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Organisation for Economic Co-Operation and Development 

Pursuant to Article 1 of the Convention signed in Paris on 14th December 1960, and which came 

into force on 30th September 1961, the Organisation for Economic Co-operation and Development 

(OECD) shall promote policies designed: 

•  to achieve the highest sustainable economic growth and employment and a rising standard 

of living in Member countries, while maintaining a financial stability, and thus to contribute 

to the development of the world economy; 

•  to contribute to sound economic expansion in Member as well as non-member countries in 

the process of economic development; and 

•  to contribute to the expansion of world trade on a multilateral, non-discriminatory basis in 

accordance with international obligations.  

The original member countries of the OECD are Austria, Belgium, Canada, Denmark, France, 

Germany, Greece, Iceland, Ireland, Italy, Luxemburg, the Netherlands, Norway, Portugal, Spain, 

Switzerland, Turkey, the United Kingdom and the United States. The following countries became 

Members subsequently through accession at the dates indicated hereafter: Japan (28th April 1964), 

Finland (28th January 1969), Australia (7th June 1971), New Zealand (29thMay 1973), Mexico (18th 

May 1994), the Czech Republic (21st December 1995), Hungary (7th May 1996), Poland (22nd 

November 1996), Korea (12th December 1996) and the Slovak Republic (14th December 2000). The 

Commission of the European Union takes part in the work of the OECD (Article 13 of the OECD 

Convention).  
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LEED Programme 

The Programme on Local Economic and Employment Development (LEED) identifies, analyses 

and disseminates innovative ideas relating to local development, governance and the social economy. 

Based on the voluntary participation of countries, its programme of work provides a large measure of 

operational flexibility. The LEED Programme is part of the Centre for Entrepreneurship, SMEs and 

Local Development, collaborating closely with the Working Party on SMEs and carrying out 

horizontal work with many other services of the OECD.  

The LEED Programme has provided a vital contribution to local development over the past 22 

years, providing rationale for new policies and improving local practices, and is still exploring and 

pushing further the frontier of knowledge in this area.  Member countries, non-members and 

international organisations increasingly look to LEED for practical policy guidance.  

The LEED Programme offers participants a uniquely active approach by providing:  

i. continuous monitoring and assessment of current local development practices and the 

diffusion of related findings; 

ii. analysis of initiatives, strategies and partnerships between government, business and civil 

society with the aim of complementing public policy and supporting local economic and 

social development; 

iii. elaboration of common methodologies and analytical frameworks for carrying out reviews and 

studies; and  

iv. a critical link both between sub-national institutions, and between the OECD and sub-national 

bodies.   

LEED has a Directing Committee of 34 members: 24 member countries, five non-members and four 

international organisations, all full-participants.  It draws on the additional resources and expertise 

provided by a Partners’ Club of more than 100 members (sub-national governments, NGOs, 

foundations, research institutions) gathered in four fora: the Forum of Cities and Regions, the Forum 

on Entrepreneurship, the Forum on Social Innovation and the Forum on Partnerships and Local 

Governance. A decentralised unit, the OECD LEED Trento Centre for Local Development, was 

established in 2003 to build capacity for local development in Central, Eastern and South-Eastern 

Europe. 
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OECD LEED Centre for Local Development  

Trento, Italy 

On 11th June 2003, the OECD Council decided to establish, in co-operation with the Italian 

Government and the Autonomous Province of Trento, an OECD LEED Centre for Local 

Development. The mission of the Centre is to build capacities in OECD member and non-member 

countries, with a focus on Central, Eastern and South-Eastern European Countries. The Centre will 

build on the LEED Programme’s longstanding commitment to provide assistance in the design, 

implementation and assessment of local development strategies and on its expertise on local 

governance, entrepreneurship and social inclusion.  

The main objectives of the Centre are: 

•  To improve the dissemination capacity of best practices in the design and implementation of 

local development strategies and facilitate the transfer of expertise and exchange of experience 

between OECD member and non-member countries; 

•  To strengthen the relationship between policy makers, local development practitioners and the 

scientific community; 

•  To reinforce participative and representative democracy at sub-national level by initiating and 

supporting a dialogue between national and sub-national legislatures on local development 

issues.  

Three international conferences are held at the Centre in 2005:  

6-8 June 2005  Local Development and Governance in Central, East and  

    South-East Europe  

23-24 June 2005  Fostering Entrepreneurship: The Role of Higher Education  

22-23 September 2005 The Social Economy in Central, East and South-East Europe:  

   Emerging Trends of Social Innovation and Local Development  
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LOCAL DEVELOPMENT STRATEGIES IN CENTRAL, EAST AND SOUTH-EAST 
EUROPE – FROM PLANNING TO IMPLEMENTATION 

This session will give an overview on mainstream and recent developments in strategic planning for 
local development. It will address the reasons for local development strategies and will bring up 
expectations of various stakeholders.  
Case studies from Central, East and South-East Europe will present the variety of obstacles met in the 
implementation of area-based strategies and will highlight possible ways to overcome them. 

Question to be addressed include the following: 

•  Why should local development strategies be designed? What are the expectations from the 

various stakeholders? 

•  What are the obstacles met in the implementation of area-based strategies and what are the 

ways to overcome them? 

•  What methods and instruments work best to achieve long-term goals for economic, human 

resource and social development? 
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DESIGNING AND IMPLEMENTING LOCAL DEVELOPMENT STRATEGIES  
IN CENTRAL, EAST AND SOUTH-EAST EUROPE 

Scott Abrams, Open Society Institute (Soros Foundation), Local Government and Public Service 
Reform Initiative and Fergus Murphy, Consultant, Led Associates, United States 
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Summary  

The conference presentation examines local economic development practices and experiences in 

Central, East and South-East Europe during the transition period. It discusses the reasons why LED 

strategies should be designed; the role of integrated LED strategic planning; the five stage strategic 

planning process, and; obstacles that exist and ways to overcome them with regard to LED. Case 

studies from Latvia, Kosovo, Albania and Bosnia and Herzegovina provide practical insights into the 

organisation, management and execution of LED programmes. A concluding chapter highlights 

lessons learned and best practices associated with LED. 

Biographical Notes  

Scott Abrams has been a Project Manager with the Local Government and Public Service Reform 

Initiative of the Open Society Institute since 2002. His project portfolio includes management of the 

joint World Bank-OSI local economic development program "Developing Economies Locally 

Through Action and Alliance", which has been operational in Kosovo and Albania since 2002.  He 

also manages the LGI Fellowship program and a host of good governance and decentralization 

projects in South Eastern Europe and the Newly Independent States. 

Before joining LGI, Scott worked in the Department of Peacekeeping Operations at the United 

Nations. Scott holds a BA in History from Iona College and an MA in International Relations from the 

Graduate School of European and International Studies at the University of Reading, United Kingdom.  

Fergus Murphy is a consultant with LED Associates, Washington, DC, United States. He has 

been involved in a number of outstanding works on local development. 
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LOCAL GOVERNANCE IN THE CONTEXT OF A NETWORK SOCIETY: SOME OPEN 
QUESTIONS FOR ECONOMIC POLICY 

Sebastiano Fadda, Professor at the University of Rome III, Italy
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Summary  

The following considerations try to point out some crucial problems to which adequate solutions 

must be given if an appropriate mechanism of governance for local development is to operate 

successfully. 

1. We assume that the central problem of development policy is essentially a “coordination” 

problem. Modern economic and social systems are increasingly complex, and this entails the risk that 

fragmentation may lead to coordination failures which in turn make the achievement of economic, and 

in particular development, goals extremely difficult. The two traditional mechanisms of coordination, 

“hierarchy” and “market”, are inadequate in their pure form. A new form of coordination is needed in 

order to put together all the elements of the system so that common goals can be achieved: that is 

“network, or interactive, governance”. It involves all the economic and social actors in a process of 

negotiation, interaction, multilateral coordination. Good governance is crucial for good performance 

and competitiveness. 

2. In the process of globalisation local systems acquire an even stronger relevance. By local 

systems we mean those sets of elements plus their interactive relations which are localised in a 

particular territory and which form that particular tissue of actors, resources and functions that feeds 

the level of economic activity. With reference to local systems, the vertical and the horizontal 

dimension of coordination are to be investigated, and coordination is concerned  both with the 

macroeconomic field (stability, growth and employment policy, nairu and public expenditure) and the 

microeconomic field (economic policy in “real” terms: industrial and labour policies, competitiveness, 

local development, etc.). 

3. As for the vertical dimension, theory and experience show that the greater problems to cope 

with lay in establishing an appropriate distribution of functions between central, intermediate and local 

levels. The principle of “subsidiarity” apparently helps, but it still retains a hierarchic flavour. It 

should be made clear that “network governance” implies that all territorial levels must be involved in 

the design and the implementation of policies whatever their scale and whatever the territorial 

dimension of the problems concerned. In the light of this principle, therefore, the problem arises of 

building an appropriate administrative and organizational architecture in which the role of each 

territorial level is clearly and appropriately defined in the phases of choosing the objectives, adopting 

instruments and plans, implementing the plans, and in the monitoring and evaluation activity. In most 

cases procedural set ups are far from giving adequate solutions to this problem. 

4. As for the horizontal dimension, two problems need to be solved. First: which of the various 

actors (both of public and private nature) that make up the local system are to be involved in the 

process of network governance and what role or weight can be given to each of them in the different 

phases of the process? Second: should we have a standardized structure in which this partnership 
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process is channelled (with fixed composition of partners and fixed procedural mechanisms) or should 

we rely on more flexible patterns? And what the features of these structures should be? 

5. A “network governance” system is bound to become ineffective or completely collapse if a set 

of crucial problems are not given adequate solutions. Theory and empirical evidence seem to show 

that the main problems to cope with are:  

a) “Agency” probleMs As it’s well known, when conflict of interests and information 

asymmetries exist between principal and agents, the agents may be induced to pursue their own 

interests. Network governance can be thought as a mean to solve this problem between citizens (as 

principal) and government (national or local, as agent); but the problem reappears in the relationship 

between partners which take part in the process of network governance and the people which they are 

meant to represent. A way out could be tried by reducing the asymmetry of information. That is by 

making transparent, public and adequately monitored the activity of the bodies in which network 

governance and “concertation” take place, and at the same time increasing the ability of citizens to 

understand the matters which are dealt with in those bodies. Another way out could be to reduce 

conflicts of interest, something that can be pursued both by implementing shared rules (institutions as 

social norms) or by modifying each partner’s utility function (convergence towards shared values and 

preferences). Finally some technical arrangements, such as extending the number of partners, changing 

the composition of partnership, avoiding stability and rigidity in the structure of partnership could help 

towards a solution of the agency problem. The same measures would work in favour of reducing “rent 

seeking” and opportunistic behaviour.  

b) “Information asymmetries” among the partners involved in the network governance. Inequality 

in the distribution of information among the partners is sometimes due to technical problems in the 

circulation of information, while sometimes is the result of intentional strategy on the side of the 

partners closer to the sources of information. This fact is bound to create distortions in the process of 

decision making and may discourage some partners from taking part in this process so that the very 

essence of network and interactive governance may be nullified. Several attempts to implement this 

form of governance have failed because of this reason. Therefore much attention has to be devoted to 

improve the circulation of relevant information among the partners.  

c) Paralysis of the decision making process due to the “impossibility theorem”. As the numbers of 

partners involved in the network governance increases, so does the number of conflicting interests and 

it may become increasingly difficult, if not impossible, to arrive at coherent choices through the voting 

mechanism. In some cases, therefore, “network, or interacting, governance” could turn out to have a 

paralysing effect on decision making processes. Negotiations, compensations, progressive 

convergence towards shared views of the appropriate path of evolution of the economic system (be it 

national or local) can help towards a solution. Two main strategies seem to be adoptable to this end. 

The first one is “strategic planning”. The second is based on an extension of the time horizon in the 

analysis of the consequences of the alternative options. “Foresight” techniques, which involve social 

actors in the process of building a shared vision of the possible future, taking also account of the 

“sustainability” perspective, may help in this direction.  
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d) Inadequate accountability linked to performance and results. Accountability has a double 

function: to ensure that agreed decisions and relative engagements are actually carried out, and that the 

administration of funds is correct. Furthermore, accountability must relate more and more nowadays to 

performance and results. The extent to which targets are achieved, the efficiency with which resources 

are used, the fulfilment of mutual engagements are to be kept strictly under control, and full account 

should be given, not only to all local partners interacting in the networked governance (and through 

them to all citizens), but also to higher territorial levels at which interactive governance defines the 

general strategic targets. e) lack of agreement (explicit or tacit) about distributive variables. Each 

subject, each partner of the process, must be able to see clearly what are the costs of its participation in 

the process and what he is going to gain. And there must be agreement among the partners on the 

relative shares. At the macroeconomic level this can take the form of agreement about the share of 

wages and profits, or investment and consumptions, at the microeconomic level more articulated 

variables can appear with reference to specific interests of the partners. It can be easily understood that 

if  the distribution of gains (and costs, as well as risks) were too much biased against some partners 

these would not have any interest in partnership; nor would anyone have interest in partnership in the 

absence of a clear vision of the advantages steaming from participation. 

In order to solve these problems, appropriate mechanisms are to be arranged and specific 

institutional procedures are to be enforced. Lack of doing so would reduce trust in these processes and 

would transform partnership and network governance in a merely formal and bureaucratic activity: 

something which we can already see happening more frequently. 

6. A final consideration concerns what I am going to call “governance of the governance”, or 

“second degree” governance. The coordination network on which the interactive governance is based 

is bound to be affected by changes in many elements to which it is related: economic interests of the 

partners may evolve, new subjects may emerge, the balance of powers may be altered, social values 

may undergo a substantial transformation, modes and organization of production may radically 

change. In front of these changes the network must be flexible and adapt itself to new scenarios 

without loosing the capacity of granting an efficient governance of the economic process with 

perceived gains for all the subjects of the system. This is the scope of the “maintenance of the 

network”, and it can be attributed to the leadership of the Public Authority, which has in this way to 

(so to speak) “govern the government process”. In this role, three main functions can be envisaged. 

The first one is to act as an interface for trust relations among the agents. Trust relations may be 

jeopardized by the entrance of new subjects or by some previous failure or by initial diffidence. The 

Public Authority can establish bilateral trust relations and this can help building a network of trust. A 

second one is to use “moral suasion” or to “force” agents to build initial blocs of cooperation and 

alliances when changes in the scenarios of the kinds hinted above may tend to disrupt cooperation, and 

this is bound to have multiplicative effects. A third function is to act as an “independent observer”. As 

an agent somehow “super partes” the Public Authority can watch that every partner fulfils its 

commitments and that that the process of implementing the choices collectively made will go on. In 

order to play this role the good “reputation” of the Public Authority is crucial. 
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LOCAL DEVELOPMENT AND GOVERNANCE: A SELECTED COMPARATIVE 
ANALYSIS OF CANADIAN AND IRISH CONDITIONS, WITH REFERENCE TO 

CHALLENGES AND OPPORTUNITIES FOR POLAND 

David J.A. Douglas, Professor, School of Environmental Design and Rural Development,  
University of Guelph, Canada 
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Summary  

Local development is an extremely rich and varied field of policy, programme design and 

practice. The field benefits from a very considerable body of literature and communications that 

allows for comparative and critical analysis and the selective transfer of valuable policy and process 

“technologies”. This Paper draws upon a recent intensive three-year critical appraisal of local 

economic development in Canada, focusing on the rural Ontario context, and a parallel critique of the 

local government restructuring process that also took place in this part of Canada. It relates the 

findings and conclusions with some of the issues and challenges in Ireland, and then applies both of 

these to Poland today.  

Some important findings and conclusions on key aspects of local development capacity (e.g. 

personnel, budgets, partnerships) are presented, and issues around the appropriate locus of 

responsibility for designing and implementing development strategies, in the Canadian context, are 

explored. A number of policy recommendations emanating from the analysis are presented. From 

there the process of local government restructuring is addressed and the links between effective rural 

development and local government development highlighted. The Paper addresses some of the local 

development challenges in a successful and rapidly developing context such as Ireland. The critical 

role of the Counties is contrasted with the remit of the Regional Development Authorities, and the 

variety of parastatal organizations currently active in local development here. Issues around local 

government development, community governance, local economic development and other matters are 

critically explored. These contrasting contexts are posed against some of the current issues and 

opportunities in the Polish context. The challenges of assigning the most appropriate roles and 

functions to the most appropriate levels of government, while at the same time fostering subsidiarity 

and effective community-based governance and encouraging regional development, are addressed, 

drawing on some of the relevant lessons from the Canadian and Irish contexts. 

There are transferables – but they go in all three directions. The challenges and opportunities for 

Poland include a strategic utilization of the regional government system already in place, and recently 

restructured, taking a truly integrated approach to local development, ensuring parallel, reinforcing 

developments in local government alongside related developments in the local economy and society, 

proactive investments in local development skills and related capacity, taking a critical, contextually 

relevant approach to the emerging concept of governance, minimizing the universal tendencies for 

unwarranted organizational and institutional complexity that too often attend local development 

initiatives, and ensuring a strategic and dynamic “fit” between local, regional and national 

development priorities and process. 
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Biographical Notes  
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LOCAL STRATEGIES IN A GLOBAL ECONOMY: LESSONS FROM COMPETITIVE 
CITIES 

Michael Parkinson, Professor and Director of the European Institute of Urban Affairs, John Moores 
University, Liverpool, United Kingdom 
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Summary  

Do cities still matter in a global era and why? 

In the last decade there has been a transformation in the perceptions of the role cities play In 

within Europe.  They are now high on the European agenda for a variety of reasons: 

•  • traditionally cities have been seen in their respective national economic hierarchies. 

Increasingly they are seen in a wider European economic context at least; 

•  • there has been a rapid growth in the development of networks between cities at a European 

level designed to promote trading links, exchange good practice and promote the interests of 

cities at a European level; 

•  • there has been growing awareness of the contribution and potential of cities to Europe's 

economic competitiveness. Cities are increasingly seen as economic assets, not liabilities, 

which need to be exploited not only at a national but also at a European level; 

•  • but there has also been growing recognition of the double-edged character of much 

economic change in cities during this period. The search for economic growth has not always 

led to social equity; indeed it has often contributed to increased social exclusion. 

So we face a paradox. Despite their growing contribution to the economic competitiveness of 

Europe, not all places or people contribute or benefit equally so social problems are growing in many 

cities.  This juxtaposition of success and failure, growth and decline, innovation and stagnation, wealth 

and poverty, great architecture and environmental deterioration poses a major challenge to the social 

cohesion of Europe. Linking increasing economic competitiveness to increasing social inclusion is a 

crucial challenge for policy-makers at all levels of government and all social partners in all European 

countries.  

Why are cities still important politically? 

There are different views about how important cities are in contemporary Europe.  Historically 

cities have critically shaped Europe’s economic, social and institutional arrangements.  But it has been 

argued that cities have been overtaken by events and are no longer the critical forces they once were in 

national economic competitiveness.  The argument is based on a number of assertions.  It has been 

argued that: 

•  • Cities are now wholly fragmented economically, socially and institutionally and cannot be 

seen as united actors anymore.  

•  • The process of metropolitanisation has made central cities obsolete. 

•  • City networks have made traditional urban territorial boundaries obsolete. 
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•  • Global capitalism has made European cities insignificant. 

•  • The increased mobility of labour, capital and ideas and the space of flows have made place 

and community less important in a globalised world. 

There is something in these arguments. But there is more evidence to suggest cities still do matter 

- and probably more rather than less. For example, the death of cities has been predicted many times 

before - without it actually happening. Also the challenge of metropolitanisation has been managed 

without the loss of identity or role for central cities. Even in large conurbations medium sized cities 

are not lost.   More specifically the impact of globalisation means that the nation state no longer can do 

everything, which gives opportunities for cities. Cities still provide hugely important facilities and 

services. Cities still make decisions that are critical to business, consumers, environmentalists, and 

poverty groups.  And it can be argued that place, space and community have become more - not less - 

important for identity and action in an increasingly globalised and insecure world. So cities are still 

critical sites for identity, action and decision-making - and also crucial to national economies. Cities 

matter economically, politically and culturally to nations and to Europe. National and European 

policies should recognise and act upon this fact. 
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METROPOLIZATION – LOCAL DEVELOPMENT AND GOVERNMENT IN POLAND  
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Summary  

Although Poland achieved quite quickly its territorial reform in 1998, the status of the capital city 

Warsaw remained unachieved during a long period, since it was changed several times, in 1990, 1994, 

1998 and at least in 2002. The building of democracy in Poland began with a decentralization of the 

state, including the restoration of self government at the local tier in 1990.  

The aim of the paper is to wonder which were the geographical effects of such hesitations on the 

process of metropolization in Warsaw. The hypothesis is that administrative division of urban space is 

not a neutral grid on the map and that the delayed territorial reform of the capital city is the result of a 

tension between two pressures : metropolization and building of local government. The building of 

democracy in Poland began with a decentralization of the state, including the restoration of self 

government at the local tier in 1990. But meanwhile, a huge demand of investments in territorial 

infrastructures (roads, housing, offices, hypermarkets, etc..) due to the renewal of market economy led 

to a process of spatial concentration in the capital city. This paper deals hence with the tensions and/or 

contradictions between administrative and political decentralization ant the economical centralization 

in the capital city from 1990 to 2002. It tries to show how the local political elites hesitated between 

“metropolitan” and “municipal” scenarios for the territorial framework of the city. 

Between 1990 and 1994, a choice for a “ municipal” conception of local government was done : 

the law about local autonomy defined a “Union of communes” within the boundaries of Warsaw, the 

lowest tier – inherited from the former regime – being the municipal one. The idea was to build the 

democracy the closest as possible to the citizens. 

In 1994, the local governance system was deeply changed, since it was decided to identify a big 

central commune, which had larger and stronger powers than other communes in Warsaw. This level 

of the urban territory was comparable to the whole city in its functioning. But this inegalitarian 

framework – which did not satisfy the mayors of communes around the central district – had to be 

adapted to the necessities of the big territorial reform, achieved in 1998.  

The main results of this reform were the redefinition of the regional tier (with the contraction of 

the regional maps, going from 49 to 16 voivodships) and the restoration of a median tier between the 

regional and the local ones (the counties, that is the powiat, some of them being city-counties). In the 

case of Warsaw, the territorial reform produced a big imbroglio and a extremely complicated 

administrative framework which lasted until 2002.  

The last reform of the capital city aimed to simplify the administrative and territorial structure, 

but also to put it in accordance to the NUTS division, valid in Poland since 2000. This reform goes 

back to a more egalitarian and city-wide conception of local governance. Self-government authority 
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disappeared from the very local level and was transferred to the whole city. Former communes (even 

the central one) are not communes any more, but “auxiliary units”, simple districts. The first visible 

tier in the administrative and territorial system (thus, the first NUTS level, NUTS 5) is the commune 

of Warsaw, within enlarged boundaries. In 2002, the citizens did not vote for the mayor of their 

district, but for the President of the town (the direct suffrage of the mayor of cities was implemented in 

order to increase participation in local ballots). 

Thus, we can observe from 1990 to 2002 a trend leading from a communal to a metropolitan 

conception of local government of Warsaw. 

Now, the question is : which were the consequences, the geographical effects of this long process 

on the urban development, since the nineties are a decade of strong metropolization, that is a period of 

concentration of incomes, on investment ( if not of population) on the capital city ? Another question 

which follows from the presentation of the building of the new administrative framework of the city 

deals with the absence of a so-called metropolitan tier in any proposition. 

The idea of a metropolitan area defined around Warsaw could never lead to concrete political 

decisions, and always remained a theoretical issue in the scientific and urban planning spheres. 

Actually, the boundaries of the former Warsaw Voivodship could be compared to the metropolitan 

region. But it is no longer possible for the much larger Mazowsze Voivodship which embraces 5 

millions inhabitants. 

Thus, documents of spatial planning, frequently using the word of “Warsaw metropolis”, refer to 

an administrative abstraction – and indeed, there is no tool in the territorial architecture which could be 

taken as the metropolitan area of Warsaw, whereas functional relations show that the city is far “low-

bounded” in comparison with the metropolitan territory. 

Meanwhile, the real power in urban planning belonged to the communes since 1990. Thus, in an 

absence of metropolitan (and sometimes simply urban) tier, the communes were highly responsible of 

the urban development in the 1990’s. 

In an economic context of lack of resources, in a political context which stressed upon the values 

of this very local tier of local government, the communes showed a low interest in the whole city 

problems, and rarely contributed to general projects as big transport infrastructures (1990-94). The 

lack of solidarity between the communes of Warsaw, and the leading position of the central one 

between 1994 and 1998 enhanced a process of spatial concentration of investments in the central part 

of the city. This system was effective economically, to attract investors, but not politically, since it was 

the source of many territorial tensions and conflicts. Only the 2002 administrative system seems to 

come back to a centralized conception of local government in the capital city.  

The polish experience, from an egalitarian and communal, to a more centralized and city-wide 

model of governance in the capital-city shows how difficult it is to go from democratic centralism to 

“real” local democracy, and brings several answers to the issue of the efficiency of a territorial 

division.  
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The choice of a communal level (egalitarian until 1994, non-egalitarian until 2002) led to a 

situation of political fragmentation which was not a neutral factor in the process of metropolization, 

but produced a dynamic of spatial concentration of income and investments in the centre of the town, 

and delayed the realisation of city-wide investments. The Warsaw experience shows how political 

fragmentation can reinforce territorial centralization at the intra-urban scale, because it does not 

provide any tool for spatial cohesion and equality. But this concentration of investments in the centre 

of the city was evidently a positive factor in the strategy of metropolization of Warsaw. Thus the 

following question: what should serve a territorial division : the political elites, Eurostat, the citizens, 

the national administration, private investors ? 

The answer is not simple, and it can not be said that there exists a model of metropolitan local 

government in Europe, even after almost 40 years of experience. The compressed schedule of arising 

market economy and European integration was not the best historical context to “invent” a model of 

metropolitan governance in Poland. 

Biographical Notes  
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(Ecole Normale Supérieure de Lettres et Sciences Humaines, Lyon).  
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UKRAINE: CURRENT PRACTICES AND CHALLENGES  
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Summary  

Since Ukraine’s independence in 1991, the role of local1development in this country’s 

transformations has been rather limited for a number of major reasons, including the dying hard legacy 

of the Soviet over-centralized planning system, as well as the still unfinished business of local 

democracy in post-Soviet Ukraine. In the Soviet times there existed a nation-wide system of planning 

which was practically exclusively top-down, very rigid and was supposed to regulate all the activities 

of all objects of governance, including enterprises and territories. The Soviet epoch system had also 

another dimension or approach – the so called “indicative planning”.  

Normally indicators for such planning were invented by an anonymous bureaucrat at the State 

Planning Committee to become the indicators for socio-economic development of a territory. Under 

the then existing pattern, municipalities would stick to those long-term planning documents designed 

and developed for them by higher authorities, when producing annual plans for their territories. The 

implementation of these annual plans was supposed to cover stages in implementing long-term plans 

designed and developed on the top. 

Today’s situation is quite different, but only on the one hand, i.e. the Soviet system in its integrity 

and comprehensiveness is not in place anymore, but some new for Ukraine approaches are just 

emerging, and have not yet become a common and demand-driven practice. Despite the overall 

landscape is not very conducive for some radical change for the better, it should be noted that in recent 

few years Ukraine has seen a few very positive developments and trends in the sector of local and 

regional development and regional policy. 

Out of those four (4) key pillars (concepts, legislation, institutions, measures) that should be 

sound and in place for efficient regional policy – Ukraine can probably boast today only the first one: 

the Concept of State Regional Policy2 approved by the Presidential Decree in May 2001 is definitely a 

                                                 
1  For the purpose of this paper “local” in the majority of cases would cover municipalities (cities, 

towns, settlements) and Oblasts (sub-national level of governance in Ukraine).  
2  The debate around the draft Concept, and the contents of the Concept itself, are critical to understand 

better the general level of comprehension of the regional problematic by relevant Ukrainian 
stakeholders, as well as the evolving model for regional development. At least three (3) major 
approaches were competing against each other in the process of elaborating the Concept of State 
regional Policy. The first approach was focusing almost exclusively on political power problematic: 
in what way should political power be organized at the local and regional level: how to elect 
Governors, or whether it is worth electing them at all, maybe just to assign them by the President; 
what should be the best format for Local State Administrations; in what way to form bi-cameral 
parliament, etc. The second approach was basing on the assumption that it would be good for 
Ukraine to have large regions, the so-called economic raions (districts).  
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step forward against the decade of 1990s. It should be seen as a step forward primarily because the 

Concept, though not a perfect document, does bring Ukraine closer to some time-tested European 

approaches and patterns. Regarding the sound legislation, institutions, and measures – they either have 

remained unfinished or fragmentary. In September 2001, a few months after the Concept had been 

enacted, the Government adopted a set of measures and directives to implement the Concept. The bulk 

of them have remained unfinished. The situation is similar regarding the bill on the Fundamentals of 

Stimulating Regional Development: as of April 2005 it is still on the waiting list in the Ukrainian 

Parliament.  

Modern and advanced formats and patterns (in Ukraine such would normally be referred to as 

European) of strategic planning for local and regional development in Ukraine are not completely 

terra incognita. Increasing number of municipalities have been recently demonstrating political will of 

the elected councillors and commitment on the part of the executive bodies to embark on the way of 

developing comprehensive strategies as genuine tools to work towards  the sustainable development of 

a territory. The range of motivations is probably quite wide, and they would strongly depend on the 

perceptions of the involved local players, mainly the local authorities who remain to be the key 

engines to introduce innovations. The role of the third sector organizations has been also increasing, 

but most of them have not yet become full-fledged and recognized actors in the process. Some 

municipalities have been “forced” to develop strategies under the pressure of becoming attractive for 

inward investors. Others undertook this effort under the impact of a successful technical assistance 

project funded by foreign donors. In some cases Mayors and/or Councils would initiative such work 

under the influence of some kind of “political fashion” or “political correctness”, i.e. the country has 

declared its European aspirations and each municipality should take care of having a development 

strategy based on EU approaches. 

Whatever might have been the real motivations behind launching the elaboration of long-term 

strategies in each specific case, overall the process itself is beneficial and helpful for a number of 

central reasons even in those cases when it does NOT result in an effective development strategy: 

a) It is normally a good on-job learning opportunity, which contributes substantially to enhance 
the capacity of municipal personnel under the current Ukrainian conditions when the overall 
capacity of public servants has been decreasing.   

b) Through this process its actors are exposed to something like the sense of local ownership. 
The “top down” approach based largely on land and infrastructure development is, in many 
cases, being supplemented by a “bottom up” element that works from the definition of local 
needs, a sense of local ownership of the initiatives with local participation involving the 
public, private and voluntary sectors.  

c) The process teaches the actors the notion of the integrated approach towards development, 
including both the vertical and horizontal dimensions as well as the sectoral one. Such an 
approach was practically missing under the centralized Soviet system.  

                                                                                                                                                       
The position of the advocates of this approach implied that the central Government would elaborate 
the main directions of economic, social, cultural, ethnic, and environmental development of these 
raions, and would finance fully related prograMs The third approach, which has actually “won” 
brings Ukraine much closer to the European philosophy of regional policy and EU practices of 
regional development. However, it should be noted that the final version of the Concept has some 
elements of compromising with approaches one and two.  
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d) The process empowers the actors with the knowledge of and techniques for promoting cross-
sectoral co-operation: public authorities, private business, and civil society organizations. 

e) The process helps the actors understand and accept that the national government could/should 
increasingly play the role of “enabler” rather than provider of each and every possible service 
to the citizens. Such understanding is crucial for Ukrainian circumstances to help people get 
rid of the still deeply rooted paternalistic perceptions which strongly impede local initiatives.  

In the process of long-term development planning some notions and concepts turned out to be 

“new” for most of the involved. Firstly, it concerns the Vision of one’s place in the future. Under the 

Soviet system it was not done in the overwhelming majority of  cases: why bother if as of 1980 all the 

peoples of the Soviet Union were supposed to live under Communism, which, according to the 

Program of the Communist Party of the Soviet Union of 1961 is “…peace, labor, freedom, equality, 

fraternity and happiness of all peoples.” Secondly, the Vision of the community in the future would 

not be shaped by the Party, Government, Oblast Administration, or even city authorities. It is the 

whole Community, through its civil society organizations, that should be involved.  Thirdly, the 

strategic plan is developed not by a small group of sectoral experts, but via a collective effort of a few 

tiers, and in a transparent way, and preferably through consensus approach. And fourthly, the 

development strategy should not be a rigid document, a stone made directive. On the contrary, it 

should be a flexible document, that could be easily adjusted by the standing working group to 

incorporate new elements, under the influence of either new technologies, or national or regional 

trends that should be considered. Overall, the key matter that Ukrainian communities need to fully 

recognize to be successful in local and regional strategic planning is the following difference between 

the traditional Soviet planning and the modern approaches.  

To deal successfully with the inadequacies and deficiencies at the regional (sub-national) level 

(or at least with the most outstanding of those inadequacies, e.g. increasing regional disparities), new 

approaches and models need to be introduced. Some of them have already been drafted by the 

government, and might get materialized in the next a year or two. The introduction of the others might 

take longer time for a number of reasons, including poor understanding of their need by some decision 

makers, political games associated with the Constitutional reform which has de facto been launched in 

Ukraine, and just the complexity of the process of transformations.  

The new approaches need to be designed to accomplish the following major tasks: 

•  The limited national resources need to be concentrated on addressing regional problems 

taking into consideration the national priorities for spatial development as well as regional 

tasks, which should be shaped by the regional authorities; 

•  The principle of additionality needs to be introduced: resources from the national budget 

should be seen as additional to those that would be accumulated by the regions themselves. 

Regional authorities should learn to get rid of paternalistic perception of the role of central 

government. 

•  Relations of partnership need to be encouraged and enforced between the Central 

Government and the bodies of local self-government.  

•  To develop criteria of referring territories to the category of depressed areas. To define, 

develop and introduce tools and instruments of providing state assistance to such areas.  
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Tangible progress towards sustainable local and regional development in Ukraine can be 

achieved via, first of all, a comprehensive and well-targeted effort that would be supported by the 

major domestic and outside actors. Such comprehensiveness is feasible under the condition that 

relevant constituencies stick to the suggested political and institutional frameworks that have been 

outlined in Strategy of Ukraine’s Integration to the European Union (11 June 1998), and the EU – 

Ukraine Action Plan adopted in February of 2005.  
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Summary  

Fostering local economic development in Croatia is primarily an administrative task of the 21 

counties, the current units of regional self-government. At the same time, even though not formally 

stated in any of the fundamental legal documents, most of the cities (towns) and many municipalities 

are very active in promoting local economic development. Naturally, the stronger cities and towns are 

the driving forces in local economic development in Croatia, whereby the competence of the counties 

in this domain can be questioned. In practice, governance problems are visible and can be seen 

through conflicts, competitive behavior based on local politics, lacking communication and 

cooperation, causing waste of scarce resources, inadequate support, duplication and neglect of those 

who really need support.  

The thesis of this paper rests on the assumption that the existing administrative-territorial setup 

and functions that derive from the related legislation in Croatia are not in accordance with the needs of 

economic growth and development on local level. The main goal of this research paper is to find 

quantitative and qualitative justification for an appropriate governance structure for fostering local 

economic development in Croatia. With the aim to investigate current local governance problems in 

Croatia, the focus of this research is on relations between bigger cities and counties in promoting and 

fostering local economic development. 

Regional development theories such as trade theory, location theory and new economic 

geography can give some insight into spatial aspects of economic activities, as well as more 

contemporary approaches to polycentric development that are currently discussed among experts and 

academics in the European Union (EC, 2004). Besides the economic focus on development such as 

promoting growth and competitiveness, the adequacy of the institutional structures and modes of 

governance as a crucial development aspect is now widely recognized. 

This research primarily questions if the existing administrative-territorial setup and functions of 

counties, which derive from the related legislation, are corresponding to the needs of economic growth 

and development on local level. Accordingly, the focus of the paper is on examining governance 

relations between bigger cities and counties in fostering local economic development in Croatia. 

Regional economic theory can also give some insights into spatial considerations of economic 

activities as well as the necessary governance structures. In this respect, some theoretical concepts that 

derive from trade theory, location theory and economic geography are briefly reviewed. 

Based on the analysis of main local and regional data, it is researched if the contemporary 

theoretical concepts are applicable in the Croatian context. Existing governance structures in Croatia 

and some qualitative insights on the appropriateness of the current situation is presented. The main 
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goal of this paper is to find quantitative and qualitative justification for an appropriate governance 

structure for fostering local economic development in Croatia. 

Local economic governance structures in Croatia – concluding remarks 

Following the main thesis of this paper it can be concluded that the existing administrative-

territorial setup and functions that derive from the related legislation in Croatia do not comply with the 

needs of economic growth and development on local level. With regard to the theoretical overview 

and based on the quantitative as well as qualitative analyses, the cities or towns that keep the position 

of the county economic center are clearly stronger and more able to take care of local economic 

development than the county administrations. The main points highlighted by old as well as newer 

theories such as cumulative causation, agglomeration and economy of scale effects are relevant and 

can be seen in Croatia. The cities frequently mentioned as the strongest like Zagreb, Rijeka, Split, 

Osijek, or Pula are in fact regional growth poles and have the respective function and role in relation to 

the surrounding regions (as recognized in the central place or core-periphery models). To a lesser 

extent, but still valid, this applies also to the second range cities analyzed in this paper like Virovitica, 

Sisak or Šibenik. Their strength in comparison to counties was confirmed by the fiscal data. However, 

due to the missing institutional links (formal and informal), political instability and low level of 

collaboration, all the negative development effects recognized in theory like the backwash effects, 

drain of skilled labour or the time lag in trickling-down are visible throughout Croatia. By ignoring the 

importance of the development role of the urban centers and relying entirely and only on the 

competence of institutionally weak counties (without administrative history), it is not surprising that 

local economic governance structures are not adequately set up to foster and promote development 

throughout the country.  

In general, many local economic governance problems today are related to certain legislative 

omissions in the past, when counties were introduced into the system of local governance without 

more serious analyses and preparations, which is also true for the Law on local and regional self-

government. The definition of responsibility for local economic development in the legislation refers 

only to counties, while at the same time the role of counties remains unclear. This can be also related 

to the territorial division which is still strongly influenced by politics, whereas expert analyses and 

warnings on the current system of local governance are ignored. In addition, counties are considered to 

be too small and too weak to be considered as regions in EU terms (NUTS II), while discussions on 

the introduction of a new (NUTS II) regional level are heating up. At the same time, the significance 

and strengths of the urban centers was completely neglected in the past 15 years. An additional severe 

problem for better local economic governance derives from inadequate official and uneven individual 

regional and local statistics seriously needed for monitoring local government performance. 

In governance terms, interrelations and interdependencies between the counties and county 

centers were neglected throughout the entire period. Furthermore, political as well as personal 

animosities and certain competition between these two governance levels contributed further to the 

difficulties faced by many local self-governments and counties. Unbalanced development throughout 

the Croatian regions is mostly visible, when comparing the data for Zagreb and the remaining part of 

the country.  
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This has definitely negative impacts on economic development of the whole country. It should be 

mentioned that there are good experiences and examples in local economic governance in Croatia, but 

they are visible in the mentioned stronger LSG, and the success is to a large extent based on individual 

efforts. Some of the LSGs in Croatia have had the opportunity to gain more experience in building 

partnerships, networking as well as broader citizen participation in the public sector, primarily through 

foreign technical assistance projects. Such experiences should serve Croatia further on its way towards 

improving local economic governance structures. 
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Macroeconomic Analyses and Forecasts and as a Risk Manager at BNP-Dresdner Bank Croatia before 

she joined the Spatial Economics Department at the Institute of Economics, Zagreb in 2001. Her 

research as well as consultancy activities are in the area of regional policy, policy coordination, local 

and regional strategic development planning, and decentralization.  

She obtained in 1995 her Bachelors degree in Finance and in 1999 her Masters of Science degree 

in International trade at Faculty of Economics Zagreb, University of Zagreb, Croatia. She is currently 

preparing her doctoral thesis on Coordination of development policies and regional policy at the 

Faculty of Economics Split, University of Split, Croatia.  

Her recent publications include work on Economic development and the role of different levels of 

government; Local politics, budgets and development programmes; and Guidelines for local and 

regional strategic planning in Croatia. 
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LOCAL DEVELOPMENT AND GOVERNANCE IN THE RUSSIAN FEDERATION  

Evgeny Bukhvald, Professor and Deputy Chairman, Federalism Research Centre, Academy of 
Sciences, Russian Federation 
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Summary  

1. Since the beginning of 1990s the reanimation of real municipal institutions and civil relations 

was considered by the reform-makers in Russia as one of the keystones of the country’s transition 

from soviet-type regime to democracy and modern market economy.  

2. By the end of 2004 about 2\3 of Russian Federation (RF) regions operated with one level 

“district – town” model of municipalities (with directly elected representative bodies and Heads or 

Majors of municipal governments), while the territorial bodies of the settlement level operated within 

the system of local administrations. Some regions used one-level system of municipal institutions, but 

set on the basis of urban and rural settlements, while administrative districts were governed with the 

special branches of the regional state administration. In some cases regions operated with double-level 

system of municipal institutions entirely or partly, only in some municipal districts.  

3. Despite the acting constitutional regulations, real “economic independence” of the local self-

management institutions (for the great majority of them) has never come true. Only less than 10% of 

all acting municipalities are able to cover their “essential minimum” of budget expenditures with so 

called “own revenues” - local taxes and guaranteed by RF Budget Code shares of federal and regional 

taxes. More than a half of all RF municipalities are considered as “heavily subsidized” - it means that 

50% and more of their available financial resources are formed via the systems of financial 

equalization and financial aid (block grants) of the regional budget. The general reform of local 

management and local finances in the country seemed more and more expedient. 

4. In 2003 Federal law “On the basic principles of local self-management in the Russian 

Federation” of 1995 was radically revised (full new version of the text) towards a new unified 

multilevel system of local self-management (local governance) institutions in all regions of the 

country. This new version of the Federal law was followed with the corresponding changes in the RF 

Budget and Tax Codes, setting new framework for the local finance, taxation and budgeting. 2004 and 

2005 have been declared in the law as a preparations’ period (working out all necessary legal and 

methodic documents in RF regions, organization of elections in newly set municipal units and setting 

their new precise territorial borders) and in 2006 the country in full enters the stage of the radical 

municipal reform. The reform aims to strengthen the positive elements of municipal relations and 

institutions in Russia. The basic goal of the novellas is to bring municipal governing closer to the 

people, to its everyday needs.  The new federal law contains an attempt to enrich the nature of 

municipals in the country as civil society institutions with more active and direct participation of all 

the citizens.  
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Then it will be a real alternative to soviet type “quasi-municipal systems”, when the state spoke a 

lot about the participation of citizens in governing procedures, but actually did everything possible to 

keep them away of the decision of all more of less important problems, even at the local level. Starting 

2006 in the country there will be about 25 thousand municipalities and, accordingly, local budgets 

(instead of available at present about 5 thousands local budgets). The system of the local finance 

necessarily and everywhere becomes two-levels with strongly fixed division between “upper” and 

“lower” municipals both of revenue and expenditure responsibilities and starting a specific sphere of 

inter-municipal budgetary relations. 

5. Recent changes in the RF tax and budget legislation aim to ensure local governments of all 

types and levels with the necessary financial resources and stimulus to effective solution of the local 

economic and social probleMs Accordingly, the new version of the federal law contains detailed 

differentiation of revenue and expenditure responsibilities between the bodies of municipal 

administration as a whole and the bodies of state power of the RF member-states.  

6. However, formal restructuring and budgeting changes in municipal institutions, in local 

administrations and their functions seem only a precondition to the proper solution of the problems put 

before the municipal reform. One of them is to bring local self-management closer to the people, to 

make it more active and more effective in answering the needs of the population. It’s well known that 

the status of the local self-management as phenomena of the modern civil society cannot be insured 

via formal regulations and\or correcting some flows of economic resources. This idea can come true 

only via developing active and direct participation of citizens in the solution of everyday problems of 

their municipal units.  

7. Of key importance is the problem to ensure new institutions of municipal governing with the 

adequate volumes of financial (budget) resources so that they will be able in fact meet the growing 

social needs of the population and prove its positive expectations, connected with the municipal 

reform in the country. So, specific obstacles to the successful realization of the municipal reform are 

concentrated now in general trends of the budgetary processes in the country. During the years passed 

these tendencies in sphere of budgetary relations were marked with an increasing trend of 

centralization of the total tax potential of the country in favor of the federal center. Of the same nature 

and consequences is the tendency towards the absolutely prevailing role of federal taxes. Though some 

part of the federal taxes actually in full or in part is addressed to sub-federal budgets, including local 

budgets (for example, the share of the personal income tax), such a situation doesn’t bring in enough 

stability and confidence into the national budgetary system, especially for its lower levels. It’s caused 

with the fact that a directing some share of federal taxes to the sub-federal level, including local 

budgets, appears to be only a result of the “good will” of the federal authorities, which have an 

opportunity to change tax revenues’ direction any tome they see it necessary.  

8. At the end of 2004, the RF Government allowed two RF regions (Stavropolsky kray and 

Novosibirsk oblast) to undertake as an experiment of forestalling transition to practical 

implementation of the municipal reform. In February-March 2005 we had a chance to visit 

Stavropolsky kray with the delegation of RF Minfin, investigating the first steps towards setting a new 

system of local budgets in the country. The observation showed a number of serious problems, 

occurred on the way of experimental approbation of the municipal reform – problems both of budget 

and non-budget nature. 
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Among these problems – rather indistinct character of the governing functions, delegated by the 

new municipal law to the administrations of municipal districts. Observers mention general 

misunderstanding between heads of settlements and heads of districts in definition (separation) their 

concrete “zones of responsibility”. Many small settlement municipal units seem not able to run their 

“own” budget due to “own” revenues while all vital functions, they are responsible for and really 

addressed to the population, can be financed only in case of massive financial aid of the upper 

budgets. Correspondingly, the most of municipal districts are not financially strong enough to run a 

separate fund for the financial support of settlements’ budgets.  

9. Serious problems the country met on the way towards the municipal reform as indicated in the 

new federal law generate more and more active views that the proposed preparations’ period is too 

short and the realization of the reform should be postponed. In May 2005 two bills reflecting these 

ideas were presented to the RF State Duma of the Russian Federation. One if them proposes to 

postpone the reform as a whole till the mid of 2008, i.e. to the moment after next parliament and 

president elections in the country. Another bill proposes to exclude some items of the reform at its 

initial stage (for example, for 3 years) and besides proposes to make it possible to set during this 

starting period some kind of regions’ supervision over newly started local budgets so that to avoid 

serious loses of budget resources with the corresponding discontent and social protests of the 

population similar to those we met at the beginning of 2005 as a results of poorly prepared reforms in 

social benefits’ financing (so called “monetization of social benefits”). 

Biographical Notes  

Dr. Evgeny Bukhvald started researching work at the Institute of Economics, Russian Federation 

Academy of Sciences in 1975 and since 1996 takes the position of the Deputy Chairman of the Center 

for Economic and Social studies of federalism. He is in charge of research in the area of economic 

grounds of federal relations in Russia and in studies of foreign experience in this sphere.  

Dr. Evgeny Bukhvald graduated in 1972 at the Moscow Financial Academy and obtained a PhD 

at this Academy in 1975. He obtained a Dr. in Economics in 1994 and Professor degree in 2004 at the 

Institute of Economics RF Academy of Sciences. Starting 2001, besides the position at the RF 

Academy of Sciences, Dr. Bukhvald takes the position of a senior researcher at Academy of Budget 

and Treasury by the RF Ministry of Finance. Starting from 1996 he is a visiting lecturer to the State 

University – Higher School of Economics in Moscow. 

His recent publications include works devoted to the problems and perspectives of the federal and 

municipal reform in Russia, to revising the national model of budget federalism and financial 

equalizations instruments at the federal and at the regional level. 
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A HOLISTIC APPROACH TO LOCAL ECONOMIC DEVELOPMENT IN WESTERN 
SERBIA  

Mirjana Stankovic, DAI, Inc./USAID-funded Serbia Local Government Reform Program (SLGRP), 
Serbia and Montenegro 
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Summary  

The process of assisting local economic development in a transitional country should be seen as 

setting up “building blocks” which support a developmental structure.  Each building block may differ 

in size and position from other, but each one is equally important to support the overall process.  A 

holistic approach to economic development looks into all the elements of the existing economic, 

governmental and social system in order to examine their importance, effect and purpose, both in 

isolation and in their inter-relation with other elements.  

When planning assistance for transitional countries such as Serbia, the international community 

should never assume that basic issues need not be addressed, simply because they are known or are 

given values or ideas in developed settings. Assuming that the target audience possesses the basic 

knowledge and abilities to implement development concepts may lead to some basic “building blocks” 

being overlooked; consequently, in the long-run, the whole structure of the attempt at assistance may 

be weakened.   

A holistic approach starts from an assumption that in building a sound local or national system 

“everything is related to everything else.”  The selected development strategy must take into account a 

country’s historical background and its current status and position in the world economy.  

Regardless of the topic, a holistic approach to implementing development in transitional nations 

distinguishes four key steps: assessment, training, implementation and evaluation and attempts to 

obtain answers to what, who, why, how and when questions within each of these steps, in order to 

create a solid action plan with clearly defined objectives and activities designed for relevant target 

audiences.   

Previous assessments of needs for local economic development in Western Serbia, have 

identified the following possible areas of assistance: LED-related training and awareness-raising 

activities for various target groups; institution building of municipal LED offices and regional 

association development; strategic planning which involves the whole community; best practices 

sharing, both nation-wide and among the countries in the region; creating networks of information and 

knowledge sharing and business partnerships.  

Prior to any LED assistance, it is essential to understand how a typical Serbian mind works and 

how Serbian culture was shaped by socialism in the course of the second half of the twentieth century. 

A more profound insight into its recent historical background would provide a clear account of the 

gradual and systematic destruction of an individual sense of ownership and initiative in Serbia over 

that period, which might be observed as one of the main obstacles in LED process. 
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In an attempt to obtain maximum benefits for local development within Serbia, the analytical 

approach proposed here makes ample use of other European transitional countries’ experience and 

expertise, while recognizing that there are specific needs peculiar to Serbia and, more particularly, to 

its Western Region. Here, it is vital to recognize the importance of progressive, emerging local 

professionals and see them as a hub of knowledge and expertise in Serbia in the future, as well as a 

very important component of an overall approach towards local economic development. 

Western Serbia has been recognized as one of the most promising regions for LED program 

implementation in terms of its unused natural resources and its peoples’ willingness to participate in 

development initiatives.  At the same time, the region is seen as one of Serbia’s poorest and, as such, 

has been the focus of interest of many donors. To this date, however, efforts in promoting LED in 

Western Serbia have been fragmentary and uncoordinated, thus may not have secured the best “value 

for the money invested”. This paper is an attempt to improve the use of international resources, so as 

to get the maximum benefit for Western Serbia LED. 

Assistance to Western Serbia has been provided by national government institutions, international 

government agencies (EAR, The World Bank, USAID, DfID, UNDP) and various non-government 

institutions through providing training and grants to small and medium-sized enterprises and 

agricultural cooperatives, promoting business improvement districts (BID), support to establishment of 

regional bodies, development of mechanisms for obtaining loans, as well as investments in improving 

infrastructure. However, individual donors’ efforts are sometimes not complementary with other’s 

projects or programs and their activities are not always well-coordinated. In addition, the projects and 

programs offered to date do not seem to be projecting a convincing image of self-sustainability.  

Some of the lessons learned from previous attempts, discussed above, are as follows: 

•  Most negative issues surrounding development initiatives arise from the fact that insufficient 

answers to who, what, how, when and why questions were obtained during the assessment 

phase; 

•  The lack of an overall comprehensive assessment did not allow project donors or recipients 

of support to consider long-term results or plan for self-sustainability of the projects 

undertaken. 

•  Assistance does not appear to have been fully tailored to the specific needs of Western 

Serbia, with regard to its historical background, resources and potential. 

Instead of post festum wisdom, a more holistic approach to an assessment of needs within the 

framework of local economic development might have exposed some of the following issues: 

•  Degree (or lack) of knowledge within the Western Serbian community of local economic 

development components.  Degree of preparation and training still needed for key 

individuals and audiences to participate in the local economic development process. 

•  Stage of development of communications among local government, the business sector and 

community. Definition of clear communication rules. 

•  Need for additional capacity building and institutional development for municipal officials.  

Degree of additional professionalism training and development of additional coordination 

skills necessary at the local level. 
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•  State of development of Regional Agencies for Economic Development.  Assessment of 

their strengths and weaknesses and whether more influential associations are required to 

protect the interests of small and medium-sized enterprises. 

•  Extent of further training needed in planning skills and involvement techniques for 

stakeholders to meet the long-term community needs. 

•  Extent to which best practices from other countries, and particularly neighboring EU 

countries, have been introduced.  Analysis of which best practices hold greatest potential as 

resources of ideas and as motivating factors. 

•  Extent of effort put into building regional networks for effective information sharing and 

creation of links among potential partners.  Degree to which past and present planning and 

activities have contributed only to short-term results. Type and amount of training and 

exposure needed for key individuals to foster networking capabilities. 

•  Degree of trust in local and national financial institutions, and extent of difficulty for local 

citizens to utilize commercial financial resources to capitalize developmental objectives. 

In a holistic strategy, the first logical step is to put collective efforts into restoring this individual 

sense of ownership. This includes engagement of authorities on national, regional and local level, as 

well as the support of private sector and local community. The role of local experts is seen as crucial 

in providing good coordination among various national and international organizations. Active citizen 

participation is also of utmost importance. For all this, it is necessary to first teach the citizens how to 

exercise their democratic rights, to insist on fairness and transparency of the actions of local 

authorities, as well as to increase the level of professionalism and business ethics in private sector. 

When designing training, things to be considered are target groups and their needs, which will 

ensure the right choice of content and extent of instruction, the training strategy, workshop planning 

and design, timing, training methodology. This requires a continuous revision and update of training 

modules. 

High impact training frequently begins with presentations made by international experts.  The 

goal of such training should be to gradually transition from reliance on international experts to 

ultimate use of homegrown trainers who are themselves recognized as experts on the local scene.  

Thus, a useful double goal of obtaining the assistance of international experts should be both imparting 

vital concepts to training audiences while at the same time pursuing the Training of Trainers (ToT) - 

the development of local experts who may themselves eventually become the trainers for the local 

program. Issues with respect to this training strategy include the extent of participation of international 

experts in workshop planning and design; and the numbers, identities and timing of introduction and 

transition to local experts.   

The institution building component includes a choice of effective strategies for addressing local 

deficiencies and other issues recognized during the assessment phase, through cherishing both the 

bottom-up and top-down approach and developing mechanisms which are result-oriented and self-

sustainable.  
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The strategic planning cycle includes the choice of key participants, planning skills 

development, assessment of community profile and LED status, business attitude survey, SWOT 

analysis, production of a strategic plan, citizen participation and public approval, monitoring and 

evaluation which, eventually leads to the strategic plan revision. 

The exchange of best practices is a very important component, which can be implemented 

through EU experts, study tours, best practices seminars, establishment of a recognized body of local 

experts, professional and informational networks and partnerships. 

The issue of timing includes the definition of programme goals as near-term, mid-term and long-

term. Other considerations include the availability of resources over a given time-span, difficulties in 

implementation, political considerations and tactical reasoning. Here, patience and understanding that 

strategic planning for LED is a never-ending process. 

In order to accomplish a “building block” structure, and to “create the big picture”, Serbia must 

adopt a vision of how the structure of LED “building blocks” fits into the overall social, economic and 

political development of Serbia. This might include changes in national policies, laws and regulations, 

broader thinking and more proactive attitudes of Serbian citizens and, finally, a definition of LED 

regions in Serbia in holistic and analytical fashion, which will, ultimately, attract foreign investors to 

this country. 

Biographical Notes  

Mirjana Stankovic has been the Public Procurement Team Leader in the USAID-funded Serbia 

Local Government Reform Program, implemented by DAI Inc., since 2003. As an adult training and 

ethics specialist, she has been in charge of public procurement training design, capacity building and 

institutional development of public procurement offices in 83 Serbian municipalities. Currently, she is 

engaged in developing a Toolkit for Public Procurement Effectiveness Measurement for municipal 

use.  

Her recent publications include articles on local government and legal ethics, as well as several 

public procurement manuals. 
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LOCAL EMPLOYMENT AND LOCAL ECONOMIC DEVELOPMENT – EXAMPLES 
FROM BULGARIA  

Elena Panova, JOBS Project, UNDP Bulgaria 
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Summary  

The presentation will highlight main challenges and achievements of the JOBS’s Project - Job 

Opportunities through Business Support. JOBS is a project of the Bulgarian Ministry of Labour and 

Social Policy supported by the United Nations Development Programme (UNDP). The JOBS Project 

aims to promote local economic development in rural areas and to help Bulgarian micro and small 

businesses to strengthen and to create sustainable long-term jobs.  The key tool to achieve this goal is 

a countrywide network of 40 locally-based business support organizations (Business Centers) that 

provide a comprehensive set of business services and play an active role in the development of their 

communities. 

The JOBS building principle is the involvement of all stakeholders in local economic 

development efforts. Local ownership is regarded as the fundament for success and sustainable impact 

in the target communities. To ensure this ownership, key representatives of the public and private 

sectors commit their cooperation and expertise by becoming founding members of the Business 

Centers, which are registered as local non-governmental organizations.  Representatives of the 

Municipality, the local Labor Office, a local bank and the local business community are statutory 

members of the board.  Business or employer associations, citizen-based organizations, community 

leaders and other NGOs are also represented in the General Assembly.  This broad partnership 

between public and private interests generates strong support for the centers and brings together all 

key actors for cooperation to improve the local economy and business environment. 

The Business Centers provide access to financing, skills and basic business support services that 

facilitate business growth, entrepreneurship and job creation. The project’s beneficiaries are 

economically active unemployed people, micro and small businesses and rural entrepreneurs. The 

Business Centers provide an integrated package of financial and non-financial services to enable start-

up and growth-oriented rural entrepreneurs to develop viable businesses. The main financial service is 

direct access to microfinance in the form of financial leasing for purchase of basic equipment that 

boosts competitiveness and sustains employment. A successful grant scheme for start-up enterprises 

funded by the Bulgarian Ministry of Economy operates through the JOBS centers in eight regions of 

Bulgaria, helping over a hundred beginner entrepreneurs.  The Ministry of Economy implements 

through the JOBS Project a grant scheme assisting Bulgarian dairy firms to introduce the HACCP 

(Hazard Analysis and Critical Control Points) system, thereby enhancing their capacity to operate 

successfully in the EU market.  

The Business Centers also deliver professional business consultancy, information, marketing 

support, extensive training programs in business related skills, assistance in business plan writing and 

support to investors. Each center includes an IT center.  
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In 10 municipalities, there are business incubators, which rent out premises at discounted prices 

to new and fledgling businesses. Specific initiatives have been undertaken to support sectors of major 

significance for local economic development such as tourism, agriculture, the food industry, furniture, 

handicrafts, etc. 

A major factor for the success of the project has been the consistent support of the Bulgarian 

Government, which has adopted this model as part of national active labor market policies.  The 

tangible impact of the JOBS network is felt in the generation of employment and income opportunities 

in less developed communities, creation of local capacity and support to business growth and 

workforce development. Since the project inception in October 2000, the Business Centers have 

supported the creation of more than 13,600 sustainable jobs. They have trained over 18,000 people and 

have provided consultancy to 29,000 Bulgarian firMs  

The JOBS Project has a budget of US$ 24m and is funded primarily by the Bulgarian 

Government with additional contributions from UNDP and bilateral donors (Spain, Belgium, Norway, 

Sweden, and the United Kingdom). 

Biographical Notes  

Elena Panova is a Programme Analyst for UNDP – Bulgaria responsible for a project portfolio in 

the field of job creation and local economic development. She is involved in project formulation, 

resource mobilization and consultations with Government counterparts and donors. In 2003 she took 

part in the formulation of pro-poor policies related to Bulgaria’s National Poverty Reduction Strategy 

and Action Plan for Poverty Reduction and Social Inclusion. Her core expertise is in business 

development support, including microfinance, local economic development and employment 

generation strategies. Ms Panova acts as UNDP country office resource person for economic 

development and focal point for private sector partnerships. 

Ms Panova has a Master’s Degree in International Law and Foreign Trade from the University 

for National and World Economy in Sofia, Bulgaria. In September 1997 she became the executive 

director of a Regional Development Agency and Business Center in Vidin, Northwest Bulgaria. In 

1999 she was promoted as programme coordinator of UNDP business development projects in 

Bulgaria and later served as project manager of a large-scale employment and entrepreneurship 

promotion project, Job Opportunities through Business Support (JOBS). In 2003 she joined the UNDP 

Country Office in Bulgaria in her current position of programme analyst. 
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LOCAL EMPLOYMENT AND LOCAL ECONOMIC DEVELOPMENT IN ALBANIA AND 
KOSOVO (SERBIA AND MONTENEGRO) 

Francesco Panzica, Project Manager, European Training Foundation (ETF) 
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Summary  

All countries in the Western Balkan region are experiencing high unemployment, low incomes 

and poor social infrastructure. Many communities dependent on large state factories, heavy industry 

and socially owned enterprises are now marginalised in the economic arena coupled with under-

investment in economic and social support infrastructure adding to further social and economic 

exclusion. While efforts are being made by central governments to put in place the necessary policies 

and support instruments to address economic recovery and unemployment, impact at local level has 

been slow to develop.  

The European Training Foundation has started in the year 2003, jointly with the Italian 

Cooperation and with the support of the OECD LEED Programme, a Human Resources Development 

project, which addresses capacity building of local development agents in economic development and 

job creation in Lezha, Albania and Kamenica, Kosovo (Serbia and Montenegro).  

•  The first phase of the project aimed at: 

•  Identification of the local actors,  

•  Analysis of the area also in terms of Strengths, Weaknesses, Threats and Opportunities  

•  Training on Partnership coupled by brainstorming on the respective roles of partners. 

•  Local partners from Lezha and Kamenica took part then to two study visits to Offally 

(Ireland) & Alto Belice-Corleonese (Italy) 

A workshop on Strategy Building was organised in Lezha and Kamenica, facilitated by two 

international experts hired for the project. 

The first phase was concluded by a dissemination seminar held in Tirana on 22-23 April 2004 – 

with the following achievements and lessons learned. 

•  Sustainability of Partnership established 

•  Local Development fostered by partnership building 

•  Decentralisation process facilitated by partners, coordination among local and central govt. 

•  Importance of capacity building within local govt. structures to promote local development 

•  Change of mentality and better opportunities to attract donor’s attention 

Based upon the above achievements, a follow-up phase was designed in order to consolidate the 

project and thus contribute to its sustainability.  
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Two areas have been envisaged in this part of the project: 

Training: 

•  Capacity building on local development  

•  Adapting curricula  

•  How to apply for funds 

•  How to include local approach in the central Government agenda 

Technical assistance: 

•  To the partners for prioritising and implementing development projects 

•  For the use of the GIS technique for local development planning 

•  To prepare applications for funds 

•  Creation of the LEEDAK website 

•  To teachers and trainers for adapting curricula 

The Project is expected to be concluded in spring 2006 with an international conference to 

disseminate findings, experiences and lessons learned.  

Biographical Notes  

Francesco Panzica started as the ETF’s central services manager, then moved to the Enlargement 

and South Eastern Europe Department where he is now country Manager for Serbia and coordinates 

the SME Support Programme in Albania. His excellent capacities as liaison officer and fundraiser with 

the Italian Authorities have earned him the responsibility for relations with the ETF’s host country. 

Francesco Panzica holds degrees in Law, Archaeology and Contemporary History from Turin 

University in Italy. He worked as a civil servant with the Municipality of Turin before joining the ETF 

in 1994. An experienced project manager, Francesco Panzica has a personal interest in the role of 

vocational education and training for local economic development, social inclusion and employment 

generation. He has extensive experience with project design, implementation and monitoring, and with 

the implementation of EU assistance projects in different countries.  

He was a member of the OECD Education Review Team for Albania and is currently working 

with the OECD on local economic and employment development in Albania and Kosovo and on an 

informal economy analysis in Albania.  
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INSTITUTIONS, GOVERNANCE AND THE DEVELOPMENT OF ENTREPRENEURSHIP: 
THE EXPERIENCE OF CENTRAL AND EAST EUROPE  

David Smallbone, Professor at the Small Business Research Centre, Kingston University,  
Great Britain 
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Summary  

The conference presentation is concerned with the importance of institutions and governance as 

an influence on the nature and pace of entrepreneurship development in Central and Eastern Europe, 

whilst also noting relevant experience in mature market economies, where appropriate. The emphasis 

is on issues relating to governance, policies and practices relevant to processes of starting and 

developing businesses, in which both formal and informal institutions play a key role. 

The term 'governance' is used in the paper to refer to the exercise of power in a state context, 

embracing actions by executive bodies, assemblies and judicial bodies. Governance is concerned with 

the rules, procedures and practices affecting how power is exercised. These issues are central to the 

democratic process, because they influence the legitimacy and effectiveness of institutions, which can 

have major impact on entrepreneurship development.  

Within the context of an overall strategy for entrepreneurship development, one of the key roles 

for the state is to develop a well co-ordinated relationship between the various ‘actors’ involved in 

promoting and regulating enterprise creation and development at the national, regional and local 

levels. In this regard, the coherence of the policies, actions and behaviour of institutions at different 

levels is an important element in the institutional framework. In this context, the role of good 

governance and market oriented institutions becomes an essential feature of the process of market 

reform and development, if the SME sector is to achieve its potential contribution to the process of 

social and economic transformation.  

As well as discussing the important links between entrepreneurship, institutional development 

and governance, the presentation will focus on two specific issues with respect to entrepreneurship 

development in the context of Central and East Europe: 

•  The role of local and regional authorities 

•  Dialogue between policy makers and entrepreneurs 

The discussion will be supported with examples drawn from the author’s research experience in 

various CEECs, including recent work in Estonia and Romania, as well as good practice from outside 

the region, where appropriate. 
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Biographical Notes  

Professor David Smallbone is a specialist in applied policy-related research and consultancy on 

SME development, much of it in an international context. He is currently Professor of 

Entrepreneurship and Small Business and Entrepreneurship and Associate Director of the Small 

Business Research Centre at Kingston University. He is also Visiting Professor in Entrepreneurship at 

China University of Geosciences, Wuhan, China; President Elect of the European Council for Small 

Business; a member of the Advisory Board of the new Danish Academy of Entrepreneurship; and a 

member of the SME Committee of the Industry and Parliament Trust in the UK. Professor Smallbone 

was recently awarded the degree of Doctor Honoris Causa by the University of Lodz, Poland for his 

contribution to the study of entrepreneurship, policy and practice in transition economies. 

As well as undertaking numerous SME-related projects in the UK and mature market economies, 

since 1993 Professor Smallbone has been involved in a variety of research projects in transition 

economies, many of which he has co-ordinated. These include studies of various aspects of SME 

development in Poland, Bulgaria, the Baltic States, the Russian Federation, Ukraine, Belarus, 

Moldova, Uzbekistan and China. 

Since 2000, Professor Smallbone has acted as a consultant to the OECD on various assignments 

related to SME development in transition countries. He also has recent experience in Estonia and 

Romania, having been commissioned in 2003 by UNDP, for a technical advice contract concerned 

with strengthening the capacity of Romania's SMEs to export. Since 2003, he has also participated as 

an expert on SME in transition economies at OSCE meetings in Bishkek, Prague and Kiev. 

In terms of output, Professor Smallbone has published more than 80 articles and book chapters on 

aspects of SME development and policy, as well as numerous papers at national and international 

conferences. Specific themes include the role of institutions in SME development in transition 

countries and the implications of EU enlargement for SME development in candidate countries. He 

has undertaken a variety of research based consultancy contracts in the SME field for clients that 

include directorates of the European Commission, central government departments and government 

agencies in the UK, and foreign governments.  
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THE ROLE OF INSTITUTIONS IN FOSTERING ENTREPRENEURSHIP – EXPERIENCES 
FROM THE FORMER YUGOSLAV REPUBLIC OF MACEDONIA 

Therese Hoy Jacobsen, Norwegian University of Science and Technology, Norway1 

                                                 
1  The Corresponding Author is Arild Aspelund, Assistant Professor, Norwegian University of Science 

and Technology, Dept for Industrial Economics and Technology Management. 
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Summary  

The past decades we have witnessed an increasing interest and effort by a broad range of 

international organizations, governments and companies to increase pace and magnitude of economic 

development in countries in transition economies (CiT). Grounded in the rationale of Joseph 

Schumpeter’s “Theory of Economic Development”, most actors seek to increase the entrepreneurial 

activities in society in order to achieve the desired effects. One frequently used strategy is to export 

and implement incentives for entrepreneurship that has been developed and deployed with some 

success in western countries. The design and selection of these incentives have seldom been based on 

studies and analyses of the macro-economic, political and social situation or the knowledge about the 

mechanisms of entrepreneurship. Moreover, the initiatives have been uncoordinated and yield varying 

effectiveness. The study presented was performed to answer the question whether this strategy of 

exporting incentives from western developed economies is effective when they are implemented in a 

country characterized by a transition economy.  

A study of a case where Norwegian incentives for entrepreneurship are exported to The Former 

Yugoslavian Republic of Macedonia (henceforth named Macedonia) was chosen in order to answer 

the question stated above. A resource-based framework of entrepreneurship with emphasis on the 

resource demands of the target group, namely local nascent entrepreneurs, was elaborated and employ. 

The framework separates entrepreneurship resources into three categories: crucial resources, growth 

resources and refinement resources. The crucial resources are the foundation for the growth resources, 

as the growth resources is the foundation of the refinement resources. The assertion is that a resource 

at a higher level can only be effective if resources at the lower layer are present in sufficiently amount. 

The framework is easy to understand and employ and represent a possible tool in analysis of 

entrepreneurial resources and needs.  

A study based on interviews was undertaken to identify the needs of entrepreneurs in Macedonia. 

Applying the framework, four shortages of resources at the two lowest levels of resources necessary 

for entrepreneurship in Macedonia were discovered: structure, finance, knowledge and skills and 

culture. The resources offered by the Norwegian incentives were also analysed, disclosing that those 

mainly offered growth resources. The conclusion shows that the Norwegian incentives supply 

resources at a higher level than that of the Macedonian shortages. The Norwegian incentives will only 

be effective after the issues regarding shortages of crucial resources have been solved. 

The work resulted in a proposition to a five step procedure for export of incentives for 

entrepreneurship: 1) Execution of a study of entrepreneurial resources of the local environment where 

the incentives are to be imported, 2) Analysis to identify needs and shortages by insertion in the 

proposed framework, 3) Prioritisation of the shortages to cover. The resources at lowest level have to 
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be supplied before those at higher level, 4) Evaluation if the exporting organization is capable to 

deliver what is needed, 5) Selection and adaptation of the incentives to export.  

The study concludes that organizations or institutions that aim to solve the issues related to the 

shortage of crucial entrepreneurial resources must be able to investments big amount of money and 

effort. For the crucial resources, government or larger international organizations should take the 

leading role. Smaller organizations and private institutions should concentrate on offering the growth 

resources, and co-ordinating of their contributions is important. 

Biographical Notes  

Therese Hoy Jacobsen has recently finished her studies in Industrial Economics and Technology 

Management at the Norwegian University of Science and Technology. Her specialization is innovation 

and entrepreneurship, and her master thesis is on Entrepreneurship Development Programs in Balkan 

countries. Outside the studies, she has worked with Norwegian initiatives for innovation and 

entrepreneurship 

The work presented at this conference is written in co-operation with Dr. Arild Aspelund at the 

Norwegian University of Science and Technology. Dr. Aspelund has worked in the field of 

International Entrepreneurship for several years focusing primarily on the international expansion of 

newly established firMs The focus on ‘International New Ventures’, or ‘Born Global firms’, is also 

reflected in his most recent publications.  

Current projects include both research on governmental instruments for export promotion and 

enhancement of entrepreneurial activities in transition economies as well as projects focused on 

theoretical development in the field of International Entrepreneurship. 
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TOOLS FOR BETTER GOVERNANCE IN CENTRAL, EAST AND SOUTH-EAST EUROPE 

This session will focus on the institutional instruments of local development used in Central, East 

and South-East Europe. Highlights will be given on challenges and good practice in co-ordinating 

policies, adapting them to the local conditions and involving business and civil society in strategic 

planning and the orientation of measures. Mechanisms and initiatives to overcome obstacles and trade-

offs will be discussed.  

Question to be addressed include the following: 

•  What are the obstacles in co-ordinating policies, adapting them to the local conditions and 

involving business and civil society in strategic planning and the orientation of measures, 

and what are the best mechanisms and initiatives to overcome these obstacles? 

•  Can these initiatives be mainstreamed and extended to all regions of the country to connect 

the various actors of local development around long-term goals and concrete implementation 

tasks whatever the local conditions? 
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THE INSTRUMENTS OF GOOD GOVERNANCE 

Xavier Greffe, Professor at the University of Paris I Sorbonne, France and Scientific Co-ordinator of 
the OECD LEED Scientific Advisory Group on Local Development and Governance 
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Summary  

Local development brings together stakeholders and projects for improving economic activity 

and employment in a given territory. It demonstrates that local conditions for development can exist 

side-by-side with national or even international conditions. It can apply to territories of different sizes 

that fit together. Whatever these aspects, a common trait of all local development successes is the 

building of partnerships, and the need to govern them properly. While partnerships would seem to be 

the wellspring of local development, it is good governance that determines their quality. 

Several types of instruments can help here: a proper allocation of responsibilities between the 

different levels of government involved (the institutional environment for governance); a sound 

organisation of forums where stakeholders can interact and create synergy (institutional design); good 

management of project execution in its different dimensions: legal, financial, or cultural (regulation of 

governance). 

It is in the interest of national governments, then, to facilitate the introduction and spread of such 

instruments, by encouraging information, evaluation and flexibility in national arrangements. 

Experience in OECD countries offers a wealth of illuminating experiments and lessons. We may also 

ask how and under what conditions the instruments of good governance can be extended to countries 

that have been through a particular experience such as those of Central and Eastern Europe. 

Biographical Notes  

Xavier Greffe is Professor of Economics at the University Paris I – Sorbonne where he manages 

the PhD program in Economics, after having taught in Algiers, Los Angeles (UCLA), Poitiers and 

Orléans, where he was Rector. Professor Greffe’s is specialised in the fields of Local Development 

and Governance, Economic Policy, and Economics of Culture.  
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For twelve years he acted in the French administration as Director for New Technologies in the 

Department of National Education, and Director of Training and Apprenticeship in the Department of 

Labour and Employment. Since many years he is a consultant for the European Commission, where he 

has managed the Local Employment development Action Program (LEDA) between 1995 and 1999. 

He has a longstanding experience as expert on local development and governance to the OECD and its 

LEED Programme. Currently, Professor Greffe is the Scientific Co-ordinator of the OECD LEED 

Scientific Advisory Group on Local Development and Governance. 

Among his recent publications are: “Managing our Cultural Heritage” (Paris, 1999, New Delhi, 

2003 and Milano, 2004), “Arts and Artists from an Economic Perspective” (Unesco Publishing & 

Brookings, 2002), “Le développment Local” (Paris, 2003), “Économie de la propriété artistique” 

(Economica, 2005), and “Culture and Local Development” (OECD, Paris, 2005). 
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REGIONAL STRATEGIC MANAGEMENT IN EUROPE: A COMPARATIVE SURVEY  

Jean-Claude Prager, ADIT and Institut d’Etudes Politiques de Paris, France 
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Summary  

Strategic planning of competitive advantages has become a main factor of success for regions 

which now have to define their strategies of economic development in an open and highly competitive 

context. Strategic planning is a key component in the management of the human capital of businesses 

and communities and a critical engine in their drive toward progress. At this time, managers of big 

firms are used to competitive analysis; but SME’s and public managers are not. The better use of the 

most updated planning and information tools for defining adequate policies will provide valuable 

leverage for efficient public policies in a world where the part played by immaterial inputs in 

development is growing.  

Using strategic and competitive analysis tools for regional development is quite widespread and 

implemented in diverse ways in the different European regions. Some are already considered as 

models. Beyond often formal descriptions, their concrete operational methods and their use in decision 

marking and the collective steering of regional development projects should be studied so that useful 

lessons can be drawn for the different and European territories, especially the East and South-East 

ones. 

The presentation will describe the main results of a study conducted during the second semester 

of 2004 and the first trimester of 2005 on the effective use of tools of strategic planning and 

competitive analysis in the different regions in Europe. It will be a statistical description of the 

practices in the 200 different regions in Europe. A detailed questionnaire has been sent to the national 

and local authorities of the 25 countries of European Union, which is been filled for every NUTS 2 

region, if possible by officials in charge of the management of regional development. A deeper insight 

will be provided for 20 to 25 specific regions, considered as benchmark regions. A series of interviews 

helps to put the answers in perspective for the regions, especially for those which have been selected 

as model regions. The whole preliminary report will been available at the beginning of the second 

trimester of 2005.  

The main goal of this action is to promote the most modern strategic planning and competitive 

intelligence tools for the economic development of regions. The action wants also to promote local 

decision-makers’ awareness on the need for investing their economic action with an anticipatory 

outlook, for improving selectivity when choosing their economic priorities and the quality of public 

decision process. The paper will include specific recommendations for public authorities, on the basis 

of the results of the study and different theoretical considerations. 
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Biographical Notes  

Jean-Claude Prager is Associate Professor of Economic Policy at the Institut d’études politiques 

de Paris (Sciences-Po Paris).  

He was an economist in the National Institute of Statistics and the economic advisor to the 

Prefect of Midi Pyrénées region during the 1970’s. He was appointed Vice-Prefect in Montauban, St-

Etienne, Lille and Fougères (1975 – 1981). After being an Advisor at the Supreme Court, he was 

appointed General-Secretary of the Bureau of Industry in the Ministry of Industry, Trade and Research 

(1982-1987). He was a Managing Director of EDF-GDF (Electricity and Gas Company) in Seine St 

Denis (1988 – 1990). From 1990 – 1996 he was Secretary-General of the Prefecture of Toulouse and 

after acting as a Senior Vice President of ELF he became advisor to the Office of the Prime Minister 

(Secrétariat Général de la Défense nationale), in charge of the Y2K and Director of Economic Affairs 

at the Institute of Urban Policy 

Since 2004 he is Senior Vice-President and Chief Economist of Agency for Diffusion of 

Technological Information (ADIT). 

Among his recent publications are: “La politique économique aujourd’hui, une introduction à la 

macroéconomie appliquée” (2002, édition Ellipses), “18 leçons de politique économique,” (2003, F. 

Villeroy de Galhau éd. du Seuil - Wolowski Price in 2003 de l’Académie des sciences morales et 

politiques), “Villes et économie” (2004, J. Thisse, A. Perrot, J-P Puig et F. Maurel), “La réforme de la 

santé” (2004, M. Guillaume, “Cercle des économistes” (2004). 
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POLYCENTRIC DEVELOPMENT AND MULTI-LEVEL PUBLIC-PRIVATE 
PARTNERSHIPS IN SLOVENIA  

Zdenka Kovac, GEA College of Entrepreneurship, Slovenia 



 
Tools for Better Governance in Central, East and South-East Europe  

80 

Summary  

The presentation is focusing on the analysis of successes and failures in building up multilevel 

public-private decision-making structures in Slovenia in order to ensure activating of endogenous 

resources of local areas, to ensure balanced polycentric development and high level of social inclusion 

for all groups of citizens. The comparison between Slovenia as transitional economy on one side, and 

experience of  Ireland and Finland, as the two of the most creative societies with rather different 

historical backgrounds, which both used by Slovenian policy makers as a benchmark model, will be 

used for better positioning of results of  Slovenian efforts.  

For the purpose of the article, the UNDP definitions on local governance*, definitions of creative 

communities defined by Richard Florida Creativity Group (Tinagli, Florida 2004).* as a theoretical 

platform. Regional innovation systems – new forms of local partnerships for development (which 

represent driving forces for development in Ireland and Finland)** and EU policies to stimulate  

development of  local partnerships have been used, as good practice models, to evaluate ongoing 

processes in Slovenia.   

The Case Study: Slovenia 

To better understand ongoing processes in Slovenia first short description of Slovenian history 

has been presented, including current socio-economic picture of Slovenia, with special focus in 

introducing elements of democracy and local partnership approach, to stimulate development. Here in 

particular efforts to develop at that time rather unique approach of so called self-management systems 

in seventies of previous century has been described, followed by developments during transition 

period from socialistic to market based society, and after gaining political independence for the 

economy and society in nineties and in the first years of new millennium in Slovenia have been 

described. Some milestones in introducing local partnerships and decentralised regional governance in 

rather small Slovenia, through the process of initiating regional organisations and designing of 

regional development programs,  the  successes and mistakes that followed these processes, among 

which in particular the inconsistencies, we could identify in governmental policies of last  ten years, 

which most probably inhibited  the achievement of  results  on socio-economic development field  

similar as in Ireland and Finland. The main identified problem during whole period of introducing 

decentralised governance, could be pronounced as “illness of many initiatives with a scarce 

resources.”  
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Despite of scarce funding the LDC’s  nd RDA’s today employ together 214 senioR and junior 

professionals and  play the most important role as business support centres, providing various types of 

online information to about 20.000 SME’S, act as promoters of local clusters, women and youth 

entrepreneurship and play important role in designing local business zones and ensuring businesses the 

access to voucher based advisory systeMs Many of them play active role even in implementing parts 

of employment and social programs and rural development initiatives. 

In order  to support realisation of priority projects designed by different regions, government 

since 2002, allocated about 25 million EUR grants per year under so called “direct subsidies 

program”  and even about 25 million long-term loans was provided  each year through Regional 

development fund.  

In order to reduce inconsistencies and strengthen the regional governance system in 2003, 

government designed new  Law on balanced regional development using Finnish model of regional 

development councils as a basis, the upgrading of currently ongoing system was designed, which we 

could called area based public-private management of development. 14 so called “development 

regions” were designed, to be managed by public-private partnerships, organised in regional 

development councils, which roles, structures and authorities were defined by new Law proposal on 

balanced regional development. The Councils would be structured by representatives of 

municipalities, city municipal councils, employers, unions and civil society institutions, which 

organised on regional level. 

According to Law proposal the Regional development councils, will be constituted from 

representatives of: local development partnerships (30%), City councils (regional centres) (10%), 

social and economic partners (40%), NGO’s (20%). The number of members of the council would 

depend on size of the region and would vary from 20 to 40 members. The representatives would be 

elected inside every organisation according to the internal rule. 

The president of regional council will be nominated out of members and elected with majority of 

votes. As he would be representative of development region, the council should look to put in place 

the high level, charismatic person with strong leadership abilities.The Law also distinguished the roles 

of local partnership organisations (LDC’s and of the regional development agencies (RDA).The multi-

yearly financing of the partnership projects and development programs will be ensured by national, 

local and EU sources. Before starting preparations of regional development programs, government 

would prepare macro-economic scenarios, development strategy and available financial resources 

from national and EU budget.  

The process will end with signing of “Agreement on cooperation among government and regional 

council in development of the region” between Government and Regional Development 

Councils.(similar to  6-7 financial frame agreed between EU commission and each member state. 

All national development strategies for different fields, like (Human resources development 

strategy…, Employment promotion policies, Competitiveness and Sme development, Technology and 

innovation development, Rural development ...), by Law proposal should be designed so, that they 
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would include regional aspects of development and all the ministries, should together with  Regional 

councils design new instruments (grants, loans, professional assistance) in order to speed up 

development of less developed regions. 

Benchmark: Ireland, Finland & Slovenia 

The comparison between three approaches of Ireland, Finland and Slovenia, shows following 

similarities and differences: 

1. Strong role of municipalities. All three countries are rather small, with strong central 

governments, municipalities are numerous and small in all three countries, but with some differences 

in authorities, where finish lead by level of authorities and even the sources of finances they manage 

with. Irish municipalities have to share responsibilities and financial sources with counties. In 

Slovenia municipalities have rather strong responsibilities for social issues, but not clear ones for 

economic development, and in terms of sources they are very much dependant on central budget 

2. Looking for new ways of stimulating polycentric development. All three countries consider 

polycentric development and ecological friendly policies as very high priority, but were all of them 

looking for not classic ways of decentralisation since seventies. 

Slovenia in these terms had specific approach as introducing local self-management system while 

still being part of socialistic Yugoslavia, which contained strong elements of multilevel partnerships. 

The respond to the economic crisis in eighties, was introduction of multiparty system and 

independence movement. After, based on strong believe, that market based and privately owned 

economy will solve all the development challenges, the transition process started through strong 

privatisation and denationalisation, followed by collapse of many of big companies and introduction of 

strong state role on one side and primary capitalistic orientation on economic side. Strong 

centralisation of development policy and taxation system was part of this process. In term of social 

partnership this period was significant step back, where a philosophy of corporate social responsibility 

was totally lost and trust between social partners with it. In second part of nineties first initiatives  for 

promoting local and regional partnerships started, but development due to inconsistency of national 

policies, and unclear role of municipalities has been rather slow and resulted in rather weak regional 

and sub-regional development structures. 

In Ireland as a respond to economic crisis a strong national social partnership agreement for 

development was adopted, which in beginning of nineties was followed by promotion of local 

development partnerships. On its basis new governmental policy was designed, which supported by 

significant allocation of national and EU funds. Three different types of local partnerships were 

developed, followed by strong decentralisation of national agencies. Regional level was organised as 

social partnership management in first 6 and then two regions mostly due to EU policies 

implementation needs. 

In Finland the policies looked for different approaches, first through decentralisation of national 

policies and then in the process of EU harmonisation, in mid nineties regional partnerships with strong 
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authorities were organised, followed by integration of public agencies on regional level into regional 

economic and social development centres and then    in the third step the sub-regional partnerships 

were promoted, always having in mind strong    role of municipalities. Regional development councils 

were authorised to bring decisions about allocation of EU and national funds. 

3. The regional innovation partnerships. The aim of both Irish and Finnish approach was to 

develop partnerships which through strong cooperation to innovate the use of local potentials for 

social and economic development and put the national policies in favour of their efforts. In Finland 

even more, with decentralisation of   universities and stimulation of economic specialisation of 

different areas through building of the “polis” system, which specialised human resources skills in 

different regions and R&D activities in different regional centres. In Ireland same process started with 

setting up a network of numerous Regional technical colleges, regional incubators and technological 

parks. These networks represent huge professional back up for local and regional partnerships. In 

Slovenia in this respect processes are rather slow and are strongly lagging behind the Finland and 

Ireland. The decentralisation of  universities and development of regional high professional colleges 

started only two years ago,  with set up of third university (unfortunately mainly with social science 

programs), and first regional professional colleges, dealing with management issues mainly. Only very 

lately under initiative  of new regional policy, initiatives on developing regional human resources 

development funds, regional specialised and high professional education programs, incubators and 

technological centres started. They represent first movements towards real regional partnerships for 

innovation, but the development has been limited by availability human resources in the region and 

availability of still rather scarce EU and national funds 

The results are as expected, as Irish and especially Finland’s regions being placed on the top of 

creative powers and innovativeness of regions, in Slovenia regions apart of central one ( capital city 

Ljubljana), are placed very low on the same ladder. This could be considered as one of main reasons, 

why added value in Slovenian products remains far bellow EU average, and this also explains, why so 

far economic sector did not see real importance for playing active role in regional development 

councils. In terms of capacity development, we can also find huge differences between Ireland and 

Finland on one side and Slovenia on another, with much lower number of professionals employed to 

back up local partnerships and regional councils. 

4. Influence of EU policies. In all three countries there is clear evidence of strong influence of 

EU policies in designing and structuring multilevel partnerships. In Ireland they were in many cases 

structured in order to implement more efficiently EU structural funds and initiatives after facing huge 

economic crisis in mid eighties.  In Finland the regional approaches were presented before entering 

EU (decentralisation of universities for instance), but in phase of harmonisation just before entering 

EU, the processes became stronger and clearly focused on ensuring  polycentric development of highly 

specialised regions under the management of Regional development councils.  

In Slovenia, after collapse of self-management system as described above, processes were rather 

slow, but still highly influenced by EU policies and models. As in first programming period 2004-

2006 Slovenia in EU regional policies was considered as one region, it was rather hard to design clear 
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role of regional partnerships in its implementation, but there are further efforts in place to design their 

much stronger role in period 2007-2013. 

To summarise, we could say that suggestions of UNDP strategy (se more: Better Governance for 

local development, 2004) for efficient local governance which  emphasizes the importance of an 

enabling environment at the macro level, the support of inspired leadership, development of capacities, 

dialogue towards a common agenda, understanding of stakeholders’ self-interest, selection of the most 

appropriate entry point based on common local priorities, targeting of a large population for support of 

groups, linking appropriate partners to strategies for scaling up initiatives, is firmly in harmony with 

findings of this article, which aim was through the case of Slovenia to identify the challenges of 

developing local partnerships so far and obstacles still on the way of ongoing process. 

Biographical Notes  

Zdenka Kovac obtained Master degree in Global Management 1995 at the University of 

Ljubljana, Faculty of Social Sciences.  

During many years of playing different advisory and managerial roles inside Employment 

services of Slovenia, she was involved in designing and implementing different acting employment 

policy measures including the model of promoting entrepreneurship and self-employment on regional 

and national level.  

Zdenka Kovac has a longstanding experience in entrepreneurial trainings for unemployed and 

young entrepreneurs. Since 1998, when serving as State Secretary for Employment, as a Director of 

SBDC, and Minister for Regional Development, she obtained rich experience in the EU integration 

process as Chair of Negotiation Group for free movement of labour, as Member of the negotiating 

group for regional development and Chair of Managing Authority for designing, negotiating and 

implementing the EU structural and cohesion funds in Slovenia.  

Since 1996, Dr Kovac has been teaching as assistant lecturer of Creativity and Innovation at GEA 

College School of Entrepreneurship. She is an expert speaker in many international workshops and 

conferences related to SME, employment and regional development policies. 

She is Co-author of different books on the field of promotion of entrepreneurship, Author of 

articles about development policies and programmes especially on the field of SME, human resources 

development and employment. 
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DETERMINANTS IN POLICY CO-ORDINATION FOR LOCAL EMPLOYMENT IN 
POLAND  

Michal Boni, Polish Confederation of Private Employers, Poland 
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Summary  

The conference presentation focuses on local strategic planning in Wroclaw. Wroclaw is a city in 

south-western Poland, an agglomeration of over 600 thousand inhabitants and a main development 

centre of the Lower Silesia region. This region is undoubtedly highly urbanised, relatively rich, and, 

moreover, the scale of financial inequalities is smaller than in other regions. Lower Silesia ranks 

fourth or fifth on the lists of regions where Personal Income Tax paid per capita is higher than average 

in country. Although Lower Silesia is a leader in investment and innovation, it has one of the lowest 

employment rates in Poland.  

There are several specific characteristics of Wroclaw as the regional centre, such as: multicultural 

character, highly developed industry and vast tourist’s areas nearby. Wroclaw is also an academic 

centre influencing the whole region and country. In 80’s a strong outbreak of ‘Solidarity’ movement 

was present in Wroclaw, and since 1990 mayors of the city are representatives of same political group. 

In 1997 the city suffered from huge flood, but he fight to preserve the city helped the integration and 

the restoration of the city.  

One of the main economic and social challenges for Wroclaw is high unemployment. At the first 

phase of transformation unemployment in large agglomerations was low. But then, since 1999, the 

unemployment in Poland has been growing up, and nowadays is has reached 12% in Wroclaw. In the 

beginning of the new term of Mayor of the City, chosen for the first time in direct election, it became 

obvious that forecoming accession to the European Union requires better merit and organizational 

preparation. Besides there was a need of creating a better climate for attracting foreign investment (as 

a result, the Wroclaw Technology Park in strong cooperation with Wroclaw’s technology universities 

was set up, as well as the infrastructure was developed). 

To resolve those problem a complex overview and creation of framework for integrated labor 

market policy on the local level was needed. On the initiative of the Mayor of the City a multi-

disciplinary labour market taskforce had been established in 2003. The taskforce consisted of 

representatives of the city council: responsible for social affairs, education, and promotion of 

entrepreneurship, EU-financed project. At the same time among team members were also: director of 

the Poviat Job Office, representatives of trade unions, business organizations, employers’ associations, 

chief of Wroclaw University Career Office, former director of Voivodship Job Office, professor at 

Wroclaw Academic of Economics, and representatives of students’ association AISEC, as well. An 

external expert became a coordinator.  
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The primary goal of the taskforce was exchange of experience on labour market, evaluation of 

current situation in Wroclaw labour market, integration of activities of different organizations and 

institutions, developing the effect of synergy and working on strategic actions for an increase of 

employment rates and social integration.  

The added value of the taskforce was it unique mix of skills of its members and their established 

contacts with different partners and institutions. For effective strategic planning important is proper 

mix of the planning team, in order to use the potential for all synergies and value added coming from 

them.  

The first thing that turned out to be required for further works of the taskforce was the need for a 

solid database. Realization of this task has been requested several times. Covered by the surveys 

important characteristics of the unemployment in Wroclaw indicate several key processes. It occurred 

that the share in unemployment structure was increasing among: 

•  Graduates and young people (the education does not fit market’s demands; moreover, it is a 

time of demographic peak)  

•  People with higher education (two times more than average in country) 

•  Long-term unemployed (from 23% to 48% during 4 years period) 

In this situation taskforce decides to undertake several activities, such as: 

1. Activities aiming at improving conditions of professional start for young people 

•  Organization of job fairs 

•  Preparing special graduate guide for graduates of secondary schools 

•  Starting program of cyclical meetings with deans of Wroclaw universities with business 

organization’ representatives.  

•  Arranging graduate internships in the Office of the city authorities (in cooperation with 

Poviat Job Office) 

•  Creating Career Centres in schools 

2. Integration of actions  

•  Local community meetings (with: various Wroclaw based business organizations; non-

governmental organizations addressing problems of labour market; university deans; 

teachers being responsible for Career Centres in schools; people being active in the network 

of student career offices; representatives of personal advisory firms, employment agencies 

and foreign investors willing to invest in Wroclaw area; managers of poviat-level job offices; 

management of Voluntary Labour Corps – organization working with excluded young 

people) 
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•  Trainings on: applications of outsourcing method, preparation of projects to be financed by 

European Social Fund, utilizing flexible forms of employment and setting up Centres of 

Social Integration 

Not all of the projects of integration character have succeeded. An obvious failure was 

cooperation with trade unions, which is, most probably, related to generally defensive attitude of trade 

unions, and their general orientation for protection of existing jobs rather than promotion of creating 

new ones. This, however, is valid issue all over Poland. The cooperation was most effective with 

representatives of educational institutions, youth organizations or academic groups.  

In autumn 2003, during strategic workshop, the “Wroclaw’s Labour Market Programme for years 

2004-2006” has been draft. The document indicated as crucial for improvement of employment 

indicators and lowering unemployment five areas of action: improvement of quality of employment 

services; stronger and structural link of educational system with labour market; support for 

professional restart of unemployment with high qualifications; preventing social exclusion; promoting 

entrepreneurships and creating conditions for new jobs generation.  

Those areas are important for future development of the City, as they focus on proper use of 

human capital and improving its quality. Balancing situation between two groups on the labour market 

will buck up the development: group of beneficiaries and development leaders and the group of 

potential ‘loosers’.  

Developed in the Labour Market taskforce document became one of the significant elements of 

the Assumption for Social-Economic Policy of the City for years 2004-2005. Realization pf action 

plan required collecting relevant funds. Some of them had been collected from the city treasury, some 

from Labour Fund; some was funded by the European Union.  

In the contacts with numerous partners – they were encouraged to present projects. Unfortunately 

skills of cooperation and integration of actions have been confronted with individual, institutional 

interest. The fight for the success in acquisition of funding was weakening integration of actions 

undertaken by the team and was limiting ability of long-term perspective. The team at some place 

redirected its focus more on current organizational issues, becoming sort of another department of the 

City Hall. The taskforce has stopped playing the role of a strategic group, inspiring for strategic 

planning. The dominance of the current issues was blocking good cooperation with self governmental 

authorities of the whole region.  

However, actions of the taskforce have brought many effects, also quantities ones – related to 

improved efficiency of the local labour market Policy. In the area of ‘soft’ results – there were much 

more of them, just to name creating awareness of the need for integrated actions of different partners 

and necessity to build long-term objectives for labour market Policy, as element of local development 

Policy. Also, a number of ‘good practices’ has been introduced, which became patterns for future 

actions and for other labour markets (in the whole country).  

Wroclaw’s experiences can be used by other cities, all the more that nowadays the integration of 

actions on the labour market was introduced in the whole country. The reason for that is introduction 
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in2004 National Action Plan for Employment for years 2005 and 2006 (in line with the guidelines of 

European Employment Strategy).  

Discussion about the need of local strategic planning is also connected with debate on 

assumptions for National Development Plan 2007-2013.  

The taskforce in its old form and formula of acting ended its activities. For better preparation of 

Wroclaw for the debate the Strategic Expert Group at the Mayor of the City was set up. Its objectives 

have been defined as follows: 

•  Organizing expert works of strategic character in the perspective of Wroclaw 2020 

•  Introducing remarks to the NDP 2007-2013 

•  Creating conditions for debates on the future of Wroclaw, taking into account all challenges: 

economical, social, demographical, infrastructural, educational, human resources related and 

regional 

Functions of the first team, important for integrating labour market policy, for working out 

mechanisms of cooperation between different partners of its policy was overtaken by a group working 

within the structure of Department of Social affairs of the City Hall.  

Conclusions: 

•  Strategies for local development require analyses and diagnosis run in a long-term time 

perspective 

•  Point of reference for each strategy must be a context of higher level (e.g. regional 

surroundings) 

•  Planning a strategy must be done in relation to a strong leadership of institutional character 

(e.g. Mayor of the City) 

•  In order to increase efficiency of the strategic works, required is a team of experts and 

individuals being multidisciplinary 

•  Key is finding a subject axis around which works are developer 

•  Strategic planning cannot be limited to formulating a vision, needed is as well painting out 

objectives, priorities and directions for actions, and also – characteristic of the actions and 

descriptions of tools and means required to realization 
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Biographical Notes  

Mr Michal Boni is an acknowledged independent expert on socio-economic policy issues with 
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Central Eastern Europe countries socio-economic probleMs  
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unions, local authorities’ representative, business advisor, Member of Parliament, Ministry of Labour 
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contribution to National Development Plan 2007-2013 as well as advisory to the President of the city 
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PROMOTING LOCAL DEVELOPMENT – THE CENTRAL EUROPEAN INITIATIVE  

Leonardo Baroncelli, CEI-ES Deputy Director General, Trieste, Italy 
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Summary  

The conference presentation will outline the Central European Initiative in its structure, its 

networks and its instruments. Thus, the approaches and initiatives to promoting local development in 

Central and Eastern Europe, in various sector of activity such as SMEs, Research and Development, 

capacity building of local administration, etc. are highlighted.  

Traditionally the CEI is promoting multilateral co-operation between institutions from various 

countries for promoting exchange of information and best-practices. The CEI, gathering in its 

Working Groups representatives from as many as 17 countries in Central and Eastern Europe is a 

unique forum for dialogue and exchange among the countries concerned. 

On the other hand, through setting up a more up-to date instruments such as the Know-how 

Exchange Programme and the Funding Unit, the CEI has introduced a more systematic approach. 

Boosting Lisbon Agenda at regional level: 

The CEI is partner in the European Project “ALSO - Achievements of the Lisbon and 

Gothenburg Strategy Objectives by INTERREG”. The problems addressed by the ALSO project lays 

on the needs: 

•  To boost the Lisbon and Gothenburg Strategy Objectives at regional level; 

•  A strong coordination between regional planners and INTERREG operators/project 

managers; 

•  Specific training of regional planners in order to make them more prepared on specific issues 

for better develop regional cooperation themes and territorial promotion activities. 

Know-How Transfer between Rijeka and Ljubljana 

A project is currently being finalised, supported by the CEI Know-How Exchange Programme, in 

which the Municipality of Ljubljana (Slovenia) will facilitate and enable a transfer to Municipality of 

Rijeka (Croatia) of the experiences made in its Action Plan for Innovation. The two regions will test 

together innovative instruments for knowledge valorisation, as suggested by the Action Plan, with 

assistance of experts recognised at international level. In particular, Rijeka will have the possibility to 

learn about the process of defining a regional innovation strategy and to test a pilot initiative on the 
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promotion of innovative enterprises from an academic environment, while Ljubljana will have the 

possibility both to test specific services in the field of idea incubation and spin-off creation. Both of 

the regions will develop a joint initiative to raise awareness on high-tech start-ups and promote 

business partnership among innovative entrepreneurs.  

Biographical Notes and Institutional Information 

Counsellor Leonardo Baroncelli is the Deputy Director-General of the Central European 

Initiative – Executive Secretariat. 

The Central European Initiative (CEI) is the oldest and largest regional co-operation organisation 

that emerged in Central and Eastern Europe after the fall of the Berlin Wall. Founded in 1989 as a 

Quadrangular Co-operation between Austria, Italy, Hungary and Yugoslavia, by the year 2000 its 

membership extended through Central, Eastern and South-Eastern Europe increasing to 17 Member 

States: Albania, Austria, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia, the Czech Republic, 

Hungary, Italy, Macedonia, Moldova, Poland, Romania, Serbia and Montenegro, Slovakia, Slovenia 

and Ukraine. The CEI thus embraces a population of nearly 250 million and a territory of 2.4 million 

square km. 
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PARTICIPATION IN TRANSITION: PROBLEMS AND POSSIBILITIES OF 
PARTICIPATORY APPROACHES TO STRATEGIC DEVELOPMENT MANAGEMENT – 

EXAMPLES FROM CROATIA 

Irena Dokic, Nenad Starc and Paul Stubbs, Institute of Economics, Zagreb, Croatia 



 

 

Summary  

This article explores the history and current development of strategic approaches to planning in 

Croatia, with a particular focus on particpatory methodologies. It consists of four main parts: 

1. Old Practices: alive and kicking   

The preparation of a municipal development programme in a Croatian municipality starts with 

the recognition that usual day-to-day decision-making is no longer acceptable and that the 

development of the municipality should be managed. In order to develop a management strategy, the 

mayor searches for a competent person or an institution and most probably finds them in Zagreb, the 

capital. A sample of documents produced in such manner reveals an almost standard structure. A 

‘standard’ development document starts with an exhaustive and informative exposition of the current 

situation beginning with the natural characteristics of the area and ending with a description of the 

municipal economy and social services. Development objectives are taken to be understood 

universally, no action plans are developed while development recommendations are general and 

addressed to the municipal administration or to some vague unspecified higher governmental level. 

Such an approach is a legacy of socialism.  

One of the side effects of the legacy is the lack of institutional analysis. Another side effect 

relates to the municipal budget. Even if the programme has stated how much money is needed for its 

implementation, there is no counterpart in the municipal budget and it remains unclear where the 

finances will come from. 

The mayor and his/her Board are thus left with a document that is of little use. The document 

stays on the desk for a while and soon ends up in ‘a drawer’. Strategies at the national level are 

prepared in a similar way. Such strategy production never implied real participation neither in 

socialism nor in the first decade of transition. It had to be imported from the countries which in 

socialist times had been considered as non participatory.  

2. Enter the ex-patriates 

The explosion of external agencies and consultants seeking to intervene in local development 

management occurred in the early 1990s when transition corresponded with war and humanitarian 

emergency. Towards the end of the 1990s more complex arrangements developed, but the amount of 

documents in drawers was still growing. Despite a large inflow of external experts little in the way of 

good practice was genuinely transferred and dualities of ‘modern’/‘traditional’; urban/rural; 



 

 

expert/practitioner; centre/periphery; and advanced/underdeveloped, already present in the previous 

era, were amplified and reproduced in new forms. 

3. New contexts, new initiatives 

After almost a decade of this, something changed. Large grants for parallel provision became a 

thing of the past and, instead, a combination of loans and external advisors, from the outside, began to 

relate more meaningfully with internal actors. In addition, the 1990s had seen, globally, a considerable 

emphasis on governance, institutional change, stakeholder involvement and, above all, ‘participation’. 

One such programme was launched in a co-operation between the German agency Deutsche 

Gesellschaft fuer Technische Zusammenarbeit (GTZ) and the Institute of Economics in Zagreb (EIZ). 

Virovitica 

The Town Board of the town of Virovitica (a town in Slavonia, at the edge of the war zone near 

the border with Hungary, 170 km2, 22,500 inhabitants) was approached in the beginning of 2001. In 

February 2001 a small group of town administrators was engaged to perform the structural analysis 

while GTZ/EIZ experts did the rest. In February 2002 the Town Council of Virovitica adopted the 

Programme and the corresponding Action Plan and committed the mayor to its implementation. No 

implementation ever commenced, however.  

Samobor 

Bearing in mind the Virovitica experience GTZ/EIZ experts decided to wait for a bottom-up, or 

demand-driven, initiative. In November 2001 the Town Council of Samobor (a town near Zagreb, 250 

km2, 35,000 inhabitants) contacted GTZ/EIZ and co-operation was soon established. Samoborians 

took an active part in the analysis of the town's economy, social services, environmental protection, 

physical planning and development institutions, while GTZ/EIZ experts undertook the role of 

methodological co-ordinators and ex-ante evaluators. Towards the end of November 2002 the Town 

Board and then the Town Council adopted the programme together with the 2003 town budget. In 

summer 2003 it turned out that almost 80% of all measures and projects had begun to be implemented 

already in 2002 and that the programme was praised as the first development document that managed 

to embrace everything that was going on across town departments, public utilities and some 40 local 

boards.   

Solta 

Another Croatian municipality was approached by the GTZ/EIZ team but the context was quite 

different. This was the island municipality of Solta (an island 9 NM away from the Dalmatian town of 

Split, 58 km2, 1,300 islanders) while the context was given by the National Island Development 

Programme and the Island Act. The Act prescribes the preparation of Sustainable Island Development 

Programmes (SIDPs) covering 26 Croatian islands/groups of islands. The structure given by SIDPs 

implies full bottom up - top down relations and resembles ROPs which have become almost 

compulsory development documents in the EU. This structure was attractive enough to get involved in 



 

 

and GTZ/EIZ approached the municipality in April 2001 and organized the preparation of the 

programme. In January 2002 the Municipal Council adopted the Programme for the period of 2004 - 

2007 and passed it to the Ministry for further procedure,  

The Government of Croatia adopted it no less than 22 months later. The ownership of Šolta's 

SIDP was vested solely in the person of the mayor, however. Meetings with the mayor in 2003 and 

2004 showed that the measures and projects from the programme were implemented way behind 

schedule and without necessary state support.  

4. An Interim Report Card  

To everyone involved in preparation of the programmes, participation proposed by the ex-

patriates was a new issue which soon revealed difficulties. The conducted workshops did refresh the 

existing way of producing development documents. The social success was coupled with 

shortcomings, however.  

Information flows amongst all that were involved in the programme development were 

insufficient and little or no account was taken of the possible absence of key interest groups. The 

danger of ‘workshop fetishism’ appears as a serious problem in participatory development 

programmes. Croatian consultants appeared unskilled in institutional and, before all, stakeholder 

analysis and could not pass much to equally unskilled local sub-contracted experts. In each and every 

pilot, individual political figures, tending to personalise power, followed their own interests and 

tended to use the preparation and adoption for their own, short-term, political ends.  

4.1. Defining participation 

Ex-patriates who brought ‘participation’ and Croatian experts do not share a common 

understanding of participation. Other crude dichotomies tended to be produced in this process, too: 

that between a ‘cult of experts’, on the one hand and a ‘deskilling of expertise’ on the other. In 

addition, external experts tended to think of themselves as outside the process when, clearly, they were 

inside it.  

More sophisticated stakeholder and institutional analyses appear as crucial prerequisites for 

determining the obstacles to effective participation, to minimising the risk of undue influence by 

particular stakeholders at each stage: of preparation, of adoption, and of implementation of the 

programme. Besides workshops participation implies, therefore, a rigorous, triangulated, multi-

faceted, methodology including interviews, surveys, focus groups, and continuous dialogue and 

reflection at each stage.  

4.2. What is to be done 

Seven lessons to be learnt from these experiences spring to mind. Firstly, different types of 

participation need to be promoted for different stakeholders, at different stages in a development 

programme. Secondly, programmes which promote participation can bridge the gap between, and 

transform, (over) politicisation and (over) bureaucratisation, relating both to wider interests and an 



 

 

overall ‘public good’. Thirdly, consultants are stakeholders too: the knowledge and skills they have, or 

should have, oblige them to take an active part in decision making. Fourthly, participation as a 

methodological tool needs to be constantly worked on and improved, alongside or, rather, in an inter-

relationship with, improved institutional analysis and stakeholder analysis. Fifthly, de-mystifying 

participation involves disseminating models of good practice to local administrators, politicians and 

local consultants. Sixthly, participation makes all of us ‘subjects’ of development involving a journey, 

and learning. Seventhly, and particularly important, the need for development management has to be 

recognised by all as well as the necessity of implementation of what has been arrived at in a 

participatory manner. 
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PARTICIPATION IN PLANNING AND IMPLEMENTING LOCAL DEVELOPMENT 
STRATEGIES  

Vesna Atanasova and Kristina Hadzi Vasileva, USAID and Care International,  
Former Yugoslav Republic of Macedonia 
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Summary  

The conference presentation will explore linkages between local development and civic cultre in 

the Former Yugoslav Republic of Macedonia, in particular the importance in involving civic sector in 

decision-making at the local level; alternative and effective ways of citizen participation in the process 

of strategic planning, as well as mechanisms to develop capacity of civic sector in public service 

delivery and local innovations in Macedonia.  

The transition to democracy parted in 1991, when multi-party elections were held for the first 

time as an independent state from the former Socialist Yugoslavia. The Constitution of the Former 

Yugoslav Republic of Macedonia represents the most important legislative effort made to create a 

legal framework for the protection and respect of citizens’ democratic rights. During the difficult 

transition period, individuals or groups of citizens relied on different actors to address their concerns 

and problems, such as unions, NGOs, political parties, community-based organizations, etc. 

The prevailing culture in Macedonia regarding civic activism was until recently characterized by 

the passivity of citizens, who did not react against the lack of, insufficient, or low-quality public 

services; and the limited participation in formulating and implementing public policies. Public 

agencies did not always consult and involve all stakeholders in the community. In many cases, local 

NGOs and the international community, through their programs and projects in Macedonia, have 

encouraged public authorities to involve citizens in policy making.  

Local development, as a new vision for the development of the country, is the most important 

challenge in Macedonian transition. Through decentralization, more competences are being transferred 

to local governments, which will become main partners in the efforts of communities to develop, live a 

better life and enforce their rights. The poor infrastructure and utility services provoke continuous 

discontent in a vast majority of the population. As a consequence, what used to be a very weak 

reaction from the communities that receive very poor basic public services is now increasing, and 

citizens are finding ways to participate in the design and implementation of local development 

strategies.  

According to the Law on Local-Self Government adopted in 2002, local economic development 

is a competence devolved from central to local authorities. They are responsible for enabling and 

creating a positive business climate in the community that is not an easy task to do considering the 

painful transitional period through which the local economy has been going the recent years. 

Municipalities have to initiate, support and facilitate effective networking among different 
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stakeholders: local institutions, agencies, companies and civil society. There are number of constrains 

that affect performance of this new responsibility and many structural and systematical changes are 

needed in order municipality to become able to serve effectively its constituency – the business sector 

in the community. There is a need for institutionalized mechanism that will focus on local economic 

development in order to overcome the existing barriers. Private businesses can only comply efficiently 

with regulations if rules are accessible and understandable. For that purpose they need to be given 

clear information about regulatory requirements. Specific mechanisms also need to be put in place to 

ensure that openness and transparency prevail in the communications between businesses and the 

administrators.  

Biographical Notes  

Vesna Atanasova has graduated at the Faculty of Economic at the University of St. Cyril and 
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FOSTERING PARTICIPATIVE AND REPRESENTATIVE DEMOCRACY IN CENTRAL, 
EAST AND SOUTH-EAST EUROPE 

This session will stress the importance of citizens’ participation in the design and implementation 

of local development strategies in Central, East and South-East Europe. The presentations and 

discussions will outline most effective ways to maximise participation from civil society in strategic 

planning will be highlighted together with challenges and obstacles in effective participation of civil 

society in the decision making processes. 

Question to be addressed include the following: 

•  Why involving civil society in decision-making processes relative to local development? 

•  What are the obstacles to effective representative and participatory democracy on matters 

relative to local development? What should be the balance between representative and 

participatory democracy? What are the most effective ways to maximise participation from 

civil society in strategic planning? 

•  What are the best mechanisms to build the capacity of civil society in service delivery and 

local innovation?  What should be the role of the non-profit sector and community-based 

organisations in local development in Central, Eastern and South-Eastern Europe? 
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LOCAL DEMOCRACY: HOW IT MATTERS FOR ECONOMIC DEVELOPMENT AND 
SOCIAL SOLIDARITY 

Charles Sabel, Professor of Law and Social Science at the Columbia Law School, United States 
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Summary  

In currently complex settings in the private sector as well as public administration the choice of 

means routinely influences the choice of ends, and vice versa. Global and local knowledge are 

mutually corrective, not hierarchically ordered: The strategic choices of global firms increasingly 

depend on the capabilities of their local (networks of) suppliers; the ability of government to provide 

citizens the customized educational, family-support and other services they need to respond to risks 

against which they can no longer be well insured depends likewise on the adaptivness of local 

institutions that modify their instructions even as they implement them.  

Responding to this reciprocal relation between means and ends, epochal innovations in the nature 

of organization itself blur—but do not efface—the distinction between conception and execution, 

global and local, allowing for social learning unattainable by conventional, hierarchical institutions 

and inviting, in the public sector, forms of participation in decision making by citizen clients and 

service users that were discouraged in the traditional social welfare state. These innovations help 

explain in the interest in, and suggest the plausibility of engagement with new forms of local 

democracy in globalization apparently inimical to local autonomy and self rule at any level.  

This presentation and the paper first sets explore the general institutional innovations at work in 

the global firm and the new service state. It then suggests some of the implications of the diffusion of 

these institutions for local democracy by looking briefly at case studies of reform in US public 

schooling, economic development policy in Argentina, and disability services in Denmark.  

A final section raises, and begins to respond to, questions regarding the relation between the 

emergent forms of local democracy , established institutions of representative democracy (where they 

exist), and the construction of the public sphere (where democracy of whatever form is in its infancy). 
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Biographical Notes  
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BUILDING CAPACITY OF LOCAL AUTHORITIES AND PROMOTING PARTICIPATION 
IN SOUTH-EAST EUROPE  

Haralambos Kondonis, Expert-Counsellor on Balkan Affairs in the 
 Ministry for Foreign Affairs, Greece 
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Summary  

Local and Regional Authorities are vital elements of a sound democratic state structure. 

Therefore, building the capacity of local and regional authorities is necessary, through an institutional 

and fiscal decentralization process. On the other hand decentralization does not a priori mean greater 

democracy, if it is not combined with capacity building, citizens participation, transparency, effective 

services, democratic elections.  

The experience of several South East European countries shows that an unprepared and without 

consensus decentralization process could undermine state stability and local good governance. 

International community’s task is to keep a balance by promoting a functional approach deemed to 

improve the provision of services to the population with an efficient use of the available resources. 

Transformation of problems from the central to the local level must be avoided, enforcing the process 

of democratic institutions to flourish in local communities with the active participation of civil society 

and the cooperation of central government. 

International organizations have put an emphasis on that dialogue, bringing closer ministries 

responsible for local self-government, local authorities and their associations and NGOs, which is a 

pre-condition for national policies or national work programmes on good local governance to be 

effective.  It is given that legislation reforms are necessary, but also the implementation process should 

be monitored by all parties involved.           

Moreover, strong local and regional authorities mean more effective and sustainable cross-border 

cooperation. Nowadays, in practical terms, cross-border cooperation that is initiated by local 

authorities is minimal and sporadic. It lacks substance and long-term planning, people’s and civil 

society participation and results visible to the citizens’ every day life. 

It is characteristic that capacity building of local authorities and cross-border cooperation very 

often remain hostages to ethnic and political differences, provoking significant delays in the 

democratisation, reconciliation and development process.   

We can overcome those problems by strengthening transparency and accountability, defining 

responsibilities, increasing the capacity and the professionalism of local authority officials, promoting 

the core values of citizens’ participation in local community affairs. Citizens’ participation in that 

process is valuable and necessary. Lack of information and cooperation with the local civil society, 

social groups, such as women and youth, jeopardises good local governance. Responsibility lies to 
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national and local governments to initiate programs, which focus on people that face discrimination 

and possible marginalisation. Non-governmental organizations and local agencies should be partners 

in projects that promote citizens’ access, social cohesion, and equitable economic sustainable 

development. 

The improvement and implementation of legislation reforms on local governance, capacity 

building, raising awareness on decentralisation, strengthening professionalism, transparency and 

accountability of local administration and improvement of its services, enforcement of the dialogue 

between all parties concerned, development of local leadership and strategic management, ensuring 

the participation of local civil society, are all challenges that both international organisations and the 

South East European countries have to face.  

In overall: 

•  clearly defined competences and responsibilities of local authorities, avoiding overlappings, 

grey zones, and over-supervision by the central government, and in accordance with the 

available resources;  

•  legislative reforms that will re-assure the implementation and the consistency of legal 

framework;  

•  professionalisation, motivation and transparency of the appointment and performance of the 

local authorities staff; creation of the framework of the relations between central and local 

government; 

•  qualification of local authorities and their associations as equal partners in an 

institutionalised dialogue with all parties concerned, in particular the central government; 

•  enhancement of the local democracy culture to the local leaders, based on accountability, 

transparency, delivery of promises and services to the public, encouragement and active 

participation of local communities and social groups in local affairs; 

•  focus on every-day problems of local people and communities and strategy planning for 

local economic development, social cohesion and inclusiveness in close cooperation with the 

central government, through closely-coordinated mechanisms and agencies;  

•  exchange of information, staff life long training on public administration, know-how and 

technology, productive use of international programmes, accessible to all members of the 

community; 

•  are core guidelines that have to be agreed, well-planned and implemented by all parties 

concerned in every South East European country, in close cooperation with the international 

community.  

The challenge in strengthening local and regional authorities and decentralization process is that 

all the following elements have to be combined in parallel simultaneous processes: legislation reform, 

political will, capacity building, fiscal decentralization, training and services, have all to be connected 

and decided in common, through a constructive dialogue between central and local authorities, civil 

society and private sector.  
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Citizens’ participation in that process is valuable and necessary. Lack of information and 

cooperation with the local civil society and social groups jeopardizes local democratisation and 

development process. Responsibility lies with  national and local governments to initiate programmes, 

which focus on people that face discrimination and possible marginalization. Non-governmental 

organizations and Local Democracy Agencies could be more active partners in projects that promote 

citizens’ access, social cohesion, and equitable economic sustainable development.  

Despite the numerous cross-border projects, mainly funded by international organisations and 

donors, there is a lack of strategic guidance and capacity, which could promote substantial and 

sustainable cross-border cooperation in South Eastern Europe. The Thessaloniki Declaration pointed 

out that “inter-regional cooperation constitutes an essential element of the Stabilisation and 

Association Process” The challenge is to create self-sustainable CBC networks based on a long-term 

plan. How can we provide visible and direct results to peoples’ everyday life? How do we deal  with 

immediate and urgent problems, such as unemployment, lack of services and access to information? 

In order to strengthen cross-border cooperation, capacity building at local and regional level and 

the participation of members of the local communities in activities and programmes are both needed. 

On the other way around, the existence of cross border programmes and networks could also help  the 

building of local capacity and promote local good governance. 

Building the capacity of local authorities and promoting the participation of local communities 

are policies that promote democracy and stability at all levels of social and political environment in 

every country, including South Eastern Europe. Decentralisation process is an essential element of 

democracy only if it participative and inclusive. Decentralisation process without previous or 

simultaneous capacity building and training of local authorities, of local administration staff and of 

civil society will stagnate, not promoting functional democracy. Strong local authorities not 

accountable to the local communities could function preventively, rather than as a driving force for 

sustainable development with respect to social and ethnic differences and civil rights. 

The effort to build participative and effective local authorities and local good governance is a 

long-term process, which even within the European Union has not been concluded.     

The challenges we face are many: understand local democracy, clearly define assignment of 

competences and resources, implement legislation reforms, create professional structures, define 

relationship between state authorities and local government, strengthen institutional dialogue, secure 

transparency and accountability, enforce local economic, social and environmental development, 

promote leadership and strategic management, provide with service provision and training, develop a 

political culture of community participation, and create structures and networks for cross-border and 

inter-ethnic cooperation. In other words, our task is to build democratic local institutions, which, 

regardless of the political or administrative changes in the future, will be in the service of their own 

citizens, and will continue to function effectively and inclusively, as a fadeless sign of a “democratic 

institutional memory” for the future generations.  
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Summary  

Local economic development (LED) has been a growth sector in donor programmes in 

transformation and developing countries since the 1990s. The orthodox approach to LED is based on 

three key assumptions: LED needs a strategy, in the sense of a written document. LED is driven by 

government, yet needs the involvement of the private sector and civil society. LED needs an 

institutional basis – a LED section in local government or a LEDA, a business association, and a 

stakeholder forum.  

In South East Europe, LED has gained prominence more recently. To some extent, it came about 

as the evolution of EU-sponsored programmes that combined a sectoral and a territorial focus in 

private sector development by promoting SME promotion agencies and Regional Development 

Agencies. Donors like the ILO have emphasised the creation of LED Agencies. According to existing 

evaluations, the track record and impact of such donor programmes has been somewhat disappointing. 

The exit of donors has left many agencies struggling for survival.  

Since 2002, some donor programmes have been using PACA (Participatory Appraisal of 

Competitive Advantage) in their effort to come up with an alternative approach to LED. PACA is a 

business- and action-driven approach to LED that emphasises the need of quick wins to create 

credibility and to motivate stakeholders. It has been introduced by GTZ and ACDI/VOCA in Serbia, 

and by IRD and CHF in Montenegro. The initial experiences in Serbia were mixed. After the PACA 

Exercises a couple of projects were implemented, but subsequently the process fizzled out. The third 

PACA project, in Montenegro, is still at too early a stage to assess its success, though it did start very 

well – not the least since the lessons learnt in Serbia were fed into the design of the process.  

What were the reasons for the sobering result, and what do they tell us about LED and about 

PACA? In our view, the single most important reason is the role played by donor organisations.   

It was them who introduced PACA, and the credibility of PACA depended to a large extent on 

the backing by the respective donor. However, they introduced PACA into a setting where many if not 

most of the local stakeholders were sceptical of this approach. There are several features of PACA 

which pulled local actors out of their comfort zone:  

PACA emphasises the importance of the PACA Team, and in particular the active participation 

of local stakeholders in the PACA Team. It is recommended to have individuals from local 

government, the private sector, NGOs and other segments that are relevant for the local economy (for 



 
Fostering Participative and Representative Democracy in Central, East and South-East Europe 

 

119 

instance a local university) in the team, the assumption being that interaction in the team creates an 

opportunity for individuals from different segments to rehearse collaboration. However, individuals 

from the different segments initially view each other with distrust, and they tend to feel uncomfortable 

about the need to work together.  

PACA does not encourage the elaboration of comprehensive plans but rather the identification of 

quick-win activities which are then swiftly implemented. However, individuals who have been 

socialised in a centrally planned economy are much more comfortable with a planning effort than with 

a business-like behaviour that constantly scouts for opportunities. This applies particularly to officials 

in local government.  

After the first PACA Exercise, the focus is supposed to be on implementing activities that render 

a visible result within three months. For some local actors, such activities appear to be trivial and 

strategically unimportant. They tend to neglect the learning element involved in the implementation of 

simple activities, not to mention the necessity to create social capital before any more ambitious 

projects can be launched. In one location in Vojvodina, local government decided not to conduct a 

PACA Exercise and to go for more ambitious initiatives immediately – and failed miserably.  

We generally observe that it is difficult to pursue technical assistance activities that pull local 

actors far out of their comfort zone. It can only work if there is consistency and perseverance on the 

side of the donor organisation. In the two processes in Serbia, this was not the case. Due to issues 

internal to the implementing organisations (reorganisation, change of key staff), support of the PACA 

processes was not consistent. On the side of the local counterparts, this was perceived as a vote of non-

confidence, so that most of them moved back into their comfort zone. To our knowledge, the only 

exception are the PACA practitioners in a small rural community in Vojvodina who continued the 

PACA process despite patchy support. In this case, their perseverance was due to their entrepreneurial 

spirit and their determination to improve the economic prospects of a collapsing rural economy.  

So can you expect smooth sailing if a donor organisation is sold on PACA and consistently 

propagates and supports it? Unfortunately, that is not the case. PACA offers a realistic opportunity to 

launch a sustained LED process, but it still has to battle with a number of serious obstacles that 

mutually reinforce each other:  

•  Little credibility of the public sector in the private sector: The public sector is perceived as a 

source of trouble -- registration, permits, taxes; insufficient provision of basic services like 

roads, water, electricity; bribes and politically motivated interference.  

•  Fragmentation of the private sector between the old statist system, the criminal economy, 

and micro and small enterprises that have come up since the 1990s. Talking about the private 

sector thus makes little sense. The enterprise sector still consists to some extent of state 

enterprises that are passing through a slow privatisation process, and it consists of private 

businesses that do not want to be lumped together with state enterprise. It is thus unlikely 

that the business sector will speak with one voice, let alone be organised in a single 

association.  
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•  Lack of contact between public and private sector: This is a logical consequence of the two 

issues mentioned before. Both the public and the private sector will respond incredulously to 

the suggestion that public-private partnership may be the most appropriate way to drive 

LED.  

Conclusion  

At present LED is very much concentrated on the support of LED offices and the strengthening 

of municipalities. International donors as well as the national public agencies in particular are 

supposed to develop their support of municipalities and LED offices into a wider and more holistic 

approach to LED. An understanding of local economic development as a process-oriented and 

participatory approach of territorial change management, based on the integration of local and regional 

actors from the business sector, civil society and public representatives, is still very weak in the 

region. LED aims at companies, and it therefore must pursue a business logic, not a planning logic. 

Encouraging LED with a business logic will be one of the main economic challenges in SEE.  

LED is generally organised in a network of different actors. In EU countries LED is only rarely a 

mandatory role of the government. Much more it is a voluntary activity based on networks that consist 

of various government agencies, the private sector, trade unions, NGOs, and other players at the local 

and regional level. LED or regional economic initiatives will not be successful if the private sector 

will have to participate in endless meetings without concrete results. But without the participation of 

the private business sector, LED will be an ineffective approach. Urban planners are happy with 

planning horizons of five to ten years, business people, especially owners of small businesses, are 

decidedly not. Therefore, it is crucial to employ methodologies (like PACA) that appeal to the private 

sector: action oriented practical, and business minded, efficient.  
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Summary  

Introduction 

Conventional methods of development have failed to respond to the needs of the people. These 

methods have focused on a type of delivery and receiving mechanism that has simply by-passed the 

grass roots level participation and has done nothing to empower the people. An organized community 

can be an effective means for development, valuing the views of the people. In order to give power to 

the people, through a properly designed community mobilization process, they must be involvement in 

all phases of planning, designing, implementing and sharing of benefits of the programme. This, in 

turn, will increase their capacities and fully utilize their social capital, allowing them to collectively 

work for community initiatives, build trust and cooperation among the local government and citizens; 

link community priorities with local government’s planning and budgeting processes and having full 

ownership during and beyond the process.   

UNDP has been in the forefront of putting people first by allocating substantial resources in 

supporting activities that promote and facilitate effective and democratic governance globally. In result 

of these efforts there has been an increase international recognition that governance begins within 

communities, villages, and towns, and that local governments provide the basis of governance.  

Successful community development is possible with responsible, well-informed and proactive 

citizens. Development without people’s participation is bound for failure. Through the process of 

social mobilization – encouraging community members to organize themselves as self-governing 

bodies- citizens are in an advantaged position to promote development with their own, and other 

resources, and to partake in the decision-making process aimed at improving their livelihoods. 

There are four elements to the concept of Social Mobilization needed for proper implementation: 

•  • Organizational development at the community level 

•  • Capital formation for community assets 

•  • Training for human resource development  

•  • Socio-economic development through external support 

Organizational Development means the formation of a community based organization (CBO), 

including both males and females of local village communities to work together to improve their own 

livelihoods. The collective self-governing group can better influence in the decision-making process 
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and improve local livelihoods. Once (s)he is organized in a broad-based group, the individual has the 

leverage with which to address and tackle problems which (s)he could not have accomplished alone.  

The group can be organized for an activity of purpose and can function for many purposes based on 

the group membership.  

The second element, capital formation for community assets, is based on the collection of a 

savings contributed by each of the members of the community organization. Savings collected at each 

meeting will help to increase the independent functionality of the organization. The generation of 

capital can help with financing a micro-enterprise development or can assist other members to borrow 

part of the credit for personal profit.  

Various skill training courses are offered to community organization members to improve upon 

knowledge in areas of organization development, leadership, savings and credit programmes, 

agriculture, livestock, forestry, book keeping, marketing and other key disciplines. Trained members 

then can share their abilities with others. 

The socio-economic development, the fourth element of social mobilization, presents an 

incentive for villagers to form organizations and to remain organized. It provides additional support, 

from external sources and local government, to the members of the community organizations to 

encourage them to mobilize for the benefits of the whole community. The social mobilization process 

performs this support function in such a way that the CBO will gradually develop the capacity to 

attempt its problems independently. This process will aid in developing an active CBO that is a 

dependent receiving mechanism capable of identifying and prioritizing its own needs. CBOs require 

additional assistance with a Micro Capital Grant (MCG) Fund and Micro Credit. The capital grant is a 

grant that can be offered from government, INGOs, NGOs, donors and private business enterprises, 

used for improving local infrastructure as well as increasing the organizations' resource management 

capacities. Micro credit component gives access of community members to loans required for personal 

entrepreneurial activities. Training in preparing business proposals to access credit will be necessary 

for members of the organization.  

Efficient and effective local government requires active citizenship. Social mobilization helps 

communities to organize themselves, collect their capital and realize improvements in their 

communities through project identification and prioritization. Moreover, this process strengthens 

governance by allowing active participation in local decision-making – expanding the community’s 

political and economic power base. Local governments can embrace citizen involvement linking the 

community together with other partners. Social mobilization can work if citizens see an incentive for 

their participation in a group environment. It is the responsibility of the local government to attract 

governmental and non-governmental resources and linking them with the local community. 

The Albanian Experience 

The Government of Albania is committed to the decentralization process within the country and 

has adopted several international and national laws focusing on local autonomy, such as the adoption 

of the National Strategy for Decentralization and Local Autonomy in 1999 and the Law on 
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Organization and Functioning of Local Government in 2000. The Government also signed onto the 

European Council’s charter of local governments. These movements have been reflected in a positive 

light from local authorities as well as the donor community. However in practice it is becoming 

apparent that local governance policies are weak and the capacities of local authorities are lacking in 

taking on greater responsibilities. 

In response to the decentralization process, UNDP, in partnership with other donors, 

implemented a pilot project, the Local Governance Programme, in three of the twelve regions of the 

country. This programme approached local development through several institutional and regional 

approaches of central and regional government and local communities. The process of social 

mobilization has been implemented in the communities working together with local government 

institutions. Through a participatory process citizens of communes and municipalities grouped 

themselves into Community Based Organizations (CBOs) composed of men, women or mixed 

genders. These CBOs then established their own rules of conduct that formed the basis of their 

functioning as self-governing institutions at the grassroots level. 

In a period of two and a half years, the social mobilization process was implemented in 70 of a 

total of 86 villages/quarters in the pilot areas of the programme. In this time a total of 126 CBOs were 

formed whereby 78 are male based, 22 are women and 26 are mixed gender based.  CBO members 

have contributed savings to accumulate a total of 24,500 USD where this capital has been used for 

their own self-development activities. 

As part of the process CBOs have been involved in the planning, prioritisation, and 

implementation of local infrastructure projects financed by the micro capital grant scheme. Most of the 

projects have been linked with the internationally recognized Millennium Development Goals 

(MDGs). Fifty-one percent of projects implemented have been linked to environmental rehabilitation 

and sustainability. The project costs have been shared between communities, local governments and 

donating organizations such as the Norwegian government, UNDP and Soros Foundation.  

Lessons Learnt 

There have been plenty of lessons gained from the social mobilization process in Albania. The 

most outstanding lessons have included: 

Recognition of Local Government 

Ensuring the formal recognition of social mobilization can enhance the role of local government 

to act as a facilitator in establishing an enabling environment for active citizen participation. To 

guarantee an effective decentralization process further training and focus should be emphasized on 

participatory programming and budgeting at all governmental levels. 
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Community Participation 

Communities are ready to shoulder responsibility for local development, however there is a need 

for support from an external source or a change agent. CBO formations have had a positive impact on 

relations with local government institutions. Closer ties between the community, local government and 

with local NGOs is essential to support the initiative of community. 

Ownership and Partnerships 

Partner organizations must not underestimate the importance of ownership through participatory 

techniques. It is effective in mobilizing development resources in rural areas. Unless the partner 

organizations internalize and institutionalize the participatory approach at all levels, it is unlikely to 

bring a sense of ownership. 

Transparency and Accountability 

The involvement of the community people in making decisions on planning and implementing 

projects at the village levels enhanced the transparency and accountability of the fund at the local 

level.  

Social cohesion 

Moreover, it is favourable to work with all stakeholders of the communities.  This inclusive 

approach would diminish discrimination and mutual dislike and reinforce the social cohesion within 

the communities. 

Conclusion 

There should be a holistic approach to development utilizing social capital from grassroots 

organization. Effective local development comes only when the community is involved from the 

planning to the implementing to the maintenance of community priorities and projects. These 

community organizations in turn empower people and enhance their own capacities and ownership for 

development. Whilst the principles of community mobilization apply universally, the approaches and 

methods used must be country-specific to achieve maximum impact. 
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Summary  

Partnerships have been traditionally omitted from the classical literature that made a clear 

delineation between the government (public sector) and the citizens. The governments were to rule and 

to ensure that the necessary level of social trust and cohesion is in existence, whilst the people 

(whether seen as subjects or citizens, voters or political emphatics, etc.) were there to follow the rules 

and be – ruled. Even in democratic countries, those who had rights to vote would transfer their rights 

to ‘democratically elected’ and for the number of years (usually three to five) those duly elected would 

discharge public functions on behalf of those who exercised their active electoral rights. In non-

democratic regimes, the story was different, but again the very essence of the state apparatus was more 

or less similar (excluding, of course, the most oppressive regimes that surpassed even themselves by 

the scale of destruction of human life).  

Again traditionally in Europe state and nation-building has been perceived as large-scale 

centralisation, which of course directly supported the long-power distance model that suited the model 

where people chose and those elected rule. Usually peoples’ activism appeared to be a campaign-

oriented one. All the political issues will re-emerge before the election and the fuss would calm down 

once the general or local elections were over. Some other forms of protest would be marginalised and 

generally mildly tolerated, as it was the case with women’s’ suffrage movement in the late 19th and 

early 20th century. Disfranchised minorities were given the opportunity to self-organise, but were 

politically and socially marginalised to the extent that they would not endanger the very basics of the 

political system within which they tried (rightfully) to operate. The importance of local (or alternative) 

communities has also widely differed from country to country. Whilst in Europe, the etatism has been 

fairly omnipotent on the continent, in the US communities were cherished and often seen as the real 

source of power (see: Tullock, 1992). This may be due to the particular experience of nation-building 

in the US, where the new territories and states were largely created from bottom up, rather than 

through territorial reorganisations and top down political dealings.  

Public-Private-Partnership (PPP) has been seen as an innovative mode of financing new and 

regenerating failed infrastructure in primarily developed countries, where the private sector has the 

financial capacity to engage in such ventures. Along these lines the UN defines PPP as a ‘strategic 

necessity rather than a policy option’, representing ‘a unique and flexible solution to implement 

infrastructure projects’ (UN, 2002, p3). However, there are many different meanings of public private 

partnership (Rosenau, 2000). Since any relationship involving some combination of the private, 

voluntary and public sectors is prone to be labelled a ‘partnership’, it may be useful to clarify what is 
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meant here by a PPP. PPP demonstrates the characteristics of collaboration, focus on services, 

particular length, trust, innovation and risk allocation (see, for more: Grimsey and Lewis, 2004).  

The partnership that goes beyond the financial dealings is a partnership that entails the 

collaboration in the policy process between the government and the interested stakeholders. To a large 

extent, the recently dominant business model of stakeholders may be easily used to understand the 

model of especially local partnerships, in the public governance process. Partnerships include an 

extraordinary range of community, political, strategic, sovereignty and environmental relationships… 

It is often perceived as ‘everything-and-nothing’ polysemy that raises many critical suspicions (see: 

Lerner and Craig, 2002). The political partnership has been seen as an instrument of empowering local 

communities, and in fact ‘federalising’ the existing policy processes (see: Tullock, 1992). As this has 

been fairly uncharted territory, it is difficult to define the ‘local partnership’ into great detail. Local 

partnerships are to a large extent the development of local political conditions and on-going 

institutional and political changes. It has been impossible to imagine people in former socialist 

countries being engaged in political partnership process only a decade and so ago… Now, it is 

becoming the part of the political culture and the norm that is to be acknowledged.  

The optimal way to develop many opportunities and address many challenges involves a diverse 

array of organisations working together. Organisations bring distinct resources, competencies, goals, 

ideologies, cultures, and values, and through the process of mutual interaction the new values are 

created and innovation process is sustained. However, it is not that easy to collaborate, especially if 

the organisations are coming from distant spectrums of the society. The challenge of working together 

increases when rich and poor, government-business-civil society, various languages and different 

government systems are brought together. This is why many partnerships, although they may look 

natural, in fact fail. There is very little common culture to share and keep the players to stick together, 

or simply the organisations are unwilling to give up something of their own routines to embrace a new 

quality that collaboration and partnership can offer.  

Partnership is a formal or formalised relationship that has to be based on common needs and 

shared values to succeed. The main players have to respect their rights and duties and to be ready to 

forego some immediate short-term gains to gain a greater good that will be shared later. Therefore, the 

partnership should, for instance, enable businesses to: expand their markets, develop new products, 

lower production and delivery costs, expand their investment presence, etc. At the same time, a well-

designed partnership should enable the government to spur the privatisation, while increasing 

accountability, to reduce direct involvement in law enforcement, whilst increasing effectiveness, and 

promote and improve social cohesion (address the problem of social alienation and disfranchisement). 

In turn the civil society should improve the access to (public) good s to lower strata of the society 

(poor and marginalised), promote new economic opportunities for citizens, reduce negative 

environment impact of development (see: Jeremic, 2004).  

The relationship between government, NGOs and business in Serbia today is characterised by lot 

of initiative on the side of the NGOs, little response from the government and without cooperation 

with the business sector. There are a number of reasons for this, ranging from the lack of political will 
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in some instances, to the restrictive covenants of the fiscal laws. A few months after the new 

government was formed (January 2001) the 3rd Forum of Yugoslav NGOs was held in Belgrade from 

17th to 19th May 2001, and the NGOs in the resolutions of the forum suggested the Government a 

number of actions, including: 

•  To pass a new law regulating the third sector, whose draft will be prepared in full 

collaboration with NGOs, respecting the European standards; 

•  To ensure ongoing communication with NGOs, aiming at identifying citizens’ needs and 

including NGOs in solving them; 

•  To provide public grants to NGOs; 

•  To support cooperation of businesses and NGOs in the local communities (two-partner 

collaboration projects); 

•  To use the NGO’s capacities in conducting the government business, when there is a reason 

for that; 

•  To enable access of NGOs to the data needed for the implementation of civil sector projects. 

It is generally agreed (see: Jeremic, 2004) that the government and NGOs relationships have 

improved since 2000. Initially, there were regular meetings of NGO representatives with the Serbian 

Prime Minister and it has been the tradition during the government of Dr Djindjic. The meetings were 

organised by FENS, which is an umbrella NGO association in Serbia. However, it seems again that the 

relationships between the government and NGOs have deteriorated in the last few years, after the 

second post-Milosevic elections in Serbia. During Dr Djindjic tenure as Prime Minister a number of 

government departments have approved grants to NGOs, following the public announcement and 

competition. Notably, this has been done by the Ministries of Social Affairs, Environment, Culture, 

Education and Sport. In a few instanced the Government ministries have invited NGOs to contribute to 

drafting laws and to offer their advice. However, it seems that in the majority of cases it was done after 

the active participation of foreign donor organisations (see: Jeremic, 2004).  

Partnerships in Serbia have been increasingly promoted as a form of governance more than 

infrastructure building since 2000. The national experience with partnerships has shown that there is 

clearly political willingness to cooperate on behalf of the government, NGOs and some business, but 

there is a need to work more on the promotion of mutual trust and understanding of individual 

specifics. However, there is clearly very little done on the promotion of common actions originating 

from and benefiting to different sectors of the society. Although the communication links have been 

improved over time, there is still much to be done on this front, but all the stakeholders. The 

government has to learn to communicate effectively by citizens and their initiatives, whilst NGOs 

have to be more aware of their social responsibility and not only to emphasises the responsibility of 

other two sectors: the government and the private sector. 



 
Fostering Participative and Representative Democracy in Central, East and South-East Europe 

 

131 

Biographical Notes  

Vladan Jeremic has been the Chairman of the Board of “Timok Club”, a regional NGO, for the 

last 8 years and, as a practitioner, has been included in a variety of activities in development of Timok 

krajina region (Eastern Serbia). He worked for Serbian Government as a Head of the District in 2001 

and then as a project manager in OSCE Mission in Serbia and Montenegro until 2003. He is currently 

the Project Director in Municipal Support Programme Eastern Serbia within Serbian Ministry of 

Public Administration and Local Self-Government (project supported by European Agency for 

Reconstruction). 



 

 

 

 



 
Fostering Participative and Representative Democracy in Central, East and South-East Europe 

 

133 

THE WORK OF THE ASSOCIATION OF LOCAL DEMOCRACY AGENCIES  

Antonella Valmorbida, Association of Local Democracy Agencies, Council of Europe 
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Summary  

Working at the local authorities’ level in South Eastern European countries 

Today, there are 11 Local Democracy Agencies – with the newly opened Agency in Mostar 

(BiH) – located in South Eastern Europe and operating in the region since the beginning of the 90s. 

The LDAs were set up by the Congress of Local and Regional Authorities of Europe, which is part of 

the Council of Europe, in order to provide humanitarian aid to war-ravaged municipalities in ex-

Yugoslavia. As the war in the Balkans ended, the focus of the Agencies shifted from crisis 

management to democratic reform. Nowadays, the Local Democracy Agencies (LDAs) are working 

under an umbrella-organisation, the Association of the Local Democracy Agencies (ALDA), which is 

acting as a coordinating body and contributes to the development of the LDAs’ activities.  

The LDAs’ and the ALDA’s mission is to support democracy at local level. Our programme is 

dealing with trainings in different fields and aims at improving civil servants’ and elected local 

representatives’ knowledge and skills in human resources management, communication with the 

media / with NGOs, waste management, etc. Also, we mean to strengthen civil society organisations 

(with trainings, contacts) and, by doing so, to foster their inclusiveness into the decision-making 

process.  

The European Union coming together, central governments are more and more losing power and 

local authorities gaining responsibilities on different sectors. That is the reason why, ALDA and LDAs 

have decided to focus their work on local authorities (LAs) and community-based NGOs, because, as, 

local level is where democracy is played, where sustainable economic and social local development 

can be influenced. As a result, all LDAs are located and provide support in decentralised areas – and 

not in capitals – where, first, the international presence is usually lower, and, then, these are the places 

where local governments and NGOs are facing major resources problems (finances, knowledge, …).  

Now that we have explained the importance and the relevance of working at local level, we shall 

detail the methodology the ALDA and the LDAs have decided to work with in order to tackle this 

challenging task. 

Multilateral decentralised cooperation: the ALDA and LDAs methodology 

All the LDAs are independent and are working on different projects but at the basis and since the 

very beginning of their work, one can find multilateral decentralised cooperation. What does this 

really mean? The Agencies and the Association of the Agencies have built years after years a wide 
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European network of members. Today, we can count on more than 190 partners-organisations, from 

18 countries, out of which a large majority are local authorities. 

Moreover, all Local Democracy Agencies are specifically supported, on a financial and technical 

basis, by a web of partners, which is composed by local authorities from Eastern and Western Europe, 

local or international NGOs.  

This network system links on a long-term, local authorities from Eastern and Western Europe, but 

also inside South Eastern Europe, between neighbouring countries. More concretely, this methodology 

enables LDAs to have access to ‘best practices’ in different fields of activity – with study visits of 

experts for example – and to funding opportunities. This multilateral decentralised cooperation can 

also bring out new and innovative solutions to problems faced by municipal civil servants or local 

NGOs.  

In addition, years after years, these partners ensure secured funds for administrative costs and the 

running of the Agency, which helps the LDA to focus its efforts on their projects setup.  

Above all, and what is crucial, this kind of cooperation establishes long-lasting relationships and 

commitment between Eastern and Western European local governments. It conveys, on a long-term 

basis, a European dimension to the way local authorities and NGOs are working in South Eastern 

European countries. In this way, multilateral decentralised cooperation is a relevant tool to prepare 

these countries at the local level – which is essential as mentioned above – for their entry into the EU’s 

institutions (getting acquainted with European norms; starting a standards fulfilment process).  

Finally, this multilateral decentralised cooperation between neighbouring countries fosters a 

culture of dialogue, contributes to re-establish trust and can give birth, sometimes, to trans-border 

projects or study visits.  

Conclusion 

Multilateral decentralised cooperation is a crucial tool to bring good governance at local level. 

This methodology enables the beneficiaries – local authorities and local NGOs – to gain concrete, 

successful experiences and practices from European Union’s local governments. Also, this is a real 

bottom-up approach in which international experts are responding to local needs identified by the 

LDAs.  

Besides, the local authorities-partners also benefit from this relationship. They have indeed the 

opportunity to be part of an active European-wide network of local governments and have the unique 

chance to participate in building democratic institutions and to be an actor in the challenge of the next 

decade, the European eastward enlargement, the integration in the EU of ex-Yugoslavia. 

In this sense, the role of the ALDA is essential: it provides support to partners and LDAs in the 

relationship, with the aim of having fruitful exchanges for both sides. In order to deal with this, the 

Association has established good bonds with national associations of local governments, such as the 
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Local Government International Bureau (LGIB - England, Wales and Northern Ireland) or the 

Network of Associations of the Local Authorities of South-East Europe (NALAs). 

To conclude, these long-term partnerships set up between Eastern and Western Europe foster and 

spread the idea of a European citizenship based on common values and goals, in old, new and future 

Member States and, once again, prepare smoothly the inhabitants of South Eastern Europe to be part, 

in a few years, of the European Union family. 
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FINANCING LOCAL DEVELOPMENT IN CENTRAL, EAST AND SOUTH-EAST EUROPE 

This session will examine existing and innovative financial tools for local development in 

Central, East and South-East Europe. These include local governments’ financial mechanisms (local 

financing, fiscal framework, public debt at local level), the implementation of private-public 

partnerships (notably in terms of financing for public goods and services).  

In a number of case studies the recourse to community loan schemes and also more traditional 

means of financing local development projects in a combination with alternative funding sources are 

discussed. Further, an emphasis will be given to entrepreneurial support programmes.  

Question to be addressed include the following: 

•  What are the financial obstacles to projects for urban regeneration, rural development, social 

inclusion and human resource development? 

•  How can municipalities contribute to finance local development projects? 

•  What are the pros and cons with delegating responsibility for local development to regional 

development agencies (RDAs) operating as public-private partnerships seeking to maximise 

the commercial value of projects? 
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FINANCING LOCAL ECONOMIC DEVELOPMENT: EXPERIENCES IN EUROPE  
AND THE UNITED STATES 

Randall Eberts, Executive Director, W. E. Upjohn Institute for Employment Research, United States 
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Summary  

Most government entities carry out programs to promote the creation of jobs and to further the 

general economic development of their jurisdictions. The purpose of this paper is to provide an 

overview of the broad range of financial tools used in economic development initiatives. Particular 

emphasis is placed on efforts to stimulate economically distressed urban and rural areas, but many of 

the financial tools, particularly tax incentives, are employed in growing regions as well. The paper 

discusses not only the funding of economic development initiatives, but also the planning, 

implementation, and administration of prograMs   

Slow economic growth in Europe and the lingering effects of the recession in the U.S. have 

placed budgetary pressures on governments as they attempt to remediate economic disparities. This 

paper considers the implications of tight fiscal circumstances in addressing the needs of distressed 

areas and the implications of using alternative funding and administrative arrangements, such as 

private-public partnerships, for leveraging limited government resources. Recognizing these 

constraints in carrying out economic development efforts, the paper addresses the following questions:   

•  What are the financial obstacles to projects for urban regeneration, rural development, social 

inclusion, and human resource development? 

•  How can municipalities contribute to finance local development projects? 

•  What are the pros and cons with delegating responsibility for local development to regional 

development agencies (RDAs) operating as private-public partnerships seeking to maximize 

the commercial value of projects? 

In addressing these questions, the paper will offer criteria to justify government intervention in a 

market economy to stimulate growth and will provide a set of principles for selecting the appropriate 

level of government for carrying out certain economic development programs and incentives.   

Economic development efforts, particularly from federal programs in the U.S. and from the 

European Union social and structural funds, have been directed toward distressed urban and rural 

areas. In the United States, the economic boom of the 1990s was particularly favorable toward 

metropolitan areas, but many inner-city neighborhoods were left behind leaving stark contrasts 

between inner-city neighborhoods and affluent suburbs. Similar economic disparities exist among 

regions within the European Union. Metropolitan areas are growing faster than rural areas, and many 

city neighborhoods and small rural communities are disenfranchised from the mainstream of economic 
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and social life. Furthermore, the integration of 10 new members into the EU, while seen as beneficial 

to the Union as a whole, raises further concern about economic disparities among the member states.   

The overarching goal of economic development policy is arguably to enhance the capacity to 

create wealth for local residents. For many local economic developers and elected officials, this 

translates first and foremost into creating jobs, and preferably good paying jobs for local residents.  

The primary role of economic development policy is then to identify the factors that have impeded 

economic growth and devise ways to stimulate the process. The justification for government 

intervention in a market economy, in addition to its role of protecting property rights and providing a 

workable regulatory environment, is to counter market failures—the failure of private markets to 

achieve an optimal allocation of resources. Bartik (2003) notes several possibilities of market failures 

that prevent regional economies in general from realizing their full potential:  

•  Inadequate supply of information on how to improve business productivity;  

•  underinvestment in research and development for business;  

•  undersupply of business capital;  

•  underinvestment in education and worker training,  

•  underinvestment in public infrastructure, and  

•  inflexible business regulation and tax structure.   

While this list of possible market failures can apply to both growing and declining regions, there 

are more specific issues facing distressed urban and rural areas.  These include, among others, the lack 

of social inclusion and the limited employment and educational opportunities for residents of these 

areas.  Policies and tools targeted at distressed areas must recognize not only the market failures facing 

businesses but also the deficiencies and barriers facing the residents of these areas.     

Determining the appropriate level of government (e.g., local, regional, national, federal) to 

finance and administer economic development policies depends upon several factors, including the 

extent of externalities, tax efficiency, staff expertise at each level of government, ability to assess and 

respond to local needs, and the likelihood of mitigating the possible detriments of competition among 

governments in attracting businesses. What has emerged in Europe and the United States is a 

decentralized system in which the different levels of government partner in providing assistance to 

businesses and people in specific distressed areas.  

The implementation of local economic development activities takes place primarily at the local 

level, while much of the resources to finance economic development efforts originate at the national or 

state levels. In most instances, higher levels of government have more taxing authority and are better 

able to spread the financial burden across a broader population base. Yet, local organizations are closer 

to local businesses and residents in their areas and are better able to assess their needs and direct 

resources to meet them. They determine the combinations of programs that are best suited to target the 

needs of businesses and residents within their geographical area of concern. 
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In both Europe and the United States, partnerships between private and public entities are being 

formed to pursue economic development efforts. They emphasize networking, integration of services, 

attention to the needs of business, active involvement of the business community, worker training that 

fits the labor needs of existing businesses, and identification of their region’s strengths and building on 

them. They also address the barriers facing their region’s key and emerging industries, and they work 

collectively, not individually, with customers to solve the problems they face.  

Partnerships turn to the same tools that government-based economic and workforce development 

agencies have at their disposal, but they often combine them in ways that government entities are not 

able to do because of regulations and other constraints they face as government entities. Therefore, 

partnerships provide the flexibility to deliver services in innovative and effective ways that in many 

instances can better meet the needs of businesses and job seekers.   

One reason for the increased move toward decentralized, area-based approaches to economic 

development policies is the fact that mounting budgetary pressures have forced central governments to 

share the financial burden of providing services and promoting growth with local authorities. Another 

factor is the anticipation that forming partnerships between the public sector and the private sector will 

help the public sector leverage its limited resources. A third reason is the reaction to the poor results 

attained by policies and programs that did not have strong linkages to local actors. 

Economic developers have an arsenal of financial tools to encourage economic growth and job 

creation in their jurisdictions. The tools range from direct government expenditures for basic services 

and infrastructure to equity positions in private companies. Tax incentives include property tax 

abatements and tax increment financing, mostly by local governments and tax exemptions and credits, 

mostly at the state level. Non-tax incentives include direct grants to businesses and loans to 

businesses, mostly at the state and national levels. Indirect non-tax indirect incentives include 

workforce training, more specifically customized training for incumbent workers, infrastructure 

investment, and technical assistance to small businesses. Both the EU and the US focus on indirect and 

direct non-tax incentives, while the U.S. has generally devoted much more attention to tax incentives 

than the EU.  

Several innovative ways to meet the financing needs of small and medium-sized businesses have 

emerged during the past two decades in both the EU and the U.S., in which non-convention 

institutions intervene in the market to reduce the risk private-sector financial institutions face when 

lending to certain small businesses located in distressed areas. Such organizations are referred to as 

Community Development Financial Institutions. They are market-driven, locally-controlled, private-

sector organizations that work in partnership with conventional financial institutions to channel private 

investment into distressed communities either through direct investment in CDFI or through 

coordination of lending, investment, and other services. Another approach is for the CDFI to take an 

equity position in a startup business, and several CDFI-venture capital funds have been started in the 

U.S. and the U.K. CDFIs seek to maximize a double bottom line—maximize profits and pursue their 

social mission of community development.   
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Sound administration of these financial tools requires governments and partnerships to open up 

the incentives policy process to broader public participation and debate. This is best done at the local 

level rather than the federal or national level. At the local level, the effects of economic development 

policy could be improved with more information on incentive offers, a budget constraint on the 

volume of incentives, stronger standards for job quality, accessibility, social inclusion, and 

performance in incentives, and better benefit-cost analyses of incentives. Even indirect non-tax 

incentives, such as infrastructure investment and workforce investment need to be scrutinized through 

cost-benefit analysis so that scarce public resources are allocated optimally.  Reforming incentives in 

this way is better than incentive regulation or abolition, since there are real market forces that in some 

cases, such as when targeted at market failures, make incentives a desirable policy.   

Responses to the three questions posed at the beginning of this summary were based on the 

principles and evidence presented in the paper. In sum, local governments and partnerships in 

distressed areas face financial obstacles in trying to rejuvenate their local economies and create better 

opportunities for their residents. However, the principle of fiscal federalism assigns responsibility for 

funding to higher levels of government and the assessment of needs, development and strategies and 

administration of programs to those at the local level. The best way local governments can contribute 

to economic development is through their ability to respond to local needs and form viable networks 

of partners, both horizontally and vertically. Using market incentives to address market failures, such 

as mission-driven, profit maximizing community development financial institutions attempt to do, is 

consistent with sound policy of financing economic development.   

Biographical Notes  

Dr. Randall Eberts is Executive Director of the W.E. Upjohn Institute for Employment Research, 

an independent nonprofit research organization that conducts and supports research on policy-relevant 

employment and regional economic issues.  Before joining the Institute in September 1993, Dr. Eberts 

was assistant vice president and economist at the Federal Reserve Bank of Cleveland.  

During 1991-92, Dr. Eberts served as senior staff economist on the President's Council of 

Economic Advisers.  He was also associate professor of Economics at the University of Oregon and 

visiting assistant professor at Texas A&M University. 

Dr. Eberts’ current research examines the role of local partnerships in workforce and economic 

development and has worked with the OECD/LEED on several projects related to this topic. He has 

also prepared reports for the European Commission on the U.S. experience with early identification of 



 
Financing Local Development in Central, East and South-East Europe 

 

144 

worker needs and the potential of service jobs to stimulate economic growth in Europe. He also works 

closely with the federal and state governments to develop management tools using statistical analysis 

to help improve the performance of workforce prograMs  

He has published extensively in academic journals, including Review of Economics and 

Statistics, Journal of Labor Economics, Industrial and Labor Relations Review, and Journal of Human 

Resources. He has also authored and edited several books, the latest being Labor Exchange Policy in 

the United States. Dr. Eberts received his Ph.D. in economics from Northwestern University.   
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FINANCING LOCAL DEVELOPMENT IN CROATIA: POTENTIALS AND LIMITATIONS 
AT LOCAL LEVEL  

Dubravka Jurlina Alibegovic, Institute of Economics, Zagreb, Croatia 

Summary  

The conference presentation explores the role of local level of government in financing local 

development projects in Croatia. 

The first section gives a general background for analysis of those issues. In order to achieve this, 

the present model of financing of the local self-government units; basic composition of local 

government revenues and expenditures and an assessment of the strengths and weaknesses of local 

governments’ system of finances will be presented.  

The second part of the presentation consists of a detailed explanation of potential sources for 

financing local development projects. The sources are the following: local budget; local borrowing for 

capital purposes through loans from financial institutions and other credit institutions or through 

capital market (issuing of securities and municipal bonds); private-public partnerships; external 

support and aid; extrabudgetary resources; transfers from the state budget for the implementation of 
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sate policy to promote local development and national and regional programs and projects; and other 

sources.  

The third part of the presentation gives explanations of limitations at local level of government in 

financing local development projects. There are several factors that are recognized as major obstacles 

to local development financing. Most local authorities are unprepared or unable to take on increased 

responsibilities for fund raising for economic development. In order to borrow responsibility, 

municipalities and cities must have the skills and information to budget for the current year and future 

years; the ability to understand the impact of borrowing for infrastructure both annual debt service and 

annual operational and maintenance expenditures; and ability to identify, prioritize and plan capital 

investment. Municipalities and cities must be able to identify and analyze technical and financial 

options and show investors that they have adequate and reliable revenues to meet their debt service 

obligations. One major problem for financing local development projects is a lack of investment 

capital. The additional problem for local development is structure of expenditures in local government 

budgets. 

The last section summarises the Institute’s analysis and offers several recommendations that will 

lead to improvement of financing local development. 
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Vienna Institute, Vienna. 

In the period of 2000-2002 Ms Jurlina Alibegovic worked at the Ministry of Science and 

Technology as Deputy Minister, when she joined the Institute of Economics, Zagreb again. 

She is author and co author of several studies and articles on local and regional government 

finance, financial aspects of local and regional development, analysis of the economic and fiscal 

situation in local areas in Croatia, fiscal aspects of the process of decentralization, and budgeting in 

municipalities, cities and counties in Croatia. Current projects include process of fiscal 

decentralization in Croatia. Her recent publications include work on Iintergovernmental Finance and 
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FINANCING LOCAL DEVELOPMENT IN BULGARIA: ACHIEVEMENTS, CHALLENGES 
AND PERSPECTIVES1 

Desislava Stoilova, Southwest University "Neofit Rilski", Blagoevgrad, Bulgaria 

 

                                                 
1  The paper is a part of research project “Municipal Financing by Bond Issue”, financed by the National Fund 
“Scientific Researches” at the Ministry of Education of the Republic of Bulgaria 
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Summary  

During the last fourteen years, Bulgaria has undergone a process of gradual political, 

administrative, and financial decentralization. The process started in 1991, when the Local Self-

Government and Local Administration Act was adopted. According to the law, Bulgaria has two tiers 

of sub-national administrative government – regions and municipalities. The region is an 

administrative unit of the central government. It has three main functions: to manage the state property 

on the regional territory, to monitor the compliance of local decisions with the law, and to implement 

the state policy at local level. In addition to the controlling functions, the regions are intended to foster 

local development and unite municipalities to work together on large-scale projects. Despite the fact, 

that the regions coordinate national and local interests, they do not perform executive functions. As 

mediators between the central and local authorities, regions do not enjoy financial autonomy, and do 

not provide public services to the population. According to the Constitution, the municipality - a legal 

entity, is the only one tier of local self-government in the country. It has its own budget and property, 

which can be used for serving its interests. The bodies of local government - Municipal Council and 

Mayor - are elected directly by the local population. Despite the fact, that Bulgaria is a small country, 

with territory approximately 111 000 km2, presently 264 municipalities exist.  

In fact, gradual decentralization process results in developing local self-governance and ever 

increasing responsibility for the municipalities to meet the growing population demand, ranging from 

transportation to cultural events and leisure. Local authorities are assigned some state mandates in the 

fields of education, healthcare, and social assistance. Municipalities are partially responsible for 

services in the scope of culture, environment, housing construction supervision, and some economic 

activities. They are fully responsible for the local utilities such as water supply, sewerage, heating, gas 

supply, construction of local roads and streets, urban development and infrastructure. One of the main 

achievements of the fiscal decentralization process in Bulgaria is the clear distinction of 

responsibilities between the central and local authorities.  

According to the recent data, Bulgarian municipalities provide up to 30% of the public sector 

services in the country. At the same time, regardless of financial stabilization and economic growth, 

achieved during the last years, local budgets relative share in the GDP has been reduced to 5,05% in 

2005 by comparison with 12.3% in 1991, and 8.9% in 1999. The same clear trend toward decrease can 

be observed in the local budgets relative share in the consolidated state budget. 

To a large extent, this is due to the fact, that although local authorities have been assigned various 

responsibilities, state transfer flows toward municipal budgets have not been particularly increased, 
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rather, these tend to decrease in real and relative terms. Moreover, by virtue of the current legislation 

municipalities are very restricted to influence the local revenues.  

Local revenue structure in Bulgaria comprises several standard components, namely own-source 

revenues, intergovernmental transfers, and municipal borrowing. Local own-source revenues include 

local taxes, municipal fees and other revenues, mainly from municipal property management. 

According to the recent data, own-source revenues tend to increase gradually, from approximately 

10% of total municipal revenues in 1997 toward up to 40% in 2004. Obviously, this is an important 

step forward fiscal decentralization and real local budgets independence. One can point out, that this is 

a satisfactory result, having in mind, that the central governmental level covers entirely the state-

delegated activities.  

Actually, Bulgarian local governments do not have the power to determine the type, the rate, or 

the base of local taxes. In fact, the only reason for calling them “local” is that the Local Taxes and 

Fees Act states them. In terms of modern public finance, if local governments do not have any say in 

the "design” of the local tax, it could not be considered as a local tax, but as a special kind of 

governmental transfer, based on the location of taxable property. Thus, according to cited taxonomy, 

up to 75% of the municipal budgets are formed by transfers and are determined directly by the central 

government. Because Bulgarian Constitution now prohibits municipalities from fixing local tax base 

and rates, they are only allowed to receive the local tax proceeds. This regulation conflicts with article 

9.3 of the European Chart of Local Self-Government, signed by the Republic of Bulgaria in 1995. 

Consequently, there is an urgent need to find political consensus for constitutional amendment, 

intended to delegate real tax power to local governments, because local tax autonomy can only be 

gained through full local governmental control over the tax levy.  

In the end of 2002, Local Taxes and Fees Act was changed and local authorities were assigned 

full legal rights to determine the base and size of local fees with respect to the cost-recovery principle, 

as well as to implement local social and economic policy by providing appropriate tax exemptions for 

certain taxpayers. Actually, this legislative amendment is an extremely important achievement of the 

fiscal decentralization reform. According to the recent data, local fees form a gradually increasing part 

of the local revenue base, with an average relative share in own-source revenues up to 38%, ranging 

from 6% to 60% in any particular municipality. Since the start of fiscal decentralization reform local 

fees proceeds have been increased more than twice. For the same period, municipal budgets increase is 

only 3%.  

Besides local taxes and fees, municipalities can rely on revenues from local property 

management. Given the current scarcity of financial resources in the public sector, and the limited 

local tax base, a possible solution for fostering local fiscal autonomy is the efficient use of municipal 

property, by establishing municipal companies, or public-private sector partnerships. Improvement of 

local capacity in the scope of property management can foster municipal own-source revenues 

expansion, and influence considerably the quantity and quality of local service provision.  

Actually, intergovernmental transfer system in Bulgaria plays the dominant role in financing 

local governments. Governmental transfers form the prevalent part of municipal revenues – up to 60% 
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in the recent years. Due to the gradual decrease in their relative share in the total local revenues, from 

80% in 1999, toward 59% in 2004, Bulgarian intergovernmental transfer system is coming up to the 

European standards. Despite the fact, that there is not an absolute rule, it is accepted that local fiscal 

autonomy is properly secured, when local own-source revenues are comparable to the governmental 

transfers.  

The intergovernmental transfers in Bulgaria are not competitive and comprise shared taxes and 

state subsidies. The most important shared tax is the personal income tax. Since the beginning of 2003, 

it has been defined as municipal revenue, intended to cover delegated state responsibilities at the local 

level. However, significant interregional disparities are inescapable, because the PIT is a progressive 

tax, collected by withholding at source, and the tax base is unevenly distributed, favoring the richest 

local governments. For this reason, certain normative expenditure standards for the delegated activities 

were developed and shared tax proceeds for any particular municipality were limited to the amount of 

these standards. Bulgarian municipalities can count on three types of state subsidies: general, targeted, 

and extraordinary. Total intergovernmental subsidies are allocated based on a formula, which is stated 

in the Annual State Budget Acts, and since its introduction in 1993 it has been changed almost every 

year. Basically, the formula takes into account the expenditure needs and revenue capacity of the local 

governments.  

Maybe the most problematic point in the transfer system is target subsidy for capital investments. 

The lack of clear mechanism for its allocation is one of the fundamental challenges in the 

intergovernmental fiscal relations, which is still unresolved. Another alarming problem is the gradual 

centralization of the transfer funds usage. Contrary to the expectations and logic, shared tax revenues 

and general supplemental subsidy have been transmuted into strictly targeted funds, so since 2003 up 

to 90% of the intergovernmental transfers have been targeted. 

A really important issue is inaccurate planning of the transfer flows, and as a consequence – 

additional reallocation of funds among the municipalities. According to the available data, the relative 

share of additionally allocated funds, during the recent years has been up to 35% of the total 

governmental subsidy. This practice does not comply with the fiscal decentralization concept, because 

it ignores the allocation formula and normative criteria. Actually, depending on transfers would not be 

a problem for local governments, but depending on “ad hoc” or strictly centralized funds could 

undermine effective budgetary decision-making at the local level, while fostering a strongly political 

orientation to intergovernmental resource allocation. Moreover, the lack of long-standing and stable 

legislation in the scope of intergovernmental transfer allocation causes unpredictability and unstability 

of local finance, and brings untransparency to the local budgetary process. 

One of the main problems, faced by Bulgarian municipalities is the scarcity of capital funding 

sources for local infrastructure projects. Municipal investment expenditures form a significant relative 

share – up to 12% of local budgets in the recent years. It is due mostly to the delegated state activities, 

and actually targeted state investment subsidy is the main source for local investments financing. 

Although local investments tend to increase, the level in fiscal year 1998 has not been reached yet. At 

the same time local governments could not rely only on the State for the important municipal 
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investment needs. One of the most alarming tendencies is the increased use of municipal property sale 

as a source for local investment financing, in parallel to decreased significance of local own-source 

revenues. 

Instead of selling municipal property, and consequently reducing own-source revenues, local 

governments can use borrowed funds in order to finance local investment projects. The advantages of 

local borrowing as a source for investment financing include inter-temporal and generational equity; a 

closer relationship between the beneficiaries and taxpayers, which supports optimal resource 

allocation; the acceleration of local development due to borrowed funds quite often overshadow the 

cost of debt service; operational costs reduction, due to the old infrastructure maintenance costs 

decrease. Access to the grants from European development funds is one more rationale for borrowing, 

specific to CEE countries. Several investment grants are available for local authorities, but a necessary 

precondition is to provide matching funds that usually must equal at least 25% of the total project 

costs. Borrowing can be a useful tool of increasing local capacity to apply for these development 

grants. 

However, local budgetary deficit and debt are part of the consolidated state deficit and debt. 

Because of the forthcoming accession to the EU, public debt in Bulgaria is limited by the legislation in 

force to 60% of GDP, in accordance with the Maastricht criteria. Moreover, the government has the 

legal right to propose municipal debt limit, in case of consolidated debt exceeding the adopted 

proportion. Fortunately, this is not a problem now. Due to the purposeful efforts during the last years, 

consolidated state debt has been gradually reduced to 38,8% of GDP – a level, comparable to the 

European standards. At the same time, local debt level in our country is negligible by comparison with 

its value in the developed countries, and even in some of the former socialist countries. Obviously, 

local debt potential has not been reached yet, so that in the medium and long-term context, an increase 

in the debt instruments usage at local level can be expected. 

According to the legislation in force, the borrowed funds sources, available to Bulgarian 

municipalities are municipal bonds issue, loans from banks and other financial institutions, interest-

free loans from the central budget, and intermunicipal loans. Basically, the borrowings are not 

significant local revenue sources, and their relative share in the total local revenues has not exceeded 

1-2% in the recent years. Moreover, local debt has been reduced from 157,9 mln.BGN in 2000 to 88,4 

mln.BGN in the end of 2004 - a decrease of up to 55%. In practice, the substantial part of the 

borrowed funds is used by Sofia (the capital city) and the largest municipalities. At the same time, 

small and medium size local authorities suffer for capital investments, especially in local 

infrastructure. Due to the lack of appropriate legal framework, municipalities are not enjoying equal 

rights to the other participants in the capital markets. For this reason, adoption of a special law for 

municipal debt and development of municipal credit rating system is a vital precondition for fostering 

municipal credit market development. 

•  Fiscal decentralization degree in Bulgaria is below the European standards. During the recent 

years, municipal budgets relative share in the consolidated state budget has been 

substantially reduced to 13-14%, and through the local budgets has been redistributed no 
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more than 5-6% of the GDP. As a comparison, the average levels of the specified indicators 

in the European countries exceed these values more than twice.  

•  The basic parameters of local revenue structure are comparable to the prevalent European 

model. Municipal own-source revenues tend to increase gradually, from approximately 10% 

of total municipal revenues in 1997 toward up to 40% in 2004. Obviously, this is an 

important step forward fiscal decentralization and real local financial autonomy.  

•  At the same time, local tax revenues tend to decrease. In order to foster local financial 

autonomy, it is necessary to expand local tax base. As possible solutions can be 

recommended property tax base updating and/or delegating new local tax revenue sources. 

Municipalities do not enjoy real tax authority. According to the OECD classification, local 

taxes in Bulgaria are defined as a special kind of governmental transfer. In the context, a 

gradual delegation of taxation power to the local authorities is an absolutely necessary and 

urgent task. 

•  Development and adoption of a stable legal framework for the intergovernmental transfer 

system is a precondition for stable, predictable, and transparent local revenue assignment. 

The possibility for the central government to neglect the normative methodology and 

allocate additional subsidies during the fiscal year must be abolished. Development and 

adoption of an appropriate framework for capital investments subsidy regulation and gradual 

transition to a model of financing, based on well-founded investment projects, used by 

municipalities in order to apply for targeted subsidies, on competitive principle, before the 

national investment fund. 

•  Clear distinctions between operate and capital local budgets, as a precondition for gaining 

municipal creditworthiness. Adoption of special law for municipal debt and development of 

municipal credit rating system is a base for fostering municipal credit market development. 

As a conclusion, due to the hard purposeful efforts the revenue assignment system in Bulgaria is 

closer to the reform objectives. As can be seen from the arguments above, there are many 

achievements, but also many challenges in the fiscal decentralization process in Bulgaria. However, 

fiscal decentralization is a complex process, and the most important fact is that the first steps have 

been taken. In this context, revenue assignment system is promoted as one of the main pillars of 

effective local self-governance, and a basis of the local financial independence. 
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Summary  

Introduction  

The history of the New Independent States shows that, as national states were established, later 

centralized tendencies prevailed. The Republic of Belarus is not an exclusion. The centralized 

assignment of public functions and heavy control of central government over service delivery  and 

financing local development project coincides with low level of own source revenues. Only a small 

percentage of municipal budget revenues (usually about 6 %) is defined and collected by the local 

government. Revenue-sharing practice exists  but it  is highly discretionary,  a specific sharing ratio 

changes every year. Besides, any change in a local government’s own revenues is almost entirely 

offset by an opposite change in shared revenues. Local governments are unable to benefit from an 

increase in the local tax base, and, therefore, lack a revenue incentive to expand the tax base. 

Moreover, weaker fiscal incentives lead to lower efficiency in provision of public goods, because a 

bigger portion of public expenditures is wasted.  

The system of intergovernmental relations in Belarus represents a model that can be called 

"market-hampering federalism" since local revenues are independent of local economic prosperity. 

This paper argues that inefficient intergovernmental relations are a possibly important reason why 

majority of Belarusian municipalities are not interested in financing and promoting local development 

projects. In particular, this paper provides evidence that the structure of revenue sharing between 

central, regional and local governments affects governments’ incentives to foster business growth and 

to provide public goods efficiently. 

Fiscal relations across government levels 

According to the principal Laws governing the financial system at the local level development of 

local self-government in Belarus is not matched by transfer of genuine fiscal autonomy to the local 

level.  In 2004 about 24 percent of local budget expenditures were financed with grants from higher 

level budgets. Grants and shared taxes totally accounted for roughly 70 percent of local budgets. As 

the sharing rates keep changing from year to year, local governments are unable to forecast the amount 

of revenue that will be available to them, and in effect bear no responsibility either for how they form 

and execute their budgets, or for the quality and quantity of services provided to the public.  

In Belarus more than third of total public spending takes place on the local level. However, 

expenditure responsibilities between different levels of government are poorly defined. The largest 

expenditures have been expenditures on education, health care, and public utilities: in 2004 they 
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constituted 27%, 23%, and 12 % of local expenditures, respectively. Besides, local governments 

subsidize loss-making enterprises. Indeed, the subsidies constituted 25% of local expenditures.  

 

Local revenues consist of own and shared revenues. The portions of shared taxes and the amounts 

of transfers are not determined on the basis of a fixed formula, and vary both over time and across 

localities within a single region. Regional authorities set target levels of expenditures for localities 

depending on minimal standards. It makes up about Euro 310 per resident/year. These targets serve as 

a foundation for the amounts of shared revenues to be allocated to each locality. Regional officials 

estimate the "needed level of expenditures" for each local government in the region, and the total 

amount of funds that is to be distributed among the localities in the form of shared taxes and transfers. 

This system gives local governments no incentive to maximize localities’ own revenue because 

additional local revenues are almost entirely taxed away by the regional authorities.  

Empirical evidence 

We test a proposition that strength of governmental fiscal incentives can influence local support 

for business growth and the efficiency of public goods provision. We suppose that if fiscal incentives 

are weak so that the local government's ability to increase its marginal revenue by increasing its tax 

base is close to zero, then budget revenues are not affected by changes in governmental policy towards 

business. Economically unjustified political intervention into business, such as excessive regulation, 

adversely influences entrepreneurial activity and lowers the governmental tax base. In a system with 

stronger local fiscal incentives, one should observe more benign regulation, and higher growth 

compared to a system with weaker fiscal incentives. In addition, stronger fiscal incentives should lead 

Table 1. Indicators of fiscal decentralization 
 

Sub-national government revenues 

 

 Sub-national government 

spending (share in general 

government spending*) 

 

 

Share in general 

government 

revenues ** 

 

Attribution of  tax 

revenues 

as percentage 

of total tax  revenue *** 

 

 1999 2004 1999 2004 1999 2004 

Middle-tier 

governments 

17.1 21.1 23.1  27.0  27.1 29.2 

Local 

governments 

35.7 36.9 23.5 23.4 20.3 22.4 

 
*Excluding the transfers paid to other levels of government.  
** Excluding transfers received from other levels of government and including tax sharing arrangements.  
*** Including tax sharing arrangements.
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to higher efficiency in provision of public goods, because a smaller portion of public expenditures is 

wasted.  

We use a unique panel data set of localities over a period of  2000-2004. It contains detailed 

budgetary data on expenditures, revenue sources and tax shares for shared taxes. The data are provided 

by the Ministry of Finance of the Republic of Belarus. Data on outcome measures of public goods 

provision and the number of businesses in the districts were provided by Ministry of Statistics and 

Analysis. 

We use two measures of outcomes associated with public goods provision: the infant mortality 

rate and the share of school children who must attend school in the evening due to overcrowded 

schools. These measures were chosen because they seem likely to depend on the quality of public 

goods provision, and they are directly related to government choices over which data are available. 

Thus, we consider health care and education expenditures as public expenditures corresponding to the 

outcomes of public goods provision described above. 

To test our preposition we use a variable that measures the strength of fiscal incentives of the 

local government (incentives proxy). This is very simple proxy for fiscal incentives: it is equal to zero 

if changes in shared and own revenues have opposite signs; otherwise, the incentives proxy is equal to 

one. An incentives proxy equal to zero is an indicator of weaker fiscal incentives and an incentives 

proxy equal to one is an indicator of stronger fiscal incentives. Tax bases for shared and local taxes in 

a locality are highly positively correlated, both being functions of the level of economic development 

in this locality. So, if shared and own revenues shift in different directions then there is some 

crowding-out of changes in own revenues by changes in shared revenues and the local government is 

not financially independent from the regional government.  

For this paper we report some basic correlations . Annual changes in shared and own revenues 

are negatively correlated with a correlation coefficient of –0.47 significant at the 1% level. Incentives 

proxy is positively correlated with the new business formation variable (correlation coefficient is equal 

to 0.17 significant at 10%) and outcomes of public goods provision: infant mortality (correlation 

coefficient is equal to –0.11 significant at 10%) and unavailability of schools (coefficient equals –0.06 

insignificant). The signs of all these correlations are as implied by our preposition. Health care 

expenditures per capita are negatively correlated with infant mortality, while education expenditures 

per capita are negatively correlated with unavailability of schools. This provides evidence that these 

outcomes of public goods provision are indeed related to local government policies. 

So, the results of correlations support our prepositions. Negative correlation between annual 

changes in shared and own revenues means that fiscal incentives of local government in Belarus are 

very weak. A crowding-out of changes in own revenues by changes in shared revenues gives local 

government no incentives to encourage the growth of private business in order to boost own tax 

revenues because local governments in Belarus simply can not raise revenues at the margin.  

The strength of fiscal incentives in localities is positively related to the number of newly formed 

businesses in the region. Besides, weak fiscal incentives have implications for how efficiently public 
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money is spent at the local level. The measures of the outcomes of public goods provision are 

positively affected by the strength of incentives. These results support the view that with weaker fiscal 

incentives the local governments spend the money less efficiently. 

Conclusions. 

One of  the problems Belarus faces is its structure of inter-governmental relations. The main 

finding of this paper is that revenue sharing relations between local and regional governments hinder 

local government’s incentives for providing infrastructure for private business development. In 

addition, it shows that the fiscal dependence of local governments on the regions has a negative effect 

on the efficiency of local public goods provision. 

Vesting central and regional administrations with the authority to regulate local revenues made 

local governments heavily dependent on said administrations.  Such a situation hinders real autonomy  

for local self-government and requires reform of the existing financial system. This reform should 

seek to ensure stable revenues for local budgets by restricting the latitude of Republican and regional 

administrations in disposing of the revenue sources assigned to them and bring certainty to the fiscal 

status of local government. Otherwise the administrative regions will replace local self-government. 

It should be noted, that under existing conditions transition to alternative forms of financial 

support to municipal services are of great importance for Belarus. In particular, the public-private 

partnership can provide a broad umbrella which can shelter and protect the public interest while 

bringing investment potential and added value from the private sector. 
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Summary  

The development by local and regional authorities of programmes to support innovation finance 

is a relatively recent phenomenon. The new changes to the way that banks will be allowed to assess 

their risks will make it harder in future for banks to provide loan and risk capital for investment in 

start-up or growth firms. Thus the public sector is more and more forced to set overall strategic 

objectives for finance provision and supervise at the local level. But due to the chronical and growing 

lack in public finance the integration of private finance remains essential. Mechanisms of local finance 

tools in Poland and East Germany demonstrate that both the public debts of locally commited 

authorities and the global flexible private finance can be made compatible in the frame of local 

private-public patnerships.   

The polish example of the local “Guarantee Schemes” of the Voivodship of Warmia & Mazury 

and the Berlin experience with a micro lending fund of the regional public bank demontrate that 

sources of finance (national, regional and local authorities, banks), financial tools (grants, loans, 

equity, etc.) and indirect supports (incubation, mentoring, etc.) constitute elements of the same 

financial local development value chain: each local situation as well as each company requires a 

different solution depending on its growth prospects and its stage of development.  The challenge for 

both public and private sector finance providers is how to ensure that the different elements of this 

chain are integrated and work together effectively. Both examples are innovative because overall 

Europe financing tools for innovation at regional level are still a long way from having integrated 

financial supply chains. Reasons for this are:  

•  Imperfect knowledge among local authorities, SMEs, investors and intermediaries about the 

opportunities of finance available 

•  Lack of investment readiness:  

•  Poor knowledge of investor and entrepreneur requirements among local authorities 

•  Weak management and financial systems within local autorities seeking finance for 

entrepreneurship 

•  Difficulties for local authorities to acquire private finance since they lack the collateral that 

banks require 

Thus, there are several ‘gaps’ in the provision of finance, providing the public sector with 

considerable scope for action, either by:  
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•  Reducing the risk for private sector investors (e.g. through guarantees, or support schemes to 

increase ‘investor-readiness’), or by  

•  Using public sector funds to increase the supply of certain types of finance. 

The polish local guarantee scheme is an example of the first mentioned scope for action. These 

scheme is designed in response to the local economic environment, where micro-firms (1-9 

employees) predominate, and where job creation has been a priority for local authorities. However, 

taking the fund as a whole, it has succeeded in generating 916 new jobs – a significant contribution to 

regional employment. The local focus of the guarantee schemes is an important reason for the success. 

Because providers and beneficiaries are both local, trust plays a greater role in decision-making.  

Berlin developed in the frame of the “Equal Credit project” new financing models for microcredit 

combining public and European money with private volonteer work. This is an example of the 

secondly mentioned scope of action. The project pioneered the use of Structural Funds for revolving 

loan funds fostering financial engineering activities for a sustainable use of European financial 

assistance. Also innovative is the use of professionalised and certified volunteer work by client 

supporting mentors and experts for co-financing . 

Both cases are models for the optimisation of local financing schemes. They are based on specific 

regional environments and bring together – in various combinations - local authorities, the financial 

sector and not-for-profit organisations. In order to act, public sector institutions need to be clear what 

problem in the financial value chain they are seeking to address, and what the desired outcomes are.  

Without a clear vision of this kind, support schemes risk being fragmentary, and their impact is 

reduced. 
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Summary  

Enterprises in a broad business sense can be described (rather than defined) as any business that 

produces or retails goods, or offers a wide range of business services, including those that provide 

financial products. Definitions of entrepreneurs in Western societies usually focus on the individual, 

but most developing and transitional economies have been exposed to the late modernisation process, 

and as such still prefer collectives to a highly developed individualism. This characteristic is usually 

considered as a remnant of old socialist collectivism, but in our opinion it is not the case. Even 

countries that pursued a decentralised concept of socialism, and allowed to a high degree 

individualisation, now face the problem that collective categories (nation, local region, etc.) are stonily 

supported by the public.  

The size of what we may call an SME and/or entrepreneurial venture is one problem, while the 

other may be what the role of the state may be in promotion of entrepreneurship. The State has three 

duties to perform: 1) provide institutions (in the widest sense, establishing the rules of the game); 2) 

provide income distribution (creating and sustaining the tax system) and 3) to promote economic 

growth (generally increasing the size of the pie which is shared within society). Although, the state 

may be, as an alternative view suggests, charged to ‘promote happiness or simply to prevent evil 

(Humbolt, 1996). However, traditionally, the ‘supply of institutions’ has been equalised with Smith’s 

invisible hand. But, the neo-classicals who swear on Smith, do not really regard institutions as 

proactive. They are rather given variable, beyond societal control. Basic institutions that we associate 

with the state are the system of property rights and effective and efficient law and order. Anything else 

the state will provide has, more or less, ideological connotations. Risk sharing and therefore enforced 

social redistribution is important for sustaining the stability of the state and society (especially if one 

sees the state as a form of concentrated society). Finally, combining the set of institutions and putting 

the state into a societal context can result in a ‘developmental State’. The State that shows the result 

must be able to choose the right business for the society, creating a comparative advantage in the right 

business. These two choices must be appropriately supported by a functioning infrastructure, 

standards, etc. A developmental state must provide skilled labour and entrepreneurship when or if in 

short supply. In the early phases of development a pro-active state can also create a demand within 

society and this activity gives good results. The promotion of entrepreneurship and small business can 

be either private or public initiative. Usually the state is interested in promotion of entrepreneurship 

and there are different programmes for supporting entrepreneurial ventures. However, the question 

whether it may trigger moral hazard and adverse selection problem remains open. Despite possible 

problems, it is almost impossible to find the state that does not support entrepreneurial developments 

in one way or another. 
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Sombart in 1913 emphasised the importance of the creative spirit of man and the organisational 

capabilities of the state (Sombart, 1913). He also pointed out the function of State demand for luxury 

as a development tool. The State is there to emphasis the importance of education and knowledge in 

the society. This is not purely normativistic, but it requires the creation of learned societies, wider 

access to education, regulation that respects intellectual and other property (definition of property 

rights, etc.). The establishment of a sound legal system and effective legal order is also a requirement 

that strengthens both the society and the role of state within the society.  

A proactive state develops and treasures new knowledge ensuring that there are positive systemic 

effects present. The state since the Renaissance onwards has been promoting and protecting new 

knowledge and innovation. However, as economic history is perceived only through the definition of 

classical exchange this relevance is lost. Namely, focus on production and accumulation of social 

capital is required to appreciate the role of the state as keeper of social knowledge and innovation 

made within the society. Emphasising, or rather over-emphasising the importance of perfect markets 

and perfect competition led us to view the social production in a short-termist manner. In the pursuit of 

a ‘rational individual’ we (the economists) have lost, to a large extent, a sense of collective action. 

Moreover, in the time of bipolar world, collectivism was attributed to Communism and in the cyclical 

witch-hunting manias in the West it was not popular to promote positive collective actions, that were 

seen as destroying the very issue of individualistic, liberal capitalism (although in fact liberal 

capitalism has long been replaced by ‘financial institutional capitalism’). In systems developed by 

Leibniz and Wolff there is very little conflict between individuals and common weal, as the increased 

knowledge capacity of an individual benefits the society.  

In CEECs the additional problem emerged due to the chronic lack of capital and initial low 

capacity of the state to deal with innovative ventures. The solutions were highly nationally-coloured, 

and both private (NGO) and state model have been represented throughout the region. The provider of 

micro-credit in Hungary is the Hungarian Foundation for Enterprise Promotion, established in 1990 as 

a quasi-governmental body charged with assistance to new entrepreneurs and dissemination of 

entrepreneurial culture. These were fairly broad and responsible tasks, but the Foundation was 

financially strong enough to get ‘things moving’. At the beginning, the targets were the existing 

SMEs, with up to 150 employees and net sales revenue of 300 million Forints annually. The 

instruments used in its promotion were: 1) preferential credits; 2) credit insurance (guarantees), and 3) 

third-party security and non-refundable credit. It was also generously supported by the EU, through its 

PHARE Programme. As of 1992, the Programme has begun to issue grants/credits to newly registered 

enterprises or those that were in the process of registration (pending their status of legal entity). The 

enterprises were required to be active for less than two years (24 months), with assets of less than 2 

million Forints, and sales in the previous year of less than 6 million Forints. The number of employees 

should have been less than 10. The initial credit ceiling was 300 thousand, which rose to half a million 

Forints.  

Poland tried to establish a similar programme, which was supposed to be locally run. However, 

an organisation “Fundusz Mikro” has recently been established with the idea of crediting new start-ups 

and providing micro-credit to micro entrepreneurs. This NGO is still in its initial phase, but so far 
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reported results are encouraging. This is of course one of the possible responses to challenges of a lack 

of micro-credit. The specifics of these programmes are that they rely on their charitable status and 

usually depend on at least initial support from abroad, which usually arouses local people’s suspicion. 

However, this activity, if endorsed by a large number of people and seen as an original community 

action, can have significant success. 

The theory and empirical studies usually argue that small businesses are not treated favourably. 

Some research demonstrates that entrepreneurs do not have a particular problem in opening a bank 

account (the first step in building-up the relationship with the bank), but then it gets harder when it 

comes to asking for an additional development loan. Research in the Czech Republic (Mladek, 1997) 

has shown that small entrepreneurs perceive court registration as the most complicated activity (3.338 

out of 7.00), while opening a bank account comes at the bottom (1.93), second to registration with the 

Statistical Office (1.77 out of 7.00). It appeared that getting licenses and a criminal record report, are 

at the top of the list, 2.60 and 2.58 respectively. Those surveyed financed in 58 per cent of cases the 

company’s start up with their own money (savings). Some 8 per cent turned to family and friends for a 

loan, whilst loans from banks accounted for 11 per cent. Only 0.2 per cent of entrepreneurs surveyed 

used some kind of public money. Interestingly no one reported the use of money borrowed on an 

informal (alternative) market, although the option was offered in the questionnaire. But then, if it is to 

include the size of bank loans granted, the results are fairly surprising.  

In the paper, we have argued for a publicly sponsored network of development banking 

institutions, that would promote small business development, assist in the development of 

entrepreneurial skills, and be able to finally assist regions and areas that are regarded as 

underdeveloped. Creating institutions that will be a combination of for-profit business and charitable 

organisation, gives a mix that can promote new social values. Those institutions would be publicly 

capitalised, but not publicly run. As a community initiative, they could be run by communities, local 

governments, etc. A Community Development Banking institution would not be only a bank, but also 

accompanied by a number of ‘satellite’ structures, that would indirectly support the bank’s main task 

of ensuring that a newly funded small business had all the necessary assistance to be successful. Only 

a successful enterprise repays debt. This kind of programme requires the development of new policy 

and appraisal procedures, more voluntary work and involvement of the wider community. This may 

represent a problem in the former socialist countries, where community action can be perceived as 

unnecessary collectivism. 

Community Development Banking (CDB) cannot solve all the problems of initial entrepreneurial 

start-up finance, but certainly it can help in narrowing the gap, making small business finance more 

accessible and connected with the provision of necessary advice and assistance. Direct involvement of 

banks in supervising performance and acting with early warnings, certainly brings a new quality to the 

bank - the small business relationship, which may sometimes resemble joint-venture deals. However, 

one should keep in mind that CDBs are a classical product of the American social environment, and 

the question is how well it can fit in with a social-market economy, that is represented in Continental 

Europe. In our view, it would certainly need some adjustment in Europe, by both statesmen and small 

business entrepreneurs. 
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ENTREPRENEURSHIP DEVELOPMENT PROGRAMMES: 
WHAT WORKS WORLD-WIDE 

Fred Dubee, Former Senior Officer/Senior Advisor, Global Compact. Executive  
Office of the Secretary-General, United Nations 
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Summary  

Local Development and the Importance of Entrepreneurship 

The objective of the presentation is to provide a framework for a constructive discussion leading 

to the definition of practical proposals to support local development in Central, East and South East 

Europe. 

Business has a critical role to play in regional and local development. The evolving nature and 

place of business in society lead to an understanding that business can have a unique, extensive and 

positive impact not only in the creation of material wealth but in the generation of human, intellectual 

and social capital. On the other hand, making contributions to a more sustainable society can have a 

significant effect on business both in terms of market creation and fostering substantial changes within 

business itself.  

Supported by a series of practical and concrete examples from around the world, the presentation 

will allow the conference participants to explore four themes: Creating New Markets and New Jobs, 

Increasing Employability and Enhancing Integration, Building Social Capital and the Importance of 

Partnerships. 

In particular the evolution of effective platforms for the private sector in partnership with 

government and civil society to establish and nurture sustainable businesses in disadvantaged regions 

will be discussed including approaches for financing local development. 

Biographical Notes  

Born in the north of Quebec, Canada, Fred C. Dubee grew up in bilingual Montreal. Educated in 

Canada, Switzerland, Ireland, the United Kingdom and Austria, he joined the automotive industry in 

1968 and built a sound track record as an effective innovator the areas of marketing, strategic 

planning, training and development, general management and cross cultural team building.  
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Three decades unevenly distributed across North and South America, Europe and Asia opened 

the doors to intensive learning as a team member on some fascinating projects including: heading the 

development and implementation of a large scale, individual needs based training approach, leading 

the creation of multi-stakeholder programme to successfully develop, produce and market a Brazilian 

vehicle for the  North American market, as well as taking a key role in the creation and execution of 

broad partnership business and social  projects. 

In the spring of 2000, Fred undertook an assignment to help in the preparation of the Global 

Compact launch and in October 2000, he joined the United Nations as a Senior Officer/Senior 

Advisor, Global Compact. Executive  

Office of the Secretary-General, United Nations. In this capacity and subsequently as Senior 

Advisor,  he has presented and discussed  the Global Compact with senior leaders from government, 

business, civil society, labour and the academic community at meetings, conferences and symposia . In 

the past years, China, India, Japan and the Middle East have been his prime geographic areas of focus. 

Fred C. Dubee is a well respected speaker at high level national and international events and a 

highly reputed consultant and advisor to leaders of government and industry around the world. 
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