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Contemporary Drivers of Local Development
PETER FUTO

Abstract This book was born from the joint effort of the professors and
researchers of a university course on Comparative Local Development. It
contains 25 articles on social, economic and institutional factors of Local
Development, highlighting drivers of the development of settlements and
regions in urban and rural spaces. The book has been organised according to the
genre of the contributions as follows.

e Conceptual framework, theory and measurement. This chapter contains
articles designing conceptual frameworks, identifying theories, setting up
models, measuring statistical indicators and using these instruments for
investigating spatial economic processes.

e Legal and institutional arrangement. The added value of the articles in this
chapter lies predominantly in their contribution to understanding the legal
and institutional arrangements of implementing local democracy, granting
equal opportunities to minorities, and providing local services by public and
private stakeholders.

e Sectoral and spatial analyses. The papers of this chapter are meso-economic
empirical studies investigating the development trajectories of certain
geographic areas and highlighting the development patterns of certain
sectoral activities that generate urban and rural change.

¢ Innovative policy interventions, plans and initiatives. The papers in this
chapter describe innovative combinations of policy areas and policy
instruments that have been tested in real life situations of aid policy.

Evaluations of projects and programmes. The papers in this chapter formulate
evaluation questions, apply evaluation criteria, form opinions about the
evaluated development programmes, and identify the lessons learnt.

Keywords: « spatial economic analysis ¢ legal and institutional « arrangement of
local development e evaluation and innovation of local development ¢ evidence
based policy making
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On the Governance, Investigation and Education of Local
Development

PETER FUTO

Abstract The article serves as the introductory editorial chapter of the book
"Contemporary Drivers of Local Development". The book was born from the
joint effort of the professors and researchers of a university course on
Comparative Local Development, also called “Master CoDe”. This Master
Course and its predecessors have been offered for the last 15 years jointly by
four European universities. The first part of the article elaborates on the
paradigm of Local Development, which is a fruitful concept of development
study integrating a wide range of research, education and policy making
activities. In particular, research on Local Development facilitates evidence-
based policy making on the local and regional level. Education of Local
Development is based not only on lessons learnt from case studies of positive
development, but also on the analysis of local stagnation and decay as well.
The conceptual framework of Local Development differentiates clearly
between (a) local changes attributed to policy measures on the one hand, and
(b) local changes driven by spontaneous forces of markets, the society and of
the environment. The collection of papers in the referred volume can be
interpreted as a consultative, ,,bottom-up” definition of what the concept of
Local Development means for the collective of those professors and
researchers who have actively participated in this course of development
education, that has been organised exactly around this very concept. The
second part of the article describes the structure of the book and offers short
summaries of every article published in it.

Keywords: < local development < local stagnation e local decay e
development education ¢ evidence based policy making
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1 Local development: a fruitful paradigm

This book was born from the joint efforts of the professors and researchers participating
in a university course on comparative local development, also called “Master CoDe”.?
This master’s course and its predecessors have been offered for the last 15 years through
the collaborative efforts of four European universities. During the time of its existence,
the course has involved the work of more than 50 professors and more than 300 students
from at least 40 developing, emerging and developed countries. The former students of
this course have found work at various levels of national, regional and local governments
and in prestigious international organizations. Many of them have made their careers in
NGOs, academic and research organizations, or are working as independent consultants
and development practitioners.

International development has an inherently interdisciplinary nature, therefore any
curriculum that covers this subject must find the delicate balance between covering a
wide range of interdependent but relevant subjects on the one hand, and identifying some
points of focus and accepting some limitations on its scope on the other.

The founders of the master’s course have chosen local development as an umbrella
paradigm for integrating curricula, lectures, exercises and internships into a meaningful,
coherent multi-country, multicultural activity. This paradigm? has proven to be very
fruitful, as documented by the research papers that have been published and presented by
the professors who teach on the master’s course, but also by the dissertations that have
been prepared by the students of the course which cover an astonishing variety of relevant
issues in their home countries.

While local development as a phenomenon has been eternally present throughout the
course of human history, local development as an applied scientific discipline is relatively
young. The founders of the CoDe Master’s Course have deliberately embraced a rather
flexible interpretation of this term which has allowed for a wide margin of overlap with
other associated, preexisting incumbent disciplines. In this special case, the lack of an
exact definition arose from an active choice to incorporate contributions from several
relevant and related scientific disciplines, and also from a wide range of policy areas in
which the related findings can be applied. The framework of this research and education
activity was defined using only a few principles, as follows.

e Governance. Local development as an area of applied policy research focuses on
governance issues that aim at strengthening economic prosperity, social stability,
and environmental sustainability at the local and regional level.

e Investigation. Local development as a discipline involving social, economic and
institutional research aims at understanding, explaining, and highlighting the factors
that lead to the development of settlements, regions, and urban and rural spaces. The
aim of local development research is thus to facilitate evidence-based policy making
on the local and regional level by creating the conceptual framework for the latter,
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by identifying suitable theoretical explanations, and by collecting the necessary
empirical evidence.

e Education. Local development as a field of higher education conveys the necessary
knowledge to students who intend to become development practitioners at local and
regional levels.

The above definitions can be further refined (a) by extending the scope of the term "local
development,” and (b) by differentiating between policy-induced and spontaneous
mechanisms of development. Let us investigate two hypotheses which are conjectures
closely related to the very concept of local development.

e The first hypothesis is that it would be more fruitful and more practical to extend
the scope of the term by defining a somewhat wider paradigm which could be called
“Local Change”. This would incorporate not only local development, but local
stagnation and decay as well. Case studies of local stagnation and decay abound,
and are frequently more spectacular and deliver more lessons than local success
stories of development. In such an extended conceptual framework, there would be
a clearly defined, non-overlapping and complete set of so-called “drivers” that have
been identified to facilitate local development, and it would be the lack of some of
these very same drivers (or a poor combination of them) that exerts a negative effect
on the attractiveness of a locality, and ultimately leads to local stagnation and decay.
Thus, by using the umbrella term “Local Change,” development (and its negation)
could be investigated through a unified and coherent conceptual framework.

e The second hypothesis relates to the identity of the agent(s) that drive local
development. Accordingly, it would be more logical and more productive to use a
conceptualization of local development that clearly differentiates between (a)
changes attributed to policy measures, and (b) changes due to spontaneous market
forces societal pressures and environmental challenges.® Public policy interventions
include certain instruments such as regulations, subsidies and services that are
packaged into projects, while spontaneous changes can be conceived of as being
driven by a combination of (a) autonomous market forces, such as supply and
demand, (b) social pressures, such as aging and migration, and, (c) environmental
processes such as erosion and climate change.

Worthy of further investigation is whether the application of the above conceptual
framework could eventually lead to better governance, to a deeper understanding of
development forces, and to more comprehensive university curricula.

The call for papers for this book was disseminated among the professors and researchers
of the master’s course in the summer of 2017. The contributions can be regarded as a
representative sample of local-development-related research papers and the associated
disciplines. This volume can thus be interpreted as a consultative, "bottom-up” definition
of what the concept of local development means to a collective of professors and
researchers who actively participated in a course of development education which was
organized exactly around this very concept.
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It would have been overly ambitious to create a predetermined structure for this volume
based on substantive categories (e.g. sectors, policy areas, or countries). Such an
approach may be more appropriate for a handbook or for an analogous, all-encompassing,
encyclopaedic effort. However, it would not have been possible to classify articles into a
completely exhaustive, non-overlapping system of categories of local development: the
subject is just too colourful for that.

For the above reasons, the structure of this book has been organized according to the
genre of the contributions. The categories of this classification are reflected in the chapter
titles of this volume:
e Conceptual framework, theory and measurement;
Analyses of legal and institutional arrangements;
Sectoral and spatial analysis;
Innovative policy interventions, plans and initiatives;
Evaluation of projects and programs

Each of the genres identified in the above classification represents typical, widely used
approaches to tackling local-development-related problems. All of these genres have
been frequently used by researchers, consultants, educators and students of this subject.
In what follows, we apply the above-defined structure to present an overview of the
publications in this volume.

2 Conceptual framework, theory and measurement

As local development is an applied science, it relies heavily on the terms, models and
empirical strategies of other disciplines, such as Economic Geography, Sociology,
Political Science and Regional Science. The analysis of local development — as is also
the case in other disciplines of social inquiry — starts with the selection of the proper
terms, hypotheses, and theories. Following some efforts at measurement, the thus-
collected empirical material is incorporated into a conceptual model which can be of a
mathematical-statistical nature or, in the case of qualitative research, a qualitative model
(for example, which compares case studies). Subsequently, the results of the above
reasoning are used to test the validity of the selected hypotheses and the applicability of
the theories within the scope of the particular area of research (King et al. 1994).

The following articles are good examples of the design of conceptual frameworks,
identification of theories for structuring models, the measurement of statistical indicators,
and the use of these instruments to investigate spatial economic processes. The added
value of the articles in this chapter lies predominantly in their contribution to the
theoretical underpinnings and methodological tools of local development.

o Joachim Moller’s article, “Theories in Regional Economics in the Light of Local
Development,” is a short introduction to the principles of Regional Economics. It
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demonstrates some basic concepts and models for investigating the spatial aspects
of economic phenomena such as productive activities, co-operation, exchange,
labour migration and per-capita income by highlighting the impact of population
density and distance. The author offers an overview of contemporary literature
about the advantages and disadvantages of agglomerations and the market potential
of locations. The quantitative part of the article demonstrates the gravity model as
applied in the regional context. This is a distance-sensitive regression analysis based
on registered data about either transport streams or commuting data. The model is
frequently used for measuring the economic importance of locations, both at the
sending and the receiving end of these resources. The gravity model can be refined
and extended by taking into consideration not only the sending and the receiving
location, but also the attracting power of the so-called "intervening opportunities™;
i.e. the market potential of locations along the route.

Peter Haller and Joachim Mdller’s article, “Infrastructure and Local Economic
Development,” discusses various ways of assessing the impact of investments in
infrastructure on GDP and on future regional and local economic development.
Infrastructure is generally defined by its constituents, such as water and power
supply, communication networks, road and rail. The analysis investigates various
ways of measuring the effects of proximity to main transport and communication
axes on the economic growth of cities, suburbs and peripheral regions. The paper
offers an overview of current findings in this field. A case study from Germany puts
the literature into perspective: the impact of transport infrastructure on regional
labour market development is investigated. For this purpose, the long-term effects
of the autobahn (motorway) network on regional wages, local employment structure
and efficiency are assessed by quantitatively analysing geo-spatial data.

The paper by Wolfgang Dauth, ““Measuring regional economic dynamics,” explains
some widely used statistical instruments for modelling the interrelationship between
(a) national and, (b) regional growth of (1) regions, and (2) industries (sectors). The
article explains the uses and limitations of the “shift-share” model as a predictive
tool. Subsequently, a calculation exercise illustrates the use of this model. A
database of employment data relating to the regions and industries of Germany is
analysed at a very deep level of temporal, spatial and sectoral detail, whereby
employment data extending to 20 years for the 402 administrative districts of
Germany are disaggregated into 422 categories of economic activities. The paper
ends with an interpretation of results, whereby the development trajectories of four
case-study settlements are explained.

The study of Mdrta Kiss and Katalin Rdcz “Factors and Policy Measures
Influencing Local Economic Development: An Overview of the Conceptual
Framework” shows the considerations and dilemmas that arise when attempting to
identify the driving forces that influence local economic development. The authors
offer a wide overview of international professional publications devoted to
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analogous tasks, and recommend a hierarchical classification of factors, the
applicability of which is tested by analysing their own empirical observations in
Hungary. Subsequently, the role of specific leading development factors are
discussed, such as local endowments, social capital (interpreted as the cohesiveness
of the local collective), institutional behaviour, market-based economic processes
and the policy measures of the central government. The article also identifies major
public, private and non-profit stakeholders.

3 Legal and institutional arrangements

According to the influential theory of new institutional economics, economic change is
profoundly influenced by legal norms and rules, and by their enforcing organizations
(North 2016). In central and local public administrations, regulations shape modes of
governance, hierarchical structures, organizational arrangements and enforcement
mechanisms associated with ownership, while the role of legal provisions in market
transactions are crucial in determining the strength of commitments of exchange, in
establishing contractual safeguards, and in shaping bargaining strength. History has
shown that political and institutional choices contribute significantly to national and local
changes and can be decisive in terms of whether an area will develop, stagnate or decay
(Acemoglu and Robinson 2012). It has been recognized that the quality of regulations
and the efficiency of the enforcing institutions have a direct effect on development. In
international organizations, the assessment of the impacts of regulations on national,
sectoral and local development has evolved into a routine activity (OECD 2009).

The following articles are good examples of the analysis of the regulatory environment
of local development, with special respect to highlighting the impact mechanisms of
various provisions. The added value of the articles in this chapter lies predominantly in
their contribution to understanding (and reforming) the legal and institutional
arrangements of implementing local democracy, granting equal opportunities to
minorities, and the provision of local services by public and private stakeholders. Some
of the publications apply a comparative method, which enables the authors to make
generalizable conclusions.

e The paper by Simona Kukovi¢ and Miro Hacek, “Comparative Local Governments
In Europe” starts with a thorough and logical overview of various typologies of
local governments. The typologies taken into consideration are based on the
representative features, democratic guarantees, structures and tasks of European
local government arrangements, as well as their relations with regional and national
levels of authority. The authors have elaborated their own typology, the “inclusive
model,” which covers not only the types of local governments institutionalized in
traditional European democracies, but also those of the new democracies of Central
and Eastern Europe. This typology enables the reader to distinguish between three
models of local government: the technocratic, the bureaucratic, and the
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transformational model. The findings can readily be used in comparative research
of local authorities in different national settings.

The paper by Simone Penasa, “The protection and promotion of linguistic
minorities - The Italian Law of Diversity at the local level, ” first outlines a general
conceptual and legal framework for the investigated policy area. The author
describes and evaluates the legal tools and constitutional principles that have been
elaborated and enforced by authorities at national and international levels. The
subsequent case study focuses on the legal arrangement for protecting and
promoting linguistic diversity in Italy. Special attention is paid to Italian Framework
Law 482/99, which, as an application of the Constitution, recognizes twelve
minority languages and provides for their protection in that country. Finally, the
paper focuses on the role of local communities in effectively implementing the
international and constitutional principles aimed at protecting and promoting
linguistic minorities.

The essay of Matteo Ferrari, “The Role of Contracts, Standards and Certification
in Protecting Fundamental Rights, ” deals with the role of privately elaborated rules
in economic transactions, The paper focuses on rules agreed and implemented by
private parties in order to guarantee and protect the fundamental rights of exporters,
importers, suppliers, buyers, wholesale and retail traders and consumers
participating in international supply chains. Recourse to standards and certification
can be interpreted as a way of creating uniformity in protecting the fundamental
rights of economic players, including consumers, whereby the specific requirements
are agreed by professional bodies of private parties. The contract is an additional
legal mechanism designed to make standards and certification binding for such
actors. The author demonstrates the important role of these privately conceived legal
instruments in rural development, human rights, safety at work, environment
protection, and food safety by elaborating and comparing three case studies. The
case studies explain various mechanisms of private self-regulation in the supply
chain of the coffee industry: they describe standards and certification systems that
help implement important norms and principles, thereby facilitating network-
building among various stakeholders in the sector. Compliance with these norms is
enforced by private contracts, thus facilitating co-operation between multinationals,
their suppliers, the retailers of the final products and consumers.

The two papers from Don Elliott, “Environmental Protection and Sustainable Local
Development in the USA,” and “Land Use Planning and Zoning as Key Tools in
Sustainable Local Development in the USA,” describe the division of labour and
authority between various levels of government in governing the respective policy
areas. The U.S. legal system includes very little federal regulation over land use —
except for some general provisions on water, air, and endangered species and the
application of Environmental Impact Assessment for projects that use federal
government money. Most cities and counties are given substantial authority to
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regulate the division, development, and redevelopment of land as they see fit —
subject only to the requirement for constitutional protection of property rights and
fair procedures. However, local governments must take into consideration global
economic competition, the pressure for efficient public administration, and the
desire of citizens for more effective participation. The article identifies some of the
best practices of cities aimed at enhancing attractiveness and economic growth. The
recommended measures are meant to develop public transit, housing, tourism-
related facilities, to encourage local art and cultural activity, small business
development, regional co-operation, the clean-up of polluted properties and the
training of a workforce suited to the available job openings. Case studies of the
metropolitan areas of Denver, Colorado and New York demonstrate the innovative
and collaborative practices of local governments that result in environmentally and
economically sustainable local development.

Istvan Tozsa’s article “A model of centralizing local government financeS” explains
how the Hungarian Government after 2010 bailed out indebted local governments,
and which other measures accompanied the financial reforms. In contrast to
international trends of increasing local autonomy and shifting responsibility for
expenditures and revenues to lower levels of government, the government of
Hungary implemented a centralizing reform of the local government system of the
country. The reform included the reduction of local autonomy in many respects by
centralizing the governance, administration and public infrastructure of a wide
range of public services, partly into the central government and partly into the seven
administrative regions of Hungary. Significant steps toward centralization were
made in the administration of public healthcare, education, environmental
protection, unemployment policy, and local finances. Corresponding measures were
also taken to reform local elections and local administration. The article describes
the legal techniques involved in the above-described reform of responsibilities and
finances. In particular, the formerly normative financing of the local governments
was replaced by task-based financial support from the central government. This
means that instead of using population size as the basis for financing local public
service tasks, the financing regime now takes into consideration the amount of local
tax and duty revenues.

Simona Kukovic, Colin Copus and David Sweeting’s paper, “Local Democracy in
Comparative Perspective,” provides a comparative analysis of the local government
systems and local democracy in three countries: England, Spain, and Slovenia.
Emphasis is given to the rules concerning the election and accountability of mayors
and local councils. Local government in the three case-study countries has evolved
along fundamentally different historical trajectories, traditions and political
cultures. The paper demonstrates the wvarious conceptualizations, systemic
differences, and choices of local politics and leadership. The institutional
arrangements of the three countries are comparable, although wider national
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developments have influenced and shaped local government in profoundly different
ways.

4 Sectoral and spatial analysis

Sectoral and spatial analyses are a form of meso-economic investigation. The scope of
meso-level analyses is narrower than that of macro-level investigations, and in the case
of local development studies is constrained either to sub-national geographic entities (e.g.
a city or a group of districts) or to particular sectors of the economy (e.g. tourism or
information technology). This limitation of scope enables researchers to pay more
attention to the specific means, methods, impact mechanisms, organizational structures
and geographic features under which the economic forces of supply and demand play out
(Matkovskyy 2012).

The papers in this chapter are based on a rich body of empirical detail and are of
significant analytical depth. This is achieved by consciously respecting related spatial and
sectoral limits, and skillfully using geographic and sectoral specificities to reveal patterns
of local development.

e The paper by Italo Trevisan, “Local Development in Italian districts ‘after the
deluge’,” describes the historical and economic significance and the adaptation
strategies of Italian industrial districts. Italian industrial structure is characterized
by the importance of SMEs and their weighty contribution in terms of employment,
sales and exports. The international competitiveness of Italian SMEs has been
enhanced by another peculiarity of Italian industrial structure: the sectoral
concentration of production in small, specific areas. Industrial districts have been
instrumental in the development of many areas of Italy. However, the last two
decades have been rather disruptive for these Italian districts due to the increasing
tension caused by globalization, and competition from low-cost countries. The
author pays special attention to adaptation strategies such as enhanced outsourcing
and increasing internationalization and delocalization. The study contains a
historical and a statistical overview of Italian industrial districts. Subsequently, the
adaptation strategies of industrial districts are demonstrated by two case studies
containing rich empirical material: (a) one district specialized in the tannery
industry and the manufacturing of leather products and, (b) another district
specialized in the manufacturing of chairs.

o The paper by Nicole Litzel and Christoph Rust, “History of Success: Regensburg —
A local growth miracle,” is an analysis of the development path of a city and of the
impact of its university on employment and know-how transfer in Germany. Local
development in the city of Regensburg was driven by a successful regional
economic policy, by the evolution of a high-technology industrial cluster which
extended networking to many sectors, and by the establishment of the University of
Regensburg. The nationwide impact of the university is demonstrated by tracking
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the professional and geographical path of its graduate students. The indicators for
this impact assessment are calculated based on the student registries of the
university, covering all 95,000 students who obtained a degree between 1995 and
2015. This database has been merged with the national social security database that
spatially covers the territory of Germany. The results of the calculation show that
while many students have found workplaces in the city of Regensburg, in Eastern
Bavaria, in Munich, and in the capital Berlin, the impact of the university extends
to the whole country. The spatial and sectoral components of the employment
decisions of the university’s students are analysed with the help of mathematical
models, and the factors influencing students’ employment decisions are identified
and ranked by applying a logit model. It is found to be characteristic of the
Regensburg region that very small (less than 50-employee) and very big (more than
1000-employee) local firms have exerted a relatively stronger attraction on graduate
students than medium-sized local companies.

The paper by Zsuzsanna E. Horvath, “Travel and Tourism: Impacts on Local
Development,” investigates the advantages of developing tourism and travel in a
locality or a region. Economies that rely on this sector have the advantage of
diversification and resilience to negative external events and developments. The
development of travel and tourism facilitates sectoral restructuring of rural, low-
income regions that have previously relied heavily on agriculture and natural
resource extraction. Moreover, travel and tourism development promote cultural
heritage and traditions. Two regional case studies demonstrate how heritage tourism
development may become a specific driver of local development.

The article by Zsuzsanna E. Horvdth, “Smart and Intelligent Cities,” is devoted to
the application of information and communication technologies to city
management. Progressive city management increasingly relies on information and
communication networks, sensors, actuators, and “big data” analysis while offering
public services and involving citizens in decision making. The paper offers an
overview of the findings of key international literature and describes the latest
innovative developments in this domain. The author demonstrates the best practices
of the application of IT in urban utilities, transportation, environment, environment
protection and commerce. Case studies are presented from South Korea, Taiwan,
Qatar, Norway, Netherlands, the UK and Spain.
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5 Innovative policy interventions, plans and initiatives

During the last two decades, social and political experiments have become increasingly
popular in sociology, political science and planning (Huitema et al. 2018). Experimenting
is not only a research method widely used in medical research and in the evaluation of
aid policy projects and programs (Gertler et al. 2011), but also a distinct approach to
governing in terms of public policy and management. Experiments that involve
innovative ideas about governance and management have the potential to become the
starting points for policy reform, the re-structuring of certain markets, and for profound
local change. Public and private stakeholders frequently try out specific innovative legal
and organizational arrangements with a view to repeatedly and recursively improving
upon them on the basis of experience. The lessons learnt from experiments in social
systems and governance may contribute to a better understanding of the preferences,
goals, and commitments of stakeholders and may also reveal the hidden impact
mechanisms of policy measures.

The added value of the papers in this chapter lies predominantly in the fact that they
describe innovative combinations of policy areas and policy instruments that have been
tested in real-life situations of aid policy implementation. Their novelty lies neither in the
underlying traditional policy aims (e.g. helping the poor), nor in the application of well-
known policy instruments (e.g. offering microcredit to the enterprising poor people).
Their innovation appears rather in the ingenious combination of the above-described
policy aims and tools, which results in an efficient, interdisciplinary, inter-sectoral, inter-
ministerial or inter-departmental approach. Subsequently, this approach can serve as the
basis for promising policy experimentation.

o Sdrka Waisovd and Ladislav Cabada’s paper, “Environmental cooperation as a
tool for local development and peacebuilding in conflict-affected areas, ” reports on
the application of various policy instruments that couple environment protection
with security-related and peacebuilding activities. Since the end of the 1990s,
environmental cooperation has emerged as a tool for local development, conflict
transformation, and peacebuilding. International organizations have implemented
various related projects in conflict areas or in post-conflict settings, aiming on the
one hand at improving security, while on the other hand at meeting environmentally
relevant objectives (such as establishing a natural peace park, preserving the
rainforest, or developing water infrastructure). The article demonstrates the
innovative policy instrument "Post-conflict Environmental Assessment" which was
increasingly applied by international organizations in the Serbia—Kosovo conflict,
and also in Lebanon, Irag, Afghanistan, Sudan and Liberia. Subsequently, "Post-
conflict Environmental Assessment™ is placed in the context of other assessment
methodologies that are applied by international organizations to address
environmental challenges.
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e The paper by Sdrka Waisovd and Ladislav Cabada, “Local development projects
and security strategy: security-development nexus in the post-9/11 period,” offers
a literature review of various interpretations of the interdependence between
development and security. The security-development nexus is a policy framework
that combines the need for security with striving for development. Since the 1990s,
international stakeholders and thinktanks (e.g. the World Bank and OECD) and the
governments of various developed countries (e.g. the USA and Canada) have been
challenged by an increase in the number and volume of stabilization and
reconstruction operations in post-conflict regions and in conflict regions. As a
result, security as well as development experts have accumulated a wide range of
experience and have accentuated the links between security and development. A
new interpretation of development assistance was needed: accordingly,
development assistance, particularly local development projects, are no longer seen
only as tools for supporting local communities but are used as tools of
counterinsurgency and counterterrorism. The article offers an overview of projects
and programs which in conflict areas combine two sets of aims: on the one hand
they establish security and build peace, and on the other contribute to local
development. The article elaborates on the related institutional, organizational and
managerial changes, and on the budgeting consequences of this combined approach.

e The paper by Dipak R. Pant, “Re-thinking Development after Disaster - Notes on
post-earthquake reconstruction planning in the Central Himalayas, Nepal,” takes
the form of a comprehensive multi-sector plan that describes necessary measures,
technical and organizational interventions and associated administrative and
financial requirements. The plan includes a description of methods for reducing
various types of vulnerabilities of the local population and the environment. It
recommends measures for confronting geo-physical and other environmental
hazards, and for managing risks to human habitat and road traffic. The
reconstruction efforts after the devastating Nepal Earthquake 2015 are regarded as
an opportunity to foster collective resilience, to employ a local workforce in
recovery projects, and to develop a sustainable economy by implementing well-
targeted economic and fiscal policies and encouraging entrepreneurial activism. An
integrated program is envisioned, which includes measures ranging from
monitoring the geo-hydro configuration through training local people and
administrators, and offering financial grants to families who have been hit by
earthquakes or landslides. Further recommendations aim at making the settlement
structure more resilient by creating new integrated, compact and safer settlements.
Further proposals include measures for improving energy policy, minimizing waste,
and granting a wide range of subsidies and discounts and concessions. The
comprehensive plan foresees that its implementation will be financed not only by
the government and international organizations, but also by donations from
individuals and charities from both inside and outside Nepal. The essay is based on
a field survey of the central Himalayan highlands in Nepal.
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The article by Annamaria Orban, “Social and Cultural Innovations in Sustainable
Urban Development,” provides an overview of the ongoing scholarly debate about
the notions of social and cultural innovation and their relation to sustainable urban
development. Creative organizational ideas, original products and innovative
services have the power to exert a profound impact on the development of locations
by assigning new functions to selected places. Subsequently, the author focuses on
Central Eastern Europe, where during the last quarter of a century — since the fall of
communism — a wide range of grass-roots, bottom-up and spontaneous social and
cultural innovations have emerged. The paper describes empirical evidence for the
positive and negative impacts of these innovations on citizens’ quality of life. The
article continues with two Hungarian case studies: (a) the social policy and child-
protection initiative "Prevention by playing" and, (b) the success story of "Budapest
Ruin Pub Culture," which is a spontaneously evolving sector increasingly relevant
to local development in relation to tourism, catering, entertainment and real estate.
These innovations are put into the context of urban governance, which has the task
of creating the necessary administrative and facilitational framework and
reconciling emerging conflicts in the respective neighborhoods as well.

The article by Peter Futo, “Teaching Microfinance with the help of case studies,”
summarizes the educational lessons of an EU-financed project "Teaching
Microcredit, 2014-2015". Worldwide, the provision of microfinance for
entrepreneurial poor people is a well-known instrument of development policy. The
article presents those concepts of microfinance that are relevant for students of
development courses. In particular, the following concepts are described:
microfinance, microcredit, micro-deposit and micro-insurance, financial illiteracy
and literacy, financial inclusion, the facilitation of micro-entrepreneurship among
the poor, female entrepreneurship, creditworthiness, and the sustainability of
microfinance schemes. Frequently, the provision of microcredit is used in an
innovative way as the financial component of agricultural projects, of small business
development programs, or some other delivery of aid. The article compares two case
studies of microcredit schemes in a North African setting that serve hundreds of
thousands of local beneficiaries: a government-sponsored social microcredit
system, and a privately owned and managed commercial one.

Evaluation of projects and programs

During the last few decades, subsidized development programs have become the most
widespread instruments and building blocks of aid policy. Similarly, most local
development efforts are decomposed into programs and their constituents: projects
(Swinburn at al. 2006). Evaluation concerns the assessment, as systematically and
objectively as possible, of an ongoing or completed project, program or policy, its design,
implementation and results. The aim is to determine the relevance of an intervention, the
fulfillment of development objectives, and the efficiency, effectiveness, impact and
sustainability of the measure. Evaluators of policy interventions in local development



16 CONTEMPORARY DRIVERS OF LOCAL DEVELOPMENT
P. Futo: On the Governance, Investigation and Education of Local Development

must take into consideration complex economic, social and environmental constraints in
order to assess the success and/or failure of the measures under analysis. Evaluation as a
procedure has been institutionalized in all national and international development
agencies, donor organizations and thinktanks such as the OECD, the World Bank, the
European Union and some development banks. These organizations have defined their
own institution-specific methods for standardising their evaluation efforts (OECD 2007;
Gertler et al. 2011; EuropeAid 2006). Worldwide, public administrations and donors
produce many thousands of evaluation reports on a yearly basis. Evaluation is thus a
genre of two professions: research, and consultancy.

The added value of the evaluation papers in this chapter lies in their effort to understand
and explain their respective projects, their formulation of clear questions for evaluation,
and their consequent application of the selected evaluation criteria. The authors not only
formulate their opinions about their respective programs, but also make considerable
effort (a) to identify a suitable theoretical framework for social or economic change, and
(b) to identify the lessons that may be learned.

e The article by Ildiké Husz and Eva Perpék, “Equal opportunities and investing in
children: theory, policies and projects,” investigates the theoretical embeddedness
of the policy area of preventative childcare in the context of human, cultural and
social capital theory and social inclusion and exclusion theory. Investing in children
is a priority of national and international policies and of development programs. A
preventative and child-centred social investment strategy is more productive than
one which compensates already existing disadvantages or levels unfair differences.
Early child development contributes to better health and educational attainment,
favourable job market position, and a lower deviance rate. The authors offer an
overview of the related international conventions, recommendations and policies.
Recent Hungarian national strategies and their local implementations that aimed at
reducing child poverty are investigated with special respect to Roma families
affected by extreme poverty, poor housing conditions, a low level of education, and
weak labour market participation. Two Hungarian local development programs that
aim to improve the life chances of children at risk of poverty and social exclusion
are presented and evaluated. The article compares the two programs, according to
the services they offer and their impacts. The paper is based on site visits,
stakeholder interviews, needs assessment studies, and evaluation documents.

e The article by Marta Kiss and Katalin Rdicz, “The Role of Local Governments in
the Development of the Local Economy: international findings in the light of
Hungarian case studies,” evaluates the economic development activities of several
Hungarian local governments by taking into consideration analogous measures
implemented worldwide. The authors show that the role of local governments in
economic development has become strategic over the last few decades, as the former
have been able to mobilize resources and coordinate stakeholders. The authors
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evaluate the economic development strategy and performance of three Hungarian
settlements. For description, comparison, assessment and justification purposes a
set of well-defined indicators of local economic development are applied. These
factors have been identified by carefully analysing the international practices used
in analogous evaluations. A remarkable typology of local economic development
strategies is developed by using a conceptual scale that ranges from (a) demand-
oriented strategies, which focus on the satisfaction of the needs of the population,
to (b) supply-oriented strategies, which focus on business support and the promotion
of local investment.

The paper by Péter Futé, “Teaching Business Climate Development with the help
of case studies,” presents a practical conceptual framework for Business Climate
Development as an area of development policy, and introduces the terms used for
evaluating Business Climate Development projects and programs. The structure of
such programs and the method of their evaluation is demonstrated with the help of
an illustrative case study in which a Business Climate Development program was
evaluated in a post-soviet republic. The evaluated program covered the following
policy areas: (a) registering businesses, (b) issuing various permits for businesses,
(c) dispatching inspectors to oversee various business activities, and (c) managing
taxation. Additionally, the evaluators classified the services offered by the program
into so-called ““aid delivery mechanisms” whereby the categories were as follows:
(a) research into the small- and medium-sized business sector, (b) promotion of
legal changes, (c) capacity building, institutional development of government
agencies and NGOs and (d) awareness raising. The evaluation used the following
four criteria, (2) relevance, (b) effectiveness, (c) sustainability, and, (d) impact. The
case study has since been applied for educational purposes in the Master’s Course
on Comparative Local Development.

The article by Sinisa Zaric, “Social capital and local development: citizens’
participation in decision making processes, ”” analyses the practice of crowdsourcing
and its application to citizen consultation purposes in public policy, which is called
citizen sourcing. Crowdsourcing is an internet-based method of obtaining
information, ideas or votes by enlisting the participation of a large number of people.
Citizen sourcing can be used as an instrument of local democracy, facilitating the
links between local leaders, administration and citizens. The article explains how
and why the phenomenon of citizen sourcing can be embedded into the context of
social capital theory and local development. Social capital as a term has been used
widely to operationalize interpersonal trust among citizens, trust in local and other
institutions, trustworthiness, as well as citizens’ networking in various associations,
clubs, organizations at local and other levels. A typology and evaluation criteria of
local citizen sourcing projects are presented. The subsequent case study
demonstrates and evaluates the process and the results of a participative budgeting
project in a Serbian town. This is an innovative citizen sourcing initiative led by the
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local government, whereby each year a well-defined sum from the budget is spent
according to the votes of citizens.

e The paper by Bdrbara Gabriel and others, “Assessing Entrepreneurship and
Innovation in Higher Education Institutions: The 'HEInnovate’ Initiative at the
Universidade de Aveiro, Portugal,” is a micro-level evaluation of a wider policy
initiative. The analysis focuses on the process and results of a self-assessment
exercise at the level of a university. The method of self-assessment is a standard
investigation, which enables a comparison and aggregation of findings across many
higher education institutions. The name of this questionnaire-based self-assessment
instrument is “HEInnovate” (HE is an abbreviation for Higher Education). This tool
has been used to evaluate the entrepreneurial and innovative activities of many
universities and other higher education institutions. The self-assessment is based on
the feedback of university personnel and students. The method has been elaborated
and disseminated by the OECD and the EU. This paper demonstrates its application
at the Department of Mechanical Engineering (DME) of the University of Aveiro
(UA), Portugal. It also provides insight into how the results of the “HEInnovate”
exercise are utilized in a university setting for designing and implementing
innovative, entrepreneurial activities, for exchanging technical know-how, and for
connecting the university with wider society.

The authors of this volume are engaged in promoting local development worldwide
through their research, education, and consultancy efforts.

Notes:

! The Joint European Master in Comparative Local Development (Master CoDe), offered by the
University of Ljubljana, is a two-year Erasmus+ Master Program organized by a consortium that
includes Corvinus University of Budapest (Hungary), the University of Ljubljana (Slovenia), the
University of Regensburg (Germany), and the University of Trento (Italy). The master’s course
was supported by the European Union. The Master developed into a full, two-year, 120-ECTS-
second-Bologna-tier course following the 2011-2012 academic year (previously, it was a 95 ECTS
program).

2 For a fuller and more formal definition of Local Development as a discipline, see the conclusions
chapter of this volume by Bruno Dallago: “An integrated systemic view of Local development”.

3 The English language is not very explicit in this respect because it uses the same form of the verb
“develop” in both of the following sentences: “The city developed quickly,” and “The local council
developed the city”. However, other languages more clearly specify the reflexive form of this verb,
e.g. in French “se developper” is the reflexive form of the verb “developper”, and analogously in
German “sich entwickeln” - “entwickeln”, while in Russian “pazsusamocs” - “pazeéusdims” have
different forms. The Hungarian language is unique in that not only is the reflexive verb “fejiédni”
formally different from the corresponding transitive verb “fejleszteni,” but the respective two nouns
have different forms: “fejlédés” meaning development as a process which evolves can easily be
distinguished from “fejlesztés” meaning development as an activity implemented by specific actors.


https://en.wiktionary.org/wiki/%D1%80%D0%B0%D0%B7%D0%B2%D0%B8%D0%B2%D0%B0%D1%82%D1%8C#Russian
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1 Two principles of regional economics

Regional economics is a sub-discipline of economics that introduces spatial aspects into
economic analysis. It starts with the observation that productive activities and per-capita
income are not evenly distributed across space. In this context, two interrelated principles
in regional economics come into play: (i) population density matters for economic
outcomes, and (ii) distance hinders exchange.

The concentration of population in space matters for economic outcomes because of a
number of factors. If people live close together, there are more intensive transactions
between them. These transactions could involve the exchange of knowledge through
direct communication; i.e., face-to-face contact. Alternatively, it could mean close
supplier-customer relationships either for business-to-business activity or producers to
consumers. These locational networks allow for better logistics or for more direct
feedback from customers to producers that improves the quality of products and services,
for example. Moreover, high population density in an agglomeration fosters the
development of patterns of specialization, which increases efficiency and therefore
reduces cost. If specialization moves along the value chain then typical cluster
phenomena arise that strengthen the economic performance of a region (Marshall 1890;
Porter 1990; 1998; 2008). Last but not least, the concentration of people in space
generates a big domestic market so that producers in that location are faced with high
demand and can profit from economies of scale. A further consideration is that
agglomeration fosters diversity (Jacobs 1970). The accessible pool of knowledge and
competences in a highly populated location is simply much bigger than that of a sparsely
populated area in the periphery.

The second principle, “distance matters,” is closely related to the first. Distance can be
seen as a hurdle to economic and knowledge exchange. The latter is important in the
innovation process. Economic innovation typically occurs in the form of the combination
of ideas that are already known about by experts from different specializations. For
instance, constructing robots for nursing care assistance requires combining mechanical
engineering and medical knowledge. A higher spatial concentration of (highly) skilled
people in areas increases the probability that such forms of co-operation will occur.

Overcoming distance typically involves transport costs in one direction or the other. This
immediately becomes clear to any supplier who delivers an intermediate product to
another firm — for instance, a producer of car seats delivering to an automotive plant.
Greater distance simply means higher transport costs. However, there is another cost
component that typically declines with growing distance: reliability of delivery. Today’s
high-performance logistics require delivery of intermediate products not only “just in
time” but also “just in sequence”; i.e., a seat of the right color, material, shape, etc. within
the right time window, as required by the production process for an individual car. Such
high-performance logistics are almost impossible over long distances because transport
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streams over such distances are more likely to be disturbed by unforeseen events such as
traffic jams, etc.

Imagine for a moment that through a technical revolution all transport costs were reduced
to zero. In this case, population density would also become economically irrelevant. For
instance, the location of a supplier would be of no significance. If communication takes
place regardless of distance, then knowledge spillovers! are not attached to a specific
place. Some scholars are indeed arguing that advances in communication technology and
the internet in particular are leading to a situation in which distance becomes increasingly
irrelevant to exchange between humans. The “death of distance” (Cairncross 1997) would
imply the “end of geography” (O’Brien 1992). This type of argument is also used by
Thomas Friedman (2005) in his bestseller “The world is flat”. Friedman argues that
obstacles to economic exchange and communication have been reduced significantly
since the invention of the internet and the end of political block confrontation in the early
1990s.

There is, however, overwhelming empirical evidence that the “death of distance”
hypothesis is wrong. Although pieces of information can easily be exchanged worldwide
through the internet, there also exists “sticky knowledge”; i.e. knowledge that is attached
to specific locations. The importance of informal face-to-face-contact, oral
communication, etc. in the innovation process has been widely documented. Here, we
refer to “creative milieus,” “something in the air,” “the place to be for a specific
business,” etc. All this points to the fact that the choice of location is in many
circumstances not arbitrary, and therefore distance plays an important role. With respect
to knowledge, this is well expressed in a well-known sentence by Glaeser et al. (1992,
1127): “After all, intellectual breakthroughs must cross hallways and streets more easily
than oceans and continents”.

EEINT3

The title of an article by Philip McCann (2008) expresses the conviction of the vast
majority of regional economists: “Globalization and economic geography: the world is
curved, not flat”. Numerous authors have discussed the seeming contradiction that in
times of globalization local factors have gained in importance. In this context, Michael
Enright has coined the notion “glocalisation” as an artificial composite of globalization
and localization (Enright 2003). Enright argues that although competition and economic
activities are becoming more globalized, the decisive competitive factors are locational.

2 Agglomerations: advantages and disadvantages

A spatial concentration of population with the corresponding economic resources is
called an agglomeration. Agglomerations are typically characterized by high population
density, and provide specific functions for the surrounding space, known as the periphery.
Agglomerations include important cultural and administrative institutions such as
universities, research institutes, opera houses and supreme courts. Moreover, central
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transport infrastructure such as big airports and railway hubs are typically located in
agglomerations.

Why do agglomerations exist? There must be economic advantages of the concentration
of populations and economic activities. Traditionally, a distinction is made between two
advantages of agglomeration: urbanization, and locational advantages. Urbanization
advantages arise due to the general concentration of population and production activities
in an agglomeration. Knowledge spillovers, cooperation between different actors,
common innovation activity, diversity, close customer-supplier relationships, the shared
use of general infrastructure or sheer market size are factors that can be alluded to in this
context. By contrast, locational advantages refer to advantages created by firms from the
same industry becoming concentrated in specific locations. Important reasons for this
phenomenon are the shared use of specific infrastructure and the emergence of a
specialized workforce or specialized suppliers for that industry. Localization advantages
lead to cost savings and higher levels of competitiveness for firms in specific industries.

Urbanization and locational advantages can explain the occurrence of agglomerations in
general. However, agglomerations are not like black holes that draw in all economic
activity. The reason for this is that counter-forces in the form of disadvantages to
agglomeration also exist. In comparison to the periphery, agglomerations are expensive
locations where rent and housing costs are significantly higher. Moreover,
agglomerations suffer from traffic jams and other forms of congestion. Typically, social
problems like criminality are also concentrated in agglomerations. Hence, there are
centrifugal and centripetal forces that at least partly compensate each other.

In Paul Krugman’s famous centre/periphery model, factors that foster agglomeration can
be identified (e.g. Krugman 1993). In this model lower transport costs and the higher
fixed costs of setting up production sites favor agglomeration. The same is true of a higher
share of mobile workers.

In the following we introduce two workhorse models in regional economics that show
how the elements of distance and density can be combined. The first approach, market
potential, can be used to compare different locations with respect to the access to the
purchasing power of customers. The second approach, the gravity model, aims to explain
the transport streams of persons and goods between different locations.

3 The concept of market potential

The concept of market potential dates back to work by Harris (1954). It represents an
example of the combination of the two principles that are discussed in the section above.
Market potential is a way of describing a location with respect to accessible purchasing
power. The question is how much purchasing power is available at which distance from
the location. Purchasing power depends on population density and, of course, on
disposable income. However, it should be clear that purchasing power within 20 or 30
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kilometers’ distance is less relevant to a location than the same amount of purchasing
power nearby. Hence, distance matters.

The market potential of a location can be defined as the sum of distance-weighted total
accessible purchasing power of that location. Hence, it measures the relevant purchasing
power at a location and in the neighborhood of that location. The concept implies that
distance is a barrier to economic transactions. Consider, for instance, a customer who
seeks to acquire a specific piece of furniture. Of course, it is much more convenient for
them if a store is close by. The likelihood that this consumer will choose to visit a
furniture store 20 or 30 kilometers away is much lower.

The probability that purchases will decline with distance can be described by a so-called
distance-deterrence function. A distance-deterrence function simply generates declining
weights for purchasing power located further away. One application of the concept of
market potential concerns the choice of a location for a department store, for instance.
Other things being equal, the location with the highest market potential should be
selected.

Formally, the market potential of a location i in a region J can be defined as

Miy = > PPf(dy) (0.1)

iel

Here, PPj is the total purchasing power in location j, while dij is the (economic)

distance between locations i and j, for example, measured in travel time. The purchasing
power of a location can be calculated as per capita income multiplied by population. The

function f (dij) with T <0 is the distance deterrence function (DTF). DTF awards
the purchasing power of a nearby location a higher weight, and a more distant locations
a lower weight.

Several propositions have been made regarding the concrete specification of the DTF.
The most prominent ones are:

f(d;)=dy’ 0.2)
and,
f(dy) =exp(-vdy) =e ™ (0.3)

In these equations, y is the so-called distance deterrent parameter (equation (0.2)
originates in original work by Harris (1954)). One specific drawback of this formulation
is that the function goes to infinity as distance goes to zero. By contrast, the formulation
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in equation (0.3) implies that the value of the function goes to unity if the distance
becomes very low. Although the latter supposition seems to be more plausible, many
applications in the literature use Harris’ original specification.

Figure 1 shows the weight given to purchasing power as a function of distance for
alternative specifications of the distance deterrence function. The original DTF of Harris
awards high weights to areas in direct proximity to the chosen location and then declines
steeply. The exponential function with similar weights for low distance taper off more
smoothly. For instance, within a distance of two kilometers the Harris DTF with y=0.5
gives a weight of 0.75, whereas the exponential function gives a weight of 0.82 (y=0.1)
or 0.90 (y=0.05). For distances within ten kilometers the weights for the Harris DTF
shrink to 0.15 and to 0.37 and 0.58 for the exponential functions. Of course, for a
relatively high parameter in the exponential function (y=0.5), the weights also taper off
very quickly.

Consider the example in Table 1 where we calculate the market potential of fictitious
“City A” for two alternative exponential distance deterrence functions with a relatively
high distance deterrence parameter y=0.1 (Model 1) and a relatively low parameter
v=0.05 (Model 2), respectively. One can observe in the table that in Model 1, City A
exhibits lower market potential than in Model 2. The bulk of the market potential with a
high deterrence parameter lies in close proximity to the location that is the subject of
observation. In Model 2, the lion’s share of market potential is not in City A, but in its
neighborhood, especially in the large settlement at 50 kilometers’ distance. In general,
the contribution of neighboring cities to the market potential of a given location depends
on the size, richness and distance of the settlements in the neighborhood. Of course, the
smaller the distance deterrence, the greater the weight of more distant neighbors.

Figure 1: Weight given to purchasing power for specific distances for alternative

distance deterrence functions
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Table 1:  Calculation of the market potential of City A for two alternative exponential
distance deterrence functions (fictitious example)

Model 1 (y=0.1) Model 2 (y=0.05)

Popula- Disp. income  Purch. Weighted
tionin percapitain powerin Distance Exp. Weighted | Exp. purch.
City 1000 1000€ million € to City A | weight purch. power| weight  power

1) (¢J) @) (4) Q) (6) () (8)

A 75 25 1875 0 1 1875 1 1875
B 50 20 1000 10 0.368 367.9 0.607 606.5
C 10 40 400 25 0.082 328 0.287 114.5
D 60 35 2100 30 0.050 104.6 0.223 468.6
E 1000 22 22000 50 0.007 148.2 0.082 1805.9
Market potential of city A: 2528.5 4870.6

* Notes: Exp. weight calculated as exp(—yd,;4), Where d; is the distance between City i and
City A.

The example shows that the market potential of a location is very sensitive to the distance
deterrence parameter. This parameter depends on the nature of the good or service under
consideration. To buy an everyday product like a pizza, you would not drive 20 or 50
kilometers under normal circumstances. For a very special cultural event like a concert
by your favorite superstar, you certainly would.

The market potential approach has direct applications with respect to border regions. A
border is typically a significant obstacle to economic exchange or customer relationships.
To investigate the economic effect of a border, imagine the situation of an evenly
populated featureless plain and neglect any differences in the transport infrastructure.
Then, in an idealized way, the potential market area of location A would be a circle
around A with radius r. The radius is determined by the distance within which the
corresponding weight remains under a certain level, so that the weighted purchasing
power of such a location — and of all more distant locations — can be neglected. Of course,
the smaller the radius r, the greater the distance deterrence parameter is. Now, consider
the situation of a region close to a border through which no transactions are possible. It
is immediately clear that the potential market area of a border region is smaller than that
of a non-border region. As the weighted purchasing power of the area beyond the border
has to be subtracted, the market potential of a border region is typically smaller than that
of anon-border region. This effect is frequently used as an argument in regional economic
policy for subsidizing border regions to equalize economic conditions.
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Of course, opening up of borders produces the opposite effect. An interesting application
of the market potential approach concerns EU enlargement. In the analysis of this
situation, the fact that western regions typically were much wealthier than eastern regions
at the time of EU enlargement played a role. This led to an asymmetric effect of this huge
quasi-natural experiment on market potential, as Niebuhr (2005) demonstrated in a study
depicts the situation. One can see that the bulk of the effect occurred in central Europe,
and was more pronounced in former East Germany, the Czech Republic, Slovakia,
Hungary and the Baltic states. Because of distance decay, France, Great Britain, Spain
and Portugal were not very much affected.

Figure 2: Potential and relevant market area in the case of a border region
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Figure 3: The effect of EU enlargement on the market potential of European regions

Source: Niebuhr (2005).
4 Gravity models
4.1 Basic ideas

The gravity model is a workhorse model in regional economics. The basic idea is taken
from astrophysics, as developed by Isaac Newton in the seventeenth century, while
adaption to the context here is attributed to Tinbergen (1962). Newton’s theory of gravity
describes the force of interaction between two objects in space (e.g. between the earth
and the moon). The use of the concept of gravity for capturing spatial interaction
phenomena in regional economics has turned out to be extremely useful (for a
comprehensive overview see Head and Mayer (2014)). Of course, the application of the
concept in a completely different context requires some modification.

Formally, Newton postulates that the gravity force 6@' between object i and j in space is
proportionate to the product of the masses of the two objects, 7; and 777 i , and inversely

proportionate to the square of their distance, dg’ . Hence, the law of gravity can be written

as:

=2
ﬂy‘ Zymllﬂjdy , (0.4)
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where v is a natural constant.

The corresponding model for regional interactions, in direct analogy to the gravity model,
would be:

-2
Z‘y‘ =Ku; % dﬁ , (0.5)

where @' stands for a stream of goods, persons or other items originating in i and ending

in j. The variables #,; and zj are indicators of importance with respect to the region of

origin and destination, respectively. As in the original law of gravity, a constant
parameter K is included. Of course, there are several ways of measuring the “importance”

of the region of origin and region of destination. A natural choice is to use for #, the
total volume of all streams originating in i to all relevant destinations j e J , where J

includes all relevant destinations for region i. By the same token, the importance of the
region of destination z/' could be measured as the total volume of all incoming streams

to location j from all relevant regions of origin.

As an example, consider the commuter streams within a certain area. A commuter is
defined as a person who lives in place i and works in place j. A natural choice for #; in

this case would be the sum of all outgoing commuters from place i, whereas for z]‘ one

could use the sum of all incoming commuters in place j.

Of course, there are other ways of specifying the importance of the sending and receiving
locations. Using the example of commuters, one could use the potential workforce for the
place of origin, and the total number of potentially available jobs in the destination area.
The potential workforce comprises all persons of working age (e.g. from 15-69 years
old) who could be active on the labor market (i.e. the basic population that may
commute). The total number of available jobs at the destination site can be measured as
total employment plus vacancies. This is the maximum of workplaces that in principle
are available to commuters — even if positions cannot be regarded as immediately
available.

4.2 Adaption of the physical model of gravity to the regional context

Let us return to the possibility of measuring the importance of sending and receiving

locations by the sum of outgoing and incoming streams. These transactions (@') between
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n regions of origin i and the same number of regions of destination j are collected in the
origin/destination matrix ‘T’ of dimension 1 X1 with the typical element [T]y =1

Table 2 shows this matrix together with the sum of transactions over the rows and

columns of matrix T' . Note that Ui , the sum of row i, collects all outgoing streams of

that location, whereas Zj, the sum of column j, collects all the incoming streams of the
corresponding location.

The next step is to consider the information about distances between locations or regions.
According to the law of gravity in physics, “distance” refers to Euclidean distance (i.e.
the minimum length between [the centers of] locations i and j). In our context, “distance”
means economic distance. Economic distance typically differs from Euclidean distance
and includes the cost of bridging the distance between locations i and j. For instance,
travelling 50 kilometers between two locations means something completely different if
there is an express highway connection or only a sand track. Therefore, it might be more
appropriate to consider travel time instead of total distance. Note that economic distance
is not necessarily symmetrical. Think of the traffic jams in a greater agglomeration. If
there are a lot of workplaces at the centre, incoming roads will be typically congested
during morning hours, and outgoing roads in the evening.

Assume that an adequate indicator for economic distance between the locations under
consideration is available. This information can be collected, analogously to the

transaction matrix, in a distance matrix D with typical element [D]y = dﬁ (see Table
3).

Table 2: Transactions between the place of origin and the destination area

destination | >
origin Ri|Rz2|.. |Rn

R1 fi [tz | [tin U2
R. tor |2 | .. |ton | U2
Rn 1:nl tn2 . tnn Un

2 21 |22 |.. |Zn
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Table 3: The distance matrix

destination
origin Ri[R2|.. |Rn
Rl d1 d1 . dln
Rz d2 d2 .- d2n
Rn dn dn i dnn

Note that the entries on the main diagonal of the matrix (dll;dzz,---) stand for the
average travel time (or travel cost) within the corresponding region.

Direct application of Newton’s law to modelling regional interdependencies does not
seem to be reasonable. At least two adjustments are required:

1. The gravity model in physics implies that doubling the mass of two interacting
objects in space quadruples the force of gravity between these objects. This
implication is questionable. Doubling of the importance of the region of origin and
the destination region leading to four times more transactions is not plausible.

2. Distance dependence is very specific. Why should the volume of transactions
between i and j decline exactly in accordance with the squared distance between the
locations? This calls for a modified formulation of distance deterrence.

Considering objections (i) and (ii) leads to a more general formulation of the model of
gravity in the context of regional economics. This can be written as follows:

ty =waf <D ridy). (0.6)

Here, the two new parameters Ol and [3 are introduced to measure the impact of
changes in the importance of origin and destination in a less restrictive way than in
Newton’s law. For instance, 0. = 3 = 0.5 would imply that the volume of transactions

between i and k doubles if importance doubles. The general function f(dy) with

!
f <0 stands for the distance deference function. In the present context it measures how

a higher (economic) distance between locations i and k influences the volume of
transactions. Several proposals have been made for the concrete specification of the
distance deterrence function. The most prominent ones are:

f(dy)=dy" . 0.7)

and,
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f(dy ) = exp(—ydy) =e ™ . ©0.8)

A specific drawback of the formulation in equation (0.7) is that the function approaches
infinity as distance approaches zero. By contrast, the formulation in equation (0.8)
implies that the value of the function goes to infinity if the distance becomes very low.
The latter assumption seems to be more plausible.

4.3 Transformation of the model into a regression approach

Assume we have data for all @' so that matrix T is known. From the row and column

sums we can then calculate #; and zj- How should we then obtain the unknown

parameters o, 3, v and K ? The answer is by regression analysis. However, the model

considered so far is a non-linear model. The ordinary least squares (OLS) method requires
linearity. By taking logs we can transform the gravity model into a linear version:

Inz; =lnk+alnw; +Bln{j~—ylndy, (0.9)
for a distance deterrence function as in equation (0.7), or,
Inzj; =Ink+alnz +Bln:zj~—ydy- (0.10)

for the alternative specification (0.8). In the following, we use the latter equation.
Reparametrisation of the model and inclusion of a disturbance term yields:

Int; =Py +Polnu; +PB3lnz ;+Pyad; +€;, (0.11)

where B1 =lnk, BZ =, B3 = B, B4 =Y. The parameters in equation (0.11) are

collected in a vector B:=(B1,B2,B3,B4 )'. Let Yy be the vector of variables to be

explained, X be the matrix of explanatory or independent variables, and € a vector of
stochastic disturbances that describes non-systematic random influences on the
relationship under consideration. Then the regression approach can be written in a more
compact matrix/ vector form, as follows:

y=XB+e¢, (0.12)

Vector y can be formed through a simple transformation and re-organization of the

elements of the origin/destination matrix ‘T'. All the elements of the matrix are taken in
logarithmic terms and the matrix is “vectorized” (the columns of the matrix are stacked
above each other). Formally, this can be written as:
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y=vec InT:=(Int{ Inty "+~ Int,"), (0.13)

where ti is the ith column of matrix T .

The matrix of explanatory variables, X, consists of four columns. Let us consider as an
example rail travellers per month between three cities such as Munich (1), Nuremberg,
(2) and Frankfurt (3). If we have data for one month only, the origin/ destination matrix
and the distance matrix are given as:

by by b3 dy; dp dgg
Ti=|ty t, tyu|; D=|dy dy dy|. (0.14)
G typ 15 dy; dgp  dgg

Here t11 stands for the number of rail travellers within Munich, t12 for the travellers
between Munich and Nuremberg, and t21 for travellers between Nuremberg and Munich,
for instance. The variable d11 stands for average travelling time in minutes for rides

within Munich, whereas dgl denotes travelling time from Nuremberg to Munich, and
so on. Then the regression equation can be written as follows:

y=XB+e ,

or more explicitly:

11 1 lnw Ingy dig €11
21 L Inuy Ingy dy €21
131 1 lnuz Ingy dx B, €31
2 1 Inuy Ingy dip B, €12
top |= |1 lnup Ingy dpo By +| €22 |. (0.15)
130 1 lnuz lngy dip B €30
13 1 lnwy Ingz di3 €13
123 1 Inwy Inzz do €23
133 1 Inwuy Inzz d33 €33

If observations for several periods are available, then a more general model would include
a repeating structure of y,X and € for each time period (1,2, ...T):
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y1 X1 &1
y2 X5 &1

y=| "o s X= T e= L. (0.16)
YT X eT

The Ordinary Least Squares (OLS) method yields an estimate f3 for the coefficient
vector B . With the help of this estimate it is straightforward to calculate the fitted values

of the dependent variable Y = Xﬁ .2 Moreover, it will then be possible to determine the
expected values of transport streams if there are changes in the explanatory variables.

As an example, consider that the travelling time between Munich and Nuremberg is
reduced by a significant amount because of the opening of a rapid new railway
connection. In this case, the model allows us to make predictions about the corresponding

transport streams @' that would be highly valuable in public planning procedures, among
other uses.

44 Intervening opportunities

The application of the gravitation model considered so far suffers from specific
drawbacks. It relies on an unrealistic “as if” assumption: the analysis implicitly assumes
that between the cities under consideration there are no competing places that might
distract transport streams. As with Newton’s model, the analysis of gravitation forces on
the earth might be heavily biased if only the force of gravity between the sun and earth
were considered and other spatial objects like the moon were neglected. If transport
streams are generated by economic opportunities, then locations between City A and City
B could be influenced by places between A and B that also represent economic
opportunities. This situation becomes immediately clear in the situation that the transport
streams are mainly associated with commuting or shopping trips.

Let the intervening opportunities of A be defined as opportunities that are more easily
accessible from A than the opportunities in B. The recognition that the intervening
opportunities might play an important role in the analysis of spatial economic interaction
dates back to the work of Stouffer (1940),% who formulated a kind of law in relation to
this context. In the present case, Stouffer’s law might be formulated as follows:

The number of trips between a zone of origin and a zone of destination are
proportionate to the number of opportunities in the zone of destination, and
inversely proportionate to the number of intervening opportunities.
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As an example, consider customers who are interested in buying furniture. The number
of shopping trips of this group of customers from origin A to destination B might be
proportionate to the total sales area in square meters of furnishing shops in B, and
inversely proportionate to the total sales area of furnishing shops that are situated between
A and B, because these intervening opportunities diminish the chance of customers
choosing a shop to visit in B.

Stouffer’s approach was first applied in the famous Chicago Area Transportation Study
(1960). There can be no doubt that his basic argument is valid. However, the concrete
formulation of his law is quite unlikely to be relevant in reality. The problem concerns
the postulated proportional relationship. Moreover, the original Stouffer approach
assumes a one-dimensional economic space and should be generalized. Intervening
opportunities should be understood not as opportunities directly situated between A and
B, but all opportunities that are more easily accessible than opportunities in B. To extend
our example, assume that B is situated north of A and the travelling time is 30 minutes.
A furniture shop to the East, South or West that could be reached within 20 minutes
clearly belongs to the set of intervening opportunities. Hence intervening opportunities
in this example are defined as all furniture shops that are reachable in less than 30 minutes
from location A.

In empirical studies, the consideration of intervening opportunities requires an augmented
gravity model. If the importance of intervening opportunities between origin i and

destination j can be measured by Vij , then the model that should be estimated can be
written as:

h‘ll‘y‘ = Bl +[._))2 ln%z- +B3 ln{/ +B4ﬂg‘ +[3de‘ +8y‘

Its transformation into a regression model is analogous to that undertaken for the classical
gravity model.

5 Summary

Regional economics has developed several workhorse models. Starting with the fact that
distance and the spatial distribution of population matters for economic outcomes, we
introduced the concept of market potential and demonstrated some applications of this.
We then described the classical gravity model and transformed it into a simple regression
model. This model is capable of describing spatial interactions such as commuter streams
and trade flows, etc. The classical gravity model is extended by the intervening
opportunities approach. A labour market model that captures the basic idea is used to
show that the “law” of indirect proportionality postulated by Stouffer is typically not
appropriate in an economic context. However, in a generalized form the intervening
opportunity approach is helpful for avoiding the biased estimates of the classical gravity
model.
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Notes:

1 Knowledge spillover refers to the voluntary exchange or the involuntary leakage of information
that is useful in the production process or to businesses providing services.

2 The goodness of fit can be checked using various statistical measures such as the coefficient of
determination, the standard error of the estimation, or the average root mean squared error.

8 Stouffer, S. A. 1940. Intervening Opportunities: A Theory Relating Mobility and Distance.
American Sociological Review 5 (6): 845-867.
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Abstract Investments in infrastructure have always been an issue in political
discussions about future (local) economic development. Besides the overall
effects of infrastructure on a country's GDP, the regional and local
consequences of the latter are of special interest to policymakers.
Infrastructure is generally defined by its different constituents — for example,
the water and power supply, communication network, or transport
infrastructure (such as road or rail) — of a region. Questions about the role of
infrastructure mainly concern spatial aspects: for instance, the importance of
proximity to main transport axes, or how information and communication
networks can reduce physical distance are issues often addressed. In
developed countries, infrastructure mainly drives the spatial economic
interaction between cities, suburbs and peripheral regions. In contrast, a lack
of infrastructure is one reason for the rapid urbanization of developing
countries. This chapter reviews the current findings in this field. To put the
literature into perspective, we utilize the case of transport infrastructure on
the regional labor market development. For this, we examine the long-term
effects of the German Autobahn network on regional wages and local
employment structure, and look at current road investment in Germany.
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1 Introduction

A nationwide, robust and reliable infrastructure constitutes the base for sustainable
economic development or the transition from a locally fragmented agricultural economy
to an integrated nation dominated by a tertiary sector. Around 40% of investment goes
on assets such as buildings and public structures (e.g., roads, bridges, dams, excluding
dwellings) (OECD 2019). In Europe, investments into roads have accounted for the
dominant part of expenditure on transport infrastructure since 1995 (European
Environment Agency 2017).

However, basic infrastructure such as roads, rail, communication technologies and
electrical power, as well as water and sanitation, remains scarce or defective in many
developing countries. The OECD stresses the importance of transport infrastructure
which provides “economic and social benefits to both advanced and emerging economies
by: improving market accessibility and productivity, ensuring balanced regional
economic development, creating employment, promoting labour mobility and connecting
communities” (OECD 2019). In other words, inadequate infrastructure leads to a lack of
access to national or international good markets and employment opportunities, and
hinders information transfer and education — which all hamper economic development.
For this reason, the United Nations defines investing into infrastructure as one the 17
sustainable developments goals for transforming developing countries. By 2030, the
aspiration is to “build resilient infrastructure, promote inclusive and sustainable
industrialization and foster innovation” (OECD 2019). Admittedly, these are ideal goals
whose realization is very complex. For the more accurate evaluation of such investment,
more empirical justification by researchers and consultants (e.g., from the field of local
development), is hence necessary.

Accordingly, the purpose of this chapter is to offer guidance about how to identify and
evaluate the aforementioned theoretical advantages of investments into infrastructure.
e First, we give an overview of the recent economic literature about the economic
importance of infrastructure.
e Second, we define the basis on which the wider spatial effects of infrastructure
investment can be captured.
¢ In the following, we focus our discussion on the case of investment in the German
motorway road network known as the Autobahn. For two different (economic)
stages of the current and early construction of the major road network, we discuss
the market access and local economic development that followed such road
investment.

Although the focus in this chapter is road infrastructure, we do not wish to diminish the
importance of other types of infrastructural development — especially in developing
countries (e.g., Dinkelman (2011) for electrification in South Africa).
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2 Empirical evidence about urbanization and transport infrastructure

A striking element of economic development worldwide is the growth in the urban
population (see Desmet and Henderson (2015) for an introduction). Rapid urbanization
in the developing world has attracted recent attention in regional and urban economics
(Glaeser and Henderson 2017) by stressing the importance of distance in this process.
Patterns of urbanization are partly determined by so-called “first nature” fundamentals;
i.e., factors such as access to waterways, whether such processes involve the regional
capital, and path dependency (related to the country's history). However, the existence of
booming and declining cities can also be attributed to forces of agglomeration and
dispersion (“second nature” factors), which also play a role in shaping spatial structure
(see Combes and Gobillon (2015) for a review). The advantages of agglomerations can
be summarized as the sharing of inputs and common infrastructure, better matching of
jobs and workers, as well as knowledge spillovers and learning effects between workers
and firms (Duranton and Puga 2004). In developing countries, close proximity to labor
supply and demand are the main drivers, despite the lack of sufficient infrastructure. The
dispersion and agglomeration forces of spatial economic activity significantly depend on
the transportation of people and goods (see Redding and Turner 2015), of which the
transportation of people is much more expensive. One reason for patterns of urbanization
may be a lack of infrastructure and the resultant failure to bring economic growth to
distant regions.

Transport infrastructure is the binding thread in local development and in place-based
policies (see Duranton and Venables 2018). Related investments can have direct effects
(e.g., on construction) and wider indirect economic effects. The latter are economically
more important but very diverse. For instance, improvements in transport infrastructure
can stimulate regional economic development in rural areas, along with population
growth and changes in industry structure or commuter flows. In the past ten years there
has been a vibrant discussion about these impacts in regional and urban economic
research, often with special emphasis on developing countries (Redding and Turner
2015).

Any meaningful evaluation of the effects of infrastructural investment is aggravated by
the complex system of centrifugal and centripetal forces. For instance, the reduction in
transport-related costs following the opening of a road may significantly depend on the
specific history and the spatial economic system of associated cities. Due to this
complexity, the ideal starting point for any discussion is a sound review of empirical
evidence from different countries at different stages of economic development. Better
transport infrastructure per se can stimulate growth due to improvements in the
accessibility of a region; however, it can also hinder growth, or harm the local economy.
This is the so-called “two-way roads problem” (see Cheshire et al. 2014) that was
described by late-nineteenth century German engineer and spatial economist Wilhelm
Launhardt in the statement that the best protection of an underdeveloped region is a bad
road (Moller and Zierer 2018). For instance, a new road can help establish new trade links
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with other regions, which will not necessarily be advantageous for all locals (see also
Baum-Snow et al. 2018).

In any discussion about the advantages of infrastructure investment it is very important
to discuss causal relationships. In order to estimate the so-called “treatment effect,” the
effective direction of causation needs to be carefully considered. In a nutshell, the
availability of infrastructure — or its construction — may be either the cause or effect of
economic developments. Baum-Snow and Ferreira (2015) have established a framework
which summarizes identification strategies for causal inference in local development.
Furthermore, Duranton and Venables (2018) have designed place-based policy
framework to empirically evaluate such investments. A large part of the literature focuses
on current and past road infrastructure (e.g., Michaels 2008; Baum-Snow 2007; Duranton
and Turner 2012; Duranton et al. 2014) or railroads (Donaldson and Hornbeck 2016) in
the USA. Another part of the literature discusses the effects of infrastructure in newly
developed economies (Donaldson 2018; Ghani et al. 2016; Baum-Snow et al. 2017) and
developing countries (Storeygard 2016; Jedwab and Moradi 2016). For Germany,
Heuermann and Schmieder (2018) investigate the effects of the rail network on workers'
mobility, while Moller and Zierer (2018) examine the impact of the autobahn network on
regional employment levels and wages.

A common method is the parallel analysis of historic plans and the actually developed
transport networks which are still in use today. The original plans may have promoted
different objectives than those of current investments. Another method is the so-called
“straight-line-approach” which is favored for identifying the causal effects of
infrastructure in regions situated in between two major cities.

Investment into roads and rails has been a dominant factor in the budgets of developing
countries and international aid organizations. In order to provide a more thorough
introduction to local development analysis, we discuss several cases from different
countries more in detail.

e Agrawal et al. (2017) examined how roads can facilitate local knowledge flows,
hence innovation activity. The stock of planned highways and rails tracks in the
USA spur regional growth due to the inflow of new workers. Policy makers may
conclude that transport infrastructure can also serve to facilitate innovation
spatially.

e Ghani et al. (2016) investigated the effects of large-scale highway infrastructure on
the growth of the manufacturing sector (e.g., productivity increases and entry costs)
along newly established roads in India. The authors also included a cost-benefit
calculation in their conclusion.

e Also focused on highways, Banerjee et al. (2012) assessed the impact of access to
transportation networks on regional GDP growth in China. They also incorporated
a highway system that connects major historic cities.
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e Focusing on Sub-Saharan Africa, Storeygard (2016) used exogenous variation in
transport costs (i.e. oil prices) to shed light on the short-term development of more
or less accessible regions in the hinterland in different African cities.

e With respect to railways, Jedwab et al. (2017) discussed the effects of railways
constructed by European settlers or Asian traders in Kenya. The city structure
established by the investments into transport infrastructure did not vanish after
independence. Hence, infrastructure is considered crucial for the spatial economy
and has long-lasting effects.

o Inanother publication about Ghana, Jedwab and Moradi (2016) confirmed that the
original colonial railroad network created a spatial structure, which persists after the
development of road transportation.

When analysing local development with regard to transport infrastructure, a review of
causes and outcomes is a necessity, and should always mark the starting point.

3 The concept of market potential

Every region is embedded in a spatial structure with several neighboring regions or cities.
Dispersion and agglomeration forces relate to two fundamental principles of regional
economics: population density, and distance. In chapter “Theories in Regional
Economics in the light of Local Development” the concept of market potential is
introduced. Market potential can also be described through the decrease in spatial
economic interaction across space, usually referred to as “distance deterrence”. Empirical
examples of spatial economic interaction are commuting between cities or regions, as
well as trade in intermediate goods in manufacturing (both sharply and spatially decline
with distance). For instance, research has shown that for one additional minute of driving
time, the number of commuters declines by 1.8% (Ahlfeldt et al. 2018). Around 95% of
commuters’ workplaces are located within 60 minutes of their residence.

However, distance in our context means economic distance, which, in contrast to physical
distance, can be influenced by infrastructure and transport technology.* The concept of
market potential is an excellent starting point from which to obtain a feeling about how
regional and potential economic mass can differ, and how changes in transport
infrastructure impact distance deterrence, hence mass. An alternative representation of
market potential can be defined as follows (see Harris 1954):

J J
Market Potential,, = Z thf(drj) = Lyt +Z thf(drj)
=1 =1
T€]J j#r

where L can be any economic variable (e.g., population or GDP), in any region j. The
spatial decay function f(d,.;) depends negatively on the distance between region r and j.
Here, transport infrastructure is implicitly recognized since it affects the physical distance
between two regions. We can separate the equation into “Local Market” (L,.) and
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“Potential Market” ¥/_, L;f(d,;) segments. While the first part is the local value of a
jET

region, the second part of the equation refers to the distance or travel-time discounted

potential market that may be reached from location r at time t. It thus accounts for the

influences of neighboring regions, which represent potential or accessible markets.

Access to other markets measured by market potential works in both directions. On the
one hand, a greater potential market increases economic opportunities, while on the other
hand it also can increase competition. With the use of market potential, only the net effect
of these opposing effects are observable. For empirical analyses it may be favorable to
limit the regional catchment to a specified distance (e.g., 60 minutes’ travel time, or 100
km). In some cases the decay leads to implausible results if it is not limited.

4 Case study: the Autobahn network in Germany

In the following we discuss a comparative case involving the German highway system.
The so-called autobahn was initially planned before the Second World War and was
strongly influenced by the division of Germany. From the 1970s onwards, the German
Federal Highway Development Act planned the future road network 10 to 15 years in
advance. The comparative aspect in this case involves the different approaches to
analysing transport infrastructure in a highly developed country. In first section the long-
term effects of general road infrastructure will be discussed. Afterwards, in second
section, current road investment in an established network is the focus.
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Figure 1: German Autobahn network in 1937
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* The German network is depicted re colored
red. German territory changed after the Second World War, hence the map differs from the one
included in the next section.

Source: Méller and Zierer (2018).

4.1 Early infrastructural investment with long-term effects

The approach in Méller and Zierer (2018) is in line with the increasing number of studies
that used early infrastructure investment (‘“second nature” advantages) to identify the
causal effect of transport infrastructure on population growth and economic outcomes at
the regional level. The former authors build on the approach of Duranton and Turner
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(2012) by using the historical plan for autobahns and railway tracks in Germany prior to
the Second World War. In Figure 1, segments of the autobahn are depicted. The network
mainly connects major cities on a West-East axis from the Rhein-Ruhr area to Berlin. On
the South-North axis it connects Munich, Nuremberg, Stuttgart and Frankfurt. The
network had a total length of more than 3600 km. At that time, driving was still a
privilege, which is why the autobahn was mainly established for military purposes.

In order to identify the regional effects of transport infrastructure Moller and Zierer
(2018) utilize the “inconsequential units approach”. This means that a region only gets
the “treatment” of being connected to the road or rail network if it is located between
major cities or hubs. For instance, due to high construction costs railroads were usually
built in the form of a straight link between major hubs (see e.g., Hornung (2015) for
Prussia). The model assumes that the regions that lie in between major hubs were
connected to the network independent of their previous economic importance and,
likewise, their growth may have been attributable to rail or road development “treatment”
independent of earlier economic performance.

In comparison to the situation in the USA (Duranton and Turner 2012), for Germany
Moller and Zierer (2018) found a slightly smaller positive effect for (historic) investment
in the length of regional autobahn on the future employment growth of particular regions.
The authors compiled a database of regions of Germany containing historical autobahn
lengths and employment data per region. They found that a one-standard-deviation
increase in the growth of autobahn length between 1937 and 1994 led to employment
growth of between 2.7 and 3.4%, and to a wage bill increase of between 3.0 and 3.7%
over the period from 1994 to 2008. Compared to Germany, the employment elasticity of
express highway length appears to be considerably larger for US regions for several
reasons, including car use, fuel taxes, and car use habits. The increase in regional
accessibility has a positive effect on labour markets but, according to this study, the
development of regional roads has a greater impact on the development of regional labor
markets as opposed to the development of interregional roads.



CONTEMPORARY DRIVERS OF LOCAL DEVELOPMENT | 49
P. Haller & J. Méller: Infrastructure and Local Economic Development

Figure 2: Investments into the Autobahn Network: Change in Market Access in
Germany
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Source: Ahlfeldt et al. (2018).

4.2 Current road investment and changes in market access

In line with previous arguments, we look at the case of investment into the German
autobahn network between 1999 and 2015. With a total length in 2015 of about 12,950
km, the German autobahn (“interstate highway’) system is one of the densest in the
world. It is well known worldwide for having parts with no speed limits. In Figure 2, we
depict the road elements that were opened between 1999 and 2015. After German
reunification, one major goal was to equalize and foster sustainable economic
development in the former states of the German Democratic Republic. Such investments
were financed by a special levy, the so-called solidarity tax (Solidarititszuschlag), which
is why we see some of the highest increases in market access in the East.

The analysis of Ahlfeldt et al. (2018) uses changes in transport-induced labour market
access over time to evaluate the impact of effective density on local productivity and the
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demand for and supply of labour. This contrasts with the method used by Moller and
Zierer (2018), which evaluates the economic success or failure of current road
investment. In order to evaluate the effects of road investment, Ahlfeldt et al. (2018) built
a complete theoretical economic model which incorporates many agents of the spatial
economy. This model is built both on the demand side of labour (i.e. firms seeking
workers) and on the supply side (i.e. on workers offering manpower), as well as the
equilibrium where demand and supply meet. In a nutshell, Ahlfeldt et al. (2018) estimate
the labour market effects of transport improvements using a framework that allows wage
and quantity responses to interact both ways. Agglomeration forces and location
fundamentals are separated by taking into consideration the variation in bilateral transport
costs: i.e., by allowing all stakeholders to optimize their spatial economic behavior. The
theoretical background of the model requires deep understanding of urban economic
theory and makes a significant demand on data. The analysis of Ahlfeldt et al. (2018) is
an excellent example of how to start an analysis of recent road investment in the light of
the increasingly detailed spatial data that is available (e.g., from administrative sources,
including high precision geo-spatial data). The authors’ work is also a good example of
how the stress may be placed on the importance of the wider economic effects of transport
infrastructure. “Pure” improvements in market access do not necessarily prove the
success of an investment, but rather demonstrate the changes that have been induced in
the spatial economy. The sophisticated equilibrium model demonstrates how
improvements in transport infrastructure increase the likelihood that workers will be
better matched with new employers. With this approach, the former provides evidence
about the relevance of agglomeration economies as drivers of urban productivity and the
unequal spatial distribution of economic activity.

5 Conclusion

Investment in public infrastructure has wider economic effects not in the short- but in the
long term. We stress that sustainable and reliable infrastructure is a necessity for
promoting local development within and across countries. In our examples of transport
infrastructure, (early) investment induces an increase in the trade, urbanization, etc. of a
country. In general, investment into infrastructure undoubtedly has an overall positive
economic effect, although this are significantly context dependent. High investment costs
in the short term might be a limiting factor, as outcomes only become visible in the long
term. There are also numerous examples of large investments into infrastructure which
have not proven to be profitable (e.g., infrastructure for the Olympic Games). The policy
implication of this chapter is that a historical perspective should be employed when
assessing the impacts of investment into infrastructure, as well as a comparison of current
best practices in other countries with a similar history or countries at a similar state of
economic development. In this chapter we have employed an economist's perspective,
but it is important to involve all stakeholders in decision-making (e.g., city planners, local
authorities, and the local community), as the consequences of such activity have effects
that last for decades.
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Notes:
L In contrast, Haller and Heuermann (2016) find that spatial spillovers in the job search market
might be best described by direct physical distance.
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1 Introduction

Economic growth is by no means uniformly distributed within countries. In most
industrialized countries, there are vast differences in economic growth across different
regions. In the United States, for example, cities like New York, Chicago, San Francisco
and many cities in the southernmost states have flourished over the last couple of decades.
During the same time period, other cities, most predominantly those in the so-called rust
belt such as Detroit and Cleveland, have severely declined. Aside from geography, there
are obvious differences between these cases: The flourishing cities on the one hand have
experienced particularly strong growth rates in modern service industries and in the high-
tech sector. The declining cities, on the other hand, used to be very prosperous due to
their reliance on heavy manufacturing, which today is in decline.

According to the Three-Sector Hypothesis (often also referred to as Petty’s Law), a
country’s economy will change its foundation from the secondary to the tertiary sector as
the country's economy develops (Murata 2008). This results in the secular trend of
structural change that most industrialized countries are currently undergoing:
employment is declining in the manufacturing sector and increasing in the service sector.

The above examples of US cities document that this structural change does not occur
uniformly in all regions to the same extent. This also applies in the case of Germany.

In southern Germany, there are many regions that have grown over the past three-and-a-
half decades. These regions either successfully underwent structural change and
overcompensated for the decline in manufacturing with even faster growth of the service
sector, or they developed in opposition to this trend and even expanded their
manufacturing sector.

Other regions have suffered from structural change. Notable examples include cities in
the Ruhr area. While they used to be Germany’s powerhouses of heavy manufacturing,
they have not recovered from the decline in these industries during the past 30 years.

In this article, we build on the methodology developed by Dauth and Siidekum (2016) to
examine the patterns of long-term structural change in German regions. The analysis will
show that both the speed and the direction of structural change vary substantially. In
contrast to what one would expect from Petty’s Law, undergoing structural change from
a manufacturing to a service economy at a faster pace is not a necessary condition for
regional growth. The crucial determinant is regional industrial structure. Regions that had
just the right industry mix and which managed to build on this mix appear to have grown
particularly strongly.
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2 Measuring national and regional growth

The tool most commonly used to analyse the structural components of regional economic
growth is so-called shift-share analysis. The basic idea of shift-share analysis is that
regional growth can be disentangled into components idiosyncratic to each region and
the growth related to the industries located in these regions. Bartik (1991) generalizes this
idea and suggests that, in the absence of regional idiosyncrasies, the rate of regional
employment growth can be calculated using the weighted average of the national growth
rates of each industry:

EITC it+1 Eit

Mz

rt Eit

where E denotes the number of employees and the subscripts i,r,t denote industry,

. . % . . .
county, and time, respectively. gt (i.e. the estimated rate of regional employment
growth) is commonly used as an instrument for predicting local employment growth that
is not correlated to local characteristics. However, its predictive power is limited.

Figure 1: Actual versus predicted regional employment growth in Germany (1994
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The scatterplot of Figure 1 displays the actual employment growth over the period 1994—
2014 in 402 German counties (Kreise and kreisfreie Stédte) versus the estimated rate of
regional employment growth; i.e., the weighted average of the national industrial growth
rate.

Figure 1 is based on the author’s own calculations using the database Establishment
History Panel (BHP) by the Research Data Centre of the German Federal Employment
Agency and the Institute for Employment Research (IAB) in Niirnberg (BHP 7514). The
database classifies economic activities into 222 groups. In this article these groups are
called industries or sectors.

The above figure shows that for a wide range of districts, actual employment growth can
be predicted with the help of the shift-share model.

For example, counties like Munich and Erding are among the fastest growing regions in
Germany. Since they also rank among the regions with the highest predicted growth rate,
we assume they had a regional industrial structure similar to the German national
industrial structure and also grew in a comparable way to national growth as a whole.

On the other hand, the East German county of Oberspreewald-Lausitz is located at
exactly the opposite end of the spectrum: it is the most rapidly shrinking county in
Germany in terms of employment, which is precisely what its economic structure
predicts. All these regions have one thing in common: they have experienced the same
(positive or negative) trend of industrial growth as the aggregate of the country, just at a
faster pace.

However, the statistical relationship between actual and predicted growth is positive but
weak. The predicted growth rate can only explain 6.6% of the total variation in growth
rates. Accordingly, there are many regions that deviate from the rule.

On the one hand, there are counties like Eichstitt and Freising, which rank among the
fastest growing regions, but the shift-share instrument predicts negative growth in these
counties.

On the other hand, counties like Schweinfurt and Gera exhibit average or low growth
(respectively), although they were predicted to grow faster than average.

In sum, these deviations seem to be more the rule than the exception.

The bottom line is that regional industrial structure predicts regional growth only to a
certain extent. This is good news for regions that for historical reasons have an
unfavourable industrial structure, as they still have the potential to experience exceptional
growth in the rate of employment.
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2.1 Local profiles of industrial change

The previous analysis demonstrated that local industries do not necessarily grow at the
same speed and in the same direction as their national aggregates. Growth of local
industries is also determined and explained by a wide range of idiosyncratic (e.g. region-
specific) components. The interplay of the latter can cause regions to grow even though
they were ex-ante specialized in nationally declining industries.

The following equations replicate the procedure proposed by Dauth and Siidekum (2016)
for German counties in the period since German reunification. Consider the rate of
employment growth of a region r. This rate can be rewritten as the average growth rate
of each industry in this region wir, weighted by its share in total regional employment:

N

N N
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Similarly, the rate of national employment growth grna: can also be depicted as the
weighted average of the national industries’ growth rates wi:

N N
Grat = Eeyr — E¢ _ Z Ezt+1 ZE_ it+1 —
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An intuitive measure of whether a region grew faster or slower than the national average
is the difference between regional and national growth rates. We can call this the “excess
growth rate” of a region:

N
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i=1

Note that in the last equation the difference between the regional and the national growth
rates is the sum of the difference of the local industries’ growth rates wi- and their national
counterparts wi, which is denoted as the excess growth rate of a local industry Aw;r. In
other words, summing up the excess growth rates of all industries gives the region’s
excess growth rate.

N
Awy,
=1
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Comparing the excess growth rates of different industries in the same region provides
interesting information about the economic development of that region. This is best done
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graphically, whereby all of a region’s industries are first ranked according to their rank
in the national hierarchy of industry growth rates. Then, for each industry, the excess
growth rate is plotted against its rank.

As illustrative examples let us explain the growth/decline of employment in four German
cities during the period 1994-2014 by examining the different dynamics of their
respective industrial structures:

e Munich is the biggest city in the Free State of Bavaria. Employment in Munich has
grown at a higher-than-average rate, mainly due to the above-national rate of growth
of service industries that also increased on the national scale. In other words, in
Munich the excess growth rates for most service industries were positive, a tendency
which has determined the shift in the sectoral composition of Munich’s economy.
As for the manufacturing sector, Munich underwent the long-term trend of
deindustrialization much more quickly than the county average.

o Eichstitt is a smaller town in the Free State of Bavaria. Employment in this town
also grew, but predominantly in those industries that declined nationally. This is
why the shift-share instrument fails to predict this region’s exceptional growth. For
most industries in Eichstitt, the excess growth rate — which was above the national
industry-specific average growth rate — was positive.

e Oberspreewald-Lausitz is a district in the southern part of the State Brandenburg,
East Germany. Employment in this district has significantly declined,
predominantly in those industries that also nationally declined. Moreover, for some
agricultural and service industries in this district the decline was much more
significant than the respective national sector-specific averages.

e Gera is the third-largest city in the State of Thuringia, East Germany. Employment
in Gera in both nationally growing industries and in nationally declining industries
has shrunk. Moreover, for a wide range of service industries in this district the
decline was much more significant than the respective national sector-specific
average.
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Figure 2:  Profiles of local industrial change in four example regions
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* Notes: The figures display the excess growth rates of local industries ordered by the respective
national industry growth rates (fastest growing industries on top). Bars extending to the right denote
higher local growth compared to the national average, and bars extending to the left denote lower
growth than the national average.

3 Conclusion

Shift-share analysis can be used as an initial explanation for regional employment growth.
However, in understanding and predicting regional growth, such a top-down approach
has its limits. It is also important to account for the idiosyncratic growth potential and
weaknesses of the most important industries in a region.
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1 Towards a standard conceptual framework of local economic development

Qualitative research, based predominantly on case studies, is the most frequently applied
method of analysing local economic development (LED).

Capkova (2005) has compared and assessed the local economic development practices of
settlements in a wide range of Central and Eastern European countries. In doing so, she
identified certain major groups of features and research questions which cover both the
political-administrative background and financial-economic dimensions. In her analysis,
LED involves measures and incentives in the following major policy areas: attracting
external investment and developing the local business environment. Capkova (2005)
highlights the importance of strategic planning and partnerships by taking into
consideration the differences between urban and rural localities and the role of EU
subsidies. Capkova (2005, 5) has called for the systematic collection of data about LED.

Wong (2002) attempted to develop a quantitative LED indicator system using a
’valuative-theoretical approach’ method that was developed along three (social,
economic, and physical) dimensions. The author defined an analytical framework
consisting of 11 factors (which was later supported by the relevant 11 indicators), the
purpose of which was to promote the definition and formulation of policy issues and to
facilitate the process of planning and decision-making. The first group of factors is
formed by ‘traditional’ factors such as physical factors, location, human resources,
finance and capital, infrastructure, knowledge and technology, and industrial structure.
The factors of institutional capacity, entrepreneurial culture, community identity and
image, as well as quality of life, are called ‘spiritual’ (i.e. softer, less tangible factors) by
Wong (2002).

Wong (2002) notes that the theoretical and empirical justification of soft (intangible)
factors is weaker because the cause-effect relationships between these factors and LED
processes are generally unclear, so their measurability is more difficult. She also notes
that the exact content of the factors (indicators) is very different from country to country.
A corresponding piece of empirical research, an expert survey among LED operatives,
was carried out in Great Britain. One of the lessons learnt was that LED practitioners as
a rule expect immediate results from traditional LED factors, and activate soft factors
only afterwards. Human resources were considered the most important of the former
factors (Wong 2002).

Mezei (2008) investigated Hungarian settlements and evaluated domestic local economic
development practices and development tools with the help of indicators developed
specifically for Hungarian conditions. Her data were collected using a questionnaire
method by applying a system of six evaluation aspects, as follows: LED planning,
financial situation, enterprise development, partnership, institutional system, and
infrastructure development. Here, the investigation of partnership relations was a new
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element compared to Wong’s criteria (2002) and, according to the results of the research,
proved to be a highly influential factor.

Kiss and Racz (2019) evaluated LED strategies of Hungarian settlements using a
qualitative case study method. The system of criteria used in their paper is partly based
on current theories of economic development and partly on recent trends in evaluation
(Wong 2002). In particular, their analysis uses a method characterized by five groups of
LED factors which are supported by additional indicators for each of these factors. The
following part of this paper offers an overview of these factors.

2 The first group of LED factors: main characteristics of the settlement

These factors are as follows:

e The size of the settlement with special respect to its relative size considering the
region’s characteristics;

o Determining geographical/locational features, such as the distance from the center
of the region, access to labour markets, access to other markets and to suppliers;

o Infrastructure and other physical factors, such as the amount of available land, the
accessibility and quality of roads, sewerage and other utilities;

e The determining social characteristics of the settlement and population, such as the
number of enterprises, educational level, economic status of the population, etc.

According to the relevant literature, the size of a settlement is a major factor in LED (see
e.g. Bennett 1991; Capkova 2005; Mezei 2008). Bennett (1991) distinguishes between
four types of LED in an international context, whereby settlements are classified
according to their size, the focus of LED, and the development model that is followed. In
particular, Bennett (1991, 25-26) uses the following classification: 1. Large cities and
world cities; 2. Metropolitan areas; 3. Central places with specific hinterlands or peri-
urban commuting areas; and, 4. Dispersed rural areas with no accessible local market.
Capkova (2005, 14) demonstrates that large urbanized cities are much more committed
to economic development compared to their smaller counterparts, and this can be
explained by their better access both to a wider scope of expertise and to greater financial
capacities.

Surveys of Hungarian settlements and the associated analysis have shown that the size of
local government determines to a large extent both the possibilities and the practice of
local economic development (Mezei 2008; Ritter and Nagy 2017; Molnar et al. 2017).
In larger settlements, classical economic development programs are being carried out as
a rule, while the competitiveness and attractiveness of smaller settlements tend to be
facilitated by so-called ‘special economic development’ programs (Mezei 2008, 57).
Settlements in Hungary depend strongly on development resources. Regarding access to
development resources, as a rule larger settlements are in a worse position than smaller
ones, therefore they are compelled to spend relatively more on economic development
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goals from their own budgets. The research also states that co-operation with local
businesses is largely dependent on size: the smaller the settlement, the more unlikely and
uncertain the partnership between local government and local businesses. Moreover,
business-to-local-government relations additionally depend on the social characteristics
of the settlement (educational level of the population, labor market characteristics,
number and nature of enterprises, etc.) and on the partnership-building skills of local
management (Mezei 2008, 53-55). Social characteristics also depend on the history and
traditions of the settlement; for example, there are settlements which in the past were
populated predominantly by agricultural laborers, and these differ in many respects from
other settlements which have a significant entrepreneurial past.

Location-based factors such as access to product markets and suppliers are frequently
mentioned in the relevant literature (e.g. Wong 2002, 1837). In Hungary, besides these
geographical location factors, labor market conditions are important as well. Location-
based benefits are also influenced by the availability of infrastructure, such as transport
and communication networks.

3 The second group of factors: resource endowment

This group consists of the following factors of local development:
e The financial resources of the settlement, such as own incomes, state aid, and EU
support;
e Human resources, such as qualified administrative or management experts;
e Institutions and organizations engaged in LED such as NGOs, cooperatives, etc;
e Technological resources such as incumbent local industrial installations.

Capital investment is a major driver of LED (Wong 2002; Capkova 2005), in spite of the
fact that in most cases the flow of finances lies outside the control of local governments.
Instead, in this age of globalized finances and all-pervading information technology,
significant decisions about investment are taken by transnational corporations (Wong
2002, 1841). Although the exact relationship between financial decentralization and
economic development is still unclear, it can be stated that greater financial freedom
facilitates local development (Capkova 2005). The former author therefore sees a certain
level of financial autonomy as one of the most important factors in LED practice. If
expectations about increased social responsibilities are coupled with scarce local
financial capacities and limited autonomy, this combination of circumstances will result
in tension, emphasizes Capkova (2005).

Wong (2002) demonstrates the difficulties of assessing institutional capacity and
recommends the application of qualitative methods for this purpose. The results of his
expert survey show that human resource allocation and institutional capacity are among
the most important LED factors. However, some researchers doubt that greater
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institutional capacity results in better or more progressive decision making (see e.g.
Clarke 1995; Wong 2002).

Capkova (2005, 197) notes that local government capacity and the efficiency of policy
decisions are more closely related to socioeconomic factors (education, poverty, etc.)
than to geographical location. She considers the existence of administrative capacity as
one of the key factors of LED because, according to the author’s research, the capacity
of local government is greatly influenced by the quantity and quality of available local
human resources (skilled officials and professionals) (Capkova 2005). Typically, there is
an abundance of potentially less skilled employees, but a scarcity of people with adequate
qualifications. Therefore, the education of a local professional team should be the focus
of economic development. According to Getler and Wolfe (2004), the knowledge
management of local society depends on the means by which local actors and institutions
meet, and the depth of their communication and co-operation with each other. For an
institution to learn, reflexivity and feedback is needed.

Overall, it can be concluded that the availability of institutional and technological
capacity and a certain level of qualified human resources are essential for successful
economic development.

4 The third group of factors: strategic planning, projects, programmes and
other policy instruments of LED

This group consists of the following factors:
e Supporting measures of the central government, e.g. subsidized projects;
e Various forms of strategic planning, e.g. long-term planning or plans associated
with ad hoc programmes / projects;
e Adjusting the application of various development instruments to the selected
direction of development objectives (community-focused / business-focused /
holistic).

International studies have shown that providing support for private investment and
creating jobs are the most typical economic development activities of local governments.
However, as recent research shows, there is a growing trend for local governments to
initiate activities beyond their traditional role to serve wider social interests, such as
supporting minorities, disadvantaged groups, and other vulnerable target groups of local
policies. Another example of an LED objective that goes beyond economic growth is
striving for a fairer distribution of the costs and benefits of economic development
(Morgan 2009, 2). In Hungary, local economic development initiatives are characterized
by a strong social orientation (Czene and Ricz 2010; G. Fekete 2011). Frequently, these
initiatives are institutionalized as social land programs or social cooperatives (Kiss and
Racz 2019).
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Local governments can choose from a very wide range of measures to develop the
economies of settlements. Surveys conducted on an international level have revealed that
the most typical areas of activity are the following: infrastructure development, using real
estate for private sector development, supporting businesses, facilitating cooperation and
networking, lobbying for settlements, promoting local agendas at the national level,
developing and implementing LED strategy, and supporting LED with specific planning
exercises and business case development (Pugalis and Tan 2017).

Leight and Blakely (2017, 139-141) identified four roles for local government:
coordinating various actors; facilitating action and events that improve the cohesion of
the local community; stimulating and promoting the creation of local businesses; and,
finally, local governments sometimes also become entrepreneurs or developers
themselves. An efficient activity of many local governments is using common land or
buildings for economic purposes in order to benefit the community. On the other hand,
Capkova (2005, 10) has identified the following types of LED instruments: financial
instruments, property-related instruments, marketing, infrastructure development and
providing technical and information assistance.

Research on approaches to LED in the settlements of Eastern European countries has
revealed that most settlements have organized their development concepts around a single
project or a few items from projects, but the resulting plans lack a strategic approach and
do not serve as an organic and sustainable basis for the development of the local economy
(Capkova 2005; Mezei 2008). Some researchers have called this approach ‘ad-hoc
project-based development,” and contrasted it with strategic, ‘programme-based
development’ (e.g. CCG 2012; Kiss 2018). On the other hand, Bennett et al. (2004),
following an examination of the new tendencies of the economic development strategies
of the United Kingdom, outlined three main directions: ‘community-focused strategies’
which build on the needs of communities, ‘enterprise-focused strategies’, and a
combination of these two approaches, also called the ’holistic approach’.

5 The fourth group of factors: co-operation and co-ordination

This group consists of the following factors:

e The range of local actors involved in LED, such as local government, local
businesses, professional associations, civil organizations, etc.;

e The extent and type of co-operation within the municipality and with external
stakeholders, and the duration of these forms of co-operation (e.g. long-term co-
operation, or co-operation limited to a specific project);

e The methods used to promote co-operation (e.g. top-down, bottom up);

e The styles and means of co-ordination (e.g. paternalistic, and the business
approach).
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Ritter and Nagy (2017) have identified the range of local actors involved in economic
development as follows: local government, local businesses, professional associations,
civil organizations, central government, local population, external experts and
consultants, higher educational institutions and research centers in the region. According
to their results, the actors most involved in local development agree that the key to success
is to rely on the expertise of external specialists (such as the government and universities).
In practice, the organizations of central government typically cooperate with local
governments and with local or regional companies in the field of economic development,
while relationships with universities are rare.

The success of local economic development depends on the co-operation of those who
control the resources, according to Mezei (2008).

Bennett et al. (2004), from an analysis of LED in Great Britain, also highlight the
importance of building partnerships. However, the authors also point out that cooperation
is not always successful. According to their observations, partnerships between local
governments and socially engaged non-profit organizations are more frequent than
partnerships with businesses.

Frequently, it is the responsibility of local governments to co-ordinate a wide range of
stakeholders of LED. Leight and Blakely (2017) have pointed out that local governments
coordinate predominantly the local activities of government agencies, local communities
and enterprises. The aim of coordination is to ensure that the above-described
stakeholders follow identical aims, and that projects are consistent with state and local
policies. According to the authors, coordination between state and local governments in
issues of LED is more efficient on a regional level than on a local level; and regional
organizations of local governments can be catalysts in this process (Leight and Blakely
2017, 140). Capkova (2005) emphasizes two types of governance: ‘paternalist’, and the
‘business’ approach. In her opinion, the latter approach is more desirable. However, case
studies of LED strategies investigated in Hungary have proved that a paternalistic
approach to leadership can work under certain conditions (Kiss and Racz 2019).

6 The fifth group of factors: innovation and sustainability

This group consists of the following factors:

e Innovative LED methods, solutions, and processes;

e Factors and predictors of sustainability (identification of needs, long-term
strategies, a combination of funds, the improvement of participants’ knowledge and
competences, networking, mobilization of the local community, monitoring of
innovative solutions).

Technological innovation and knowledge infrastructure are important competitive forces
in economic development (Schumpeter 1934; Wong 2002). Empirical research has
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demonstrated that regions and settlements where the competitive advantage of actors is
based on innovative ideas maintain their position permanently in the long term. On the
other hand, in the competition between territories those actors which rely on outdated
technologies, sectors, institutions and organizational processes fall behind (Bajmécy
2011; Lengyel and Bajmoécy 2013).

From an analysis of innovative methods, solutions and processes for LED, Bajmocy
(2011) highlights that the content and focus of local innovations always appear as a
specific combination of local challenges and endowments. Lengyel and Bajmocy (2013)
emphasize that local governments involved in local development play a key role in
coordinating the interactive learning processes of local actors and in disseminating
innovation.

G. Fekete (2013) investigated innovative LED solutions in the EU. According to her
overview, innovations can be embodied:
¢ In new partnership agreements;
e Intailor-made training;
In new ways of promoting training activities and institutions;
In the resourceful organization of advocacy and public services;
In novel approaches to employing and re-employing unemployed persons;
In creating jobs for members of vulnerable strata of society (e.g. for disadvantaged
people in local public institutions);
In the promotion of self-employment by setting up consultancy services;
¢ And in facilitating non-market modes of local exchange and trade, e.g. developing
markets and services of the social economy.

Keller et al. (2016) investigated the conditions of the long-term viability of community
economic development programs and found that the sustainability of these types of local
development programs depends essentially on the structure and size of the associated
networks of stakeholders. Complex programs with multiple goals and complex systems
have greater potential for sustainability if the network of participants is powerful and
heterogeneous. Németh (2014) evaluated local development programs that proved to be
sustainable in the long term and found that such programs had in the first place responded
to local challenges and had met local needs by using local resources.

Picciotti (2017) examined the conditions of sustainability of social enterprises involved
in local economic development. In particular, he investigated the mission statements of
these organizations and found that organizations that proved to be sustainable were those
which actually succeeded in contributing to solving the problems which gave birth to the
organizations in the first place. Sustainable social enterprises were able to generate
additional local development projects and became the driving forces behind sustainable
local development. According to the author, sustainable operations are primarily driven
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by the following factors: the accurate identification of needs, continuous improvements
in participants’ knowledge and competences, efficient networking, mobilization of the
local community, and continuous learning about organizational solutions, models and
developmental pathways from other organizations.

Notes:

1 The following publications offer a wider overview of LED: Syrett (1995); Bartik (1991); Bennet
et al. (2004); Pearce and Mawson (2003); Tello (2010); Pugalis and Tan (2017); Capkova (2005);
Mezei (2008); G. Fekete (2013); Ritter and Nagy (2017).

1 Molnér et al. (2017) point out — among other things — that farm size and expertise are related to
each other: in the case of economic development programs for employment in larger settlements,
there is already a need for a type of expertise (managing people and small businesses) which is
usually not provided by an ordinary mayor or office worker.
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1 Introduction: The European Charter of Local Self-Government as the
foundation

Local authority is a product of centuries-old tradition in Europe. Stoker (1991, 1) even
claims that local government is a key element in the political system of European liberal
democracy, a civilizational acquisition, and a theoretical and also practical component of
all modern democratic political systems. The simplest definition of a local authority is
that it is the level of authority that is closest to citizens and has the task of representing
the significance and views of the locality. The exercise of local government is a
demanding task which relates primarily to the division of powers between the state and
local communities (Brezovsek et al. 2008, 120). We may talk about local government
only if the state recognizes the legal existence of local communities, grants them the right
to decide about certain issues — which it does not interfere with —, and provides them with
the necessary means for regulating these matters. Greer et al. (2005, 11) define three of
the most important normative elements on which local government is based in Europe.
The first element is autonomy, which indicates the degree of decision-making power
between the central and local authorities. The degree of decision-making at the local level
prevents the concentration of political power at the central level and allows for different
political choices in different local environments. The second element is democracy,
which defines the local authority as a political platform, and opportunities for citizens’
participation. The existence of local government promotes the population’s participation
in managing local affairs. The third element is efficiency, since local authorities are more
efficient at providing public services and finding solutions to local problems and adapting
measures to local conditions.

The diversity of regulations or models of local authorities is respected in the European
Charter of Local Government, which is the basic document and European standard for
local authorities, as well as the standard for the basic democratic system institutions in
the European Union Member States. The European Charter of Local Government was
drawn up by the Council of Europe and has significantly contributed to the development
of local authorities and local democracy. It was adopted on 15 October, 1985 in
Strasbourg, and entered into force on 1 September, 1988, when it was ratified by the first
four Council of Europe member states.® By ratifying the European Charter of Local
Government, countries commit to adhering to the principles and rules of the Charter.
Thus, the countries that have ratified the Charter must ensure the legal basis of local
government through a national normative framework, meaning that the status of local
government must be recognized in national legislation. Countries need to clearly define
the field of activity and the structure of local government in terms of methods and criteria
for allocating competences. At the same time, they also define the capacity of local
authorities to manage a substantial proportion of public affairs through their councils
(consisting of democratically elected representatives), their executive bodies, and internal
administrative structures with own staff. Local authorities should be provided with
appropriate financial resources (namely, their own resources and property), the right to
collect local taxes, a system of financial equalization, a grant system, access to capital
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markets, and resource management. Local authorities must have a guarantee of
autonomy, which is reflected in the status of elected representatives, the protection of
borders of local communities, the restriction of control over local community and judicial
means. They must also enjoy the right of association and the principle of consultation,
which involves the participation of local communities. If intermediate levels between
local government and the national authority are introduced, it is necessary to ensure the
democratic functioning of these levels in accordance with Article 13 of the Charter
(1985). Finally, it is necessary to ensure the realization of political rights, which is
reflected in the right to vote and the democratic electoral process, freedom of expression
and association, the right to inform citizens and their participation in all forms of local
democracy (Brezovsek and Kukovi¢ 2015, 218-219).

Among the main objectives of the Charter (1985), which are laid out even in the
preamble, the following are included: the creation of effective local governance which is
as close as possible to citizens and, in accordance with the principles of democracy and
the decentralization of power, a focus on cross-border cooperation, strengthening inter-
municipal relations, and removing administrative and technical barriers to cross-border
cooperation, and achieving a higher level of communication in the administrative field
and respecting the principles of democracy in terms of the rights of citizens to participate
in the management of public affairs.

In the third article the Charter (1985) defines local self-government as the right and ability
of local authorities to regulate, within the limits of the law, a substantial proportion of
public affairs within the framework of their tasks and for the benefit of the local
population. This right is exercised through councils and assemblies consisting of
members elected by free and secret ballot on the basis of direct, equal and universal
suffrage. More precise activities are defined in the fourth article of the Charter (1985),
which is based on six important principles:

e The basic competencies and tasks of local authorities are prescribed by the
constitution or by law. This provision does not preclude the transfer of powers and
special-purpose tasks to local authorities in accordance with the law;

e Local authorities have the freedom to exercise their own initiative about every
matter that is not excluded from their jurisdiction or is not the responsibility of any
other authority;

o Public tasks should, if possible, be implemented by those authorities that are closest
to citizens; the assignment of a task to another authority should be justified by the
scope and nature of such task, as well as the requirements of efficiency and
effectiveness;

e The competencies awarded local authorities must be complete and exclusive, and
they should not be undermined or restricted by central or regional authority, unless
determined by law;
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e In the powers delegated to them by the central or regional authorities, local
authorities (as far as possible) have to be given the freedom to make decisions about
how to adapt their implementation to local circumstances;

e As far as possible, local authorities must be promptly and appropriately consulted
about their opinions when planning and deciding in all matters that directly affect
them.

In addition to the principles listed in the analysis of the provisions of the European
Charter of Local Government (1985), we should not overlook the ninth paragraph, which
regulates the field of financial resources and principles that should be observed. The first
is the principle of relevance, which provides that local authorities, within the framework
of national economic policy, are entitled to adequate financial resources which they may
freely dispose of within their jurisdiction. The principle of proportionality provides that
the financial resources of local authorities must be proportionate to the tasks laid down
by the constitution and the law. At least some proportion of the financial resources of
local authorities must originate from local taxes and contributions, the amount of which
can be determined by the local authorities themselves. This is the essence of the principle
of self-financing. The flexibility principle states that the financial systems by which
resources are made available to local authorities should be sufficiently diverse and
flexible that, as far as practicable, they are in accordance with the evolution of the actual
cost of carrying out their tasks. In order to protect financially weaker local communities,
the principle of equalization is applied, which provides that it is necessary to introduce
procedures for financial equalization or other appropriate measures to correct the effects
of the unequal distribution of financial resources and the financial burden they involve.
Such procedures or measures, on the other hand, must not diminish the freedom of
decision-making of local authorities in their field of jurisdiction. The principle of
cooperation is to be implemented in such a way that local authorities need to be consulted
about the appropriate way to allocate redistributed resources. The principle of autonomy
relates to subsidies or grants to local authorities that should not, as far as possible, be
strictly dedicated to financing certain projects. The provision of such resources should
not interfere with the fundamental freedom of local authorities to freely decide within
their own jurisdiction. Finally, the principle of borrowing is highlighted, which holds that
local authorities should have full access to the domestic financial market when taking out
loans for larger investments, within the limits of the law.

In the twentieth century local government systems in Europe made tremendous progress,
and the European Charter of Local Self-Government (1985) may be thanked in large part
for that. Local authorities have become a democratic indicator of particular political
systems and have contributed to stability and security in Europe. The principle of
subsidiarity, which represents the decentralization of public affairs or competences to the
most appropriate (as close as possible to the citizen) level has established itself again and
played a decisive role. The principle of subsidiarity is crucial for understanding the role
of local authorities in contemporary democracies, since it is a fundamental philosophical
principle of modern local governments, a way of thinking, and also a fundamental
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criterion for the critical assessment of local government in any particular country. In
institutional, administrative and organizational terms, it means constant reflection on the
division of competences with regard to the organization and decision-making of public
affairs and the means of their implementation. Of course, the focus of attention is on the
citizen, who is equipped with modern rights and freedoms. The principle of subsidiarity
thus aims at constantly balancing the freedom of the individual and various authorities.
However, the state and international institutions, especially the European Union, must
take into account the role and position of local and regional authorities in each country.
Under international law, the principle of subsidiarity is a fundamental principle of
European integration, but it is not only related to the vertical division of power or public
affairs to local, regional and national authorities, but also to the issues of protecting the
autonomy and freedom of the individual, the size of local communities, their funding, the
functioning of local administrative apparatus, regionalization, etc. (Vlaj 2005, 26).
Although subsidiarity is a dynamic concept, it needs to be interpreted in line with the
changes that are taking place in society, the institutional structures of the EU member
states, the international environment, and technology. The Maastricht Treaty defines the
European Union as an association in which decisions are taken as close as possible to
citizens and, from this point of view, local and regional authorities play a central role
because they are close to European citizens and are a key factor in the future
implementation of European Union initiatives and regulations (Brezovsek and Kukovic¢
2015, 220-221).

2 Typologies of local government systems

Local government systems are usually perceived and studied as independent variables in
dealing with (possible) differences in human resources patterns, professionalism, the role
of mayors in local and multi-level governance arrangements (vertical and horizontal
networking), the interpretation of the notion of democracy, as well as (de)centralization
and attitudes towards the modernization of the public sector (Heinelt and Hlepas 2006,
21; Brezovsek and Kukovi¢ 2012, 27). Making a decision about the most appropriate
typology of local government system that could be used in comparative research into
local authorities in different countries is problematic. On the one hand, there are many
typologies that can be used in academic debates; on the other hand, their usefulness is
questionable because none of them cover all countries — many do not include the "new
democracies" of Central and Eastern Europe. Thus, it is essential that existing typologies
are adapted and updated (Heinelt and Hlepas 2006, 21; Brezovsek and Kukovi¢ 2015).
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2.1 The vertical power dimension

One comparative analysis of local authorities uses different divisions of the vertical
power dimension or the division of powers between local and higher levels of
government. For example, Bennett (1993; Kukovi¢ 2011, 60; Kukovi¢ 2015, 33-34)
distinguishes between (1) a dual structure, where on a local level both local governments
and state agencies simultaneously operate, but with different competencies (example:
United Kingdom); (2) a fused system, where local authorities and their competencies are
defined both locally and by a higher level of authority (for example: Poland, Czech
Republic, and Hungary); and, (3) a mixed system (the case of Denmark and Sweden).
Bennett (1993) classifies the new democracies of Central and Eastern Europe (Hungary,
Poland, and Czech Republic) as having fused systems. In the past, this typology was not
widely accepted, since all European countries were classified as having fused systems or
moving towards the fused system, with the exception of the United Kingdom (dual
structure) and Denmark and Sweden (both mixed systems). Such a typology was also
considered to be too simple to take into account differences not only connected to some
aspects of vertical power relations, but also in conjunction with the possible effects rising
from these relations. In addition, fused systems have undergone radical changes in past
decades — in many countries, territorial reforms (new levels of government,
amalgamations, etc.) and functional reforms (decentralization, devolution, new public
management) have been implemented, which has increased the differentiation between
such systems (Kersting and Vetter 2003; Kukovi¢ 2015).

Page and Goldsmith (1987), and later, John (2001) make a distinction between the
Northern and Southern European countries on the basis of three indicators. For the first
time, they distinguish according to the number and type of functions assigned to the
subnational authority; second, the legal discretion open to local policy makers; and third,
the access of local politicians to central authority (John 2001, 26). Their key idea is that
there is an inter-relationship between these indicators. It is clear that the policies that are
enacted, as well as the corresponding leadership roles which are to be assumed by the
mayors, vary greatly depending on the pattern of this interaction. The proposed
dichotomy of local government systems claims that the Southern European systems are
characterized by municipalities with some functions and competencies, a low level of
legal discretion, and the significant access of local politicians to the central (and regional)
level. In other words, local politicians can have a strong influence on the central level of
authority, but they represent politically weak municipalities. On the other hand, Northern
European systems are marked by the strong decentralization of functions, a high degree
of discretion, and the low access of local politicians to the central government.

The reasons for the differences between the countries in Northern and Southern Europe
have their roots in the historical development of the latter. In Southern Europe, a model
of the Napoleonic state spread across all modern national countries which developed a
unified administration throughout their territories, and managed the country’s educational
systems directly from the country’s capital. The central authority looked at local elites
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with mistrust and therefore built its own territorial organization with a directly established
administrative body. In the twentieth century, social states began to appear in Southern
Europe, creating new competencies for central authorities. Local authorities thus far have
embodied local cultural and political identities which are represented at higher authority
levels through local politicians, who mostly act as local patrons and use different
networks to access national and regional centers of political power in order to represent
local affairs (Page 1991; John 2001). High accessibility and low legal discretion are
linked to the tendency of actors (both local and national politicians and central and
regional officials) to exist within big and dysfunctional bureaucracies. The purpose is to
exploit uncertain areas through extortion and/or using clientelist-networking techniques.
Local politicians are forced to act within a given framework of territorial representation
and political localism. The size of local communities is still small, because within a given
context, community identity has been more important than the effectiveness of public
services. Southern European countries therefore have many levels of authority — partly
as a means of increasing the potential for territorial representation (Brezovsek and
Kukovi¢ 2012, 29-30; Kukovi¢ 2015, 34-35).

In the Northern European countries of the eighteenth and nineteenth centuries, central
(state) power did not develop a centralized bureaucracy but, along with local elites,
implemented national policies (Page 1991). Education was decentralized — under the
jurisdiction of local institutions — and in many countries the Protestant church remained
part of the state. Strict and impartially enforced national legislation, as well as a
professional and effective civil service, secured the unity of modern statehood. Later,
when countries responded to demands for equality, legal entitlement and social security,
a social protection system was established whereby local authorities were responsible for
social public services. Northern democracies, based on the independence of power of the
local level to decide on important issues, developed a theory of local government which
became the "small political system™ (John 2001, 30). Local politicians had to achieve
results, notably through the use of local resources and with an emphasis on providing
local public services. Since the early 1950s many municipalities have merged, thereby
increasing efficiency and providing better public services. In the countries of Northern
Europe there are only a few levels of authority (Heinelt and Hlepas 2006, 23-24;
Brezovsek and Kukovi¢ 2012, 30; Kukovi¢ 2015, 35-36).

This typology of the local-level governance of Northern and Southern Europe has clear
advantages: it is simple, and it avoids a legalistic approach, typical of traditional
typologies — the old institutionalism, that has long prevailed in comparative analyses of
governments, including the analysis of local authorities. Instead, this typology clearly
opens up space for reflection and inspires sociological and, above all, historical
institutionalism. Naturally, there are also some disadvantages: Page and Goldsmith
(1987) only studied Sweden, Norway, Denmark, the United Kingdom, France, Italy and
Spain (unitary states), but did not take into account the federal systems of Germany,
Austria and Switzerland. In a later study, John (2001, 35), following the example of the
typology of Page and Goldsmith, also included Belgium, Greece and Portugal into the
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southern group, and Finland, Ireland and the Netherlands in the northern group, but
Germany and Switzerland were again excluded. Furthermore, at the time when Page and
Goldsmith’s (1987) typologies were originally developed, the countries of Central and
Eastern Europe could not be included in the analysis; later, John (2001) confined himself
only to classifying the countries of Western Europe. At this point, the question arises
whether the similarly classified group of countries, especially the northern group, would
become more heterogeneous if other countries were also included in the analysis (Heinelt
and Hlepas 2006, 23-24; Brezovsek and Kukovi¢ 2012, 30-31, Kukovi¢ 2015, 36).

In a slightly later study, Goldsmith (1992, 395) developed a typology of local
governments based on the goals or principles emphasized by a particular model:

1. The clientelistic/patronage model strongly assumes that the primary task of local
politicians is to ensure that the interests of the community are well supported (in
respect of special public goods and services), and are represented at higher levels of
government (this model is represented by France, Italy and Greece);

2. The model of economic development? assumes that the most important task of local
government is to promote the economic development of the city; basic services and
citizen protection (fire safety, police and transport networks) form the basis for
creating development policies; local politicians are also expected to strengthen local
economic development (as represented by the United States of America);?

3. In the model of the welfare state, the effective exercise of public services (in
conjunction with national standards of equity and redistribution) has been shaped
by local governments; usually local interests are not only represented through
individual representatives, but through local government associations at the national
level; local politicians are expected to be good managers; in addition, the effective
provision of public goods places great emphasis on paid and professional civil
servants, which is criticized by some as local bureaucratic paternalism
(representatives of this model include Germany, the Netherlands, the UK, and the
Scandinavian countries);

4. In some welfare states (especially in the United Kingdom), a consumer model
(market-enabling model) has been developed based on the experiences of the United
States of America, in which local authorities have moved away from the role of
service providers in order that public services may be delivered (either alone, or in
cooperation with the local administration) by other agencies; the main difference
compared to the model of economic development lies in the fact that local authority
is limited in such a way that it allows only assumes functions related to market
mechanisms for the economic development of the city (Heinelt and Hlepas 2006,
24-25; Brezovsek and Kukovi¢ 2012, 31-32; Kukovi¢ 2015, 36-37; Brezovsek and
Kukovi¢ 2015, 226-227).

The above-described typology, based on the criteria of the specific objectives and
principles of a particular model, certainly represents an interesting perspective, but these
criteria are not enough to permit a final classification of local governments: the so-called
clientelist model is (no longer) suitable for applying to all metropolitan municipalities of
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Southern Europe, since instead of this a model of economic development has emerged.
In addition, in the municipalities of Northern Europe the dominant model is a mixture of
welfare state and consumer model (Heinelt and Hlepas 2006, 25; Kukovi¢ 2015, 37).

Hesse and Sharpe (1991) have responded with their typology to the issue of greater
heterogeneity in groups when other countries are added. Their typology of relations
between local and central authorities is a convincing synthesis of the aforementioned
typologies. Hesse and Sharpe (1991) make a distinction between three types of local
government systems that reflect both the division of powers in the provision of public
services, as well as political power and influence at the local level compared to a higher
level of government. In addition, they divide the Northern European group of Page and
Goldsmith (1987) into two parts, and include a larger number of countries. (1) The first
component of their typology is a Franco group, characterized by the fact that the local
authority covers territorially defined communities and forms territorial structures for the
dissemination of interests at a lower level of governance. The mayor is expected to
represent the interests of his local community at higher levels of governance. This group
includes France, Italy, Belgium, Spain, Portugal and Greece. (2) The second cluster is an
Anglo group, including the United Kingdom and Ireland, as well as Canada, Australia,
New Zealand and (in some respects) the United States of America. This group is
characterized by the weak legal and political status of local authorities which are
nevertheless important in the shaping and delivery of public services; local authorities
therefore have more of a functional role than a political one. The weak formal political
status of a local government must be considered in accordance with the principle of the
national supremacy of parliament; that is, its central role in the unitary political system.
This is also reflected in, on the one hand, the weak position of the mayor as a political
leader and, on the other, the power of municipal administration and councillors in relation
to the provision of public services. (3) The third group is a Nordic and Central European
group and includes the Scandinavian countries, Germany, Netherlands, Austria and
Switzerland. In this group there is strong emphasis on the shaping and implementation of
public services by local authorities (comparable to the Anglo group). Local government
is thus institutionalized (with a strong constitutional position and relatively high levels of
financial independence) as an autonomous decentralized level of policy making (Heinelt
and Hlepas 2006, 26; Kukovi¢ 2015, 38; Brezovsek and Kukovi¢ 2015, 227).

A similar typology is offered by Loughlin (2001, 5), who distinguishes between the
Anglo-Saxon group (the United Kingdom, United States, Canada (excluding Quebec) and
Ireland), the Germanic group (Germany, Austria, the Netherlands, Spain (after 1978) and
Belgium (after 1988)), the French group (France, Italy, Spain (before 1978), Portugal,
Quebec, Greece and Belgium (before 1988)) and the Scandinavian group (Sweden,
Norway, Denmark and Finland). This typology includes and emphasizes broader aspects
of a country’s traditions — such as relations between the state and society, policy styles,
prevailing approaches to the academic disciplines of public administration, and others —
and is not focused solely on central-local power relationships. The latter links to only one
component of Loughlin's typology (2001), which is the dimension of the form of political
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organization and the form of decentralization, so we do not analyse this typology more
precisely.

Both typologies — Hesse-Sharpe (1991) and Page-Goldsmith (1987) — share a common
deficiency; namely, the exclusion of the new democracies of Central and Eastern Europe.
Although these countries have some characteristics in common with the countries of the
North and Central European Group (with regard to local jurisdiction, and the fiscal and
financial discretion of local governments), theoreticians (for example, Hesse and Sharpe
1991) do not classify them into existing typologies due to their historical specificities®*
and, in particular, due to their new radical decentralization, but rather classify® them into
a special group called the Central and Eastern European Group.

2.2 The horizontal power dimension

In analysing the horizontal division of power, the typologies of local government systems
focus on the relations between the local legislative council and the mayor and civil
servants, and allow for relevant observation (Kukovi¢ 2011, 62—63; Kukovi¢ 2015, 45).
Researching the differences in the roles and responsibilities of the mayor, the council,
and the municipal administration is important because they can be cross-examined
according to the three (or four) types of local government systems already described
(Hesse and Sharpe 1991), and the differences between them may even be highlighted
(Heinelt and Hlepas 2006, 29). The overall general difference is reflected in the
legislative division between the legislative and executive functions. From an institutional
viewpoint, we can identify three main types among European local government systems.
Their institutional characteristics, according to Wollmann (2008, 280-283), are
summarized in the following dichotomies.

1. Monistic competence model versus dualistic competence model

The distinction between the monistic and dualistic competence model of local
government is based on the distribution of competencies and responsibilities between the
elected municipal council and the municipal administration. In the dualistic system,
functions are separated; in the monistic system functions are united. More specifically,
in the monistic model of local government, the elected municipal council is the highest
decision-making body; and the municipal administration, without the authority to
autonomously decide, only acts in accordance with the instructions of the municipal
council which also supervises the administration. The monistic (competence) model has
historical foundations in the English and Swedish systems of local government. In a
dualistic system, the elected municipal council is recognized as the main policymaking
body, but the head of the municipal administration has certain competencies to make
decisions that do not originate from the municipal council. The dualist (competence)
model developed in France during the French Revolution. It is based on the revolutionary
municipal legislation of 1789, insofar as the organization of French local authority was
made similar to the local parliamentary system since the distinction between the
legislative municipal council and the executive function occupied by the elected mayor
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(Moreau 2002, 76) was introduced at that time. While French revolutionary innovation
(in all respects) was short-lived, the dualist (competence) model became the basis for
local government systems in some continental European countries, such as Germany
(Wollmann 2008, 281).5 This classification can also be used to explore additional
differences; for example, (1) the role of the mayor in the implementation (or lack) of an
executive function; (2) the performance of the executive function independently or
together with the collective body; and (3) the manner in which the mayor is elected
(Wollmann 2004, 151-152; Kukovi¢ 2015, 45-46; Brezovsek and Kukovi¢ 2015, 229).

2. The uniform task model compared to the dual task model

The second classification distinguishes between a single and a dual model of tasks. In a
single model of tasks, all tasks that are designated as local, original tasks are exclusive
decisions of an elected municipal council, which is also responsible for these public tasks.
Such a system can be observed in Sweden and other Scandinavian countries, and is linked
to the English system of local authorities in terms of how activity which follows tasks is
assigned to local authorities by a parliamentary act (for example, decisions about issuing
building permits, which is a task of the municipal council). There are two types of tasks
in the dual model. First, the original tasks that originate from the traditional general
powers of the local government (in accordance with the applicable jurisdiction
legislation) and for which (as in a single model of tasks) the elected municipal council is
responsible. Second, local authorities perform delegated tasks assigned to them by the
state (central authority) for which the executive body of the local government (mayor) is
responsible. The foundations of the dual model of tasks can be found in French local
legislation of 1789, in which the mayor was given a dual role — he acted as a
representative of local interests and also as a representative of the state. Similarly, we can
identify the features of the dual model of tasks at the beginning of the nineteenth century
in the municipal legislation of the German states; this also became an integral part of the
German-Austrian tradition of the local government, later spreading to the local
government systems of Central and Eastern Europe.’

In the dual model of tasks, we talk only about false (instead of true) municipalization or
administrative decentralization; in contrast, the single model of tasks is characterized by
true municipalization or political decentralization. The transfer of jurisdiction in the case
of false municipalization or administrative decentralization has important consequences
for municipalities, which are reflected both in the internal relations between the municipal
council and the executive authority (the mayor), as well as in external relations with the
state. From the viewpoint of internal relations, only the local executive body (the mayor)
is responsible for the implementation of delegated tasks in a false municipalization, while
the elected municipal council (at least formally) cannot influence the implementation of
these tasks. From the viewpoint of external relationships, the local government is subject
to functional (administrative) supervision, which goes beyond legal control and also
addresses the suitability of local activities. The opposite is the case in true
municipalization (political decentralization), since the elected council is the highest
decision-making body in internal relations, while the external relationship of the local
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government with the state is based only on the legal supervision of state. Although the
described relationships are often blurred in practice, this distinction is important,
especially in the case of conflicts (Kuhlmann and Wollmann 2014, 248-249; Kukovié¢
2015, 47-48).

3. The separationist model versus the integrationist model

The distinction between the separationist and integrationist model refers to the
relationship between central and local governments and could also be classified using the
previously described dimension of vertical power. However, since this division connects
a single model of tasks and a dual model of tasks, it is classified as a horizontal power
dimension. In a single model of tasks, the control of the central authority over the
performance of the tasks of the local government is usually limited to supervision over
legality. This means that, both institutionally and functionally, local and national levels
are divided, which in the academic literature is also described as the separation model.
The Swedish system perfectly corresponds to the separationist model (the control of the
Swedish central government over local governments is very loose, with minimal
interference in operations). The English local government system was also characterized
by a separationist model during the late nineteenth century, but later (during Thatcherism)
increasingly took on the elements of the dual model of tasks, since the central government
received the competence to strictly oversee local governments, as well as the possibility
of intervening intensively in their operation. When performing the transferred tasks in a
dual model, the local government falls under the control of a central government, which
usually does not only involve reviewing the legality of operations, but also covers the
relevance, achievements and efficiency of the tasks. This type of central government
supervision over local government tends to combine both the institutional and functional
levels to the point where the local level is incorporated into the central one. The latter
concept is described in the academic literature as the integrationist model (Wollmann
2008, 282).

On the basis of the three model dichotomies described above, Wollmann (2008) proposes
a typology of two groups (families) of countries; namely, the English-Scandinavian
family (illustrated by England and Sweden), which has a rooted monistic competence
model and the foundations of a single model of tasks and is historically connected to a
separationist model (which no longer applies to the English system). The second group
is a European continental family, illustrated by Wollmann (2008) using France and
Germany, characterized by a dualistic competence model and a dual model of tasks, with
inclination towards an integrationist model.

The next typology is summarized by Back (2005, 82—-83; see also Heinelt and Hlepas
2006, 30), who (on the basis of a comparative constitutional analysis of national
governments and taking into account the differences between the monistic organization
compared to the dualistic, and majority decision-making compared to the consociational
form of democratic decision-making at the local level) proposes a differentiation between
the assembly government, parliamentarism, presidentialism, and semi-presidentialism.®
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In the model of assembly government, the executive is in the hands of a proportionally
assembled committee of the assembly: this represents monism in conjunction with
consociationalism. This model can be found in the pre-reform era in Sweden, Norway,
the United Kingdom and Poland. In the parliamentary model, the executive is in the hands
of a collective body appointed by the council, but the collective body is not drawn up
proportionally, but following (with some deviations) the majority principle. This involves
a combination of monism and majority decision-making. The parliamentary model is
typical of Italy and the Netherlands before reforms, and after reforms for Sweden,
Norway and for some cities in the United Kingdom (for example, Bristol). The model of
presidentialism is characterized by a combination of a dualistic and majority principle in
the context of a separately elected mayor who appoints his cabinet regardless of the
political composition of the council. The model of presidentialism is characteristic (after
reforms) of Greece, Italy, New Zealand and Poland, and also some cities (for example
Stoke-on-Trent) in the United Kingdom. The model of semi-presidentialism is found after
reforms in the Netherlands and in some cases (for example, Hannover and Heidelberg)
in Germany. For semi-presidentialism it is characteristic that a collective executive body,
appointed by the council, surrounds the mayor. This represents a combination of dualism
and consocionalism or majority decision-making, depending on how the council appoints
this collective executive body.

The difference between a monistic and dualistic system is not always as clear in practice
as it may seem from a legal point of view. This is especially true when executive functions
are contained in different committees, or where, in a dualistic system, the local council
can intervene in administrative matters and, consequently, in executive functions.
Moreover, it should be emphasized that majority and consociational forms of decision-
making do not depend only on the formal (legal) rules defined in municipal statutes,
and/or on the electoral system. Instead, they rely on a socially determined and locally
accepted relevance logic (March and Olsen 1989), or even on a pragmatically oriented
political effects logic, taking into account the actual relationships at the local level. The
latter also served as background for the development of Béck’s (2005) typology, but does
not take into account the systematic relations between the political organization and the
administration (Heinelt and Hlepas 2006, 30; Brezovsek and Kukovi¢ 2012, 34-35;
Kukovi¢ 2015, 49; Brezovsek and Kukovi¢ 2015, 232-233).

Based on consideration of institutional factors, Mouritzen and Svara (2002) have also
developed a typology of local government systems aimed at the horizontal power
dimension. Mouritzen and Svara (2002) describe apex leadership as the contact between
civil servants at the top of the administrative sphere and politicians at the top of the
political sphere. They assume the possibility that both groups keep a distance and
carefully manage the exchange of resources with other groups. But it is also possible that
there is a positive correlation between the two spheres, thus creating the combined
leadership of civil servants and politicians (Mouritzen and Svara 2002, 7; Kukovi¢ 2011,
63; Kukovi¢ 2015, 51). The idea of the apex comes from Peter Self (1972, 150-151), and
describes the events at the apex as a mix of leadership; this may be visualized as an arch
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whose left part represents a political process, and whose right part represents the
administrative process. At the apex of the arch there is contact that represents the critical
point at which the political and administrative flows meet, and where the political and
administrative influences that were created at lower levels blend together.

The reasoning of Mouritzen and Svara (2002) is based on the hypothesis that the

structural features of a local government in a particular country reflect a balance or

compromise between three organizational principles; namely, the rule of the people

(unprofessional public), political leadership, and professionalism. Mouritzen and Svara’s

(2002) typology is based on four models:

1. First is the model of a strong mayor, which is characterized by a situation in which
the elected mayor oversees the work of the majority of the municipal council and is
also fully responsible for all executive functions. The director of the municipal
administration performs tasks determined by the mayor; thus, he is subordinate to
the mayor because he can recruit and dismiss him without the consent of other
politicians or political bodies. In addition to the director of the municipal
administration, the mayor can also employ political advisers who assist him in
performing his duties. In this form of government, the principle of political
leadership is strongly emphasized.

2. Second is the committee leader model, in which one person is an obvious political
leader of the municipality and can (but may not) have the title of mayor. A political
leader can have control (or not) over the municipal council. In this model, the
executive powers are divided. A political leader may be responsible for some
executive functions, while for others the collective body is competent; i.e., standing
committees, consisting of elected politicians and the director of the municipal
administration. In this model there is a uniform mix of all three organizational
principles.

3. In the collective model, the decision-making responsibilities are in the hands of the
collective body, the executive board, which is responsible for all executive functions.
The executive committee consists of elected local politicians and the mayor, who
presides over the committee. The greatest emphasis is placed on the principle of the
rule of the people (members of the collegial body are elected by the people), while
the principles of political leadership and professionalism adapt to this.

4. In the local council-manager model, all executive functions are in the hands of a
professional administrator (city manager), appointed by the local council. Although
the council has general policy oversight, its scope is limited to administrative
matters. The local council is a relatively small body; the mayor, who formally
presides and is responsible for ceremonial functions, manages the council. The
emphasis is put on the principle of professionalism, while the principles of the rule
of the people and political leadership are limited (Mouritzen and Svara 2002, 55-56;
Kukovié¢ 2011, 66—-67; Kukovi¢ 2015, 53—-54; Brezovsek and Kukovi¢ 2015, 236—
237).
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Mouritzen and Svara (2002) conclude that the strong mayoral model is formed in
countries with a relatively small local public sector and relatively small organizations.
The committee leader model is present in countries where local governments play a very
important role (Sweden and Denmark), but also in countries in which the role of local
government is moderately important, but serves a very large population (the United
Kingdom). As a result, the directors of municipal administrations in these countries lead
large organizations. For a collective model, relatively small organizations are typical. The
council-manager model is found in countries with a small to moderately large local public
sector where organizations employ 100 to 200 public employees (Brezovsek and Kukovié¢
2012, 42; Kukovi¢ 2015, 55).

Table 1:  Groupings of countries according to Mouritzen and Svara’s (2002) typology

Model Countries

France, Germany (without federal state of Hessen),
Auwustria (six out of nine federal units), Greece, Hungary,
Italy, Poland, Portugal, Spain, England (in cases where
mayor is directly elected)

Strong mayor model

Denmark, England (in cases of alternative arrangement),

Committee leader madel Sweden and three Austrian federal units

Belgium, Czech Republic, Holland, Switzerland,

Collective model England (in cases of leader-cabinet model), German
federal state of Hessen
Council-manager model Ireland

Source: Kukovié¢ (2015, 56).

An additional proposal for the division of local governments is given by Berg and Rao
(2005, 9-10). Analysis of the transformations of local governance structures suggests that
three groups of countries may be formed. The first group of countries are those in which
radical changes in local leadership have gone in the direction of strengthening the role of
local executive authorities (for example, the Netherlands, Germany and the United
Kingdom). Countries in which structural changes were limited to some individual
(usually larger/urban) municipalities may be classified into the second group of countries
(for example, Norway, Spain and Denmark). The third group of countries includes those
in which there were no significant changes in local leadership (for example, Switzerland,
Sweden, the United States of America, France and Belgium) (Kukovi¢ 2015, 57; Kukovi¢
and Brezovsek 2015, 239).

Taking into account the local-leadership-related discussion of Mouritzen and Svara
(2002) and the idea of transforming local management structures (Berg and Rao 2005),
Pawlowska and Radzik (2007) developed local leadership models based on three criteria:
the 1) institutional and 2) legal conditions of local leadership, and 3) the raison d'étre or
purpose of local government, i.e. the provision of services or the expression of the will
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of the local community and the adaptability of local structures to management
arrangements. These criteria make it possible to distinguish between three models of local
leadership (Pawlowska and Radzik 2007, 3—-4):

e The technocratic model is aimed at providing public services with weak political
influence. The formation of local policies is based on seeking consensus and on
pragmatic activities. The search for consensus does not exclude political frictions
that appear during elections which are later neutralized; for example, through the
principle of proportionality and the appointment of collective bodies, which
prevents political trade-offs. This form of leadership can be described as "dynamic
stabilization": leadership rules are general and allow for a considerable degree of
autonomy in institution building, while in the transformation of local leadership,
internal (endogenous) factors are dominant. This model of local leadership is typical
of the Nordic countries (in particular, Finland); but in the group of Central and
Eastern European countries, its elements can be traced in the Hungarian system.

e The bureaucratic model is characterized by strong institutionalization of leadership
and political relations. The local leader has the stable political support of the party,
which has a majority in the municipal council; he is protected by his functions and
he acts as a civil servant. Because local functions are mostly administrative in
nature, this model is called bureaucratic. In addition, the institutional framework of
the local leader is very conservative and immune to the factors of change. Both of
these characteristics prevent changes in local leadership. Change factors are mostly
external (exogenous). The bureaucratic leadership model is typical of the countries
of Southern Europe, especially of France. In the group of Central and Eastern
European countries, we can find the characteristics of the bureaucratic model in
Estonia, Lithuania and Latvia.

e The transformational model is characterized by weak leadership
institutionalization, but it is reinforced by clear separation and a considerable
decision-making power and also executive competencies. The provision of public
services and political discourse are of paramount importance to the local leader. In
contrast to the technocratic model, where leadership dynamics are stable and there
are almost no changes, in the transformation model the leadership dynamics are
uneven. However, changes in leadership do not stem from the existing legal and
institutional framework, but are the result of citizens' dissatisfaction and pressure or
have emerged as an effect of national policy. This model of leadership can be found
in England and Ireland, while in the group of Central and Eastern European
countries it is closest to the Polish system of local leadership (Kukovi¢ 2015, 58—
59; Brezovsek and Kukovi¢ 2015, 239-240).

3 Conclusion

In Europe, there are very different regimes or models of local authorities that differ in
size, structure, tasks, and relationships with the state. A common feature is their
emergence from their own traditions and historical development. It is expected that
different models of local authorities will also be preserved in the future, as there cannot
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exist only a single model either within individual federal states, let alone at the pan-
European Level.

Understanding the importance of local authorities when assessing the democratic nature
of a society is extremely important, as local authorities are at the centre of professional
and political attention. Local government denotes the right and ability of the local
community to prescribe and regulate a significant proportion of public affairs of a local
nature within the bounds of the constitution and laws according to its own responsibility
and in the interests of the local population (VIaj 2005, 25). The true role of local systems
is thus located in the vertical division of power. With a division of power between the
state and local communities, the power of the state (centre) is limited in a way that there
is less opportunity for its alienation and abuse. Such a system in a democratic country
allows public services to be more effective and efficient than if all power was centralized
(Brezovsek and Kukovi¢ 2015, 221-222). There is a constant focus on the individual in
terms of the need to satisfy their modern needs and the quality of their life in their place
of residence. Also increasing is the importance of cross-border networking and the
international cooperation of local communities. Local communities are not closed
systems, but systems that are open to the outside, to the wider local community, the state,
the European Union, and also to global society.

Notes:

1 Countries that decide to ratify the European Charter of Local Self-Government accept their
obligation to incorporate at least two-thirds of its provisions.

2 Also ‘Boosterism’ or the ‘Growth machine’ model (Heinelt and Hlepas 2006, 25).

3 See also Peterson (1981) and Svara (1998).

4 Here we refer to the tradition of past political regimes and arrangements, dependence on the
democratic path, and the transition and consolidation of democracy.

5 See European Mayor: Political Leaders in the Changing Context of Local Democracy, ed. Bick
et al. (2006).

6 The dualistic (competence) model was especially emphasized in the Prussian Town Act of 1808,
in which the dualistic collective form was drawn up, as well as in other German states of the time,
where a dualistic (competence) model was adopted in the form of a municipal council and
individual mayor.

" Here, too, we refer to the example of building permits that, in accordance with the dual model of
tasks in terms of the responsibility of the local authority, have been a delegated task in France and
Germany, which (in accordance with the dualistic competence model) the local executive branch
of the authority or administration (the elected municipal council) has no influence or control over
in terms of responsibility for implementation.

8 We highlight the problems of adopting the terms assembly government, parliamentarism,
presidentialism, and semi- presidentialism, which are increasingly being used in European
scientific terminology, for the purpose of studying and naming the typologies of local authorities.
Due to the diversity of state and local political composition, it should be emphasized that the
typographical classification of local authorities is only metaphorical.
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1 Conceptual framework and theories

According to Eurobarometer? (2012), within the European Union linguistic pluralism is
a widespread phenomenon. In the EU there are twenty-three officially recognized
languages, more than sixty indigenous regional and minority languages, and many non-
indigenous languages spoken by migrant communities. Thus, Europe expresses and is
qualified by its own diversity in cultural and linguistic terms. It is useful to systematize
and briefly analyse the current legal standard of linguistic protection and promotion at
the European and international level.

Linguistic diversity conveys cultural, social and even religious plurality. It can be
managed at the national level according to four main approaches of constitutional
protection, which are inevitably dynamic and partially overlapping (Toniatti 1995, 206):

1. Repressive nationalist state: “The uniform national identity of the population is
ideologically over-inflated (sometimes by the proclamation of a state religion) in
terms of its exclusiveness and superiority,” by eventually legitimating policies
which officially deny the mere existence of minorities.

2. Agnostic liberal national state: this approach envisages “the coincidence between
the nationality (i.e. individuals belonging to the nation) and the citizenship of the
population”; accordingly, it is indifferent to the existence and maintenance of
cultural and religious identities of minorities, but it provides at the same time
substantive rules and judicial instruments for the protection of the fundamental
freedoms of individuals. The systems in France and the US, which grant formal
equality to all their citizens irrespective of ethnic, religious and linguistic
characteristics, are examples of this approach.

3. National state of multinational and promotional inspiration: this is characterized by
“the predominance of a national group (the majority) and the presence of one or
several minority groups, the recognition, protection and promotion of which are an
integral component (...) of the constitutional order and its fundamental values”; this
approach tends to provide institutional and legal ad hoc solutions in territorial areas
where minorities are historically settled (examples include Italy and Spain).

4. Paritarian multinational state: “[D]espite the numerical difference between the
distinct national communities, the constitutional order is framed (...) in order to
incorporate and reflect the multinationality of its permanent social pattern on a
paritarian basis”; this approach is reflected both in the territorial organization of the
institutional system and in substantive legislation (examples include Bosnia-
Herzegovina, Belgium, and Switzerland).

As for the legal definition of linguistic minorities, there is no common, shared and
universal agreement. According to the European Court of Human Rights, “such a
definition would be very difficult to formulate,” and the notion is not defined in any
international treaty (Council of Europe 2004, 31). At the international level, the definition
provided by Franceso Capotorti is generally accepted as common conceptual ground,
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even if it lacks a binding nature: “A group numerically inferior to the rest of the
population of a State, in a non-dominant position, whose members — being nationals of
the State — possess ethnic, religious or linguistic characteristics differing from those of
the rest of the population and show, if only implicitly, a sense of solidarity, directed
towards preserving their culture, religion or language” (Capotorti 1977, 96).

It is thus possible to distinguish a set of indicators which can help to legally identify a
minority, and which States are generally free to adopt. Minorities can be distinguished
according to sets of criteria, such as:
e Objective criteria: e.g. distinguishing features, numbers, non-dominance;
citizenship/durable ties with territory;
e Subjective criteria: e.g. awareness, acknowledgement and social relevance, will to
preserve their characteristics and separate identity.

It must be highlighted that “[w]hat matters, in legal terms, is the legal recognition of a
minority position and its subsequent legal treatment,” and that “[sJuch recognition
ultimately depends, among others, on a political choice” (Deerso and Palermo 2013, 190).

In order to accommodate linguistic plurality within a constitutional state, a new theory
has been proposed among scholars: the idea of diversity legislation, also called the “Law
of Diversity”. According to this approach, “[t]he Law of Diversity indicates the complex
bunch of legal instruments that can be adopted at all possible levels in order to deal with
the requests for accommodation of potentially endless claims for diversity” (Palermo
2007, 70). The Law of Diversity metabolizes the large variety of instruments of
protection, different legal sources and interrelated institutional levels as well as the great
number of different actors which characterize the law of diversity, by awarding value to:
e Asymmetry regarding its application as well as single legal and institutional
instruments;
e Pluralism of legal sources and of subjects involved (not only States but also the
same minoritarian communities);
e Negotiation of its content in a quasi-contractual framework (Palermo and Woelk
2005).

Therefore, it is “inevitably subject to constant revision, in terms of (...) proportionality,
efficiency and sustainability, and directly linked to the changes of the [sic] societal
reality” (Palermo and Woelk 2005, 9).
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2 International declarations, legislations and treaties

Given the characteristics of the Law of Diversity — multilevel approach, plurality of legal
sources — the description of the state of the art in this context will be focused essentially
on the international level, where it is possible to detect legal standards capable of
orienting States in adopting ad hoc measures for the protection and promotion of
minorities.

In the European framework, the role of the Council of Europe? is especially relevant,
while the European Union suffers from of a lack of specific competence in the field. In
very general terms, in the EU the legal instruments on minorities become relevant:

e By formally recognizing the protection of minorities within the binding criteria (the
Copenhagen Criteria) which candidate States for EU accession must comply with
by reforming their constitutional and legal frameworks;

e By applying the principle of non-discrimination for the purposes of minority
protection (see for instance the implementation of the “Race Directive™® by the
European Court of Justice* (OSI 2012);

e By acknowledging cultural diversity as one of the essential values on which the
Union is built.

At the global level, the United Nations provides standards which may also be applicable
in the context of minority protection. According to the International Covenant on Civil
and Political Rights (ICCPR), “In those States in which ethnic, religious or linguistic
minorities exist, persons belonging to such minorities shall not be denied the right, in
community with the other members of their group, to enjoy their own culture, to profess

and practise their own religion, or to use their own language”.’

As is broadly known, this instrument, although legally binding, is not guaranteed by
specific judicial remedies such as those that occur in the context of the European
Convention on Human Rights, thus its effective fulfillment by Member States is
guaranteed® by the UN Human Rights Committee, a body of independent experts that
monitors implementation of the Covenant by States through a mechanism based on cycles
of monitoring activities and recommendations sent to States. In General Comment no.
23, the Committee” states that “this article establishes and recognizes a right which is
conferred on individuals belonging to minority groups and which is distinct from, and
additional to, all the other rights which, as individuals in common with everyone else,
they are already entitled to enjoy under the Covenant” (OHCHR 1994, Point 1) and that
“States parties, therefore, have an obligation to ensure that the exercise of these rights is
fully protected and they should indicate in their reports the measures they have adopted
to this end” (OHCHR 1994, Point 9).

The UN Declaration on Rights of Persons belonging to National, Ethnic, Religious and
Linguistic Minorities (1992) is a non-binding instrument. It declares that “States shall
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protect the existence and the national or ethnic, cultural, religious and linguistic identity
of minorities within their respective territories and shall encourage conditions for the
promotion of that identity. States shall adopt appropriate legislative and other measures
to achieve those ends” (ECRML 1992, Article 1).

At the European level, as anticipated, the Council of Europe framework is the most
remarkable in the field. Although the European Convention of Human Rights (ECHR)
does not contain any expressly “minority-oriented” provisions, many articles have been
activated before the European Court of Human Rights (ECtHR) in relation to individuals
belonging to a linguistic or religious minority:

¢ Article 8: Right to respect for private and family life;

o Atrticle 9: Freedom of thought, conscience and religion;

e Article 10: Freedom of expression;

o Atrticle 11: Freedom of association; and

e Article 3 of Protocol no. 1: Right to free elections.

On these legal grounds, the ECtHR has become one of the driving actors in enhancing
the protection of minorities in Europe. In its case-law,® the Court stated that “the existence
of minorities and different cultures in a country was a historical fact that a ‘democratic
society’ had to tolerate and even protect and support according to the principles of
international law” (Council of Europe 1998, 20) and that “democracy does not simply
mean that the views of the majority must always prevail: a balance must be achieved
which ensures the fair and proper treatment of minorities and avoids any abuse of a
dominant position” (European Court of Human Rights 1981).

As assessed by the European Commission for Democracy through Law (Venice
Commission 2007), the role of the ECHR is limited to protection against excessive state
interference in the classical human rights of individuals belonging to a minority, while it
has produced very limited results under the prohibition of discrimination as concerns the
obligation of States to implement special measures on behalf of minorities to compensate
for their vulnerable and disadvantaged position (Venice Commission 2007).

As to the “minority-specific” legal tools in the Council of Europe framework, two
international treaties play a crucial role in setting common standards for States: The
European Charter for Regional and Minority Languages (ECRML 1992) and the
Framework Convention on National Minorities (FNCM 1995, entered into force on 1
February 1998).

The ECRML is a standard-setting instrument in terms of managing linguistic and cultural
diversity more specifically than a traditional minority-rights treaty. It does not provide a
catalogue of rights for individuals belonging to a linguistic minority, as the target of
guarantees are languages traditionally spoken within the territory of Europe. Leaving to
the States Parties a wide margin of appreciation, the Charter in its Preamble proclaims
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that “the protection and promotion of regional or minority languages in the different
countries and regions of Europe represent an important contribution to the building of a
Europe based on the principles of democracy and cultural diversity within the framework
of national sovereignty and territorial integrity” (ECRML 1992, Preamble). Interestingly
enough, the Charter, differently from the Framework Convention in which a definition of
national minority is not provided (see below), defines “regional or minority languages,”
which are languages that are traditionally used within the given territory of a State by
nationals of that State who form a group numerically smaller than the rest of the State's
population; and that are different from the official language(s) of the State (Article 1).
Thus, the languages of migrants are expressly excluded from the scope of application of
guarantees provided by the Charter.

Another distinctive feature of the Charter is its “a la carte” nature: States Parties are free
to select, within all activities indicated in the Charter’s text in different contexts of private
and public life (Education; Judicial authorities; Administrative authorities and public
services; Media; Cultural activities and facilities; Economic and social life; Transfrontier
exchanges), a minimum number of measures in order to fulfil the treaty’s obligations
(Article 2). This feature inevitably broadens the discretionary power of States in
implementing the Charter’s provisions.

The monitoring mechanism of the Charter is performed by a Committee of Experts,
which periodically assesses the level of implementation of duties guaranteed by States
Parties: this system does not provide for a judicial body legitimated to declare violations
of the treaty (see the ECHR system), but guarantees on the one hand flexible
accommodation to the concrete circumstances and specific characteristics of languages,
although on the other hand faces the risk of excessively “diluting” States’ obligations,
considering the vagueness and generality of principles and purposes declared in the
Charter’s text.

The Framework Convention on National Minorities (FNCM 1995) provides, differently
from the Charter, a developed catalogue of rights for individuals belonging to a minority.
Within the Convention it is possible to distinguish three different and complementing
levels of protection:

e The freedom to be (not be) part of a minority (“every person belonging to a national
minority shall have the right freely to choose to be treated or not to be treated as
such and no disadvantage shall result from this choice or from the exercise of the
rights which are connected to that choice” (Article 3);

e The right not to be discriminated against (‘“any discrimination based on belonging
to a national minority shall be prohibited” (Article 4);

e And a set of linguistic rights, such as the right of every person who belongs to a
national minority to freedom of peaceful assembly, freedom of association, freedom
of expression, and freedom of thought, conscience and religion (Article 7), the right
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to use freely his or her minority language in private and in public (Article 10) and
the right to learn his or her minority language (Article 14).

An ad hoc Advisory Committee of experts assists the Council of Europe Committee of
Ministers in evaluating the adequacy of the measures taken by States to give effect to the
principles set out in the Convention (Article 26). States Parties are obliged to periodically
transmit full information about legislative and other measures taken (Article 25), and the
Committee of Ministers sends accordingly a set of recommendations to each State Party
to overcome eventual omissions or failures in compliance with the treaty’s obligations.
The latter have political relevance only through constant dialogue between European and
national authorities. This soft law is becoming increasingly effective in driving
developments that occur in the context of minority protection and promotion at the
national level.

Therefore, diversity legislation is characterized by different but interconnected normative
systems which combine the global (UN system), regional (European) and national level,
wherein the latter can be further complemented by various measures of minority
governance at regional and local levels (Regions, Provinces, Municipalities).

3 A comparative case study

The goal of the case study is to clarify the essence and function of the main features of
diversity legislation (also called the Law of Diversity) and to understand how it may
effectively work within a national legal system. Moreover, an analysis of whether and
how international standards can be implemented by States is also provided. The case
study focuses on the Italian legal system of protection and promotion for linguistic
minorities. Even if this evidently represents a single legal order, the case is relevant due
to the characteristics of Italy’s form of state, in general terms, and — more specifically —
due to the specific aims of minority protection and the structure of its legal mechanisms
and tools of implementation.

On the one hand, Italy is classified as a regional State wherein sub-national governmental
entities (Regions, Provinces, Municipalities) are entitled to a significant number of
functions and powers, both of legislative and administrative nature, which also become
relevant in the “minority protection” context. In general terms, Regions share
competences with central government in key areas concerning the protection and
promotion of linguistic minorities, such as education and culture.

The distribution of competences among different frames of government is essential in
diversity legislation, as by exercising normative autonomy Regions where linguistic
minority groups are settled can choose to implement specific promotional measures
which are specifically targeted to the concrete characteristics (numerical, cultural,
linguistic, economic) of the involved minorities which apply exclusively within the
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territory of the concrete Region or even within a circumscribed area within the Region.
A limited number of Regions are entitled at the constitutional level to a special legal
regime (Regions with a Special Autonomous Statute), thus exercising a higher level of
legislative function than ones attributed to “ordinary” Regions.

This differentiated status derives and was originally justified mainly by recalling the
historical presence in the respective regional territories of relevant linguistic minorities,
the protection of which had legitimated their special institutional and legal status (French-
speaking minority in Aosta Valley, a German-speaking one in Trentino-Alto Adige/South
Tyrol and a Slovenian-speaking one in Friuli Venezia Giulia).

Different linguistic minorities settled in different Regions can thus legitimately receive
different legal protection according to the more effective, suitable and adequate design
of promotional measures. This can involve the use of minority languages in public
administration, in school, and also the implementation of special guarantees for the
political representation of linguistic minorities and economic support for their activities.
Thus, the regional and decentralized nature of the Italian form of government reveals
itself as functional in strengthening the asymmetry and differentiation of measures aimed
at protecting and promoting linguistic minorities, which are two of the main features of
the Law of Diversity.

On the other hand, Italy represents a paradigmatic example of a national State of
multinational and promotional inspiration® wherein the recognition, protection and
promotion of minorities are an integral component of the constitutional order. Article 6
of the Italian Constitution states that safeguarding linguistic minorities is a binding
constitutional obligation of the Italian Republic. By taking advantage of the regional and
decentralized nature of the State, protection is applied through an asymmetrical and
differentiated approach which is consistent with the equality principle (Article 3 of the
Italian Constitution). According to the area of settlement, “historical” (with a traditional
presence in the territory) linguistic groups are subject to different protection and
promotional measures, although within a common general framework of principles
defined by law.

Only minorities which are explicitly recognized by the State can benefit from protection
under Article 6 of the Constitution (Art. 2, Law no. 482). This means that the State must
formally recognize a linguistic group as a minority within a given region and accordingly
implement specific legislative measures to protect that minority (Art. 2). The Law itself
recalls those languages and cultures which are formally recognized by the State —
Albanian, Catalan, German, Greek, Slovenian and Croatian populations —, and
individuals who speak French, Friulian, Ladin, Provencal-Occitan and Sardinian.

The concrete implementation of promotional measures provided by Law no. 482 is
attributed to local authorities, thus each minority is entitled to a different level of
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protection, and to differentiated measures aimed at promoting its language and culture.
This system, based on asymmetry and differentiation, has led to the categorization of
Italian linguistic minorities into three general types.

e The first is “recognized, super-protected” minorities, which includes groups that are
settled in regions with special autonomous powers, such as Aosta Valley (French-
speaking), Trentino-Alto Adige/South Tyrol (mainly German-speaking, but also
Ladins®® and, in Trentino, also Cimbrianst! and Mocheni*?), and Friuli Venezia
Giulia (Slovene minority). These groups enjoy a high degree of protection, with the
highest level accorded to the German-speaking group in South Tyrol.

e The second category is “recognized minorities with possible protection”: these are
groups that, while recognized under Law 482/1999, might be but are not necessarily
protected. This is linked to legislation stipulating that different levels of protection
depend on the implementation of legislative measures at the local level.

e The third category is “non-recognized minorities,” which are not recognized by the
state as linguistic minorities; notably Roma and migrants. These last groups are only
guaranteed protection against discrimination but do not enjoy special protection
under Law no 482.

The Italian system of protection for linguistic minorities is also relevant because the
implementation of the principle of territoriality, according to which special protection
applies exclusively in fixed geographical areas where a minority group has historically
settled (i.e., in specific territories within the same Region, such as occurs with Slovenians
in Friuli Venezia Giulia), produces different levels of protection for the same minority
groups when the latter settle in different areas of the State.

The analysis of differentiation within the same linguistic minority may become very
relevant in understanding how exactly the Law of Diversity works, and whether — and
under which conditions — it is consistent with the principle of equality and non-
discrimination on the grounds of language or culture.

This arrangement can be demonstrated by the case of the Ladin language. Ladin-speaking
people are distributed across three different Provinces (South Tyrol, Trentino, and
Belluno), which belong to two different Regions (respectively, Trentino-Alto
Adige/South Tyrol, and Veneto). Depending on the location, three different legal regimes
thus apply to Ladins:

e They are a “super-protected” minority in South Tyrol;

e An “almost” super-protected minority in Trentino;

e And simply a “recognized minority with possible protection” in Veneto.

This is not merely a formal classification but influences the concrete measures that are
implemented.
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As an example, if we consider the political representation of the former in the
representative local bodies (Provincial or Regional Councils), the following
arrangements are in place.

e Ladins are entitled only in South Tyrol to a guaranteed seat on the South Tyrol
Council of Province, thus at least one minority representative will be a member of
the Council.

e In Trentino the electoral law also provides for promotional measures but does not
guarantee a reserved seat in the Council of Province: instead of the establishment of
a reserved seat, representation is favoured by reserving one seat within the Council
for the territory of those municipalities where Ladins are historically settled (Article
48, Statute).

o Differently, the Regional Statute of VVeneto does not provide any special guarantee
in terms of political representation for the Ladins which live in the Province of
Belluno, which belongs to Veneto.

The same phenomenon occurs in the field of education and the right to learn a minority
language in schools.

In Trentino-Alto Adige/South Tyrol, the protection and promotion of minority languages
through education is guaranteed at the Autonomous Statute level, thus gaining
constitutional relevance. Notwithstanding this, protection in the educational context
encounters differentiated implementation according to the specific minority (German
speakers, Ladins, Cimbrians and Mocheni) and territory (Province of South Tyrol,
Province of Trentino, specific areas of the two Provinces, according to the territoriality
principle). With specific regard to Ladins, in the field of education this group also receive
differentiated legal status. In South Tyrol, the Ladin language is used in nursery schools
and is taught in primary schools only within Ladins’ traditional areas of settlement, which
historically coincide with the Badia and Gardena Valleys (Article 19 Autonomous
Regional Statute). Within the same areas, the teaching of the Ladin language is
guaranteed in schools of all levels. Interestingly enough, the teaching of the Ladin
language must be provided both in Italian and German according to a principle of
equivalence in terms of teaching hours and final outcomes. Moreover, Ladin schools are
separated, including in organizational terms, from Italian and German schools, and are
autonomously managed by the Ladin linguistic group.

The arrangement is different in term of the Ladins who inhabit the Province of Trento.
While in South Tyrol a model of “equal school” (“paritaria”) is enforced, whereby
teaching is equally shared between languages (Italian and German), neither of which is
the students’ mother tongue (Ladin), in Trentino a different educational system is
implemented. This can be classified as being among the majority schools which provide
promotional and asymmetrical mechanisms for teaching the minority language. This
approach is designed to meet the educational needs of small numbers of students living
in the limited areas of a territory, such as is the case of the Ladin minority in Trentino.



CONTEMPORARY DRIVERS OF LOCAL DEVELOPMENT | 105
S. Penasa: The Protection and Promotion of Linguistic Minorities: The Italian Law of
Diversity at the Local Level

The teaching of minority language and culture is guaranteed only in their traditional
settlement areas (Article 102, Autonomous Statute). Statutory Law at the Provincial level
guarantees the vehicular use of the Ladin language at schools and provides, with specific
reference to Ladin schools, special mechanisms of organizational and administrative
autonomy (Fassa Valley Ladin School; Law no. 5/2006).

Within Trentino Province, a further level of asymmetry and differentiation in the
educational context can be detected due to the differentiation between Ladins, on the one
hand, and Cimbrians and Mocheni, on the other. Even if the three linguistic groups
receive the same protection at the Regional Autonomous Statute level (Article 102),
Provincial Law no. 5/2006, in the light of implementing the general principle of favoring
the teaching of minority languages and cultures, provides that within the schools located
within municipalities where the latter minorities are settled (Cimbrians and Mocheni) the
teaching of minority languages — together with German — shall be guaranteed, according
to the concrete availability of competent teachers (Art. 95, Law no. 5/2006). Thus, the
effective implementation of the promotional measure is predicated on the availability of
human resources capable of teaching the minority language: this condition is not present
within the regulation of Ladin schools, thus introducing a further element of
differentiation, which can be justified in the light of the small numbers of scholars and
teachers.

Analysis of the Provincial system of educational promotion for linguistic minorities in
Trentino is also useful for understanding the relationship between the international
standards set forth by the international treaties referred to in this paper,*® and concrete
measures implemented at the national level. If we consider the Framework Convention
Article 14 states that “The Parties undertake to recognise that every person belonging to
a national minority has the right to learn his or her minority language” (FNCM 1995).

However, the concrete implementation of the acknowledged right to learn is conditioned
on a set of conditions and requirements which are strictly linked to the specific
circumstances and characteristics of each minority in a given territory: the right may be
guaranteed “in areas inhabited by persons belonging to national minorities” (territoriality
principle); “traditionally or in substantial numbers” (quantitative criteria); “if there is
sufficient demand” (subjective criterion); “as far as possible and within the framework
of their education system” (contextual/organizational criteria); or based on “adequate
opportunities for being taught the minority language”. If we consider all the
conditionality clauses contained in Article 14, the acknowledgement that States Parties
have a broad margin of appreciation in effectively implementing international standards
is clear (Toniatti 1995).

This is also plainly affirmed in the Explanatory Report to the FCNM, where it is stated
that “[i]n recognition of the possible financial, administrative and technical difficulties
associated with instruction of or in minority languages, this provision has been worded
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very flexibly, leaving Parties a wide measure of discretion”. Thus, “[t]he obligation to
endeavour to ensure instruction of or in minority languages is subject to several
conditions; in particular, there must be 'sufficient demand' from persons belonging to the
relevant national minorities” (FNCM 1995, 21, Article 14, Paragraph 2). The wording
“as far as possible” indicates that such instruction is dependent on the available resources
of the Party concerned.

Comparative analysis has highlighted a further characteristic of the Law of Diversity: it
is not only asymmetrical in its content and plural in its regulatory and political tools, but
also negotiated. The institutional and regulatory environment shall provide adequate
procedural and substantive tools capable of favouring the active and direct participation
of minority groups in law-making, law-enforcement and monitoring. The case study also
reveals one of the most challenging deficiencies which can arise in the protection of
linguistic minorities, and which the Law of Diversity approach tries to avoid: the lack of
effectiveness of policies and regulations due to a number of factors intrinsically linked to
the characteristics of the particular national and regional context. The disconnection
between intended goals and concrete means and achievements is due to the difficulty of
tailoring both institutional and functional assets to the concrete size and resources of
minority groups living in the particular area. It is thus crucial to provide for mechanisms
to monitor and assess the impact of promotional policies in order to regularly bring them
into line with the principles of adequateness and empowerment of communities.

In conclusion, comparison within the Italian legal system of protection for linguistic
minorities is able to paradigmatically reveal the pros and cons of a Law of Diversity
approach. It also highlights the potential impact that international standards can produce
in orienting national policies, although the margin of appreciation acknowledged to States
is usually very broad. Finally, it also expresses the different steps that minority protection
has historically involved by constructing a climax: guaranteeing the mere physical
existence of individuals belonging to linguistic minorities; guaranteeing legal recognition
on the part of States; assuring respect of the right not to be discriminated against; and
developing ad hoc positive activities that overcome factual and legal gaps.

Once these goals are reached, the Law of Diversity approach aims to achieve two further
objectives: the self-empowerment of minorities and increasing the effectiveness of
promotional policies.
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4 Glossary of terms
Minority (stimulating definitions):

“Even though I may not have a definition of what constitutes a minority, |

would dare to say that I know a minority when I see one”.**

“Minorities as such do not exist. Rather, there exist large and small,
numerous and otherwise, social groups. In abstract, all groups, each
endowed with its own identity, equally represent the natural and cultural
diversity of the human species” (Toniatti 1995, 200).

National minority: minority groups within a State, which individuals belonging to
national minority are citizens of, having a historical connection with a kin-state.

Linguistic rights: special rights which are acknowledged to individuals belonging to a
linguistic minority which aim at guaranteeing and promoting the freedom to know, use
and disseminate minority language and culture. These can be comprised of the right to
use minority language in private and in public, such as in front of public administration,
social and political life and in the media; and the right to learn and to be taught in a
minority language at school (see the catalogue of rights provided by the Framework
Convention for the Protection of National Minorities).

Framework Convention for the Protection of National Minorities: International treaty
within the framework of the Council of Europe which represents one of the most
comprehensive treaties designed to protect the rights of persons belonging to national
minorities (FNCM 1998).

European Charter for Regional or Minority Languages: International treaty which aims
to provide a set of principles and standards for the protection and promotion of languages
used by traditional minorities within the Council of Europe (ECRML 1992).

Notes:

1 Eurobarometer is a series of public opinion surveys conducted regularly in the Member States of
the European Union on behalf of the European Commission.

2 The Council of Europe is an international organization of 47 states. Its stated aim is to uphold
human rights, democracy and the rule of law in Europe.

3 The Race Equality Directive (Directive 2000/43/EC) prohibits discrimination on grounds of race
and ethnic origin.

4 The European Court of Justice (ECJ), officially just the Court of Justice, is the supreme court of
the European Union in matters of European Union law.
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5 Art. 27; Available at:

https://www.ohchr.org/EN/Issues/Minorities/SRMinorities/Pages/standards.aspx (15 March,

2019).

6 UN Human Rights Committee, for further information see:

https://www.ohchr.org/EN/HRBodies/CCPR/Pages/CCPRIndex.aspx (15 March, 2019).

" The rights of minorities, Art. 27.

8 Case law refers to a set of past rulings by a tribunal, if these rulings can be cited later as precedents.

9 See the classification of approaches of constitutional protection, as provided under “Conceptual
framework and theories” at the beginning of this paper.

10 Ladin is a Romance language co