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I. iatroduction - '
Traditional types of federalism and decentralization ﬂXhlblF many important
advantages over centralization, but they also face some serious problems.. In
this contribution we develop a new concept of functional federalvism wh{ch
exploits the advantages of decentralization, but which at the same time avoids
the inherent problems. Our concept, called FOCJ as the acronym of funcf-
tional, overlapping and competing jurisdictions, is well suited to improve p_)qh«
tics in industrial as well as developing countries. This new kind of competitive
federalism we put forward may seem radical in various respects, but we shall
show that the concept has been successful in the past as well as the preant. )
Thus, we believe that it constitutes an idea worthy of serious consideration.
The rerainder of this chapter is organized as follows. In the next section we
discuss the advantages and problems of traditional fed.era!isrf;. The t-hl.rd
section specifies the concept of FOCJ, and discusses its main benef;(flal
effects. The fourth section puts it into theoretical perspective. The fifth section
shows that some aspects of FOCJ have existed throughout European hist()'ry
and continue 1o do so today. Furthermore, the relationship to US special
districts and in particular to functional commumities in Switzerland is e.mphg--
sized. While the sixth section discusses how FOCJ can be instimtionahzeq in:
Europe, the seventh section focuses on the relevance of FOCJ for dcvelt_)pmg
countries. The last section concludes. .

. Advantages and problems of federalism ‘
The economic theory of federalism yields one ¢lear and ovem‘dipg resul :
federal (that is, decentralized) state is superior to a centralized one in the'sens
that it fulfils the demands of the citizens more effectively. A fedcra1 comstity
tion that endows the federal subunits (provinces, Linder, states or capt?
well as muonicipalities, cities or communities) with sufficient Qecision rmaki
rights and faxing power has three major advantages over a unitary state:

L. More flexible politics 1In all societies, citizens differ widely in
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demand for services provided by the state. These differences in demand
are not only the result of heterogeneous tastes due to differences in tradi-
tion, culture, language and so on, but also of unequal economic condi-
tions. The latter are caused by, for example, leads or lags in the general
business cycle and, of course, special structural conditions such as differ-
ences in infrastructure, unemployment, the concentration of particular
industries and so on. These differences in the demand for public services
must be met by differentiated supply policies if citizens’ preferences are
1o be fulfilled. Federal subunits are best able to meet this challenge. While
the politicians in charge are better endowed with information about the
local requirements, they have the incentives to provide these services
according (o the prefercnces of the citizens because they are directly
accountable for local policy and their re-election depends on the satisfac-
tion of the voters they represent.! In contrast, centralized states tend to
produce unitary policies which are less capable of responding to differ-
ences in local demands.

More efficient provision of public services The efficiency of the public
sector is extremely important due to the very large size of today’s public
sector in terms of government expenditure as a share of national income,
public servants as a share of the total workforce, the dependence of a
substantial portion of the population on income redistributed by govern-
ment (for example, in the form of subsidies, social security and old-age
pensions) and, of course, the many resources that go into tax collection.
In federally organized states, efficiency is enhanced by at least three
mechanisms. First, individuals and firms which are not satisfied with the
balance between the supply and cost of public services may move to juris-
dictions where this balance is more favourable. Such exit and entry thus
establish competition among the various local suppliers of public services,

- giving them a strong incentive to be efficient. The exit/entry mechanism
- does not depend on the full mobility of individuals or firms (there are, of
- course, costs of moving); it suffices if some such mobility is induced (in
+ analogy to the marginal traders leading to equilibrium prices on normal
- goods markets). Indeed, spatial competition between Jjurisdictions in a
federal system mimics competition among firms for the supply of private
-goods and services (Tiebout 1956), Second, decentralization enhances
: efficiency by decreasing the cost of information for the citizens. As the
' /Voters can compare politics and policy outcomes in their own jurisdictions
“with those variables in other Jurisdictions, it becomes easier for them to

ssoss the performance of their governments and politicians. Such
omparisons lead o ‘yardstick competition’ among local governments
see Salmon 1987, and Ch. 2 in this volume; Besley and Case 1995) which
nforces the incentives of the governments to cater for the preferences of
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the citizens. Third, there is not onky horizontal competition among govem-
ments of the same level, but also vertical competition among governments

of different levels which fortifies the governments’ incentives to provide

their services efficiently {Breton 1996, and Ch. 3 in this volume). _

3. More innovation  In a federal system, innovations in the supply of public
goods or taxation can be implemented first in those local units whelre th.e
conditions are ideal for success. Moreover, a particular local unit finds it
less risky to undertake innovations in the supply of public goods or taxa-
tion because the effects are limited and can be better observed and
controifled. If the innovation is unsaccessful, not much is lost. Howevefr, if
it proves to be successful, it will be quickly adopted by other jurisdictions
and eventually the entire nation. For this Hayekian process to take place,
the innovators must reap at least some of the benefits. This is much. mmore
the case when the innovation starts from a clearly defined local jurisdic-
tion where the success {or failure) can be clearly attributed to the respec-
tive politicians and govemnments.

In spite of these heavyweight advantages, federalism is not an ideal system.
However, there is o ideal system. Following the well-established ‘compara-
tive analysis of institations’, it is fruitless to judge.any existing system or a
new propesal by comparing it with a theoretical optimum. Rather, a compari-
son must be made with actual systems existing in reality. In the case of fed"arw
alism, it is appropriate to compare it with 2 centralized state. From this point

of view, it has often been argued that a federal constitution is Faced with four

major problems:

1. Spillover effects Spatial positive and negative extema.lities produce.
systematic distortions in the alocation of publicly supplied goods and-

services. ‘Fiscal equivalence’ (Olson 1969; Oates 1972) is r.lot' se.cu-re“
some benefits of local public sepply go to citizens of oth_er Jurisdiction
who have not paid the corresponding tax cost (which induces unde

supply); some costs are cartied by citizens outside a particular jurisd-ictign,:
(which induces oversupply). This cause for the distorted allocation of

public services cannot be neglected. In reality, it can OfFBn be op.sew
that such spillovets are substantial and part of the fiscal crises .Of cities ¢
be attributed to this factor. As an example, the cultural insntutm_ns,(f
example, the opera house) whose costs are carried by the local taspa

but whose benefits are enjoyed by many people living and paying tazes

outside the city. Acknowledging that such positive and negative spillo
may be serious under many circumstances, we hereby propose a .SQI .
the size of the jurisdiction should correspond to the ‘geography! 0

problems’.
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Smallness In traditional federalism, jurisdictions are often too small to
exploit economies of scale. Think, for example, of nuclear power plants
or universities, which normally require heavy capital investments for a
local jurisdiction {city, communities) to run efficiently. Im our proposal for
a new federalism, we are trying to confront the problem directly. We
envisage flexible (functional) jurisdictions which are able to adjust to the
lowest cost size.

Need for coordination. 1t is often claimed that federalism makes cooper-
ation difficult or impossible. However, this is oaly part of the real prob-
lem. In federal states, cooperation among the various national subunits
emerges endogenously because it is obviously advantageous for all actors
concerned. Moreover, it should be noted that coordination problems also
exist within unitary states, in particular among the various national
ministries whose competencies and interests overlap. Thus, a unitary state
is neither a necessary nor sufficient condition for effective cooperation.
Redistribution of income  This argument says that when a local unit tries
to tax the rich in order to support the peor, the rich will leave and the poor
will enter. The redistribution policy therefore cannot be maintained in a
federalist state, but is only feasible in a unitary state. This argument has
some truth in it. However, empirical evidence shows that federalist struc-
tures admit a substantial amount of income redistribation (see, for exam-
ple, Gold 1991; Ashworth et al. 2002). Ore example is Switzerland where
the {partly very small) 26 cantons together with about 3000 communities
fevy more than 80 per cent of total income and capital taxes. Although
each canton is free to set its own tax schedule, all cantons rely on progres-

* sive taxes and engage heavily in income redistribution (see Kirchgissner

and Pomunerehne 1996; Feld 2000). Moreover, quite a large amount of

“redistribution exists between rich and poor cantons. Nevertheless, the

problem of redistribution in a decentralized governmental system has to

: be taken seriously. In our proposal for a new kind of federalism, we argue

that this s one of the functions for which the national state is sometimes
an appropriate jurisdiction.

FQCJ: beyond traditional federalism
federal units proposed here are named FOCJ due to their four essential
cteristics: they are

Jfunctional {F), that is, the new political units extend over areas defined
by the tasks to be fulfilied; .

erlapping (0}, that is, in line with the many different tasks (func-
ns), there are corresponding governmental units extending over
[ferent geographical areas;
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« competing (C), that is, individuals and/or communities may choose 1o
which governmental unit they want to belong, and they have political
rights to express their preferences directly via initiatives and referenda; and

e jurisdictions {J), that is, the units established are governmental, they
have enforcement power and can, in particular, levy taxes.

These functional, overlapping, and competing jurisdictions form a federal
system of governments that is not dictated from above, put emerges from
below as a response to citizens’ preferences. For this to become reality, a fifth
freedom has to be enacted, which in some ways is the political counterpart to
the four well-known economic freedoms 2s cstablished by the Buropean
Union. Tt simply has to permit the formation and continued existence of FOCY.
Such a fifth freedom requires a constitutional decision (see, for example, Frey
1983; Mueller 1996) which ensures that the emergence of FOCJ is not blocled
by existing jurisdictions such as direct competitors or higher-level govern-
ments. In the Furopean Union, this would mean that every citizen and comumu-
nity would have the right to directly appeal to the European Court if barriers
to the competition between governments are established. A Buropean Union
directive must be enacted to give the lowest political units (communities) a
measure of independence so that they can engage in forming FOCJ. The citi-

zens must be given the right to establish FOCY by popular referenda, and polit- -
d and controlled by the institution of

popular initiatives. The FOCJ themselves must have the right to levy taxes to

ical entreprencurs must be supporte

finance the public services they provide.

The concept of FOCJ is based on theoretical propositions advanced in the

cconomic theory of federalism. It nevertheless leads to a govemmental system
that is completely different from the one saggested in that hiterature. ‘While th
economic theory of federalism (see Oates 1991, or the various coniributions

on federalism in the Fall 1997 issue of the Journal of Economic Perspectives)

analyses the behaviour of given political units at the different levels of gove
ment, FOCT emerge in response 10 the ‘geography of pmblems’.2

EQCT with their four main elements are now compared with existing

federal institutions and theoretical concepts, pointing out both similarities a
differences and the beneficial effects of FOCI. ‘

The main characteristics

Functions A particalar public service which only benefits a.;
geographical area should be financed by the people living in this are
there should be no spillovers. Under this rule, the different political unif;
cater for differences in the populations’ preferences or, more precisely

demands. To minimize cost, these units have to exploit economies of s
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E;?iigﬁ(;rzhiisﬂ;es; m;xly st.rmt!gly differ between functions (for example
'  police, ospitats, power plants and defence) there i d'-,
tionat reason for single-function (or linked-function) . aﬂ_ﬂd 1
different sizes. While this idea is central to ‘fiscal ¢ l.livflm’em’lmmtal —y
Qlson (1969) and Oates (1972), the endogenei i cize of -
Enitsij consi@:ultes an essential part of FOCJ .gl'\ﬂoigzvg, t?i:czllzzq?lgvga?::zgﬁl::f;
as been litite concerned with decision maki ithi i i
supply process is either left unspecified or f{trllsg av:;ﬂ;t;tﬁzil?;:]r;:;'i: Thef
pel:sons (and of _firms, a fact rarely mentioned} automatically induc , “'])]/ .
units to cater for individual preferences. This criticism also applies to : Sl[ o
refated concept of fiscal federalism, namely *voting with one’s feet’ ('l?' olfely
1956): This prc?ferf:nce—revealing mechanism makes comparativel ef;? .O“t
su.pphcrs gm\y _m size, and the others shrink. According to this modgl of fi Céem
alism, the political jurisdictions are exogenously given, are multipurpo: : Ef‘;
donot overl-ap, while the political supply process is left L,mspecifie; I;Pccs;;} ant
we emphasize the need to explicitly study the political supply pro;:css In rlas '
withvEpple and Zelenitz (1981), exit and entry is considered insuffi;:ie tlne
ellr{lm.afc rent f:xtralctian by governments. Individuals must have the ossilr)l'l'to
of ‘raising voice’ in the form of voting. Buchanan’s ‘clubs’ (see l:l’?vuch oo
1965; sandler and Tschirhart 1980) are similar to FOCJ because thei .ﬂﬂa_n
determined endogenously by club members’ benefits and costs ween

. Overlap FOCJ may overlap in two respects: (i) two or more FOCJ catering

for the same function may geographically intersect (for example, a muftitode

of school FOCJ may exist in the same geographical area); (ii) FOCT catering

for different functions may overlap. The two types of overlap may coexist;

?owe‘ver, a constitutional decision can be taken to restrict FOCJ of specific

al[l;lgt‘ffzr:fbm thzfz) Sgﬁogd type because this alleviates free-riding problems (see
eI . An individual or a political communit

also V' : y normally belol

to various FOCJ at the same time. FOC) need not be physically co)r’ltigu;uis

d
they need not have a monopoly over a certain area of land. In this respect

Ll::[ ;:to:;r?fspt of FOCJ is similar to Buchanan-type clubs which may intersect
itit differs completely from archaic nationalism with its fighting over pieces‘

laﬂd. It also breaks with ¢
i he notion of federaHst theor ¥ that wnits al
h { the same

wpetiti i
on  In FOCJ], two mechanisms guarantec that empowered politi-

Clans col i ’
nform closely to their members’ preferences: while the possibility for

76)?2€::rarl;dh(t:0mmunmes t9 exit mi'mics market competition (Hirschman
ﬂo‘lﬁld - ni " ;()t 1:ate c:stab!]shf?s political competition (see Mueller 2003).
e at migration is. only one means of exit. Often, member-
particulay FOCUS (we define a FOCUS to be the singular of FOCT)
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can be discontinued without changing one's location. Exit is not restricted 1o
individuals or firms; as said before, political commuiities as a whole, or parts
of them may also exercise this option. Moreover, exit may be total or only
partial. In the latter case, ant individual or community only participates in a
restricted set of FOCUS activities. This enlarged set of exit options makes
‘voling with one’s feet’ a real constraint for politicians.

‘Secession’, that is, exit of jurisdictions such as states or egions, has been
recognized in the literature as an effective mechanism for restricting the power
of central states (for example, Zatkovic Bookman 1992; Dréze 1993,
Backhaus and Doering 2004). Secession has been suggesied as an limportant
ingredient for a future European constitution (Buchanan 1991; European
Constitutional Group 1993). The right to secede stands in stark contrast to the
prevailing concepts of pation states and. federations where this is strictly
forbidden and often prevenied by force, as is {llustrated, for example, by the
American Civil War, 1861-65, by the Swiss Sonderbundskrieg 1847, or more
recently by the wars in Katanga (1960-63), Biafra (1967--70), Bangladesh
(197071}, and in the past decade in the former Yugoslavia,

For FOCF to establish competition between governments, exit should be as
unrestrained as possible. In contrast, eniry need not necessarily be free. As for
individuals in Buchanan-type clubs, jurisdictions may be asked to pay a price

if they want to join a particular EOCUS and benefit from its public goods. The
existing memtbers of the particular FOCUS have to democratically decide on

the entry prices. ‘Free’ mobility in the sense of a disregard for the cost
imposed on others is overcome by internalizing the external cost of movement.
In addition, FOC] do not have to restrict entry by administrative and legal
means such as zoning laws. Explicit, openly declared entry fees substitute for,

implicit restrictions resulting in high land prices and housing rents. Th

commonly raised concern that pricing could be exploitative and mobility?

strongly curtailed is unwarranted as FOCJ are subject to competitive pressu

Moreover, the possibility of imposing an explicit entry fee gives incentives'to
FOCJ governments to cater for the preferences not only of actual, but also-of;

prospective members.

However, the exit option does not suffice to induce governments to act effiz

ciently. Thus, competition needs to be enhanced by political institutions. T,
citizens should directly elect the persons managing the FOCJ, and should:
given the right to initiate popular referenda on specific issues. These demo
ratic institutions are known to raise efficiency in the sense of fulfilling in
vidual preferences (for elections, see Downs 1957 and Mueller 2003;
referenda, see Frey 1994; Frey and Stutzer 20015 Feld and Kirchggissner 2
and Feld and Matsusaka 2003). T

Jurisdiction A FOCUS is a democratic governmental unit with a@ b
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over its citizens, including the power to tax. According to the two types of
f)verla;{, two forms of membesship can be distinguished. First, the lovwastp olit-
ical unit (normally the comumurity) is a member, and all C(;rrespondin Pciti-
zens automatically become citizens of the FOCI to which their comrfunit
btelongs. In that case, an individual can only exit via mobility. Second 'mcl'y
viduals may freely choose whether they want to belong to a part.icular FC;CUSP
but while they are its citizen, they are subject to its authority. Such FOCI ma ,
be nonl-voluntary in the sense that one must belong to a FOCUS providin fo);
a certe?m function, for example, to a school FOCUS, and must pay the cgrre-
_spoudl_ng taxes (an analogy here is health insurance which in many countries
is obligatory but where individuals are allowed to choose an insurance
company). The citizens of such a school FOCUS may then decide-that every-
one must pay taxes in order to finance a particular school, irespective of
whether one has children. With respect to FOCJ providing functions with
significant redistributive effects, a minimal amount of regulation by the central
gove:n:lment may be in crder so that, for example, citizens without children do
not join ‘school FOCI® which in effect do not offer any schooling but have
correspondingly low (or zero) taxes. In this respect, Buchanan-type clubs
differ from FOCJ, because they are always voluntary while membership in
FOCUS can be obligatory. e
FOCY as jurisdictions provide particular services but do not necessarily
produce them themselves if contracting out to a public or private enterprise is
advantageous. 1t is noteworthy that present-day outsourcing by communities

. does not automatically lead to FOCJ. The former is restricted to production

while FOCT typically concentrate on provision and are democratically
ontrolled. FOCY also differ from existing fupctional and overlapping institu-

- tions such as the various kinds of specific administration unions (or

Zwefciaferbdnde as they are aptly called in German-speaking countries). These
nstitutions normally do not have the legal status of governments but are

p‘urely administrative wnits. The same applies to the many types of corpora-

ions which usually have no power to tax but have to rely on charges.

Beneficial effects of FOCJ
Due to its four essential characteristics, FOCJ compare favourably to tradi-

ional forms of i i
federalism. One aspect concerns the governments’ incentives

ﬂnd ability to satisfy heterogeneous preferences of individuals. As a conse-
quggc{;:Sof the concen.tratmn on one functional area, the citizens of a particular
DCUS have better information on its activity, and are in a better position to

mpare its performance with that of other governments. As many benefits
costs extend. overa quite limited geographic area, we envisage FOCJ to be
cSlmatll wh:c'h is also helpful for voters’ evaluations. The exit option

by the existence of overlapping jurisdictions is not only an important
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means to make one’s preferences known {o governmental suppliers but it also
strengthens the citizens' incentives to be informed about polities (see
Eichenberger and Serna 1996},

On the other hand, FOCY are able o provide public services at low cost
because they are formed in order to minimize interjurisdictional spillovers and
to exploit econormies of scale. When the benefits of a specific activity indivis-
ibly extend over large areas, and there are decreasing costs, the corresponding
optimal FOCUS may cover many communities, several nations, or ¢ven
Furope as a whole. An example may be defence against owtward aggression
where the appropriate FOCUS may most likely extend over the whole of
Europe {even beyond the Europaan Union). That such adjustment to efficient
size is indeed undertaken in reality is shown by the Swiss experience.
Communities decided by referendum whether they wanted to join the new
Canton of Jura established in 1978, and in 1993 communities in the Laufental
opted to belong to the Canton of Basel-Land instead of Berne. Communities
also frequently change districts (the federal level below cantons) by referen-
dum vote, which snggest that voters perceive the new size of jurisdictions and
the new bundle of services to he more efficient. The same holds for American
special districts.

The specialization in one or a few functions further contributes to cost effi-
ciency due to the advantages of specializaton. As FOCY levy their own taxes

to finance their activity, it pays to be economical. In contrast, in APJ (all-

purpose jurisdictions) financed from outside lacking such fiscal equivalence,
politicians have an incentive to lobby for ever-increasing funds, thereby push-

ing up government expenditures. The incentive 1o economize in a FOCUS

induces its managers to contract out whenever production cost can thereby be

reduced. While FOCY are more market oriented than APJ, they reduce the size

of the public sector. However, they differ from today’s one-shot privatization;
which usuatly does not impact on the government’s basic incentives and thus

is often reversed by re-regulation and de-privatization. In contrast, in a system

of FOCJ privatization emerges endogenously and is sustainable, as the poli
cians’ incentives are fundamentally changed.

The threat of dissatisfied citizens or communities exiting the FOCUS, and

the benefit of new citizens and communities joining, gives an incentive fo tak
individual preferences into account and to provide public services efficiently;
Quite another advantage of FOC] is that they open up the politicians® cart

(classe politique) to functionally competent cutsiders. While in APJ people

with broad and non-specialized knowledge tend to become politician:
FOCY those with a well-grounded knowledge in a particnlar fonctional
(for example, education or refuse collection) are successful.

FOCT not only make it possible for the citizens to change from one supplic
to another, but they alse increase the mobility of politicians. In transborde
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FOCJ y Politicians will be allowed to supply their services in several countries
Th.:s is in stark contrast to current regulations, which prevent politicians frorr;
dom‘g so. In FOC]J, it is also more likely than in traditional territorial units that
foreigners and institutional providers are allowed to enter the political market
{on the favourable effects of open markets for politics, see Eichenberger and
Frey 2(_]02; Eichenberger 2003). While many people reject the idea of allow-
ing policy c_onsulting firms and foreigners to ron divectly for office in general-
putpose uits, they are quite favourable to the idea when it is applied to the
politics of FOC]. Examples are FOC]J that concentrate on the supply of fresh
water and sewage systems, which could be governed by international firms
specializing in water resource management. .

ﬁc right to formm FOC] helps to address issues raised by fundamentalist
sentiments. Political movements focused on a single issue (for example
ethnicity, religion, environment and so on) are not forced to take aver govem:
ments in toto but can concenirate on those functions they are really interested
in. An ethnic group need not dissociate itself from the state they live in as a
whole but may establish FOCJ which cater for their particular preferences
South Tyroleans, for example, unhappy with the language dominatior;
imposed by the Italian state, need not leave Italy in order to have their
demands for cultural awtonomy fulfilled, but may establish corresponding
FOCJ. Such partial exit (for example, only with respect to ethnic issues) does
not lead to trade barriers often following the establishment of newly formed
all-purpose political jurisdictions. FOCY thus meet the criterion of market

_ preserving federalism (see Qian and Weingast 1997).

A federal web composed of FOCJ undoubtedly affects the role of nation
states. They will certainly lose functions they presently do not fulfil according
to the population’s preferences, or which they produce at higher cost than
FOCT designed to exploit cost advantages. On the other hand, the scheme does
not purport to do away with nations but allows for multinational as well as
small-scale alternatives where they are desired by the citizens. Natlon states

subsist in so far as they provide functions efficiently according to the voters’
preferences.

IV. FOC] in perspective
?ur propolsal is purely process oriented. It is neither necessary nor possible
0-determine at the European and at the national levels all the functions

hich shoulld be provided by FOCT and how these entities should be orga-
rz"ed. The internal organization of a particular FOCUS lies solely in the
'mPeulan?e of the communities and individuals who decide to establish such
urisdiction. Nevertheless, it is possible to specify the canditions for FOCJ

0 emerge and to fulfil their tasks effectively. Thus, our approach follows ihe

of constitutional economics, which aims to design beneficial decision
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processes without closely defining the outcomes (Buchanan and Tullock
1962; Mueller 1996). ) .
One condition is crucial for FOCT to work properly: economic and politi-
cal competition must be guatanteed. Thus, economic markets in FOCT have to
be open; in particular, the four freedoms referring to _the. f_ree movement of
goods, services, and capital, and the free mobility of individuals have to b.e
secured. At the same time, the political markets of FOCI have to be competi-
tive, that is, human rights and fundamental demoacratic rights hz{ve to be guar-
anteed. This includes the right for citizens to make use of the instruments of
direct democracy. .
Not only tradyitional governuments, but also the govemim_g lbodies of FO(_:J .
pursue their own interests and tend to undermine competition ar}d to build
cartels or even monopolies. Therefore, the rules have to be monitored b}{ a
‘competition supervisory board’. This body also has to fix rul.es for det.EFITUI'I-
ing the ceiling on entry and exit fees. If they are too }‘ugh‘, moblhty. is
hampered, However, such prices for mobility prove effectlve in prevent{ng
individuals from exploiting the redistributive policies in FOCJ. Regula_uve
measures may also be necessary to enable FOCJ to supply public services
effectively (see also Vanberg 2000), as has been discussed above for the case
of school FOCT. In such cases, it may be advantageous to declare membership
in a FOCUS to be obligatory, and to fix minimum service levels. Th-e compe-
tition supervisory board must be given the compeiencies .to step in if _such
regulations are violated. This board has to be empowered in a constltunonz}l ‘
decision at the national (or, even beiter, international) level. However, 1t
would be a mistake to delegate the monitoring of competition among FOCJ to
the national bureaucracies which are interested in restricting FOCJ. Rather, an
independent agency seems appropriate. A possible solution could bf_: a constlf
tutional court (in the European Union, the Furopean Court of Justu?e). Even.
thottgh such institutions tend o favour national at the expense of reglona? and
local interests, their decisions tend to be less biased than those of national
political institutions. . ) ¥
In light of the stiff resistance functional jurisdictions will meet, they can
emerge successfully only if two conditions are met: :

1. To establish and to operaie FOCH must be a constitutionally guaranteed
right — the ‘fifth freedom’, as we would like to call it. The n-ewly f"‘f“ﬁ? !
political units must be allowed to operate as jurisdictions with (restnq;ed)
enforcement rights. The power to tax in order to finance a cleatly spect
fied service is the key to efficiency. However, this right of FOCJ will:b
disputed by other political units with which FOCJ will compete fo!

same tax base. . -
Principally, the communities (as the lowest-level political units) as.¥!
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as individuals should be allowed to form FOC). However, depending
upon the function to be fulfilled, membership may be restricted to the
former. It is, for example, highly possible that individuals form a FOCUS
which provides a special type of schooling; for other services, especially
for those with stronger public good appeal, for example, waste water treat-
ment or local pelice, communities or parts of them are the ‘natural” agent.
It is important to note that the decision to which of these two classes a
function belongs can be left to the local level itself. This decision shounld
not be transferred to the European level.

Existing political units may sot hinder the formation of FOCJ. Most
importantly, the higher-level political units have to appropriately reduce
the taxes of those citizens who become members of a FOCUS or of vari-
ous FOCJ providing governmental services. The competition supervisory
board has to force the existing units to openly declare the cost, that is, the
tax prices of the various services they provide. These ‘tax price lists’ can
then serve to faitly rebalance the tax rate of the citizens who receive
services from newly emerging FOCJ instead of from traditional political
umnits. The existing governments’ tendency to underrate the cost in order
to munimize tax reductions to FOCI members can be broken simply by
demanding that the tax prices for a specific service serve not only to
compensate exiting citizens, but also to tax former and newly entering
service recipierts. This rute makes the market for politics contestable. The
potential existence of FOCT is enough to compel all levels of government
o give an account of the real cost of their services. However, it need not
be said that existing political units will use all possible measures to
impede the new competitors. Thus, the competition supervisory board
does not have an easy job. Again, the constitutional court seems fo be the
appropriate institution to undertake this task. It could rely on the compe-
tencies of the audit office {or the court of accounts or Rechnungshofy to
control the calculations of the tax prices. This latter institution has the
necessary knowledge which has so far been wasted, as audit offices are
typically only allowed to formulate non-binding recommendations which
are most often ignored by the political decision makers.

FOC] in the future and in the past

uture opportunities

re i3 a wide range of functional issues to which FOCJ could profitably be
plied. A practical example is the policing of Lake Constance (which borders
wo German Linder, two Swiss cantons and one Austrian Land) which
volves the regulation of traffic, environmental protection, the suppression of
tinal activities and the prevention of accidents. Formally, the various local
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police depariments are not allowed to directly collaborate with one another,
not even to exchange information. Rather, they must advise the police
ministries of the Ldnder and cantons, which then have to notify the respective
central governments which then inferact with one another. Obviously, such a
formal procedure is in most cases vastly inefficient and unnecessarily time
consuming. In actual fact, the problems are dealt with by direct contact among
the local police commissioners and officers. However, this is outside the law
and depends, to a substantial extent, on purely personal relationships (which
may be good or bad). A FOCUS committed to policing the lake would allow
a pragmatic, problem-oriented approach within the law — and woukd, more-
over, be in the best “spirit’ of Furope.

FOC]T are not restricted to such small-scale functional issues but are rele-
vant for al! levels of government and major issues. An example would be
Alsace which, while remaining a part of France in other respects, might
partially exit by joining, say, the German social security or school system
(with German as the main language), or might join a university FOCUS
involving the Swiss University of Baste and the German universities of
Freiburg and Karlsruhe. Actually, the first steps for establishing such a
university FOCUS are under way. But these efforts contrast with the idea of
regions as set out in the Maastricht Treaty (or elsewhere), not least because
one of the participants (the University of Basle) is not part of the European
Union. Another example refers to Corsica which according to Dréze’s (1993)
suggestion should form an independent region of Burope becanse of its
dissatisfaction with France. However, most likely the Corsicans are only
partially dissatisfied with France. This suggests that one or several FOCI
provide a better solution in this case; they may, for example, especially focus

on ethnic or language boundaries or on Carsica’s economic problems as an -
island. This would make it possible for the Corsicans to exit France only .
partially instead of totally. Quite generally, tourism and transpost issues, in
particular railroads, are important areas for FOCT. 1t should be noted that,
despite the membership of various countries in the (then) FEuropean
Community, railroad policy was not coordinated to exploit possible
economies of scale; a FOCUS may constitute an appropriate organization fo

overcome such shortcomings.

Contemporary and historical forerunners
The original European Community started out as a FOCUS designed to esta

Jish frec trade in Europe, and was from the very beginning in competition with

other trade areas, in particular North America, Japan and the Buropean Fre

Trade Association (EFTA). Due to its economic success, it has attractéd

almost all Furopean countries. But entry has not been free, the nations deter
mined to enter had to pay a price. They have (with partial exceptions) to acC
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the.acquis communautaire as well as to pay their share to the Union’s outlays
Wl‘flch to a large extent serve redistributive purposes. In several respects th Y
exist FOClJ-like units within Eurcpe with respect to law enfOrCemgnt eclu:i;e
tion, envircnment, transport, culture or sports, though they ha\:e bee \
prevented from becoming autonomous jurisdictions with taxing power ’
Most of tPese functional units are not contiguous with the area.of the
European Union. Some are smaller (for example, those organized along ethnic
or langtfage functions), and some are larger. Several East European ciuntrie
and Switzerland, which are not EU members, are certainly fully involved i g
for ex%.lmplle, European culture, education or crime. FOCJ of the nature underf,
stood i this chapter may therefore build upon already existing structure a
are in the best of Buropean traditions. =
' -Th’eref are two countries in which functional, overlapping and competin
Juns.dmtxons exist, that is, the United States and Switzerland (though the dg
ot in all cases meet the full requirements of FOCJ specified above). e

United .S-‘mt_es Single-purpose governments in the form of ‘special districts’
play a significant role in the American federalist system (ACIR 1982, 1987;
Foster 1996; Nuun and Schoedel 1997). Their number has increased co,nsidar:
ably, between 1967 and 1972 by 30.4 per cent, and between 1972 and 1984 b

15.7 per cent, in both cases more quickly than other types of jurisdiction (Zai
1988). There are both autonomons and democratically organized as well as
dependent special districts (for example, for fire prevention or recreation and
par.k?). Empirical research suggests that the former type is significantly more
EffIC}cI‘ft {Mehay 1984). In contrast to all-purpose jurisdictions, functional)

S['}eC{ahzefi units are able to exploit economies of scale. Whi’ie in schocﬂ
districts, increasing size leads to lower cost of production, in :31l~purpose

* communities there is no size effect as they fulfil many functions with decreas-

llr;gg gionomlas of scale, and their citizens lose control over politicians (Zax
0ur' theoretical hypothesis of the opposition of existing jurisdictions to the
formation of special districts is well borne out. In order not {o threaten the
monfjgoly. power of existing municipality statutes, 18 states prohibit new
municipalities within a specified distance from existing municipalities (ACIR
’]982.; Zax 1988); in various states there is a minimum population size
required, and various other administrative restrictions have been introduced
i ;;;;::g Exaiglplle, Nel‘son 1990.). Empiric.al_smdies reveal that these barriers
b y local agency formation commissions (LAFCOs) tend to reduce the
hive efficiency of the local administration (Di Lorenzo 1981; Deno and

{ gs eay 198.5?, arfcl. tend u? push the.lncal goverament expenditﬁres upwards in
municipalities which have introdyced LAFCOs {Martin and Wagner
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Switzerland Many Swiss cantons have a structure of overlapping and
competing functional jurisdictions which share many features of FOCI. In th‘e
canton of Zutich {with a population of 1.2 million), there are 171 'ge.ograph:-
cal communities which in themselves are composed of three‘ to six indepen-
dently managed, direct democratically organized comm_umhes c}evotgfloto
specific functions and levying their own taxes on person.a} income: in ad .m(;n
to general-purpose communities, there are (?Olzrlr.l’luﬂ'ltlf-:s fhat 'excmiwe]y
provide for elomentary schools and others specializing in junior high schools,
and there are the communities of three different churches. All these govemn-
mental units have widely differing rates of income taxes. M(_)r.eover, there are
a vast number of ‘civil communities’ (Zivilgemeinden) prowdnpg water, elec-
tricity, TV antennas and so on, which are '.d'irect—democratm bl:lt ﬁngnt}:le
themselves by user charges. These communities often overlap Vj‘lth neigh-
bouring political communities. In addition thel"e are .1"?4 functional units
(Zweckverbiinde), whose members are not individual citizens but communi-
ties. These Zweckverbande are responsible, for ex:stmp].e, for Yvaste water a-nd
purification plants, cemeteries, hospitals and regional pkann1ng. The Zurich
canton is not the only Swiss canton with various types of functional commu-
aities. A similar stracture exists, for example, in th_e Glarus or Thurgau
cantons (for the latter, see Casella and Frey 1992). V.apous e{"forts' hla've be;n
made to suppress this diversity of functional comnwunities, usually initiated by
the cantonal bureaucracy and politicians. However, most of t.hese attemplts
were thwarted because the poputation is largely'sat:lsﬁed with the ?;bhz
supply provided, The example of Switzerland — which is generally consi ex;:‘
to be a well-organized and -administered countey - demonsu:ates that a mu l1—
plicity of Functional jurisdictions under demacratic control is not a theorist's
wishful thinking but has worked well in reality. '
Decentralized, overlapping political units have also been an important

feature of Furopean history. The competition between jurisdictions in the Holy

Roman Empire of German Nations, especially in today’s Lialy and Germany,

was intensive. Many of these jurisdictions were small. Many scholars attribute -

the rise of Burope to this diversity and competition qf governmental umts‘
which fostered technical, economic and artistic innovation (see, for example;
Hayek 1960; Jones 1981; Weede 1993; and Baumpl and Baumol 199, ;vh(;
also give a lively account of how the musical genius of.Wolfgang_ Amaden

Mozart benefited from this system of government). While the (?hmese were
more advanced in very many respects, their superiority ende'd with the establ;
lishment of a centralized Chinese Empire (Rosenberg and Birdzell 1986; li'a

1995), The unification of Italy and Germany in th.e nineteenth cf-,ntu.ry, Wh'ic,
has often been praised as a major advance, partially ended this stlmulatl.ng
competition between governments and led to deadly struggle§ between nation
states.? Some smaller states escaped unification; Liechtenstein, Luxembol}}‘g

Functional, overlapping and competing jurisdictions 169

Menaco, San Marino and Switzerland stayed politically independent, and at
the same time grew rich.

The above-mentioned governmental units were not FOCY in the sense
outlined in this contribution but they shared the characteristic of competing
amorg themselves for labour and capital (including artistic capital). However,
history also reveals examples of jurisdictions close to FOCI, most impostantly
in multicultural and plural societies (Coakley 2003; Kyriacou 2004). For
instance, the problems connected with Poland’s stromg ethnic and religious
diversity (Catholics, Protestants and Jews) were at least partly overcome by
jurisdictions organized according to these features, and not on geographical
lines (see, for example, Rhode 1960; Haumann 1991). The highly successful
Hause prospered from the twelfth to the sixteenth century, and comprised
among others Liibeck, Bremen, Kéln (today Germany), Stettin and Dangzig
{(today Poland), Kaliningrad (today Russia), Riga, Reval and Dorpat (today
Baltic republics) and Groningen and Deventer (today the Netherlands);
furthermore, London (England), Bruges and Antwerp (today Belgium) and
Novgorod (today Russia) were Handelskontore or associated members. It was
clearly a functional governmental unit providing for trade rules and facilities
and was not geographically contiguous.

VI. ¥OCJ and Europe
In its present form, EU enlargement solves some old problems, but also
creates many new ones. With progressing enlargement, the economic and
institutional disparities grow among the member countries, as well as between
the existing members and the new neighbouring countries at the shifting outer
borders. The envisaged integration of Turkey, for instance, would make
Georgia, Armenia, Iran, Irag and Syria neighbours of the EU.

For several reasons, it will prove impossible to fully integrate all the
present neighbouring countries and, @ fortiori, the new neighbours, without
changing the whole concept and institutions of the EU:

I.  Decreasing potential for full integration The increasing economic and
institutional gap at the outer border makes it unlikely that border countries
can, in due time, meet the formal requirements regulating the entry into
the EU,* which stipulate that acceding states must have a stable democ-
racy and a functioning market economy, follow the rule of law, observe
appropriate standards of human rights and protect minorities, and most
importantly must agree to the obligations of EU membership which
include adherence to the aims of political and economic union. This
means that they have to fully accept the acquis conmunautaire. This legal
corpus of the EU has now reached a considerable size, involving more
than 16,000 pages of text.
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2.

Overcharged redistribution system It is most unlikely that the BU
member states will be willing to grant ever poorer applicant countries the
free movement of abour, and integrate them inio the EU income redistri-
bution mechanisms, the most important being the common agricultural

policy and the strucrural funds, For a long time to come, the income
differences between the existing member siaies and the countries apply-

ing for entry will be too large (see Carjus et al. 2000).

The growing democracy deficit Enlargement does not even begin 0
tackle the basic problem of the EU, the democracy deficit. On the
contrary, it has even worsened. In a growing B without fundamental
institutional reforms, the negotiation processes AMong the member coun-
tries become more complex and the responsibilities more blurred. Thus,
the citizens’ influence on politics diminishes and the discretionary leeway
of the EU decision making bodies grows. The large increase in the
number of member countrigs, with even more divergent preferences
pulation, necessitates new decision making mechanisms in
the Council of Ministers and the Commission. Without such structural
changes, there is arisk of deadlock, or at least a standstill, because the citi-
zens® resistance to widening and deepening the EU will increase.

among the poj

How will the Buropean Union respond to these challenges? A likely
scenario is already partly visible. The negotiations will most probably extend
over a long period, in any case much longer than desired by the applicants. The
formal entry conditions will be maintained, but long adjustment periods will
have-to be granted. Most i
than likely be blocked by the current members, while the countries applying
for membership will ask for exemptions from the free movement of goods,
services and capital. The challenges
level, while the underlying economic prob
unsolved.

As the incom
growing problem.
creates opportunitie
protectionismi, stagnation and corruption. .

At the same time, the political structure of
tally changed, but only the weights of the respec
malding procedures will be so
unanimity and qualified majorities will be somewhat softened. At the end, th
discussion on the democracy )
focus on enlargement. On the whole,

contimue to ‘muddle through’ instead of squarel
enlarged membership.

The huge economic discrep!
s for rent seeking and interventionism,

mportantly, the free movement of labour will more -

will thercfore be solved only at the legal
lems of integration will remain,

e discrepancies at the borders increase, migration will pose &
ancies and disequilibrivm
which result in

the BXJ will not be fundamen-
live countrics in the decision
mewhat adjusted, and the requirements of.

deficit tends to be undermined by the strong
this scenario suggests that the EUllwil
y facing the problems 0
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The ¢
b Wa%::ctzp]taeoil; tFOCJ suggests a totally different approach. Countries
ot forming FOCS withsome o s EU membetstaes, This. they woula gt e
e . er states. Thus, the
\P;:;,S;]l:l‘ﬁylﬂi iamal entry r_ath.er than the all-or-nothing decisizn‘:lg l;lcci:g;: igz
whol abo:ie N :latmsp::un]aértmre in one go. These FOCJ should not be imposed
prom 20 the,new al(-)tu err?erge as the result of the voluntary negotiations
ol (oot spa neri. o the ex‘tent that the partially integrated countries
b O;esu ;1 of the BX{stenu?e of these flexible partnerships), an
increasing Pumbe siuc ITOCJ W.lth different members and functions \’vvill
ety inn des;:glc ;.;sser mteg‘ratmn can take place. With FOCT, varjable
e eyend the promo Seale;\;;]r: ;fu ag;sg;a:ilgntrathcr than a shortcoming. It goes
far b i ’ peed integration of some ‘chosgen’ -
wies ;1;:;; Sg}c;;(e E‘I:II’OPG (as recently Proposcd by the former German f;?im
a Fischer), or the special cases of the treaties of Schengen aﬁg

of the Economic and Monetary Uni .
countries need 1o join. ry Union (EMU), which not all EU member

Flexible widening and deepening

FOCI al i i i

Focy o 1\(’)\’\:}‘1’0; dlffere_nnated, taitor-made integration. Thus, they are in stark

con Withx . (; ce:] acgils gommuncmtaire, which stands for equalized inte .

matt_ers e h,. c'ountnes iand regions can ¢stablish cooperation in thgc::;

Ao ich it }s rea'lly important that they cooperate, and they are not

foroad I H(ﬁ;)peranfon vl:lth respect to those matters where they would rather
. ever, for three reasons FOCJT d i

o8 one. : _ o not lead to less integration th.

e Citcij{;:; conzlmﬁnatfmxre. First, FOCY decrease the price of intggration f?)r;

paton ;: an fft‘ us increase the demand for integration, as they make inte.

re efficient and enhance citizens’ democratic influence. Second

" thanks i i
o FOC], integration of partner countries is no longer 2 question of ‘all

or nothing”, i i

or norhis fm 'I"he countries which are not able to guickly incorporate the acguis

o m;;”; car; be integrated better with FOCJ than without Thir?i a

m at stronger integrati ith 1 i ific ,
s the o gration with respect to its specific function
Of . . . Lo

standanfl)ursxf:, dlfferent'lated integration is not a totally new concept. Today’

procedure of integration of new member countries also amlails so:’n::

differentiatio i
n, as the countries are granted different adaptation periods

hese, how
, ever, are only looked at as temporary exceptions and unwelcome

‘deviations fr '
om the current acquis. They neither allow for stronger integration

ith res i i
oo f;;n:cgiif(; certain functlons., nor do they give the new entrants the right to
erent degrees of integration with a special selection of today’s

fmemberg, ial i i
Partial integration has also been institutionalized in the European

conomi :
witzeﬂ;]dAr?a (EEA) with Norway, Iceland and Liechtenstein, or with
via bilateral treaties. However, the concept of FOCJ, goes f
ar
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beyond a partial integration via treaties. It provides for a common government
composed of all the members. The extended rights of political co-determina-
tion strengthen identification and provide the basis for solidarity among the

members.

Multilevel integration
Transhorder FOCJ can emerge at all levels of govermment. With respect to

European integration, three kinds of FOCI may be identified:

1. FOCJ formed by ail the EU menber and some non-member stafes The
FEU and its neighbours have a common interest in fighting transnational
mafia-type activities. Today, this problem is approached in 2 purely tech-
nocratic way via EUROPOL and INTERPOL, often with very limited
success. A police FOCUS comprising the affected nations would bring
about a more efficient anti-mafia policy because governance and taxation
would be matched, The FOCUS would make it possible to deploy police
cesources in the areas where they could most effectively be used. In
contrast, the EU does not have any joint police forces, not even for special
purposes. Such a police FOCUS would thus go beyond the integration
now existing in the EU.

2. FOCJ formed by some EU member and non-member states An exam-
ple is the reciprocal acceptance of technical norms for goods and

services. With, present arrangements, trade between the EU member and
non-member states is severely hindered, as the norms differ and the
couniries do not accept each other’s norms — that is, the *Cassis de Dijon’

principle is only valid within the EU. However, it is impossible to apply
this important principle to non-EU members, as there are always someg
member countries in which some influential special- jnterest groups
stand to lose from freer trade, and thus object to liberalizing trade. Under
the regime suggested here, those members of the BU could partialiy inte=
grate their economies with selected neighbouring countries by establishs

ing a joint FOCUS for the reciprocal acceptance of norms. Such’

FOCUS would most probably not only represent a treaty stipulating the
reciprocal acceptance of norms, but it would also have an institutional
structure, which guarantees that the norms of the EU pariner countries.
satisfy some reasonable standards and that the norms are followed by the
producers. Thus, such a FOCUS would be an institution which comes
close to a special government for the setting, controlling and re_cipmcal

acceptance of norms. This allows all the FOCUS members 10 explo
their international comparative advantage, and thus to experience
welfare gain, even if full integration according to the acquis commund
taire is impossible.
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3. FOCJ formed by communities and regions of some EU member and
member states  This is a new form of cross-border cooperation ; et
nent f:xample refers to local environmental degradation Sk'} Pel: l_-
pollutlon.. One or several communities of, for example. Finl:'mci yE. "t"a i
and Russia, may form an environmental FOCUS. The g’ovemmc’nt . 1? ?hla
E*gfggcv{?éﬂd bel gl;cted by the citizens of all the commiunities invc?lvef.l'3

would be responsible for water quality i X '
Fhe standards best meeting the preferences (?f all i’hencg:?zzl:sa;‘:; ];:'d Sle(;
1{npose the taxes necessary to reach these goals. The Russian co " i
ties can tﬁer&awith adopt an environmental standard higher than thaltnmum‘
fllly obtained in the rest of their nation. Such an institutional arran SG‘I‘«:@P
is also advantageous for the respective Finnish and Estonian cormr;gu ':? .
because of the negative spillovers connected with Russian e;missi(m;1 e

Obviously, FOCJ not only facilitate the integration of new countries, b
tbey also make it possible for the current members to flexjbly deepen in: oy
tion. Thetrefore, the general rules of full integration into the EU ca;l: be releagra&
to some e'xter‘}t, as the countries that want to integrate motre closely ha o
a-affectlve institutional tool for doing so (which differs sharply fron)'; ex'w:' e
instruments such as the regions as envisaged in the INTERREG pro, ran;S or
see, for exanple, European Commission 2001; Jensen and Richardscg)n 2(;1(;‘13?

Meeting the challenges
By making use of the concept of FOCJ, the three main challenges faced when

- enlarging the EU can be successfully addressed.

1. Quter—border probiems  The use of FOCT allows a differentiated ex
sion o'f the EU instead of an abrupt rupture when it comes to nonp];rllj
countries, This can be achieved in two ways: first, a country which is“ t
yet 'flble to accept the acquis, would nevertheless be able to enter the IIEIZ%
pamallly, that is, with respect to only some functions. Thus, integration of
poltenUal meml_)er couniries is accelerated and facilitaled’. Sufh parti(s)il
;:1 artghement will hfiV& much farther-reaching geographical implications

an the a\lll~or-nothmg approach, Second, the institutional development of
arL?glly mtegrated countries will be accelerated. EU transbordgr FOCJ

‘ cgeu :l te-al velnclels f?l.' the transfe'r of democratic culture to neighbouring

_ ries, as t_hei‘r citizens come in contact with, and become accustomed

1o, well~funf:tlomng democratic institutions. )

‘:;En::drfeiz_sbrngmﬁon FOC] reduce the number of problems connected
oo by ;zrrz I;Jttlon bg two means. Frr'st, the demand for receiving subsi-

es oy eun members qf the E_U will be reduced because with FOCJ it

0 cooperate mainly with respect to those functions which yield
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particalarly high benefiis of cooperation. The applicant countries are not
forced to compromniise of functions from which they do not profit much,
or even lose, when accepting the acquis conmunautaire. Therefore they
need less compensation.

Second, it is likely that the full entry of some or ail neighbouring coun-

tries will be blocked by those members which would lose from a new

targeting of redistributive flows. With FOCI, instead, particular neigh-

bouring couniries and the EU could establish a cedistribution FOCUS

acceptable to all existing EU members.
3. EU decision making structure and democracy deficit The existing BU

members which do not agreé with the partial admission of one or several

neighbouring countries can opt out instead of having o vse their veto
power. Thus, the cuirent decision-making mechanisms in the BU need not
be changed. However, FOCJ can help to overcome the democracy deficit
of the BU because they are based on effective democratic principles.

vIL. FOCJY and developing countries
The concept of FOCT is not only suited for
fruitfully applied to developing countries W
inadequate institutions.

industrial countries. 1t can also be
hose problems are mainly due to

Too much and too litile government
Fconomic growth in many developing countries is hampered by excessive

povernment. The state tends to interfere in, and minutely regulate, almost all
activities. The government sector which is often very large, employs a high
proportion of the population outside agriculture. The administration tends ©
be more bureancratic than in industrial countries. Rent-
rampant and waste 15 pervas
bureaucracy stifles investmen
over-government 2 reality.

At the same time, however, many
functions necessary for Tapid economic
rights are only insufficiently secured. Tnvest
uncertainty and are, therefore, reluctant to commit themselves t0 lon
investments. Instead of concentrating on producti
devote their resources to finding substitutes for the deficient property rights

But governments in developing countries are also inadeqguate
guite different sense. They are far from
many are either strongly paiernalistic or even
ences of the city dwellers - in particular of the capit
account in so far as to avoid an
almost totally disregarded. Whi

le some Third World countrics are officiall

seeking distortions are

jve. This combination of interventionism and
t and inmovation in the private sector, making

governments do not adequately fulfil the
growth, Most importantly, property
ors are faced with a high degree of
g-{eri
ve endeavours, investors

in a second;

meeting the wishes of the citizens;
dictatorial, While the prefer
al — are at least taken ini®

uprising, the preferences of the peasantry.a
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federal
foder: ,itceen\::t]l So:erlllmznts regularly neglect local problems and demands

y ctively destroys well-workin i -

i ; rod istributi
arr;arr;]gements, in particular in self-governing ufitf vetion and disibution
s ilislilgi;elop.m% countries are faced with a paradoxical situatiom: at the
T emment f(::]? is over—govcmment’ (that is, interventionism), and .‘undcr-
goverment szg is, too little consideration for fragmented local problems)
e é}lbc;r ofj(jgi c;_n tc?vcrc?lma this naproductive situation as it allows for.
sdictions that are based on
2 . grassroots local democra
cheel gt(:vernmcnt and prevent it from evolving into an oppressive and ii{etn'o
venin [g, ngi’al;cracy. Of course, the concept of FOCI deviates strongly from
XISt n%ic . elopment plans. It is worth observing that a large part of the
sconorle 1.t[erature on development does not address the government struc
o ..ust hoal utlt‘]es of govemmel?t are duly noted but no remedies are proposed
misin GO\,-I:—H mz;t tthe .future \.mll bring ‘better politicians’ is unfounded opti:
i C};an v Th.n wi | only improve if the underlying institutional conditions
according to.the ;se is ex:;lctlyfwhat FOCIT do. These jurisdictions are formed
O ography of problems, that is, by the citi i
with issues with which they are confronted /by the ctizens secking to cope
_The 1 i .
I~ pm‘(:;:a(lie;::ci):iv:r ;o 1r(1j1posle taxes as an essential ingredient to FOCJ will
e for developing countries. Whe
de . never the central -
?}:zn!toﬂloc?tes lfunc.ls {as it is the rule in today’s “federal” developing (}0%?1‘;12:)
e mo::— &;vte}:] units become dependent on it and have biased incentives so
of the advantages of decentralization are lost. Under these circum

. stanc ization i i
ances, decentralization is not necessarily beneficial. In a system with impor

:::Lts ;s:l]gabll all;;ations, the lower-level units are liable to become fiscally
e. They tend o borrow too mu
. ' ch on the (mormall
;a;;s(l)utr:g&&n t};at they will be bailed out by the central government 1);" t(l:::;iztr:
e. In contrast, if FOCY have the pow i
o o power to levy their own taxes, th
population would have to carry the cost of bad politics, therefore governmcnt‘:

‘ha £ an inCenti
. .
¥ i l ve 10 observe the budge[ constraint aﬂd to behave f]SCally

senefits of FOC for developing countries

OCT produce majo; ad\'ﬂ
- L ntages over { isti for v
‘ A . g he existi g TIT1 ()f go ernment in

T
‘ wgi{dbiitrtxfsze;t'?] govemmcnt’s effort to monopolize palitics which
oo oervise s V:Betcc:f)lfo'm{c development and oppress the citizens.
o A V[i)ﬂb]erb o initiatives from below. Effective, local govern-
et oot decause the.y have authority over particular govern-
, and may raise taxes to finance the respective
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2.

FOCJ make it possible 10 combine various
blend not only federalism with democracy,
modern and traditionat styles of governing
elders. Time-proven local way

niated, but are used and fostered in those areas

effective.
FOC) solve the
polity and decentr

sary (though far from suffici
large degree of insulation that
can have against the ravages of short-
ity to use the discipfine of
group predation’ {Bardhan
lation by the establishment of new, g
which are, however, disciplined by econo
FOCJ deal with another
(Montignola et al. 1995, pp.

the market . .

54--5). The state

enforce legal rules, especially property rights
economic development. At the same time, gov

be ‘weak’ in the sense of not expl

priation or excessive taxation. FOCJ are abl

agaimst such exploitation
go bankaupt if its mernb
individuals and firms do not face

because each FOCUS is self-financed and may
ers choose the exit option. In a system of FOCJ,
a mouopolistic and therefore oppressive

state but may resort to substitutes.

~

organized central st
growth. They depart
propetty and free market 2.
cases local governments nee

Arguments against

Some people consider
too optimistic a

ing countries to be

reigning there. The follow

FOCT in developing countries .
the claim that FOC are also advantageous to develop?
nd naively neglect the specific conditions

ing three related assertions are discussed below

There is an emphasis on local public product
organization. This aspect has
‘The fiscal decentralization induced by
economic vatiables (for instance, in bu
The concept of FOCY overcomes
versus market’ which was typical
countries. FOCT mark a radical dep
ture on developing countries that emphasi

ent) conditions of a development state is a
the development-minded decision makers
rum pork barrel politics and their abil-
. against the inevitable follies of
1993, p. 46). Indeed, FOCI provide such insu-
rowth-oriented development units
mic and political competition.

‘fundamental dilemma of government’

oiting the citizens by,

been much neglected in the literature.
FOCT reduces the volatility in maceo- '
dget deficits and income growth}. 7.

the fruitless contradiction of ‘government
of many of the writings on developing;
arture from much of the entlier litera
zed the need for a strong, well
ate and bureaucracy to steer and support economi
from the more recent exclusive emphasis on private:
g the key to successful
ded for economic growth are neglected.
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forms of political rules. They 1. FOCT will not work in de :

L R . ; veloping countries whicl i ;
that is exit andlvowe, bu_t also tic nor democratic The pre-colonial political SYSt;Z: icnzzz;lsz:?; fedem!!zs.
suc.h as me-etmgs by v11%ag.e countries was characterized by various forms of self-gov eveloping
s of public decision making ate not efimi- they, of course, did not meet the criteria of democrac? w;}?\?ﬁf‘t}; though
in which they prove to be famjhar. Vestiges remain even today, but this traditional way :; g‘;":eme
ing was on the whole destroyed b itar -

Lo ) h y the authoritaria i
“fundamental organizational dilemuma’ between an open colonial governments wanted to centralize as much“ zolemal rule.. rost
slized development at the local level: *one of the neces- their hands, and consequently destroyed traditional lgc:i, er laS possible in
. rule.

2. FOCJ are unsuitable for developing countries This ‘culturalist posi-

t:F)n’ maintains that individuals ir developing regions are basicall
different from Westerners and, therefore, need a different form {”
Emferr!ment, arguabl‘y a more authoritarian one. A popular version of lh?s
ﬂzléif 1fs that people in developing countries tack the discipline and initia-
o form FOCI. However, the economic approach to human behaviour
?ufé.’c"ej“ts Fhe opposite causation. The lack of observed discipline and
1¥11t1at1ve is the consequence, and not (ke cause, of unfau,rourabll3 i _ﬂ
tional settings. ’ et
. Thre_e types. of empirical observations strongly support the economi
view: (i) Empirical evidence shows that to the extent self-governmn F;
could be preserved, it often functions well and is even able to solve difefl"-ll
cult common property resource problems (Wade 1988; Ostrom 1990T
tl)lstro'm-et al. 19.93}). (if) When individuals in deve]opiné countries she(i
thz ;t;ii:;ﬁl iestrtl.cnons imposed upon them by government bureaucracies,
ey becomn ;c 11\;3 and ve:nturesor?le. Whi.le this applies to all developing
coumte 3, 11 as been particularly impressively demonstrated for Peru by
) f_oo { 989),. who shows that People who are passive within the
o_n‘mes of the highly regulated and inimical official sector become enter-
prising and energetic once they act in the unofficial or shadow econ
4 (iii) Even exple'riences with an extreme form of democracy, popular r(;;g—.
osalr:g:,] ;rel fl;)isn}tve provided they are deyoted to substantive issues and not
smply 592 scites .to sup_port the aulthomtarian ot dictatorial rulers (Rourke
L | ) If citizens in developing countries are taken seriously, the;
parnf:lpate in political affairs (for Africa, for example, Chazon 199,4' fi d
it\?dgmco, see Oberreuter and Weiland 1994). ' e
pthr'l.:T) :;Joir";f;nu z:ltthualﬁ.y Many people believe that central governments
B oo qceity lW ile federal systems make the rich richer and the
el pm\;js' nl raf gove.rnment.s are at best formally committed to an
oy vision o p}lbhc services but in actual fact, there are huge
gggenceésllﬁ the services provided across the country — Ostrom et al.
o i;] 1:1.16 Ca) i:;flell'l speak of a ‘myth Q.f equality’. Typically the popula-
o e thp is grossly .favou'rcd, in particular by highly subsidized
3 , while the much poorer inhabitantis in the rural areas are taxed. FOCJ

has to be sirong enough to
which are prerequisites for
emnment stitutions fave t0
for examyple, eXpro-
e t0 convey credible limits

ion and efficient polycentric

development. In bot
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redress such imbalances because they are based on decentralized decision
making and subsequently allow regional and local development of the
natural and human resources 0 be made available.

VIIL Conclusions

Our concept of functional, overlapping and competing jurisdictions provides a
radical alternative o today’s policy in industrial and developing couniries.
However, the idea of FOCT is not driven by any particular ideology (except for

the normative position that politics should function according to the citizens’

preferences), and it does not snggest perfect, simple or ready-made solutions.
Nor does it require an all-or-nothing decision. It may sometimes appear
surprising and perhaps even shocking, but it may be introduced on a step-by-
step basis. The beneficial features of the concept already become evident even
when it is only applied with regard to some functions and a few members. This
does not mean that FOCJ emerge all by themselves. Even if political compe-
tition works well to the advantage of citizens, established politicians who see
their power reduced will make an effort to block or at Jeast undermine the
concept. Tt is, therefore, necessary to openly and seriously discuss the proposal
in order to make the advantages gencrally known and accepted by the popula-
sion. In demoecratic societies the citizens then have the means 10 make FOCT
become a reality by rewsiting the constitutions such that FOCY may ernerge.

Notes

{. 1licould be argued that locally elected politicians
for the local prefesences. However, in many coun
are only partly, ornot at a
instance, a substantial share of the membess of the Buadestag are not el
particular precinct but because they are placed on a
belong 1o, Moreover, in national parliaments, a lccal
he/she is only one of several kundred parliamentarians.
2. The concept of FOC is extensivety discussed in Frey and Hiche
have already been found in Montesquien (1749). Burnheim
mention similar elemenis.
by Tullock (1994), who calls it “sociological federatism’. Casetla and
concept and refer to relevant literature. A Centre for
(CEPR 1993) briefly mentions the possibility of est
Europe (pp. 54-5) but does not elahorate on the concept oF refer to p
for Dreze 1993 on secession), )
3, According fo Sperbes (1994, p. 24}, in the first half of the nineteenth cenlury, average incorm!
was higher in strongly ‘decentralized Germany than in strongly centratized France, which ma!

at least partly be atyibuted to the difference in the degres of centralization.
4. See Cameron (1998); Dehousse (1598); Lauvrent and Maresceau (1998); Wagener and Hei

£1998).

in ceniral states also face incentives to cater
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