presidencyksnan opportunity for
CORLEAP’s political capacity will come into its owrafter two years of
operation, CORLEAP now has the accumulated politieaources to make a
significant difference to the future design of t&P roadmap, and this next step
will be a real marker of CORLEAP’s ability to de#ivon its founding mission.
The time for persuasive advocacy and timely pd@litintervention is now.
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