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History and background!

1.1

Increasing social responsibilities for governments after World War Il

After World War 11 governments have become increasingly responsible for the regulation of society, espe-
cialy in Europe. This hasled to great responsibilities on different social domains, such as the concern for
safety, health, education, income, work and housing. Due to different causes (internationalization,
ICT/internet/information provision, welfare increase and multicultural society) the awareness of a greater
complexity has increased, with an increasing coherence between different domains, both in place and time.
Examples are the upgrading of cities through social and physical measures; the encouraging of social
participation (including work) for different social groups; the meeting of the consequences of the ageing
population by facilities of welfare, care and recreation.

1.2

Classical reactions: centralization and the market

Theclassical reaction tothisgreater complexity and theneed of an overall view in Europe, was centralization
of control. Often theimplicit assumptionisthat if all theinformation isgathered at one central point, the best
solution can be found through rational consideration, after which it can be imposed.

Ontheoppositeside we ve seen aparallel and paradoxical devel opment of increasing belief inthemarket: if
the government withdraws from the market completely theinvisible hand of individual wellbeing will create
optimal behaviour.

The combination of these two brings up the question with what we are being confronted with at this confer-
ence: on onesidewe haveto givethe market room to pick up the social issues, but on the other sidethereisa
hierarchical view of the government, which nowadays governsnot merely on anationd level, but also on a
European/international level.

Although the obligation to have a decentralised approach is sated in the law (117 GW, 115 PW), for many
yearsthe practice has been different. Many social issues have been dealt with on anational leve, or havebeen
taken over on anational level, after beinginitiated on alocal level. A remarkable characteristic hereby isthat
not only thewhat-question (what the government isresponsiblefor) but also the how-question (how must this
responsibility be taken care of) is often stated in detailed legidation. In this approach all flexibility and
customization is missing, whereby efficiency and effectiveness become an illusion. The Dutch ‘polder
approach’ has supported thisand hasresulted in detailed legislation: all interest groupsassurether positionin
thisform of laws and legislation. With continuous secularization, the firm old position of the Church charities
hereby finds aits successor in these semi-government facilities.
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Therich natural gas revenues and the successful economic development in the last decennia ensured that,
even in times of incidental economic downfall (eighties), the need for an efficient and effective approach
became less urgent. In recent years, since Lehman Brothers, things have changed. The shock of the banking
crisis, that predictably found itsway to thereal economy in the end, tested the caring government. How can
government tasks be effectivel y and efficiently outsourced, now that the market has been proven unrdiable
and government sources are being exhausted?

1.3

Decentralisation

In the Netherlands, certainly in recent timesit has becomeclear that centralisation isnot only inefficient and
ineffective but also lacks legitimacy.

An answer has been the decentralisation of tasks to lower government levels, especially municipalities,
across a wide range of different domains. The reason for this movement is the claim for custom-made-
measureswithin horizontally connected chains, for which central governmental servicesarebadly eguipped.
Often for the sake of efficiency, financial economical targets have al so been connected to decentralization.
Different decentralisations are combined with a substantial reduction (5% a10%) of the provided financial
means (the so called decentralisation deductions).

Through decentralisation the local government is more able to address local care needs and can can give
customised support which creates room for gaining efficiency advantages.

Thisefficiency will not besolely realised by thelocal authoritiesitself, but will be created in cooperation with
local (semi-) private partners. This becomes apparent from recommendations to municipalities from the
Association of Dutch Municipalities (VNG)? aswell as from hedlth careinsurance companiesto be ableto
support the efficiency discount connected with decentralisations of large care funds®: “the biggest savingand
improvement possibilities arereachabl e through amore coherent organi sation of carewith other servicesthat
the municipalities offer and through a bigger focus on collective solutions, social networks and the own
strength of the civilians. The aforementioned solutionsareto be partly devel oped by health careprovidersbut
the municipalities should nevertheless put effort into working together with e.g. care organisations and
housing associations. In thisway municipalities provide support that is coherent with the nature and core of
thelocal care needs. Because of the efficiency discount its vital that municipalities devel op innovative new
solutions.”

The goal isto create new decentralised facilitiesin close cooperation with the popul ation, the corporations
and health careinstitutions, attuned to the specific characteristics of acity, town, neighbourhood or borough.
Many of theresponsibilitiestransferred to the municipalities concern the provision of these types of facilities
in combination with and attuned to thelocal situation, such asliveability plans for boroughs and neighbour-
hoods and urban renovation plans, the combination between social problems and physical measures, a
borough focused spatia planning with agood coordination of availability, maintenance and management of
physical and social facilities.

2. De Vereniging van Nederlandse Gemeenten.
3. See: Samen werken aan decentralisatie van begeleiding, minitoolkit voor gemeenten en zorgkantoren, maart 2011.



1.4

Decentralisation and horizontal and vertical chains

Decentralization implies a shift in responsibilities, authority and the availability of financial means. Along
with that, the responsibility for the system must bere-invented, including the application of new instruments
and the working together with local (semi-) private partners.

According with the aforementioned increased complexity of social issues, many governmenta services

bel ong to a chain with a diverserange of links. Within that range there are combinations of horizontal and

vertical chains.

» theverticaly linked chainsarethe chains between legidation, regulation and financial balancefrom the
central government up to thelocally levelled real execution and payment. The (central) governmentally
constructed legislation and structure of finances can be global on main outlinesand in detail on subdivi-
sions;

» thehorizontally linked chainsarethelinks between coherent policy subdivisions. Examplesof theseare
visblein thefield of social services (from precautionary measuresin order to prevent care up to the of-
fering of expensivetypes of care) andin thefield of education, work and income (from the links between
education, theinvention and offering of jobs up to income support to the unemployed). In most casesthe
execution has not only been done by the government, but a so in cooperation with semi-governmental
partners and the market (such as care providers; reintegration enterprises; housing corporations).

Exclusively vertical or horizontal chainsarenever the casein practice. Thereisalwaysacombination of both.
Those become more complex when thereisabroadly constructed policy domain (amix of multiplesocial and
physical services), including a diverse range of responsibilities on (central) governmental and local level.
Inthelast case, the construction of avery complex matrix structureisa serious threat, whereby the question
riseswhich chain becomesthe most important: the horizontal or the vertical one. Experienceteaches usthat
more interference from central (deconcentrated) services easily |eads to complicated matrix organizations,
were many (official) energy has to be spent on tying together traditional scheduled services by project
organizations, community based organizations, paliticians, citizens and representatives of the market.

1.5

Questions

What does decentralisation mean in the light of these complicated chains en the need of realizing (central)

governmental targets:

» towhat extent isthe achievement of central government targets still possible and which instrumentsare
important for that purpose: the legal, the financial, the monitoring, the supervising?

» how does decentralisation work when there are broadly composed policy domains, which include the
involvement of a divers range of departments and market partners?

» whatistheroleof thefinancial relationshipsin finding abalance between custom work at a decentralised
level and theneed for acertain equal leve of basicfacilities (types of grants, intergovernmenta consulta-
tions, regulations, incentives, competition, direct democracy)?

» what arethe Dutch experienceswith new devel oped (central) instrumentsfor intergovernmentd informe:
tion and control?

» istheachievement of central government targetsreally possible without disrupting the current properly
execution and the effort for custom-made-measures on local level?

» isthereared decentralisation or aretheredtill attempts, by both the government, the departmentsaswell
asthe Lower Chamber, to manipulate by meansof all kinds of legal, administrative and financial ways?

» on which scale does decentralisation take place? Isthelocal level the most optimal scale?



1.6

Cases

Inthearticlethese questionswill be consi dered based on anumber of large-scal ed decentralisations (of tasks
and means) that have taken place during the last few years:

» social support and care (chapter 2);
e socia security and employment (chapter 3);
» urban renewal with social purposes (chapter 4).



Social support and care

2.1

The Social Support Act*

An important recent experience with decentralisation in the Netherlands concerns the domain of social
support and care, including the care for (mentally) disabled and for children. Source of inspiration and
steering for thisdecentralisation isthe Social Support Act (SSA), which has been introduced in January 1st
2007.

Thesocia goal of the SSA is*participation’. Thelaw must ensurethat people can continueto liveindepend-
ently and participatein the society (and their own nel ghbourhood) aslong as possible, with or without thead
of friends, relatives or acquaintances. If aid of people close by isnot possible, then support will come from
the community, for exampl e from community support volunteersand informal carers(‘thesocial midfield’).
The Wmo also takes care of household assistance and provides useful information about the help and
information available to people.

From an economic viewpoint thislaw aimsto:

» changethecurrent mindset of an outdated supply-focused organi sation to ademand-focused organisation
of communal support;

» makeagreat effort torealise communal support in an early stage (including prevention), within the own
neighbourhood aslong and as much as possible, which would result in alesser need of expensive (resi-
dential) types of care (focussing on the beginning of the chain of social support and care and not at the
end).

Behind the aim of an optimal efficiency and effectiveness of the SSA lies a system which is built on the

earlier mentioned fundamentals of government decentralisation and local customisation, combined with

attuned reorganized (‘ overturned’) municipal organisations (attuned to the different sizes of municipalities).

In this system the order of realisation is as follows:

» the SSA provides support from the municipality to peoplethat need helpin their daily life. This support
features services like household assistance, a wheedlchair and housing adjustment;

» the SSA supports peoplethat servetheir fellow men or theneighbourhood. For exampleinformal carers
or volunteers;

» the SSA stimulates activities that enlarge the mutud involvement in neighbourhoods and boroughs;

» the SSA provides support that prevents people from needing more serious forms of help later in life, for
example parenting support and activities against loneliness.

Large carefunds, traditionally controlled by the central government, are decentralised to municipalitiesand
private health care insurances. A part of this operation has been realised in the past few years and will be
followed by large decentralisationsin the coming years. Asaresult, the associated structural resources of the
municipalities (only genera grants) will increasein a period of 15 yearsfrom 3 billionsto about 12 billions
euro.

4. Wet Maatschappelijke Ondersteuning (Wmo)



2.2

Problems and reasons for a change

About 10 years ago the field of social support and care in Holland was organised as follows:

muni ci palities had access through the municipal fund (genera grants) toresources for welfare (commu-
nal and socia facilities) and for public health care for the youth (4-18 year). Besidesthe genera grants
they received specific fundsfor carefor social relief, addict careand for public health care for the youth
(0-4 year);

the central government was responsible, through the Exceptional Medical Expenses Act® (EMEA), for
care of the disabled, home care, social guidance, care and nursing, intramura care and de judicia and
mental youth care;

provinces were responsible for (generd) care of the youth.

The following problems were recognised and gave rise to big changes:

escalating costs of the EMEA. The EMEA is in essence an open ended. Ageing population and the
supply-oriented organisation of care, unconnected chains and insufficient tools for government to in-
crease efficiency, resulted in ever increasing expenses;

largeregional differences (historically formed) in the composition of the level of care. Thiswas partly
caused by the uneven distribution of relatively expensivefacilitiesand theirregular application of indica-
tors;

perverse incentives. Given the outdated organisation and the lack of ‘links' between the chains, there
were not sufficient incentivesto change the system. In fact, there was a system of perverse incentives,
focused on maintaining the status quo, aswell asalack of incentivesto create measures of prevention at
the front in order to prevent much more expensive facilities at back.

The changes that the SSA aimed to achieve were;

a change in thought: a chain approach (from the front to the back);

a change in the (municipal) organisation attuned to a change in thought;

more efficient use of the market (promoting competitiveness and demand orientation instead of supply
orientation);

decentralisation of alarge part of the resourcesto municipalities (alarge part of the chain in onehand);
the use of objectivegenera grants(instead of the open ended EMEA and earmarked grants) supplied by
(limited) private financia contributions;

a specified monitoring and periodical maintenance of the municipa fund (general grants);

reall ocating therest of the EMEA to health care insurances

The decentralisation to municipalitiesisrealised by (see also figure 1):

the decentralisation from EMEA of the care for disabled (morethan 10 years ago);

the decentralisation form EMEA of the home care (2007);

changing earmarked grantsin general grants (hedth carefor the youth 0-4 year, social relief and addict
carea.o,;

the decentralisation from EMEA of social guidance;

the decentralisation (from central government/EMEA and provinces) of youth care;

the realisation of the aforementioned decentralisation deductions (social guidance 5% and youth care
10%);

new devel oped (global) forms of intergovernmental information and control.

Wet Algemene bijzondere ziektekosten (AWBZ)



Figuur 1.  Social care and support
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2.3 Results and areas of special attention

2.3.1 Results

Sincetheintroduction of the SSA in 2007 with the decentralization of sources for home care and the decen-

tralisation of the care for the disabled in the period before, the first preliminary findings are:

» municipalities performed the del egated taskswithin theresources made availabl e (in most municipalities
the costs were lower than the funds made availabl e through the Municipal Fund);



thisispartly achieved by buying servicesthrough (European) procurement and partly through switching
to making local choices regarding the treatment selection. This was made possible because resources
wereallocated through the general grant of the Municipal Fund. The observed historical imbaanceinthe
supply of services hastherefore already largely diminished;

abetter and opti mi sed demand-orientated accessto services through the creation of integrated counters.

Thedesired reorgani sation of municipalities (attunedtothe differencesin size) istill inthefirst phase. Often
theallocation of resourcesfor facilitiesfor the disabled and househol d assistance s already attuned with one
another (nowadaysthereis often no difference made between both origina arrangements). Integration with
thetraditional welfarefundsislessclearly shaped. Additional decentralisations (for guidance and child care)
should greatly improvetothis. Asaresult, moreadvanced forms of intermunicipal (regional) cooperation and
uses of the market can be expected.

232
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Areas of special attention

Aresas of special attention are:

the entire chain of social care and support till isnot gathered in one system. Expensive facilities, like
caring, nursing and intramural facilities are provided through the heath insurance companies and not
through the municipdlities. From the point of view of the SSA the expectation isthat the financial reve-
nues of the new approach will strike precisely there. To motivate the municipalitiesto carry out an opti-
mal policy, alink with these revenuesis required. Point of focus thereby isthat recourses for this non-
municipal provision are not be objectified and normalised in the same way as those granted to munici-
palities;

the extent to which at the central government level (lower chamber) demands are made regarding the
implementation (quality demands; equality principle), which are the cause of higher expenses. Thishas
already been the case with regarding to the home care, whereby we can see arising in the costs of the
municipalities;

the alignment with other aspects from the policy, in particular the implantation of the in next yearsto
decentralise different forms of childcare and the relation with the facilities for social security and em-
ployment. From the strong cutback pressurethereisadanger that apart of the focus groups of policy is
no longer eligible for reintegration to work, but get ‘ pushed' to a form of support within the domain of
social care and support.



Social security and employment

3.1

The Employment and Social Security Act and the Ability to Work Actt

3.1.1

The Employment and Social Security Act

On January 1st 2004, the Employment and Social Security Act (ESSA) replaced the General Assistance Act
(Abw). Starting point from the ESSA isthefact that work comesprior toincomeand that it isexpected from
municipalities that they deliver an increased effort to limit the flow into social security (gatekeeper; the
reduction of embezzlement; reclamation) and to stimulate the flow out of social security (reintegration).

Until then municipalities recelved ageneral grant (Municipal Fund) for the execution of social security and
for 10% of social security payments. Up to 90% of social security paymentswere compensated at the central
government (matching grant on the basis of reimbursement).

With theintroduction of the ESSA (in several phases), two separate benefits have been introduced, onefor the
security payment and one for the guidance to work (reintegration).

The execution costs remained compensated through the Municipa Fund. Also Municipalities traditionally
received specific benefits for sheltered employment, based on the Sheltered Employment Act (SEA).”

Infinancia terms, total responshility for the execution of ESSA and SEA lieswith the municipalities. The
central government isresponsiblefor the Disability Act for Y oung Handicapped Persons (DAY HP), aswell
asfor the Unemployment Law® and the Disability Law™. Thetwo last mentioned laws arein fact employee
insurances.

3.1.2

Ability to Work Act

Despitetherecent introduction of the ESSA, the current Dutch government maintainsthat even more people
currently unemployed can be lead to work.

Many peoplewith a(minor) ‘work disability’ should be ableto work with aregular employer and providein
their own livelihood. They are not designated to a sheltered environment (SEA) or a disability scheme for
their income (DAY HP).

Behind this vision rests an urgent financial need. This government must change its course dramatically to
absorb the consequences of the economic and financial crisis. The new law is connected with a substantial
savingsgoal (until 2015 about 700 millions euro). Because of the accrued rights of people within the ESA,
extra budget cuts can only be realized over time.

Therefore the Ability to Work Act (the AWA) is expected to be introduced at 1-1-2013. This new law
replaces the existing laws: the ESSA, the SEA and the DAY HP. For people who remain dependent on a

Wet Werk en Bijstand (WWB) en Wet Werken naar vermogen (WWNV).

Wet Sociale Werkvoorziening (WSW)

WAJONG

Werkloosheidswet (WW)

Wet Werk en Inkomensvoorziening naar arbeidsvermogen (WIA), successor of the Wet Arbeidsongeschiktheid (WAO)
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sheltered environment and for the handicapped young that aretotally and permanently disabled, the SEA and
the DAYHP remain in effect.

3.2

12

Policy and financial responsibility of the municipalities

Inthenew situation (starting 2013) the policy and financial responsibility of the execution of the AWA comes
toliewith themunicipalities, linked to asubstantia savingschallenge. In exchange, municipalitiesget more
policy freedom.

With theremoval of the partitions between the current arrangements (ESSA, the SEA and theDAY HP), there
will be onereintegration budget. It isexpected that municipalities can use the availabl e funds more targeted
and efficiently, attuned to the knowl edge of the composition of (used, unused) local and regiond employment
and to contacts with private companies.

Figure2 givesan overview of theresponsibilities and budgetsfor social security and unemployment in 2000
and 2015."*

Figuur 2.  Social security and employment
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11, In 2015 earmarked grants total 7,5 billion euro. A further reduction is expected by lower costs for sheltered work.




3.3

Results and and areas of special attention

Results and areas of special attention are:

sincethe open ended social security payments (90% matching grant) has been replaced by the ESSA in
combination with budget responsibility related to earmarked grants, municipalities are working more
efficiently;

increased efficiency is primarily the result of the use of instruments as a gatekeeper, the reduction of
embezzlements and more reclamations. There islimited success with respect to reintegration;
thelimitationstoincorporatelocal and regional differencesin economic devel opment and employmentin
deearmarked grantsfor social security paymentsand reintegration, especially in asituation of economic
stagnation and financial problems;

the possibilitiesto replace sheltered work for regular work (in economic bad times), especially for certain
groups;

theentirechain of social security and employment isnot unified in one system. There aredifferent, non-
integrated general and earmarked grants. Closaly related laws within ‘thechain’ (such asthe unempl oy-
ment Law and the Disability Law) are executed under supervision of the central government.'? The mar-
ket plays a central role;

the chain relations, mentioned in chapter 2, with Social Care and Support (youth and adults).

12.

supervising body is UWV (Uitvoeringsinstituut werknemersverzekeringen)



Urban renewal

4.1

14

Decentralisation in the period 1984-2005, introducing ‘wide target’ earmarked
grants

eighties: physical urban renewal

Urban renewal is one of the oldest examples of decentralisation in The Netherlands. The Law on Urban and
Village Renewal (LUVR)®, enforcedin 1984, has given an incentiveto amore structured, decentralised way
of city renewal.

Prior to thislaw, urban renewal was limited to a few ‘ad hoc’ financed city renewal projects by the central
government and limited earmarked grants.

The following measures were tied to the enforcement of the LUVR:

» anational inventory of the need for physical city renewal measures (such as demalition, the building of
new houses and renovation);

» theintroduction of a“widetarget” earmarked grant for city renewal entailing acombination of resources
for demalition, new construction, renovation, monument care, relocation of companies with environ-
mental pollution.

turn of the century: broader definition of urban renewal and a more central role for the market

In 2000 the LUV R has been succeeded by the Law of Urban Renewal (LUR). Likeits predecessor, the LUR

focuses on decentralised execution, but with the following changes:

» awider range of focus: besides the traditional city renewal, the main focus came to lie on improving
urban areas (and not just replacing them), including central areas and relatively new areas,

» more attention to environmental problems;

» alarger contribution from non-governmental institutions, such ashousing corporations, privateinvestors
and real estate developers. Thishasled to changing roles: housing corporations became responsiblefor
thequality of the public housing, privateinvestorsinvested in urban projects and municipalitiesfocussed
on planning and taking care of the public space.

Thesocia perspective of urban renewal became moreimportant in this period: upgrading unpopular, unsafe
neighbourhoods by investing in the quality of houses, public space and public (social) services.

In 2000 anew widetarget earmarked grant for urban renewal wasintroduced. Thisearmarked grant worksin

periods of four years and continues until 2014. Characteristics are:

» broader scope in the first years with additiona financial means for environmental problems (noise
pollution and pollution of soil and air), green areas and thelocal economy. In later years the grant nar-
rows,

» theearmarked grant takesinto account differencesin investing potential between municipdities. Stronger
municipalitiesreceiverdatively lessthan weaker municipalities, in rel ation to theexpected roleof private
investors and the possihilities to make profits.

13.  Wet op de Stads- en dorpsvernieuwing



4.2

From 2007: focussing on 40 problem areas

In the period from 2007 the central government wanted more control over urban renewal. This was
realised by choosing forty problem areas for afocused approach of urban renewal. The goal wasto
change these neighbourhoods into nice areasto live, work and learn, in aperiod of 8 to 10 years. The
central government made an agreement with 18 municipalities about the joined ambitions and the efforts
to be made by either party. Housing associations and certain departments were forced to invest in these
neighbourhoods.

In short, three ways to finance the problem areas where introduced:

» housing corporations haveto pay aspecial tax starting in 2008. Therevenueisused for the upgrading of
disadvantaged neighbourhood. By this arrangement, corporations contribute a sum of € 250 million a
year, for aperiod of 10 years (until 2017);

» centra government contributes€ 375 million for the period 2008-2011, for action plansand for inhabi-
tant participation and initiatives;

» departments with common interests in neighbourhood improvement in various ways. Examples are
money for neighbourhood palice officers, schools and centres for youth and family.

4.3

The road ahead

The current government aimsfor afurther decline of input for urban renewal from the central government. In
2014 the earmarked grant will end and the special tax on housing corporationswill be abolished. Cost-benefit
analyses studies show that in the problem areas minor results have been reached. This is partly due to
deteriorated economic conditions.

With a retreating central government, the entire (financial) responsibility for urban renewal will lay with
municipalities. Thiswill occur in asituation of economic stagnation, adiminishing role of private partners,
diminishing revenues of estate developments and a restricted genera grant for urban renewal from the
Municipa Fund.

The situation after 2014 is unclear: both with respect to the need for governmenta urban renewal plans as
well asthe necessary financial means. Problems and tasks remain, such asthe reconstruction of neighbour-
hoods in new towns, areas of declining population, as well as problem areasin the big cities.

The central government has taken the initiative, together with the representative organisations of the
municipalities and the provinces, to create a“Vision on urban renewal after 2014”.

More and more, urban renewal is becoming a strategy to address social problems through neighbourhood-
focused approaches: neighbourhood action plans to improve the ‘ quality of life', plansfor inhabitant
participation etc. Different domains stimulate these devel opments:. such as public order and safety, public
infragtructure, social care and support, education and social security and employment. Hence these
developmentsreate to different clusters of the municipal fund.

Important questions for the future are:

* isurban renewal in the future still a public domain issue? Should it be incorporated into other policy
domains? Or isit ‘taken over’ by private partners?

» what istherole of the market and housing corporations

» what role hasthe central government in addition to the role of municipalities?

» whereisgovernment intervention gill required?
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is the scope of urban renewal widening to more types of devel opments, such as the reconstruction of
neighbourhoods in new towns and areas of declining population?



Answers to the questions raised

Considering the questions posed in chapter 1 we can formulate some answers:

Most importantly, central government policy targets can be achieved by means of decentralisation. At the
sametime, decentralisation can bean instrument to achieve more effective and moreefficient government. An
important condition to these goalsisthat policy goalsare broadly defined (using general laws). Thisallows
local authorities to make specific local choices with regard to task organisation and cooperation with local
(private) partners.

The nature of the broadly defined policy goals differs per policy area. In Careen Social Security the policy
goal can set both the minimum level s of care and benefits aswell as the conditions under which apersonis
liable for them. In Urban Renewal, the question at the moment iswhether it embodies asingle palicy area
Dueto theinteraction of various policy areas, urban renewal can then be seen as an entirely local affair and
central government goals could be set from other policy aress.

For an effective and efficient execution of decentralised tasks by municipalities, municipalities should have
sufficient stablefundsat their disposal that they can spend asthey seefit. At the sametime, they should have
sufficient influence on therel evant parts of the policy chain in broadly composed policy domains Thisdlows
them, without large financia risks, to realise the policy goals in optimal accordance with |ocal/regional
circumstances and local (private) organisations.

Theabove conditionsare best met with awell functioning Municipal Fund, onthebasis of generd grantswith
global cost-orientated indicators. Wide target earmarked grants have proven to be ‘second best’. Such
earmarked grants entail more financia risk for municipalities. Often they are less stable in terms of policy
conditionsand design aswell asless cost oriented in their distribution. They a so frequently cover only apart
of the palicy chain, which, despitetheir widetarget, generatesimpedimentsfor the optimal use of available
means.

For the proper functioning of the Municipa Fund aswell aswide target specific grants, some preconditions

are important:

» theuseof theaforementioned global cost-orientated indicators: in order to accommodatefor differences
between types of municipalities aswel| asfor changing circumstances over time;*

» roughly shaped periodic maintenance: in which the development of expenses and incomes per policy
domain are monitored and periodi ¢ adjustments of the distribution are made, in accordancewith observed
changesin policy and costs. In this process, specia attention should be focussed on mapping perverse
incentivesin the finance structure and modifying the structure in order to adjust for them;

» introduction of global instruments for intergovernmental information provision and accounting. New
instruments are ‘a new framework for the availability of intergovernmental information’*® and SISA
(Single Information Single Audit): a new arrangement in the way lower governments account for the
spending and effects of earmarked grants.*® Such instrumentswill establish mutual trust.

14.  See ‘The equalised allocation of local expenditure needs in the Netherlands: an optimised mixture of objectivity and politics’; the Copenhagen
Workshop 2007.

15.  IBI: Interbestuurlijke Informatie

16. zie: ‘Earmarked general grants and general earmarked grants in the Netherlands’; the Copenhagen workshop 2009.
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Popul ation sizes of themore than four hundred Dutch municipalitiesrange from under 10.000 up to 770.000
inhabitants. The inevitable consequenceisthat municipalities often do not have the optimal scaleto achieve
the policy goals. In this situation, it is vital that central government concernsitself only with global policy
frameworks (laws) and adequate generd grants of funding and not with muni cipal organisation or with policy
details.

Thismakesit possiblefor municipalitiesto seek for themsel ves an optimal executive organi zation, atunedto
their own size, targetsor problems, aswell astotheir social and regional structure. Diseconomiesof scale(for
both the smallest and the largest municipalities) can be compensated in a number of ways: through inter-
municipal cooperation, regional cooperation, a greater role for central municipalities, outsourcing and sub
municipal decentralization or deconcentration. If thisisthe caseit’ shardly necessary to incorporateinto the
general grant, cost differencesdueto scale. Thekey principal isthat municipalitiesthemsel ves can search for
a solution.



