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3.1. Introduction

The shift in French regional policy toward focussing more squarely on
strengthening territorial competitiveness while maintaining national
cohesion poses some major challenges of governance. Do policymakers
involved with territorial development have coherent and effective powers,
financial resources and experience? In particular, can they support the urban
dynamics that are apparent not only in lle-de-France but in many provincial
territories? Can they help better-endowed rural territories to undertake
competitive development projects? These are the questions facing public
officials who, since the early 1980s, have seen profound changes in terms of
decentralisation and in the relations between levels of government.

In order to understand the particular features of the system and to
analyse the advantages and difficulties inherent in it, this chapter looks first
at the changes brought about by successive waves of decentralisation, in
institutional and financial terms. The issue of vertical relationships is then
examined, on the basis of a device that is well known but appears to be
undergoing change: the so-called “State-region planning contracts” (contrats de
plan Etat-région). Finally, the third section analyses the instruments introduced
to address the institutional fragmentation of territories, and in particular the
consequences of the very high number of communes.

3.2. The main thrusts of decentralisation
Levels of administration and their shifting responsibilities

At the beginning of the 1980s, policy was still essentially in thrall to a
centralised approach. Awareness of this situation led to the reforms of 1982. The
decentralisation then undertaken was designed to bring public administration
closer to the people and to reinforce local democracy, while at the same time
rationalising the administration itself. Thus, the central government
transferred responsibility in “blocks”, seeking to allocate homogeneous blocks of
responsibilities at the appropriate level. In addition, in 1986, the regional councils
were elected by direct universal suffrage. It may also be noted that the regional
audit courts were created in 1982. There is now one for each region and they are
empowered to audit all subnational governments (collectivités territoriales) within
their geographic zone. They are indeed symbolic of the evolution in local
autonomy, where a priori control has been replaced by a posteriori review.
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Although this first stage, or “Act I”, of the decentralisation process does not
seem to have achieved all its objectives, it brought a profound change to the
French political and administrative system and gave a further boost to
subnational government. In practice, however, the transfer of responsibilities has
not been complete: quite apart from the basic functions of the central
government (justice, currency, etc.), none of the territorial responsibilities can be
considered exclusive. Moreover, these trends have not yet called into question the
existing structures of subnational governance. In effect there seems to have been
a compromise between a strong tendency to maintain traditional governance
structures (central government, department and commune) and the desire for a
new model where the region’s role would be reinforced (at the expense of the
departments) and where the number of communes would be drastically reduced
(through highly structured inter-communalities, intercommunalités).

This initial stage was followed more recently by what is generally called
“Act IlI” of the decentralisation process, with the new legislation of 2003
and 2004.! Those laws not only reinforced the transfer of powers and
responsibilities (to the departments, the regions and very marginally to the
communes)? but also entailed a constitutional reform. The region is now
recognised in the Constitution. Moreover, the financial autonomy that
subnational governments already enjoyed (in the form of freely disposable
resources) seems to have been reinforced. The law now provides that taxes and
other own-revenue sources must represent “a determined portion of all
resources”. Finally, the transfer of responsibilities from the central government
must be accompanied by the allocation of equivalent resources (just as for the
creation or expansion of responsibilities that entail increased spending). The
blocks of responsibilities are now allocated in the following manner (according
to a schedule covering the period 2005 to 2008):
® economic development and vocational training are essentially assigned to
the regions, as is territorial planning;

® major infrastructure projects (ports, airports) are assigned to the
departments (départements) or the regions, as appropriate;

® roads are assigned to the départements;

® social services, including health and services to the elderly, fall essentially
to the departments;

® education and culture are shared among the different levels.

Local economic players are also associated with these provisions. On one
hand, the chambers of commerce and industry may be consulted in the
preparation of large-scale projects. On the other hand, the regions can count
on the CESR (Regional Economic and Social Council), representing businesses,
labour organisations, associations and individuals involved in regional
development, for advice.
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In fact most of the responsibilities are shared (except for vocational
training which is a regional competence) according to an allocation that may
be very clear, but is sometimes less so (see Annex 3.Al, regional and
departmental responsibilities). Education represents a case where this sharing
is very specific: the central government retains responsibility for teaching,
recruitment, management and remuneration of school personnel and
university, while subnational governments assume investment and
maintenance responsibilities for the primary schools (communes), the colleges
(departments), and the high schools or lycées (regions), with transfer of
technical personnel in the two last cases. However, the pattern is not as clear
for other shared responsibilities, and even if there is an assigned co-ordination
role, such as the region has in the case of economic development, this can
conflict with the freedom of action at each level (see Annex 3.A2 on economic
development initiatives taken in 2002 by the various types of subnational
government).This situation is the consequence of the constitutional principle
of absence of hierarchy among subnational authorities (non-tutelle d’une
collectivité territoriale sur I'autre).

Compared to recent decentralisation moves in Italy and Spain, the French
reforms have not resulted in any institutional primacy for the region
(Jégouzo, 2005). In Italy, for example, regional powers were greatly expanded
between 1995 and 2002.% The Constitutional Act of 2001 enshrines the
principle of subsidiarity that now governs the sharing of responsibilities
between central government and subnational government, where the central
State retains only those powers strictly spelled out by law. The sharing of
responsibilities thus seems to be much more clear-cut than in France. As to
the financing of activities, in Spain the devolution of responsibilities to the
regions went hand-in-hand with a substantial boost to their budgets: the
autonomous communities (equivalent to regions) saw their budgets rise from
€ 56 billion in 2001 to € 88 billion in 2002, a jump of more than 50%
(Dexia, 2004). By way of illustration, the current revenues of French
subnational governments were supposed to rise from € 137.5 billion in 2003 to
€ 156.5 billion in 2005 (for an increase of 13% during a time when there was a
significant transfer of responsibilities, Dexia 2005).

The central government maintains an important role

At the regional and departmental levels, central government services
coexist with those of subnational governments. At the communal level, the
mayor is both the chief executive of the commune and an agent of the central
government, with respect to certain powers (civil registry, elections
organisation, etc.). The central State maintains a local presence not only
through the prefects (region and department) but also through the
deconcentrated territorial offices of the various Ministries placed under the

136 OECD TERRITORIAL REVIEWS: FRANCE - ISBN 92-64-02265-1 — © OECD 2006



3. MULTILEVEL GOVERNANCE GEARED TO CO-OPERATION

authority of the prefects, and which form the highly developed network of
administrative offices at the regional, interdepartmental and sub-
departmental level. The prefects’ authority is confined to the deconcentrated
services of central government administrations, excluding education,
administration of justice, and tax collection.

This structure is more nearly comparable to that of other unitary
countries with a centralised tradition than to federal or quasi-federal
countries (see Box 3.1). For example, equivalents to the prefectures are to be
found in the United Kingdom, in Japan and in Sweden, but they do not fulfil a
“dual representation” role as do the French prefectures, which represent the
central government alongside sub-national government. The Japanese
prefects have significant powers (although they do not co-ordinate the
activities of all the ministries), but there is no regional structure; the powers of
Swedish governors (prefects) are closely circumscribed by the municipalities,
and those of the elected regional authorities are still limited; in England,
representation of the central government at the regional level, where different
ministries are housed in the regional “Government Offices”, is not reflected in
any elected regional structure (and moreover there is only limited inter-
ministerial co-ordination at subnational level, since this task is in the hands of
the Office of the Deputy Prime Minister rather than of regional governors or
prefects).

The prefects are appointed by the President of the Republic and represent
the State within the departments and regions.* The regional prefects play a
crucial role. Recent legislation on decentralisation, while granting
constitutional recognition and greater powers to the elected regional councils,
has sought at the same time to make the regionally deconcentrated State
administrative apparatus more efficient. The services provided by the various
ministries at the regional level are currently grouped in eight categories, and
the regional prefect is responsible for co-ordinating policies for these
categories (education and training, public management and economic
development, infrastructure-transportation-housing, public health and social
cohesion, agriculture and the rural economy, environment and sustainable
development, employment and vocational opportunities, culture). In addition
to the teams placed under their authority, there is now a new determination
on the part of the State to give the regional prefects a role in guiding and co-
ordinating the departmental prefects, although French law does not provide
for any formal hierarchy among prefects. The duties of the prefects are not
limited to co-ordinating the implementation of centrally decided government
policies: they are also responsible for defining State strategies at the regional
level (see Table 3.1). This new stage of decentralisation therefore also seems to
have reinforced the role of the regional prefects, in terms of greater
deconcentration.
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Box 3.1. Features of decentralisation in the United Kingdom

Government in the United Kingdom is centralised but not uniformly so.
Institutions differ from one region to the next, and the number of
administrative levels is not the same in urban and rural areas.

Thus, the “Nations” under the responsibility of the government at
Westminster have elected regional structures: Scotland, Wales (no legislative
powers) and Northern Ireland (where devolution is currently on hold). This
level of government is not elected in the regions of England itself, however,
where there seems little demand for greater local democracy: in a recent
referendum, a proposal to introduce an elected regional assembly for the
North East (Newcastle region) was overwhelmingly defeated.

To this variety of regional status must be added the variety of local situations.
The process of merging the communes has left only one decision-making level
for urban areas, where the Council is the “Unitary Authority”. Rural areas have
“County Councils” under which fall the more numerous “District Councils”.
Finally, there are still some “parishes” in different places, with limited powers.

These different levels betray overlapping powers and the central government’s
presence is so strong as to suggest a tendency towards “prefectoralisation” (via
the “Government Offices”), driven essentially by the weakness of subnational
government. In fact, the Government Offices are to prepare “Regional Emphasis
Documents” addressed to the Treasury and identifying priority areas for
government spending in the regions. Their chief task however is to implement
central government policies and the responsible ministry maintains control over
each set of expenditures. The question of reducing the central government role
in the delivery of local public services appears to focus essentially on using
private operators rather than deconcentrated public units. This same tendency
is apparent in the debate over the definition of regional strategies. The Regional
Development Agencies (RDA) are councils made up of local business
representatives and members of public commissions, are appointed by the
central government. Their task is to prepare a document, the “Regional
Economic Strategy” (RES), heavily focused on economic development and
competitiveness issues (financing for these bodies comes from the Department
of Trade and Industry). There are a number of agencies that oversee the work of
this structure and other “QUANGOS” (“Quasi-Autonomous Non-Governmental
Organisations” that deliver public services and whose members, although often
from the private sector, are appointed by the State) and in particular the
Government Offices that have sectoral responsibility.

Regionalisation thus seems more the product of iterative processes than of
any co-ordinated plan. The system is characterised both by a high degree of
centralisation and by the fragmented intervention of many players. The
absence of an elected regional level contributes to this complexity, and
regional governance thus relies on a great variety of organisations ranging
from government agencies (appointed) to “quangos” (also appointed) and a
wide assortment of arrangements between local and regional authorities and
private players.
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Table 3.1. Deconcentration and decentralisation: schematic presentation
of deconcentrated services of State administrations
and subnational governments

Deconcentrated services of

L ) Subnational governments
central government administrations

Regions (26) Regional prefect President of the Regional Council
Secretary-General for regional affairs General directorate of services
Deconcentrated services Directorates (education, economic development,
communications, etc.)
(Regional directorates for infrastructure, Economic and Social Council
housing, agriculture, education, etc.) (representatives of businesses, unions,

associations and qualified individuals)

Departments Departmental prefect President of the General Council

(100)
Secretary-general of the prefecture General directorate of services
Sub-prefects “d’Arrondissement”
Deconcentrated services Directorates
(departmental directorates: Infrastructure, (roads, communication, environment, social
housing, etc.) assistance, agriculture, culture and tourism,

education, etc.)

Municipalities

(36 560) Mayors

Deconcentration: The State transfers certain powers exercised centrally by the central administrations
(implementation of public policies, administrative decisions) to the subnational level, regional prefectures,

departmental prefectures, deconcentrated services.
Decentralisation: The State transfers the exercise of certain powers to elected subnational governments

(regions, departments, communes).

The process of decentralisation seeks to achieve greater efficiency in
public expenditure. Consequently, any transfer of responsibility must be
accompanied by a transfer of the necessary personnel to accomplish the tasks
devolved. The new powers assigned to subnational governments are
accompanied by transfers of personnel from central government agencies.
Will those personnel transfers be sufficient? Many such transfers are now
underway: technical, operating and service staff (TOS) of local education
establishments, to the regions and departments; and technical staff of the
departmental infrastructure directorates (deconcentrated services of the
Ministry of Infrastructure) to the departments confirm the new distribution of
responsibilities in these fields (see Box 3.2). This has not led, however, to the
elimination of certain delegations (deconcentrated services of the central
government).

This picture of the shifting role played by the central government in
the regions has to be supplemented by a presentation of DIACT (Délégation
Interministérielle a ’Aménagement et a la Compétitivité des Territoires)
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Box 3.2. Employment trends in the subnational public service
(fonction publique territoriale)

According to the report from the Public Employment Observatory
(Observatoire de I’emploi public), the subnational public service employed
1.02 million persons in 1980, and slightly more than 1.4 million in 2001, for an
increase of 30% over that period. By way of comparison, the national public
service (central State civil servants, 2.409 million employees in 2001) grew by
only 23% over that time. This tendency is likely to be accentuated with the
creation of new subnational government jobs as responsibilities are
transferred, essentially to the regions and departments. The situation report
of November 2004 from the National Centre for the Territorial Public Service
(CNFTP) shows a staffing increase of 2 to 3% in 2004 for all levels of
subnational government.

It is important to note that, while the management category (A) accounted
for more than 49% of civil servants in the central government in 2001, the
great majority (nearly 78%, according to the Public Employment Observatory)
of civil servants at the subnational level are in the non-management
category (C).

Moreover, there are obstacles to moving between the national and
subnational civil services.

For these reasons, the regions and departments seem to be recruiting most
of their managers externally, thereby creating new jobs.

Source: Dexia February 2005.

(ex-DATAR, Office for Territorial Development and Regional Action), an inter-
ministerial agency reporting to the Prime Minister and responsible for regional
policy co-ordination (see Box 3.3). However current reforms seem to lessen the
co-ordination function of DIACT. In fact, strategic proposals put forward by the
prefects for their regions are currently reviewed by a national committee co-
chaired by the Ministry responsible for State Reform (the Budget Ministry) and
the Ministry of the Interior and Territorial Planning. The secretary-general of
government organises interministerial meetings where the various ministries
agree on central government strategy in each region.

Measures to counter territorial fragmentation

France has a huge number of communes (more than 36 000, representing
40% of all the communes of the 25 European Union members); at the same
time those communes have on average fewer inhabitants than do those of any
country in Europe except the Czech Republic (1 600). While the first
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Box 3.3. DIACT (ex-DATAR) organisation and activities

DIACT provides secretariat services and prepares documents for the
Interministerial Committee on Territorial Planning and Competitiveness
(CIACT), chaired by the Prime Minister. This committee decides territorial
planning policy guidelines and measures.

DIACT is also the prime partner of the regions. These partnerships were
recently extended to the European level, and will be strengthened by the
decentralisation process now underway in France. They involve:

® Preparation, implementation and monitoring of the State-Region Planning
Contracts (CPER), in which the central government and the regions agree
on strategic priorities. For each contract, an action plan is adopted and the
respective financial commitments are set. For the fourth generation of
contracts (2000/2006) central government expenditure will amount to
€ 18.3 billion. An equivalent amount will be provided by the regional
authorities.

® The interface with Europe: DIACT serves as liaison between the European
Commission, the French government (at the central and regional levels),
subnational governments and other bodies concerned with European
regional policy. France was allocated more than €16 billion for the
period 2000/2006 within this framework.

® Implementation of territorial development policies. Along with the
National Fund for Territorial Planning and Development (FNADT), which
finances measures that serve broad objectives, the DIACT supports its
activities with a specific assistance mechanism for enterprise
development: the Territorial Planning Bonus (PAT). It is also involved in
promoting clusters and the so-called “competitiveness hubs” (péles de
compétitivité).
DIACT also conduct studies and performs monitoring and forward

planning activities within its fields of competence.

Organisation of DIACT

DIACT consists of five teams responsible for specific areas: regional
development; local development (although urban policy is entrusted to the
Délégation Interministérielle de la Ville, which is part of the Ministry of
Employment, Social Cohesion and Housing) and rural policy; economic
development and attractiveness; the central government’s territorial policies
and sustainable development; and European affairs and international
relations, to which may be added the monitoring and forward planning units,
and a General Secretariat.
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Box 3.3. DIACT (ex-DATAR) organisation and activities (cont.)

Specific trained personnel for industrialisation and development in some
areas and in mountain regions assist DIACT. In addition, DIACT contributed
to the creation of the French Agency for Foreign Investments (AFIl) and its
abroad offices (New York, Boston, Chicago, Los Angeles...) aiming at
identifying possible investors. DIACT is still responsible of this agency jointly
with the Ministry of Finance, Economy and Industry.

The National Territorial Planning and Development Fund

The instrument for financing CIACT decisions is the FNADT. This fund
supports projects to encourage employment and attract industry to
territories, as well as to promote their natural and cultural heritage. FNADT
also provides funding for projects that use information and communication
technologies. It consists of three units, handling:
® implementation of CIACT decisions;
® financing of planning contracts and interregional activities;

® contributing to the establishment of public services and local efforts at
inter-municipal co-operation level.

decentralisation laws of 1982 addressed responsibilities, resources and
oversight for subnational governments, they did not deal with the issues
posed by the consecutive subdivision of local government. Yet the small size
of the communes poses some major disadvantages in terms of efficiency (in
particular the narrowness of the tax base and the inadequacy of financial
resources for carrying out their responsibilities). The device of “inter-
communality” (intercommunalité) was selected as the most effective way of
gradually reforming French territorial institutions, through a series of laws
adopted during the 1990s (and in particular the law of 12 July 1999). There
were inter-communal structures of long-standing, but the French authorities
were determined to redraw the map and the manner in which municipalities
relate to each other. This policy was very successful in terms of the spread of
inter-communal structures and today the local administrative organisation is
being completely overhauled under the impact of the inter-communality
reform (see Section 3).

Subnational government finances and fiscal relations with the State

By bringing public decision-making closer to the people, decentralisation
is intended to improve the efficiency of public spending by giving subnational
government more room for manoeuvre. This is being achieved not only by
reforming institutional mandates, the allocation of responsibilities, and
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relationships between the different levels of government, but also by
strengthening the financial position of subnational governments and
changing their budgetary and fiscal relations with the central government.
The following paragraphs examine the current situation of subnational
governments in France.

In 2003, subnational governments were responsible for 20% of public
spending nationwide (nearly 10% of GDP), while they raised 15% of revenues
(see Figure 3.1). Despite 20 years of decentralisation, they carried much less
financial weight than their equivalents in most other OECD countries. In some
countries, indeed, subnational levels of government have much greater
spending autonomy, with responsibility for important sectors such as health
and unemployment benefits, balanced by greater revenue autonomy through
their ability to impose local income taxes. Yet in all countries examined,
transfers from the central government exceed local revenues in importance,
or are equivalent to them, as in Canada. The figures for France, however, are
changing as a result of the second wave of decentralisation, with the increased
devolution of spending.

Figure 3.1. Subnational government share in total public revenues
and spending
Per cent, 20031
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Note: Revenues consist of direct and indirect taxes and levies that flow to local and regional
governments. Expenditures are measured as a percentage of general public spending. Transfers are
shown at net value.

1. Or last available year: 2000 for Japan, 2002 for Denmark and Mexico.

2. Mainland only: data do not cover revenue from oil production.

Source: OECD, National Accounts; Statistics Norway; Statistics Canada; US Bureau of Economic Analysis.
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The impact of decentralisation can be seen in the changes in the
subnational government share of total public revenues and expenditures
(see Figure 3.2). Since data are available only to 2003, this shift is very small in
the case of France, while in two neighbouring countries that had made radical
changes by that date, Spain and Italy, subnational fiscal autonomy has risen
sharply. In Spain, in particular, the subnational levels of government have
seen their spending budgets jumped by more than 20%.

Own resources, transfers, and reform of the equalisation system

The resources of subnational governments consist of tax revenues, State
financial assistance, transfers from the European Union and other
governments, and service charges and levies. This list is supplemented by the
proceeds of loans for financing investments. In 2002, the last year for which
definitive data from subnational government accounts (communes,
departments and regions) are available, the budget amounted to € 137 billion
(see Table 3.2).

Figure 3.2. Decentralisation in OECD countries: change expressed
in percentage points, 1985'-20032
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Note: Decentralisation is measured by the changes in the share of subnational governments in total

public revenues and spending.

1. Or earliest year available: 1987 for the United Kingdom, 1989 for Canada, 1990 for Japan,
Luxembourg and the Netherlands, 1991 for Germany, 1993 for Sweden, 1994 for Finland, 1995 for
Austria, Belgium, the Czech Republic, Denmark, Greece, Poland, Portugal and Spain.

2. Or latest year available: 2000 for Japan and 2002 for Denmark.

3. Excluding transfers received from other levels of government.

4. Excluding transfers paid to other levels of government.

5. The share of subnational revenues is expressed in per cent of total government mainland revenues.

Source: OECD, National Accounts; Statistics Norway; Statistics Canada; US Bureau of Economic Analysis.
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Table 3.2. Subnational government revenues, 2002

% Il Others ] Loans [ Transfers [ Taxes and charges

“

Subnational goverments Communes Départements Regions

Source: Direction Générale des Collectivités Locales, Ministére de I'Intérieur, 2005.

There are four direct local taxes: the occupancy tax, the developed
property tax, the undeveloped property tax, and the business tax (taxe
professionnelle). Each commune, department and region fixes the rates it will
apply to the tax base for these for taxes (CNFTP, 2002). The business tax is the
most important one, accounting for nearly half of subnational revenues.® In
fact, the yields from these four taxes vary greatly, from less than € 1 billion for
the undeveloped property tax to more than € 23 billion (in 2004) for the
business tax (Ministére de I'Intérieur, DGCL, 2005). The levying of these local
taxes is distributed in different ways among the various levels of government:
occupancy tax (communes, inter-communalities, and departments),
developed and undeveloped property taxes (communes, inter-communalities,
departments and regions) and the business tax (communes, inter-
communalities, departments and regions).

There are thus multiple layers of rate-setting (most frequently, each level
will add an additional margin to the common tax), in addition to the central
government, which establishes the rules. There are ceilings in effect (e.g. the
communes’ property and occupancy taxes may not be more than 2.5 times the
national average for 2004) and a specific principle that of the “linkage of rates”
intended to control rate increases. These rules are numerous and technical.
One solution to the complexity of the local tax system might be to move
towards “fiscal specialisation” where one single level of government would be
assigned the power to set each tax (avoiding wherever possible any
intervention by the central government). Some recent reforms have pointed in
this direction, by removing the occupancy tax from the regions and the
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business tax from those communes that are members of inter-communalities
that have opted for a single business tax. However, adopting a strict rule of
“one local tax for one level of subnational government” poses the risk of
dependency on a single tax source. This move deserves to be carefully
analysed. Comparing this option with the one adopted in neighbouring
countries sharing similar basic conditions (initially unitary system, three-level
structure of subnational government, heavy waves of decentralisation), it will
be seen that in Spain taxes are specialised (with exception), while in Italy they
are shared (in particular, income tax surcharges).

Local taxes have been the subject of constant adjustments since the
late 1960s, in an attempt to steer the burden away from salaries and wages.
Reforms have focused on selective relief (e.g. exemption of the salary base
from the business tax, capping the occupancy tax as a function of income),
compensated by the State (rather than any substantial reform,
see Guengant, 2005). In 2004, the State financed half of the business tax and
around a third of the occupancy tax and the undeveloped property tax. In
effect, the State pays these offsets at a fixed rate (that for the fiscal year or the
year of relief): this is something that the budget office insists on. The
developed property tax is the only local tax that is paid almost in its entirety
by local taxpayers. These offsets are however a burden on the central
government budget and the rules for compensation and for indexing
subnational government revenues do not seem consistent with the current
drive for productivity and economy in public spending.

With these findings in hand, and especially in light of the constitutional
reform of 2003, there should be no further resort to the old compensation
methods. Indeed, during preparation of the 2006 budget, it has been decided
to transfer a portion of central government tax revenues, rather than a
budgetary subsidy, to cover the new local responsibilities. The domestic
consumption tax on petroleum products (TIPP) for the regions and the special
tax on motor vehicle insurance policies for the departments (totalling
€ 547 million in 2005 and € 1.2 billion in 2006) are allocated in this way.
Consideration is being given to letting subnational governments modify the
rate for these taxes, at least for the TIPP. It would seem, then, that there is a
shift away from the tendency to transfer budgetary resources to subnational
governments, in favour of a tax transfer. In Spain, the share of tax transfers in
subnational revenues rose with the granting of tax revenue transfers to the
autonomous communities in 2002 and to the major cities in 2004. In return,
overall subsidies to the autonomous communities have declined and those to
the major cities have been eliminated. France seems to be moving in this
direction at the present time, although the Constitution still requires that the
transfer or creation of new responsibilities must be fully offset by the State (in
particular through the allocation of budgetary resources).
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Central government grants, on the other hand, have a further economic
objective, which is fiscal equalisation. In 2005, the budget law raised to more
than € 62 billion the financial transfers to subnational governments, of which
€ 39.2 billion went to operating transfers (essentially the global operating
grant, dotation globale de fonctionnement or DGF, of € 37.9 billion), € 6.4 billion
went to capital grants, € 4 billion to finance the transfer of responsibilities,
and € 12.5 billion to offset tax exemptions and relief. The DGF can be broken
into two major parts: a lump sum to finance local public services (calculated
as a certain amount per head based on demographic factors, and a small
amount per hectare, based on the surface area of the communes) and to offset
certain tax revenues; and an “equalisation” portion that includes the “urban
solidarity grant” (DSU), the “rural solidarity grant” (DSR), and the “national
equalisation grant” (DNP).

The great bulk of central government transfers to the subnational levels
are non-earmarked, leaving the subnational authorities great freedom of
action in spending them. However, this freedom is constrained by
constitutional responsibilities for providing local public services (see the
analysis of subnational government expenditure below). Among the most
important grants is the DGF, the “global operating grant”, which was recently
overhauled to “globalise” it by rolling into it a number of previously separate
grants and offsets. While this move is consistent with the desire for
simplification, it nevertheless tends to obscure the purposes of the transfer
(financing, compensation and equalisation) and to ratify the disconnection
between the local tax effort and local revenues (since the transfer includes a
portion to compensate for local tax relief, awarded for equalisation purposes).

A recent assessment of the equalisation impacts of these provisions,
commissioned by the Commissariat général du plan, found that the lump-sum
portion of the DGF has a greater overall equalising impact, because of the
volume committed, than the specific provisions to this end, even if the latter
are more effective (Gilbert and Guengant, 2004) (see Box 3.4). On the whole,
the equalisation system is having a positive and growing impact. But at the
same time there are still great disparities in that impact between communes,
although the differentials between departments and especially between
regions are less pronounced. An important lesson from that study is that the
marked progress in reducing interregional disparities is due essentially to the
elimination of taxes, with the resulting reduction in inequalities and sharp
growth in compensatory grants. Thus it is not so much the success of the
equalisation provisions but rather the removal of the regions’ fiscal autonomy
that seems to be promoting convergence in their resources.
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Box 3.4. Evaluation and evolution of the French
equalisation system

There are great disparities in terms of fiscal potential and local charges
between different local governments at the same level, and in particular
between communes.* Thus, the fiscal wealth of the richest 1% of communes
is 44 times higher, per capita, than that of the poorest 1% of communes. The
policy challenge is to offset differences in local governments’ purchasing
power in terms of local public services. The French equalisation system is
based on three principles: the aim is to achieve equality of purchasing power,
and hence of fiscal wealth corrected by local charges; equalisation does not
seek absolute equality but rather progressively greater equality through
national transfers; and finally, the financing of equalisation is based on
recycling financial compensation paid by the central government to offset
local taxes eliminated or reduced and expenses incurred through the
devolution of responsibilities. A recent study (and one that had a strong
impact) showed that the overall correction rate after payment of subsidies
amounted to 40% of wealth gaps. One-third of this can certainly be attributed
to explicit equalisation transfers, but, more importantly, two-thirds is due to
other grants, where redistribution is not the primary objective: compensation
for taxes abolished or for burdens transferred.

The constitutional act of 28 March 2003 makes equalisation a
constitutional obligation. The DGF, the “global operating grant”, which is the
pivotal point in the financial relations between the central government and
local governments, has been doubled following the reforms contained in
the 2004 finance law, and now amounts to € 36.7 billion after the inclusion of
grants and fiscal offsets that were separate from that fund. The
“globalisation” of the DGF (which essentially means the inclusion of previous
separate offsets) and the increase in its volume has also been accompanied
by resort to some innovative devices. The first was the move, in 1991, to
supplement the vertical forms of equalisation with horizontal forms (from
the wealthier collectivities to the poor ones): between departments, and then
through the regional solidarity fund (FSRIF) between the communes of lle of
France. The introduction of the TPU (“single business tax”) at the inter-
communality level may be said to have contributed to this enhanced
equalisation by smoothing out business tax rates and revenues across all
partner communes. Moreover, within the inter-communality grant, the
“equalisation fraction” represents 85% of the volume, distributed according to
the wealth criteria of the intercommunalities. Yet even this is not regarded as
sufficient. A major reform was made through the 2005 finance law, with its
shift from the notion of “fiscal potential” to that of “financial potential”.
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Box 3.4. Evaluation and evolution of the French
equalisation system (cont.)

The idea is to expand the base for calculating the resources of the various
communes or the various departments before equalisation by adding the
amount received through permanent and predictable transfers, as if these
grants (the bulk of which originated in the offset of former local taxes) were
generated locally. This change is viewed as a way to take better account of
wealth disparities between communes, because it modifies the eligibility
criteria for the equalisation portion of the transfers.

* Fiscal potential: the yield per capita of the four direct taxes that a local government would
obtain if it imposed average national rates instead of its own rates.
Local charges index: an indicator of the cost to the user for the supply of local public services.
It is evaluated indirectly using various criteria (demographic, social, economic and
geographic) that are deemed to exert an influence on local government spending and that in
this way tend to generate inequalities.

Source: Gilbert et Guengant, 2004 and Philot, 2005

Subnational government spending

While resources are structured in much the same way at the different levels
of subnational government, the spending structure varies considerably
(see Table 3.3). The departments are increasingly responsible for delivering social
assistance: this accounted for 15% of their spending in 2002 and is expected to
reach 45% in 2004, with decentralisation of the minimum income guarantee
(revenu minimum d’insertion, RMI: 10%), and the personal independence benefit
(allocation personnalisée d’autonomie, APA: 8%). To this responsibility must be added
roads (14%), “economic services” (10%) and the colleges (8%). The regions finance
the high schools or lycées (22% of their spending in 2002), vocational training
(15%), passenger rail transport (14%), transport and telecommunications (12%)
and “economic action” (6%). It is clear, moreover, that the regions transfer a
significant portion of their budget to subregional governments, and that their
payroll expenditures were still very modest in 2002.

The expenditure items of subnational governments can be identified
under two broad headings: mandatory spending and optional spending.
Subnational governments are required to budget for the spending required of
them by law (which may be imposed by the prefect). Mandatory spending
covers a broad field and results from decisions over which they have no
control (payroll hikes imposed by civil-service wage accords, environmental
and safety standards, etc.). These burdens limit the manoeuvring room of
local officials when it comes to discretionary spending. It should be noted
however that, according to INSEE, subnational governments were responsible
in 2002 for 71% of non defense public capital investments.
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Table 3.3. Subnational government spending, 2002
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Source: Direction Générale des Collectivités Locales, Ministére de I'Intérieur, 2005

3.3. Co-ordination between levels of government

Co-ordination among the different levels of government is a key question
for regional policy, in light of such factors as institutional autonomy, the
multiplicity of players, financial dependence, and shared responsibilities. To
address this need, the French authorities have instituted “public action
contracts” (contrats d’action publique) and have promoted a partnership
approach in defining regional policy strategies.

Public action contracts

For more than 20 years, in fact since the decentralisation process began
in 1980, France has been developing and experimenting with “public action
contracts” as a means of putting public policies on a contractual basis,
promoting co-operation, and breaking down barriers between the many
players - central and subnational, private and public (Gaudin, 2005). The initial
rationale for this approach included the emergence of new areas of activity
beyond the conventional public policy fields (for example the environment), and
the increasingly crosscutting nature of many issues (for example, the linkages
between social and urban policies, economic action, and cultural policies and
their impact on local development). This called for new forms of co-operation
and partnership, which were distilled in the public action contracts. The
implementation of the “blocks of responsibilities” was thus often associated
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with contracts such as the State-region planning contracts designed to
decentralise economic planning, to regionalise the financing of major public
works, and to encourage negotiation as a new tool for public intervention.

“Putting public policies on a contractual basis was thus seen as a means of
‘re-stitching’ the fragments of public intervention that were scattered by
decentralisation in the 1980s, or more precisely of articulating them among the
policy sectors and the diversified levels of responsibility, ranging from the
commune to the central government, without resorting again to centralisation
and the classic hierarchical relationships” (Gaudin, op. cit., p. 217, our translation).
As early as the 1970s there were experiments with “city contracts” (contrats de
ville) between the State and mid-sized urban communes for the renovation of city
centres. This period also saw the negotiation of the first chartes de pays (“charters”
for the “pays”) and contracts for upgrading the housing stock. The overall
objective of these initiatives was to empower subnational governments by
enlisting them in projects jointly defined and financed under a contractual
relationship with the State.

The notion of “contract” is itself controversial. Public action contracts are
in fact multi-faceted procedures that were used first by the central
government and then by subnational governments and by the European Union
in a great variety of public policy sectors, sometimes combining public and
private players, sometimes only public players, and designed to overcome
administrative segregation, to broaden the field of cofinancing, or to delegate
responsibilities. The all-embracing nature of the term “contract” is probably
excessive. It boils down to a minimum procedural form that is often unclear in
its implementation. What is specific about this procedure in the end is that it
gives form (often more political than legal) to partnership commitments: a
form that from the legal viewpoint stands midway between the conventional
institution (public co-operation establishment or établissement public de
coopération, public interest grouping or groupement d’intérét public for example)
and a contract under private law.

The preparation of regional policy strategies

The involvement of all players (in particular the ministries concerned) in
preparing central government strategies for the regions is based on the following
principles: the process must reflect the viewpoints of many stakeholders, it must
proceed by negotiation (rather than by fiat or by consensus), and it must preserve
the central government’s decision-making power. There are two regional strategy
documents that represent two different viewpoints.

® The strategy document of the regional prefect. Following in-depth discussion
organised by the regional prefect, medium-term programmes are adopted
at the regional level. Their preparation involves the heads of the
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deconcentrated ministerial services and the departmental prefects.
External advice (from subnational governments, universities, consultants,
regional economic and social councils, etc.) is generally solicited in
assessing the territory’s strengths and weaknesses. The prefect, acting
under his own responsibility, submits a document that has been known
since 2004 as the Projet d’action stratégique de I’Etat en région (PASER) or
“Project for State regional strategy”, with a three-year time horizon, laying
out strategic considerations and priorities for territorial action. A “National
PASER Monitoring Committee” (Comité national de suivi des PASER ), co-
chaired by the minister responsible for State reform and the Ministry of the
Interior, which is today also responsible for territorial planning, serves as
the framework in which the central ministries define State strategy in each
region, in collaboration with the regional prefect. This tool, which has a
quasi-contractual status committing the central ministries, is particularly
useful for preparing future contractual arrangements with subnational
governments, or simply for developing partnerships. With its objectives and
performance indicators, the PASER is also a tool for conducting and
evaluating the State’s main territorial policies (in the spirit of the new
budget law, the LOLF).%

® The strategy document of the Regional Council. At the same time, the regional
council draws up its own medium-term planning document, the “regional
territorial planning master plan” (Schéma régional d’aménagement du territoire,
or SRADT). It is assisted in this task by the Economic and Social Council,
comprised of business and labour representatives and academics. The
document contains a forward-looking analysis and a “regional charter”,
together with a series of maps, and serves as a reference for other
subnational governments and public agencies.

® Moreover, by virtue of the law of 13 August 2004 on local responsibilities and
freedoms, the regions are entitled to draw up a Regional Economic Development
Master Plan (Schéma régional de développement économique or SRDE), on an
experimental basis for five years (to 31 December 2009), in collaboration with
other local governments, inter-communal structures and local economic
players such as the chambers of commerce and industry. According to the
law, when an exploratory SRDE (regional economic development plan) is
adopted by a region, the region has the power, by derogation from the state,
to allocate the resources that the plan provides for enterprises. A convention
is agreed between the state, the region and, where relevant, other local
authorities in which the objectives of the plan are defined as well as the
financial resources contributed by each of the parties.”

The two regional strategy documents prepared by the regional prefect
and the regional council are fundamental steps that, despite their differences
(three-year versus medium-term horizon) make it possible to identify the main
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areas of common interest. They establish the needed basis for negotiation of
the planning contracts between the State and the regions. Moreover, European
financing can only be incorporated into these contracts upon presentation of
the strategy documents (see the following section on the State-region
planning contracts). French planning thus relies today almost exclusively on
the regional level, given the responsibilities of the elected regional councils
and the role assigned to the regional prefects. It is these two players that
negotiate the planning contracts between the State and the region. Over the
last 20 years, French planning has thus evolved from “fully central” to “fully
regional”.

Reforming the State-region planning contracts (CPER)
Background and features of the current mechanism

The CPER became the strategic instrument for regional development
policy in 1984, only two years after it was created by the law of 29 July 1982 on
planning reform. These contracts have been negotiated with all regions
since 1984, for periods of five to seven years (the current contract runs
from 2000 to 2006). These are detailed documents that present all the
programmes and measures that will be carried out over a given period. The
central government and the region co-finance projects defined in them: the
most recent contracts may call for contributions from other local governments
and from the European structural funds as well. They include a financial
appendix specifying each party’s financial commitment for the period
involved. The CPERs do not necessarily imply budgetary transfers between
central and subnational governments; rather, they generally focus on the
responsibilities and commitments of each party, while providing a detailed
description of the purposes of each measure.

While the first contracts were essentially devoted to infrastructure projects
and industrial modernisation, those of the three subsequent generations have
addressed a much broader range of questions, including grants for regional
innovation and economic development and incentives for territorial initiatives.
Since the 1990s, the budget allocated to these contracts has jumped
spectacularly by more than 45% for each new generation of contracts. Thus, the
amount for the 2000/2006 CPER is triple that allocated in 1984/1989
(see Annex 3.A3). The central government has also attempted to give the more
disadvantaged regions the ability to com