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Motivation and context




Subnational, including local, governments
are key providers of goods and services

Subnational expenditure as a share of total public expenditure (%)
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Subnasonal expenditure asa share of GDP (%)

Source: OECD Subnational Structure and Finance database.
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Public administration is fragmented, which
poses obstacle for cooperation...

Number of tiers of administration, including the central government

Source: D. Trisman (2008)




... and fragmentation takes its toll on
productivity In cities

Productivity differential, 2007
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Local governments per inhabitant (standardised)

Correlation between city level productivity and administrative fragmentation

Source: Metropolitan Century, OECD.




Heterogeneity in public administration also
poses challenges for cooperation

European Quality of £
Government Index (EQI), 2013 £
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Source: Charron, Dijkstra and Lapuente (2015).



https://nicholascharron.files.wordpress.com/2013/09/image.jpg

Areas and modalities for
cooperation

A



» Cooperation involves costs and benefits

o Benefits need to outweigh costs related to loss of autonomy

» Service delivery

o Scale effects and delivery costs, provision level and
externalities

» Fiscal-financial management

o Automatic stabilisers, deficit bias of decentralisation, fiscal
rules and prudential regulations, “internal pacts”




Local governments often rely on revenue

from mobile taxes

m Capital taxes

m Other taxes on production

m Consumption Taxes

m Income Taxes
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Source: OECD Subnational Structure and Finance database.



» Regulatory coherence

o Cost-shifting and possible unfunded mandates
(compensation possible, ex. DNK)

» Tax administration and reform

o Piggybacking on central government taxes (ex. AUS, CAN),
exchange of info on taxpayers, sharing electronic invoices,
tax returns, sharing good practices and experience

o Prevent predatory tax competition, identify win-win
solutions to common challenges (ex. BRA)




» Insights from cooperative federalism

o Vertical cooperation: overlap in mandates, vertical imbalances in funding (ex.
AUT, DEU)

o Horizontal cooperation: revenue autonomy (ex. CAN, SWI)

» Typology of cooperation

o Extreme case of consolidations/amalgamations, voluntary or involuntary (ex.
since 1990s: GRE, LIT, DNK, LAT)

o Legally binding contracts, deliberative fora with no or limited executive
powers (ex. BRA, CAN)

o International arrangements are possible (ex. Eurometropole, EUREGIO
Rhein-Waal)

o Joint provision of services, particularly important in metro areas (ex. FRA)




Service delivery is particularly important in
metro areas

% I = Commuting zone m City core

100 |
| | .

E = ] . m

o f m n .=
[ - n
E B
|
80
| |

70 | m B
60
50
40
30 F
20
10 f

QO @O DO DD DDA DD S D DD BB NN
STETHF TS T EHMITTFF T ST SF IS &S

Access to health care in metro areas, share of population with access to services, 2017

Source: OECD Regions at a Glance, 2018.
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Governance modalities can offset the
productivity penalty related to fragmentation

Metropolitan governance bodies created or reformed in OECD countries, OECD
Governing the City

1951-1960 1961-1970 1971-1980 1981-1990 1991-2000 2001-2010

Approximately half of the productivity penalty from
municipal fragmentation disappears when metro
governance bodies exist and have powers



» Sectoral insights

©)

Health care: contractual arrangements often involving non-public
agents (ex. ARG, AUT, BRA)

Education: deliberative fora with key actors (ex. CAN)

Environmental protection: standard setting and resource use (ex.
AUS, BRA, NLD

Investment: “contratos plan” (ex. COL, FRA)

Regional development: vertical arrangements involving central
agencies (ex. CAN)

» Role of central government
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Scope for leadership, financial support and technical assistance

But t)op—down efforts can discourage bottom-up initiatives (ex.
BRA




Emerging issues and challenges




Emerging issues and challenges

» Population ageing

o Budget pressures but evolving demand for services

» Immigration

o Integration challenges but also labour force gains

» Digital transformation

o New opportunities within public administration and in society

» Trust in government and institutions

Local governments less affected but remain at the frontline
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