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FOREWORD - 3

Foreword

The OECD Regional Development Policy Committee (RDPC) is a leading international
forum in the fields of regional, urban, and rural development policy and in multi-level
governance. It has led the way in acknowledging the importance of multi-level governance
and place-based approaches tailored to local and regional needs. To support the RDPC's
leadership in this policy dialogue, the OECD created the Multi-Level Governance Studies
series in 2016, focusing both on country and thematic work.

Country reviews provide policy makers and other stakeholders with a diagnosis of the
strengths and weaknesses of multi-level governance frameworks; an assessment of the main
challenges in subnational finance and public investment management; comparative data and
indicators; benchmarks and good practices to promote learning, as well as recommendations
on ways to strengthen multi-level governance practices. Thematic reviews focus on priority
topics identified by the country, such as decentralisation reforms, public investment,
municipal governance, subnational finance and territorial reforms.

The OECD’s subnational government database is updated annually and supports the
multi-level governance work with data on subnational government structure and finance.
Subnational governments - defined as all levels of government below the national level, i.e.
administrative regions, states/provinces, counties, and municipalities - are responsible, on
average, for 40% of public expenditures in OECD countries and 60% of public investment. In
2014, the OECD adopted the Recommendation on Effective Public Investment across Levels
of Government. To help countries implement the Recommendation while also strengthening
their multi-level governance practices, an Implementation Toolkit was developed and
complements the multi-level governance studies series.

Decentralisation refers to the delegation of responsibilities, political decision making
and fiscal powers to lower levels of government. Rather than a clear-cut allocation of roles,
many responsibilities are often shared among levels of government, and this requires
appropriate multi-level governance systems. For decentralisation to work efficiently, a
number of conditions must be met, starting with sufficient and appropriate resources to fulfil
new responsibilities but also adequate capacities at the subnational level, proper co-ordination
mechanisms, effective monitoring systems and a good balance in the way various policy
functions are decentralised. It is, therefore, important to have a systemic and balanced
approach.

This report examines the multi-level governance framework in Chile. It provides a
diagnosis of the strengths and challenges of the Chilean multi-level governance system and
includes comparative data and a set of benchmarks to promote the exchange of good practices
and foster learning. It offers recommendations on how to further improve the system, with a
particular focus on strengthening and modernising municipalities in the context of Chile's
decentralisation reforms.
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Civil Society Organisations
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Comité Técnico Asesor para la Modernizacion Municipal / Technical Advisory
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Departamento de Educacion Municipal / Municipal Education Administration
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Estrategia Regional de Desarrollo / Regional Development Strategy
Fondo Comun Municipal / Municipal Common Fund

Fondo de Incentivo al Mejoramiento de la Gestion Municipal / Incentive Fund
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Fondo Nacional de Desarrollo Regional / National Fund for Regional
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Fondo de Solidaridad e Inversion Social / Solidarity and Social Investment Fund
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Plan Anual de Desarrollo Educativo Municipal / Development Plan of Municipal
Education

Plan de Desarrollo Comunal / Municipal development plan

Programa de Naciones Unidas para el Desarrollo / United Nations Development
Programme (UNDP)
Plano Regulador Communal / Municipal Regulating Plan

Plan Regulador Intercomunal/Metropolitano / Inter-Municipal and Metropolitan
Regulating Plans

Plan Regional de Ordenamiento Territorial / Regional Plan for Land-Use
Planning

Recomendacion favorable / Favorable recommendation

Servicios Municipales Garantizados / Guaranteed municipal services

Secretaria General de la Presidencia / General Secretariat of the Presidency
Secretaria Regional Ministerial / Regional ministerial secretariat

Servicios de Vivienda y Urbanizacion / Housing and Urban Development Agency
Servicio de Impuestos Internos / Internal Revenue Service

Sistema Nacional de Informacion Municipal / National system of municipal
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Pequeiia y mediana empresas (PYMES) / Small and Medium Sized enterprises

Sistema Nacional de Servicios de Salud / National System of Health Services

Subsecretaria de Desarrollo Regional y Administrativo / Secretariat for Regional
Development and Administration

Union de Funcionarios Municipales de Chile / Union of Municipal Civil
Servants of Chile

Unidad Tributaria Mensual / Monthly unit fee
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Executive summary

The Chilean government requested that the OECD conduct a comprehensive analysis
of the country's municipal system, identifying the main challenges and recommending
policy options for reform in the framework of the current governmental decentralisation
agenda.

Chile is one of the most centralised countries in the OECD. As of today, regional
governments are “mixed entities” (deconcentrated and decentralised) and municipalities
are the only self-government entities. However, because of the nature of their tasks, their
funding arrangements and the strong dependence on the central government, they are
more “public services providers” than genuine local governments.

Chilean local government expenditure represents 3% of GDP and 13% of total public
expenditure, compared to the OECD average of 17% and 40%, respectively. Local
investment accounts for 12% of public investment — the lowest rate among OECD
countries. Dependent on central government transfers, mainly earmarked to fund specific
sectors, municipalities have limited own-source revenues. Chile is the only OECD
country where local borrowing is prohibited. Municipalities are constrained in terms of
staff resources and public services management. Policy design and implementation are
still largely defined by the centre in a top-down process.

Chile also has among the highest levels of territorial disparities in the OECD. In
2013, Chile recorded the second highest level of GDP concentration among OECD
countries, after Greece (index of 55 vs. 39 in the OECD on average).

Increasingly, a new model of economic and social development, based on place-based
policies, is needed in order to maximise growth and productivity across the entire
territory. Moving towards such an approach in Chile requires reforming the multi-level
governance system so that the role of regions and municipalities may be reinforced. Chile
needs to strengthen subnational contributions to national productivity in order to achieve
more balanced territorial development.

Aware of these challenges, the Chilean government has made decentralisation a
priority since the late 2000s. Important steps were taken in 2009 to further advance the
agenda but a decisive impetus came with the 2014-2018 presidential programme, which
set up a Presidential Advisory Commission for Decentralisation and Regional
Development and defined a Decentralisation Agenda.

At municipal level, the Agenda's objectives are to empower municipalities by
providing them with the tools, capacities, financial resources and legitimacy to effectively
carry out their responsibilities and deliver local public services in a more efficient,
transparent, accountable and equitable manner.

However, the implementation of this agenda has remained partial. In May 2016 a law
was adopted allowing mayors to increase and reorganise the municipal workforce, but
much more remains to be done. It is thus necessary to ensure that municipal reform:
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e s fully embedded in the overall multi-level governance reform.

e Is well-coordinated with on-going sector reforms and the regional reform (cf. law
enacted in 2017 which allows direct election of the regional governors and laws
under preparation related to future regional responsibilities and finances);

e [s conceived and implemented in a comprehensive, gradual and well-sequenced
manner. Both a detailed action plan and an implementation plan are necessary,
identifying the necessary steps for a reform’s successful execution and including
tools and indicators to permanently monitor and assess progress.

Key recommendations developed in this report include:

e Setting up a permanent “decentralisation committee” that involves public and
private stakeholders as well as establishing an inter-ministerial committee on
regional and municipal decentralisation at the central government level.

e C(learly redefining the assignment of responsibilities as a first step, determining
the entire decentralisation process. A first line of work could consist of reducing
shared tasks and increasing “territorial-based” exclusive responsibilities. The
current uniformity principle should be reconsidered to favour more flexible and
asymmetrical approaches adapted to municipal heterogeneity.

e Improving the municipal financing system to provide municipalities with the
financial capacity to exercise their responsibilities. This issue is all the more
crucial in the perspective of further devolution (or reorganisation) of tasks. It is
recommended to increase and optimise existing funding sources (grants and
subsidies, taxes), to diversify resources (property income, user charges, municipal
concessions) and to expand borrowing capacities in a prudent and controlled
manner.

e Establishing a stronger and more transparent fiscal responsibility framework is a
necessary corollary of fiscal decentralisation. Presenting a consolidated account at
the municipal level, including all three sectors (education, health and municipal
activities) and corporations is urgently needed as well as reinforcing internal and
external control mechanisms.

e Reforming the existing horizontal compensation system. While the Municipal
Common Fund has proven its efficiency in terms of “solidarity”, it also has some
counter-productive effects on local and regional development. The system should
be reviewed and complemented by other equalisation arrangements to combine
solidarity and equity principles and improve economic efficiency (e.g.,
modification of allocation rules, vertical equalisation and regionalised approach).

e Improving human resources management practices, which is a prerequisite for
efficient and effective decentralisation. Although the 2016 law represents a
significant progress, it is still necessary to increase staff workforce and
professionalisation levels, provide more recognition (attractive work conditions
and remuneration) and improve managerial skills. Greater workforce planning and
management, performance assessment, training strategies and strengthened HRM
functions are needed.

e Streamlining and better coordinating the different performance management
models of municipal services. The SEMUG system, which aims to define
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minimum quality standards for basic municipal services, is a step in the right
direction but it will be necessary to move towards a more comprehensive,
coordinated and flexible management and performance system, complemented by
“municipal service charters”.

e Reinforcing transparency, accountability and citizen participation practices.
Transparency techniques are strong but could be adjusted to better support
accountability. Participatory practices, too often focused on the “inform” and
“consult” forms of interaction, should encourage proactive forms of engagement
with citizens. The capacity to contribute to municipal development and exercise
oversight functions, particularly by municipal councils, Community Councils of
Civil Society Organisations, and civil society organisations should be reinforced.

e Further reinforcing multi-level co-ordination and dialogue across and among
levels of government through specific instruments and platforms (e.g. planning
instruments, territorial contracts) and through stronger co-operation between
municipalities (municipal associations, metropolitan governance).
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Assessment and recommendations

Chile’s complex geography, history and economic development model are all factors
which account for why it is particularly challenging to implement a decisive
decentralisation process. Chile has a long tradition of being a heavily centralised unitary
country despite a history marked by several decentralisation pushes, and even an attempt
at federalism. During the dictatorship, the governance reform in the 1980s, which
transferred several central government tasks (education and health, for instance) and
associated resources, was more a policy of deconcentration of state responsibilities to
local entities than a real decentralisation policy. Since the return of democracy, progress
has been made towards decentralisation and regionalisation which are seen as a means of
re-democratising the country and reforming the state. Progress, however, has been slow.
The centralist heritage remains strong and deeply-rooted in Chile's political-
administrative culture and behaviour, thus slowing and scaling back the decentralisation
initiatives.

Chile ranks among one of the most centralised countries in the OECD, alongside
Greece and Ireland. In 2014, subnational government expenditure accounted for 3.0% of
GDP and 13.1% of public expenditure (vs OECD averages of 16.6% and 40.2%,
respectively). The same applies to public investment in which municipalities play a minor
role (12.0% of public investment and 0.3% of GDP), with Chile ranking last among
OECD countries. Chilean municipalities have limited own-source revenues and they
largely depend on central government transfers earmarked to fund specific sectors or
activities. Chile is the only OECD country where local borrowing is prohibited. Policy
design and implementation are still largely defined from the centre by national ministries
and public agencies in a top-down process. Locally, policy is carried out by
deconcentrated state territorial entities and partially implemented by municipalities, often
according to national uniform norms, that do not take into account local specificities and
needs.

Chile has opted for the mix of two models: on the one hand, an economic model that
trusts the market’s ability to distribute resources and tends to limit public intervention; on
the other hand, a “centralist model” of political-administrative structure. In several
respects, this model has been successful, managing to ensure internal political and
macroeconomic stability, national unity as well as economic efficiency and growth.
However, this model has started to show its limitations. It has favoured social and
economic concentration in Santiago and mining regions, reinforcing inter-regional and
local disparities across the national territory. According to the Gini index, Chile displayed
the greatest disparity in GDP per capita across TL3 regions in the OECD in 2013. The
country also recorded the second highest level of GDP concentration among OECD
countries, after Greece (index of 55 vs. 39 in the OECD on average). While Chile still has
high productivity gaps compared to other OECD countries and that productivity growth
has trended at below zero for much of the past two decades, growth and productivity
remained territorially concentrated. Between 2000 and 2013, 69% of the GDP growth and
most labour productivity growth were generated in Santiago.
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A new model is needed to maximise growth and productivity across the territory
while making them more balanced and inclusive. It is necessary to develop a more
integrated territorial approach capable of mobilising regional productivity catch-up
potential. Moving towards such an approach in Chile requires establishing a governance
structure capable of context-sensitive interventions. Thus, it is now necessary to reform
the multi-level governance system so that the role of subnational governments may be
reinforced.

1. Towards a renewed, ambitious and sustainable municipal decentralisation
agenda

Decentralisation has become a governmental priority, aiming at creating self-
governing regions and modernising the municipal system

Recognising the interdependencies between decentralisation, regional and local
development, and increased productivity and growth, the Chilean government has made
decentralisation a priority on its policy agenda. Important steps were taken in 2009 to
further advance the agenda. Following this, a decisive impetus was given in 2014 when
the president, Michelle Bachelet, once again put decentralisation at the core of the 2014-
2018 presidential programme, defining a Decentralisation Agenda and setting up a
Presidential Advisory Commission for Decentralisation and Regional Development,
which presented a detailed action plan in October 2014. The government also started to
engage in the preparation of bills. Progress has again recently accelerated, marking a
fundamental shift towards decentralisation.

The territorial agenda has two main pillars, regional and municipal. The regional
pillar aims at transforming the current regional government system into self-governing
regions. Today, the system is mixed, i.e. both “deconcentrated” and “decentralised”,
being formed by a regional executive (the intendant) appointed by the President of the
Republic and an elected regional council in power since the 2014 regional elections. A
new crucial and decisive milestone was reached in January 2017 with the publication of a
law that provides for the direct election of the regional executive (future “regional
governors"). This regionalisation process should also lead to the transfer of new
responsibilities and resources to the 15 regional governments but bills are still under
discussion or under preparation. Meanwhile, the municipal pillar is a process of
modernisation and empowerment of the country's 345 municipalities. The reform aims at
providing the municipalities with the tools, capacities, financial resources and legitimacy
to improve their autonomy and performance while reducing municipal disparities. Such
reform is crucially important as today, municipalities, defined by the Constitutional
Organic Law on Municipalities, as “public law corporations” act more as “service
delivery agents” than genuine “local governments”.

The implementation of the municipal decentralisation agenda remains timid
and needs to be re-launched with stronger ambition and sustainability

One result of the municipal decentralisation process launched in 2014 has been a
major reform (adopted in May 2016) through a law, known as planta law, which allows
mayors to manage municipal staff with more freedom and flexibility and to improve
professionalisation and remuneration. However, despite this fundamental advance, much
more remains to be done to turn the municipal decentralisation objective into a reality.
The municipal agenda has progressively evolved towards a more timid process,
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increasingly disconnected from the global decentralisation agenda and more focused on
“modernisation” aspects.

Municipalities have a wide range of responsibilities but most are shared with the
central government, particularly with regard to primary and secondary education and
basic public health. However, additional tasks are regularly given to municipalities by
line ministries, for example in the social sector. This tends to increase the burden on
municipalities as they often do not have adequate staff, technical and/or financial
resources to properly carry out such tasks.

In addition, one particularity of Chile compared to other OECD countries, is that each
municipality manages three separate budgets, one for education, one for health and one
for the “municipal sector”. These budgets are not consolidated at municipal level, making
the overall understanding and assessment of municipal finance particularly difficult. In
addition to this budget complexity, the whole of the municipal governance system suffers
from fragmentation due to this sector-based approach: administrative practices, staff
management, municipal services evaluation, etc., are governed by different rules. As a
result, it is almost as if Chile has 1 000 municipalities rather than 345. The situation is
further complicated by the existence of “municipal corporations” as well as by a reliance
on the private sector to provide municipal infrastructure and public services through a
system of national concessions.

There remain serious challenges to address in order to advance further in the process.
It is necessary for the government to:

e Give a new boost to the municipal decentralisation reform and reaffirm the need
for a gradual but determined municipal decentralisation agenda.

e Reaffirm the need for a comprehensive reform which addresses the different
challenges (responsibilities, finance, capacities, local democracy and
participation, etc.) in an integrated manner. Municipal reform is not only about
modernisation, it is also about transforming municipalities into real decentralised
local governments. It also means that Chile should work at reducing sector
fragmentation in all areas (e.g. finance, staff, evaluation), which currently
prevents municipal reform from being dealt with in a comprehensive way.

e Fully embed the municipal decentralisation reform in the overall multi-level
governance reform to avoid building an imbalanced political structure. Regional
and municipal pillars interact with each other: they should be interconnected and
their activities carried out in closer co-ordination.

Based on these assumptions, several recommendations regarding the overall design
and implementation of the reform can be made:

o A well-designed, well-sequenced decentralisation process is key. The first step is
to start by clearly redefining the assignment of responsibilities as it is the entry
point that should determine the entire decentralisation process. A first avenue of
work to explore could consist of reducing the number and scope of shared
competences and increasing “territorial-based” exclusive responsibilities. This
reflection should take into account current regional and sectoral reforms in
particular in the education sector. In fact, the “New Public Education” reform
intends to remove the administration and management of public schools from
municipalities and create a system of education based on new providers (Local
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Education Services”). This “de-municipalisation” of education would have
significant impacts on municipalities.

e Prepare a detailed action plan, which would ensure the requisite overall
consistency between the different lines of the reform. It should be prepared,
discussed and monitored by a permanent “decentralisation committee” that
involves public and private key stakeholders co-ordinated by SUBDERE. This
could help to build stronger legitimacy, better anchor the decentralisation agenda
within the national reform programme and foster its sustainability. At the central
government level, an inter-ministerial committee on regional and municipal
decentralisation could also be established to ensure horizontal sectoral
co-ordination, in particular in the education sector.

e An implementation plan should identify the necessary steps for a reform’s
successful execution. It should include tools and indicators to permanently
monitor and assess progress.

The municipal decentralisation agenda should reconsider the principle of
uniformity and instead envision more flexible and differentiated approaches

As a general principle guiding the municipal decentralisation reform, it is suggested
to reconsider the principle of uniformity which has been one of the key foundations upon
which Chile is built. Recently, some progress has been made in this regard but Chile
could be more proactive in this field by recognising the extreme diversity and
heterogeneity of the 345 Chilean municipalities in order to design and implement more
place-based and differentiated policies, programmes and tools. Further development of
SUBDERE’s tools could support the differentiation process (typology of municipalities
(FIGEM) and National System of Municipal information (SINIM). Chile could also
experiment with flexibility and asymmetric decentralisation, in particular by assigning
responsibilities to municipalities according to their characteristics, needs and capacity,
based on “municipal categorisation” through pilot projects. A flexible approach could be
implemented in the framework of the education reform. Asymmetric decentralisation
could also be an effective way of supporting the development and integration of
indigenous communities.

2. Reforming the municipal finance system to meet current and future municipal
needs

While public intervention is limited and has remained highly centralised over
the last 25 years, municipalities have a very restrictive expenditure framework
which needs reform

The Chilean subnational sector plays a limited role and lacks resources and a real
ability to act. This situation has not changed much over the past 25 years. While there has
been a slight increase in municipal expenditure in this same period, seen against the
sustained economic expansion of GDP and the significant social needs, the increase is
modest and unsteady.

Municipal expenditures are dominated by education and health spending (32% and
17% of total municipal expenditure, respectively). As a result, staff expenditure is most
significant, municipalities being in charge of teachers and medical staff salaries (staff
expenditure accounts for more than 75% of expenditure in these two sectors). One third
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of municipal sector spending is made of local subsidies transferred to the education and
health sectors to cover structural deficits as well as of transfers to the Municipal Common
Fund (FCM), the horizontal equalisation mechanism. Municipal investment is low and
declining, accounting for 9.9% of expenditure in the municipal sector, 3.2% in education
and 1.6% in health in 2015.

Reforming this very confined spending framework is closely linked to the issue of
municipal responsibilities, in particular with respect to the weight of shared
responsibilities, such as education and health.

The current municipal financing system does not meet current needs and
requires profound changes to cope with decentralisation challenges

The structure of revenues varies substantially from one sector to the next. Education
and health are very heavily funded by current transfers from the responsible line
ministries. In the municipal sector, there is a larger diversity of revenue sources
comprising permanent own-source taxes (around 40% of municipal sector revenue
including the territorial tax, vehicle registration tax, business licenses, waste management
fee, etc.), the FCM (30%), transfers (17%) and other revenues. The analysis of municipal
revenue focuses on three diagnoses:

e All three sectors increasingly depend on central government grants which are all
earmarked and part of a rigid and fragmented grant system. Apart from education
and health, sectoral subsidies are distributed in a piecemeal fashion through
competitive procedures by numerous ministries without any co-ordination,
thereby leading to dysfunctions and inconsistencies. Capital transfers, including
the National Fund of Regional Development (FNDR), are scarce and lack
flexibility.

e The tax system appears to be lacking local margin of manoeuvre and is out of step
with the concept of decentralisation. Municipal taxation power is weak: municipal
prerogatives to set tax rates are non-existent or seriously restricted; their capacity
to influence tax bases is limited while significant exonerations are decided at
central level. In addition, a significant share of tax revenue is transferred to the
FCM for redistribution purposes.

e Municipalities have very limited capacity to exploit other sources of revenue.

These deficiencies in municipal resources call for profound reform, in terms of
decentralisation but also acceleration of public investment in infrastructure, especially in
urban areas. Different methods can be explored for improving municipal financing, based
on the optimisation of existing funding sources but also on the need to diversify them. In
this regard, a gradual and asymmetric approach of fiscal decentralisation could be
followed. The main recommendations include:

e Improving the system of intergovernmental grants by: 1) assessing the relevance
and efficiency of the grant system in a comprehensive manner; 2) improving
central government transfers co-ordination at the national and regional levels; 3)
reviewing the functioning of the FNDR; and 4) and reducing the share of specific
earmarked grants in favour of general purpose grants. The current reform giving
rise to the creation of the National System of Public Education will most likely
have a major impact on municipal grant financing as it intends to remove the
duties of administration and management of public schools from municipalities’
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remit and to confer them instead to new providers of public education (local
education services).

¢ Enhancing own-source tax revenue raising capacity by: 1) consolidating tax base
of several municipal taxes, e.g. reducing the number and level of exemptions of
territorial tax; and 2) extending decision-making authority on taxation through tax
breaks and ability to set tax rates.

e Diversifying resources by: 1) developing users’ charges for municipal services; 2)
increasing property income (land-based financing instruments and “municipal
companies”; and 3) better exploiting municipal concessions and PPP schemes for
large municipalities.

Fiscal decentralisation also requires improving municipal financial skills and
concluding a “fiscal pact” with citizens, in particular to develop taxpayer willingness to
pay taxes.

3. Establishing a stronger and more transparent fiscal responsibility framework:
the necessary corollary of fiscal decentralisation reform

Fiscal decentralisation reform should be accompanied by a clearer and stronger
fiscal framework

Chile has developed a strict fiscal framework for municipalities, which has several
shortcomings. First, the municipal budgeting and accounting framework is particularly
complex and opaque, as it comprises three different sectoral budgets, as mentioned
earlier, as well as municipal corporation budgets. Second, there is a structural mismatch
between local spending obligations and allocation of revenues. Third, internal control is
carried out by municipal control units but this has proven insufficient at times, while the
municipal council’s effective role in such control exercises is very limited. External audit,
carried out by the regional branches of the Comptroller General’s Office, is unable to deal
with the large number of entities involved and thus often consists only of the formal
examination of reported accounts. Fiscal decentralisation reform should also provide for
the definition and implementation of sound budgetary, accounting and reporting
frameworks, based on common standards for all levels of government. This would
facilitate the monitoring, control and transparency of financial operations. To that end,
recommendations include:

e Presenting a consolidated account at the municipal level, including all sectors and
corporations.

e Ensuring that decentralised responsibilities are financed with sufficient resources
and introduce specific measures to avoid unfunded or under-funded mandates.

e More precisely and transparently estimating the revenues expected to be collected
during the year and reinforce the role of the Comptroller General’s Office in this
process (consolidated national assessment and guidelines).

¢ Enhancing the current budget balance rule.

e Reinforcing internal and external control mechanisms and accountability.
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Expanding borrowing capacities in a prudent manner for the most capable
municipalities should be put on the decentralisation agenda

Municipal borrowing is a particularly challenging issue for Chile in the context of
increased decentralisation. Currently, Chile’s cardinal rule is to prohibit any kind of
borrowing for municipalities. However, faced with structural deficits, municipalities have
developed certain practices and used more unorthodox methods of raising finance
(leasing and leaseback operations, arrears, temporary pension debt). Municipalities are de
facto indebted, a situation which has raised red flags even if the amounts of money
involved do not represent a significant issue at the aggregate level.

Independent of the need to closely monitor, clean up and tackle the causes of the
current debt situation, expanding long-term borrowing capacities in a prudent manner for
the most capable municipalities is an inevitable debate. Without calling into question the
principles of healthy public financial management in Chile, it is legitimate to ask if the
ban on municipal borrowing for investing in local infrastructure is economically, socially
and territorially justified. It is a proven fact that using long-term borrowing to finance
investment permits a better allocation of resources over time and intergenerational justice.
It is also currently a financial necessity resulting from the lack of local savings and capital
transfers. In anticipation of future changes resulting from stronger fiscal decentralisation,
which would enhance municipalities’ creditworthiness, Chile needs to examine less
restrictive ways of accessing credit for the most capable cities, which could be authorised
to borrow in a controlled manner to ensure economic stability and sound fiscal
management. There are different avenues to explore combining:

e The implementation of appropriately prudential rules (e.g. debt stock and
services’ restrictions).

e The control of the borrowing market (e.g. contracting loans with the Treasury or
public bank).

e The adaptation of borrowing mechanisms to the diversity of municipal needs and
capacities instead of applying a blanket legally-based solution.

e The development of internal or external rating mechanisms to assess
municipalities’ creditworthiness.

e The development of a clear set of fiscal rules for “responsible borrowing”,
including regular audits and controls and enforcement mechanisms and sanctions
for non-compliance.

4. Designing more appropriate equalisation mechanisms for better territorial equity
and performance

Chile is characterised by strong inter-regional and inter-municipal disparities. A
poorly designed decentralisation process may exacerbate this situation and lead to
increased disparities across municipalities. While municipal expenditure budget amounts
range from 1 to 325 between the smaller and larger municipalities, on a per capita basis
there is an inverse relationship between the demographic size of the municipality and the
main financial indicators — a prominent and fundamental characteristic of the Chilean
municipal system. The relation is non-linear: the level of per capita expenditure decreases
with the increase in population size to a threshold of around 90 000 to 110 000
inhabitants. The geographical representation of levels of per capita expenditure reveals
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significant differences between extreme territories (north and south), sparsely populated
and some mountain areas with high values, and the largest number of municipalities with
lower levels of per capita expenditure. It means that local interventions face structural
constraints because of low and dispersed population, which increases the costs of the
provision of local public services and facilities.

A multi-dimensional analysis of expenditure and resources allows clusters of
municipalities to be identified at the national level but also at the level of the metropolitan
region of Santiago. The latter shows strong internal fiscal disparities, which are mainly
determined by municipal revenues. The governance of the metropolitan region is one of
main technical, financial and political challenges of the future. It will be crucial to find
the adequate institutional arrangements to enable the sustainable development of the
metropolis based on more solidarity and inclusiveness.

In 1979, Chile implemented an equalisation mechanism to reduce inter-municipal
fiscal disparities by providing additional resources for the most vulnerable municipalities:
the Municipal Common Fund (FCM) which is essentially a “compensation” system based
on the horizontal redistribution of municipal resources across municipalities. The FCM’s
resources come from automatic contributions from municipalities via the transfer of a
portion of their tax revenues. FCM has become a crucial part of municipal financing,
accounting for 29% of total municipal sector revenue.

This horizontal equalisation mechanism is commendable in the light of the principle
of solidarity and redistributive justice as the system benefits the most disadvantaged
municipalities in terms of tax revenue and/or demographic, geographical and climatic
constraints. Several studies confirm the redistributive character of the FCM and its
effectiveness in achieving the goal of a reduction in inter-municipal inequalities.
However, the FCM has also been the object of continuous political and economic
criticism. One main criticism is that there are very few contributors and the beneficiaries
(the majority of municipalities) are highly dependent on FCM contributions. Therefore,
although the FCM has significant results in terms of territorial “solidarity”, it does not
favour territorial “equity” (fairness). Other FCM limitations concern the overall logic of
the mechanism and its modus operandi: the complexity and lack of transparency of the
allocation algorithm; its counterproductive and disincentive effects (fundamentally
encouraging “fiscal laziness” and increasing dependency) and its lack of impact on
reducing deeply-rooted inter-territorial inequalities.

FCM equalisation mechanisms have already been modified several times but have not
served to fundamentally alter its basic approach. Overall, this instrument should be
preserved, but it but it also requires strengthening and renewal in order to avoid or
minimise the potential negative or adverse effects. It should be complemented by other
equalisation arrangements to combine solidarity and equity principles as well as
economic efficiency. Various avenues can be explored to help accomplish this, based on
two approaches:

e In the short-term, modifying the allocation rules of the FCM to mobilise more
potential contributors according to their level of wealth per inhabitant. It implies
reviewing the way inequalities — in terms of charges and resources — are measured
for both aspects (needs and revenues) and revising the distribution algorithm of
the FCM.

e In the medium and long-term, adopting a more ambitious reform process: 1)
developing a vertical equalisation mechanism through state grants; 2) shifting
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from a uniform approach to a regionalised approach. The new equalisation system
could combine nationally-collected resources and regionally and locally
differentiated distribution of FCM funds.

5. Modernising human resources management in Chilean municipalities

Through recent reforms, Chilean municipalities now have the same arrangements of
public employment as the central government. However, they do not necessarily have the
same employment conditions. Consequently, municipalities remain weak in their capacity
to perform their duties owing to difficulties in attracting and retaining a highly-skilled
workforce. Low salaries, limited career opportunities, low qualifications, centralisation
and weak HRM functions are just some of the factors that damage the attractiveness of
municipal public administrations as employers. In addition, management of municipal
employment is particularly challenging as it reflects the same complexity as budgetary
issues. There are three categories of “municipal employees” (education, health, and
municipal sector) which are all governed by specific regulations while they are under the
municipal government purview.

Until recently, the regulatory framework has provided little flexibility in municipal
workforce management. Adding to recent improvements in recognising and strengthening
the municipal sector’s civil service, Law No. 20.922, published in May 2016 and
effective in 2018, represents a major step towards decentralisation of the management of
municipal staff. However, there are still significant challenges.

There is a lack of staff and properly qualified staff in Chile's municipalities
calling for greater workforce planning and management

While Chile has one of the smallest public workforces among OECD countries and is
highly centralised, the share of municipal workers in the total public workforce is
significant, representing more than half. Staff spending accounts for 52% of municipal
spending, the largest share in the OECD. However, most of this municipal workforce is
made up of education and health staff (43% and 25%, respectively), showing once again
the weight of these two sectors. On its side, the municipal sector is characterised by a lack
of staff, a high level of heterogeneity across municipalities and a significant proportion of
temporary employees (56% compared with 17% in the central government). Civil
servants (the planta system) and contractual workers currently account for 30% and 14%
of staff, respectively. This is due to tight controls on recruitment, which has limited
municipal ability to restructure and re-skill staff, and generates job insecurity and high
turnover. With the planta law, mayors will be able to adjust their public workforce levels
to better meet their needs by increasing the number of civil servants and contractual staff.
This is a change in the right direction and provides a good opportunity to reinforce
workforce planning and management in municipalities. It is thus recommended to: 1)
engage municipalities in strategic workforce planning as a tool to plan the composition of
the municipal workforce in terms of numbers, competencies and skills; 2) encourage the
National Directorate for the Civil Service to develop a framework for workforce planning
at municipal level; and 3) use SINIM in a more strategic perspective as an observatory of
municipal staff.
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Employment conditions in the municipal sector remain critical and municipal
capacity needs strengthening

Municipalities fail to attract and retain talent. This is due, in part, to low salaries,
particularly at professional and management levels, combined with some opacity
concerning recruitment and promotion, and limited opportunities for mobility across
levels of government, career development and training. The salary gap has widened with
the development of the “senior civil service programme” in central government which
does not cover municipal managers.

The level of professionalisation has grown in recent years but there are wide
disparities across municipalities and there are significant gaps in competencies and skills.
Despite significant progress in terms of training options for municipal employees,
including the Municipal and Regional Training Academy developed by SUBDERE,
training remains a great challenge and is not implemented as it should be.

Finally, performance assessment and management in the municipal sector are weak,
unlike in the central government and in education and health sectors. The Sistema de Alta
Direccion Publica (ADP), a senior manager system, implemented at the central level, has
not been extended to reach municipalities. There is also a lack of managerial skills in
municipalities despite the fact that these managers have a key role to play in the process
of municipal modernisation. To tackle these different issues, the following is proposed:

e Make municipal salaries of non-professional and contrata staff (not concerned by
the 2016 law) more attractive and competitive through a more comprehensive
reform of the salary system.

e Enhance transparency in recruitment and promotion processes through the use of
selection committees, interviewing panels and discontinue the practice of
recruitment based exclusively on academic degrees.

e Develop “training strategies” focused on learning and personal development
provided at different stages of the public servant’s career and shifting from a
system based on diplomas/degrees and formal qualifications towards
“competency management” and job profiling.

e Shift from traditional human resources management to a performance-driven
culture and promote the development of a coherent performance management
strategy; investing in the management capability of municipalities at senior and
middle management levels and extend the coverage of the ADP system at the
municipal level.

The HRM function does not really exist and should be strengthened through
more decentralisation and professionalisation

Now that municipalities will have more legal capacity to manage their workforce,
they need to develop an HRM strategy. This could be done in two ways: first by
professionalising the HRM function in municipalities and establishing an HRM unit,
based on HR professional standards; and second by decentralising or delegating some
HRM functions to municipalities, particularly in relation to the composition and
restructuration of the workforce and certain elements of compensation. This would imply
three complementary actions: 1) proceeding in a gradual and differentiated way according
to municipal capacities and the learning process; 2) strengthening accountability
mechanisms based on a reinforced leading role for the National Directorate for the Civil
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Service; 3) and encouraging innovation and building capacity, e.g. developing HRM
shared functions through municipal associations.

6. Enhancing the quality and efficiency of municipal services to guarantee effective
decentralisation

The management framework of municipal services in Chile is complex and
opaque

Today, the quality and efficiency of management and service provision vary
substantially among Chilean municipalities because of significant disparities in terms of
financial and human capacities but also because of fragmented responsibilities. The
decentralising process could result in a widening of these disparities in terms of service
access and quality. Therefore, it is crucial to address this challenge with appropriate
instruments.

Today, municipalities are required to comply with several performance management
models, depending on the services they provide. Municipal education and health services
follow national guidelines defined by line ministries, while SUBDERE has developed
different successive management and certification models aimed at diagnosing and
improving the quality of municipal services. In 2015, as part of the decentralisation
agenda, SUBDERE moved towards a new paradigm based on the new “System for
Strengthening and Measuring the Quality of Municipal Services” (SEMUG) which aims
to define minimum quality standards for basic municipal services. This is a step in the
right direction that should be pursued by Chile. Continuing this approach implies taking
the following steps:

e Establishing a more comprehensive management and performance system of
municipal services ("System of Municipal Services'), covering all municipal
sectors. It does not mean that just one institution should be responsible for
assessing all municipal services but that co-ordination should be reinforced, at
national and subnational levels.

e The system should be flexible and adapted to the different capacities of
municipalities.

e The SEMUG approach could be complemented by “municipal service charters”,
which can favour flexibility and autonomy for municipalities to tailor their
policies to local preferences.

e SEMUG should evolve towards a more integrated management and assessment
model integrating additional components such as governance, citizen
participation, resource management, planning, etc. based on clear and measurable
performance indicators. SINIM could provide a starting point. In the long run, a
new independent platform dedicated to this effort could be created.

Improving the municipal services management system requires strengthening
local capacities

An efficient municipal services management system requires efforts from the central
government to provide municipalities with the financial, human and technical means to
effectively implement and use the system, this includes: 1) creating financial incentives
through re-allocation of resources tied to results and improvements; 2) encouraging
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municipalities to take advantage of the planta law to hire specialised professional staff; 3)
organising specific capacity-building activities, in particular through SUBDERE’s
Regional and Municipal Academy; and 4) complementing by other activities such as
digital governance (developing e-municipal services), innovation or administrative
simplification.

Public service management needs reinforced co-ordination and
“institutionalisation”

Decentralising implies a gradual adjustment of the institutional framework to improve
co-ordination mechanisms across sectors and across levels of government as well as to
ensure more sustainability and entrenchment in public management practices, limiting
political vagaries. Appropriately “institutionalising” public service management can meet
these expectations. In the short term, SUBDERE’s role could be strengthened to oversee
municipal management performance and co-ordinate with central and regional
governments. In the longer run, an independent body could be created, in the form of a
Superintendence of Guaranteed Municipal Services or a National Commission for the
Certification of Subnational Governments.

7. Reinforcing transparency, accountability and citizen participation practices at
the municipal level

Chile’s government has a clear objective: to use participatory governance as a means
to build a more inclusive and more democratic society. It is actively doing so. However,
there are several limitations which explain the deficit in participatory governance.

Institutions, frameworks and actors to support greater participation are in
place, but there is a lack of incentive and clarity for further strengthening

Chile has established institutions, frameworks and actors to support citizen
engagement and promote participatory practices, specifically through the Law No. 20.500
and the Presidential Instruction 007/2014, which established a National Council for
Citizen Participation and Strengthening Civil Society. However, the current system has
several shortcomings.

The first limitation is the heavily top-down approach that has been adopted which
does not give much motivation for municipalities, in a context of poor awareness, limited
municipal resources and political will and absence of sanctioning mechanism nor
financial incentives. It is thus proposed to introduce incentive mechanisms for greater
compliance with legal frameworks, particularly Law No. 20.500 according to two lines:
1) providing the National Council for Citizen Participation and Strengthening Civil
Society with stronger oversight functions, including sanctioning power; and 2)
considering a financial incentive that rewards successful implementation of participatory
mechanisms in a strategic fashion.

The second limitation may be the government’s institutional approach based on a
large bureaucratic and administrative structure. It is thus suggested to streamline the
number of institutional oversight bodies and make their purpose clearer at both national
and local levels.

The third limitation is at local level. Local level actors — citizens, elected and
representative officials, and civil society organisations (CSOs) — are pivotal to successful
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participatory governance but in Chile the degree of citizen engagement will depend
considerably on the mayor. Thus, ensuring that engagement practices are properly
institutionalised through elected officials and representative organisations is important
and should be reinforced:

e Support the capacity of municipal councils to contribute to the overall
development and management of their municipalities, shifting them from serving
as advisory or auditing boards to being partners in municipal governance.

e Strengthen the role of COSOC in the municipality.

e Reduce the fragmentation of civil society organisation (CSO) networks and
activity.

Transparency techniques are strong but could be adjusted and better support
accountability

Chile’s approach to promoting transparency is relatively streamlined and flexible,
being based on a Transparency Law and a National Transparency Council, the latter
having oversight and sanctioning capacities, on government bodies and municipalities
clearly tasked to increase transparency and on significant investment in this field. At the
local level, compliance with access to information laws has improved significantly.
Transparency itself, however, is not sufficient. The Chilean approach may need to shift
from strengthening transparency mechanisms to actively building accountability. In this
regard, there are several concerns which can be addressed:

e Make accessing information easier and ensure that the information is relevant to
all citizens by combining it with accountability and citizen engagement.

e Better align transparency mechanisms with citizen preferences and behaviour,
ensuring that the information provided is the information sought.

e Enhance Open Government Data practices.

e Build greater accountability of local authorities to citizens by supporting
municipal authorities in the design and implementation of performance
measurement/indicator systems and by bringing citizens into the local level
planning process early on.

Participatory capacity needs to be strengthened among all actors, especially at
the local level

Chile has done a good job identifying and promoting the development of key
participatory tools such as transparency websites, improved access to information,
participatory budgets, citizen councils, etc. However, Chile’s participatory practices tend
to focus more on the “inform” and “consult” forms of interaction than on deeper forms of
engagement with citizens. Therefore, there appears to be little room for citizen “voice” in
policy or programme design and implementation. Participatory practices also need to be
supported by multi-level governance practices. To move forward, Chile may need to
reconsider how it wants to proceed in strengthening participatory governance. It is
suggested to:

e Give government officials (at all levels) and civil servants a stronger
understanding of engagement frameworks and the aims and implications of
diverse engagement mechanisms.
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e Promote “proactive” rather than “reactive” participation.

e Strengthening the voice of the next generation through municipal youth councils,
candidate youth fora, etc.

e Make sure that municipal capacity in staff, resources and knowledge match the
government’s participation objectives.

8. Strengthening strategic co-ordination within and across levels of government in a
context of enhanced decentralisation

Institutional fragmentation at the national and subnational levels requires
building a more coherent multi-level institutional framework

In Chile, territorial strategies, policies, and investments tend to be centrally defined
and fragmented across sectoral ministries. The impact of institutional fragmentation at the
central level is often played out at the subnational level, bringing with it responsibility
overlap and complex accountability lines. All actors tend to work separately with no
incentives to co-operate. Some progress has been made recently through the creation in
2015 of the “Inter-ministerial Commission of City, Housing and Territory” or
COMICIVYT (including CORECIVYT, its regional expressions).

The decentralisation reform might be a good opportunity to re-think and map the
distribution of responsibilities centrally across ministries as well as vertically, across
different levels of government in line with the OECD Recommendation of effective
public investment across levels of government (OECD 2014b). It also provides the
opportunity to build a more coherent multi-level institutional framework by reducing
fragmentation at the central level though reinforced interministerial co-ordination.
COMICIVYT could become the main co-ordination platform for regional and local issues
while SUBDERE would be reinforced in its co-ordination role in regional, urban and
territorial policies. Fragmentation at the subnational level could be addressed by
strengthening the role of the elected regional governor as co-ordinator of regional
policies; and institutionalising co-ordination instances at regional level involving
municipalities.

Decentralising further requires reinforcing multi-level co-ordination and
dialogue through specific instruments and platforms

Co-ordination mechanisms involving municipalities in a concrete and permanent way
are lacking. Three main challenges have been identified: 1) poor co-ordination and
coherence of spatial planning between the national, regional and municipal levels, often
discouraged by a budgeting process and funding mechanisms; 2) under-representation of
municipalities in national fora and inter-sectoral dialogues at the national and regional
level, and 3) marginal involvement of municipalities in programming contracts
(Convenios de programacion, CP). Several recommendations can be made to address
these challenges, including:

e Ensuring co-ordination through more coherent planning instruments at regional
and local levels and improve linkages between planning and budgeting.

e Integrating municipalities into co-ordination platforms as permanent members at
national and regional levels (COMICIVYT and CORECIVYT) and fostering
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dialogue between municipalities and private key stakeholders, citizens and
universities.

¢ Enhancing the role of municipalities in CPs which could move towards “territorial
contracts” with stronger bottom-up components.

Decentralising further involves supporting more co-operation between
municipalities, both in rural and metropolitan areas

Chile has made substantial progress in fostering inter-municipal co-ordination on a
voluntary basis. Since 2009, municipal associations have a legal status, that of not-for-
profit organisations and in 2011, the law was revised to provide a new impetus. However,
the legal framework remains restrictive in terms of status (only private), resources (very
limited) and scope of co-operation. Therefore, inter-municipal co-operation in Chile is in
its early stages (53 associations registered in 2016) and integrated projects remain limited
so far. The development of municipal associations poses substantial challenges for the
modernisation of the municipal system, calling for increased support and incentives:

e Envision giving public status to municipal associations thus ensuring their
financial stability and sustainability at least for some critical services and lagging
areas.

e Developing financial and non-financial incentives for municipal associations.

e Defining specific budget lines, through FNDR or other funding, geared towards
financing municipal association projects or joint investments exclusively.

At the level of functional urban areas, horizontal co-ordination is still very limited.
Chile still has significant metropolitan governance gaps. The situation is currently
evolving thanks to the recently approved Law on Contributions to Public Space and the
regional reform on the transfer of competences currently discussed in the Congress. It
plans to give the regions the responsibility of managing metropolitan areas, becoming the
“metropolitan regional government”. Several pilot projects are already ongoing allowing
regional governments to manage metropolitan areas. Improving the metropolitan
governance framework should be further encouraged and reinforced by: 1) pursuing and
further supporting pilot projects; 2) developing a flexible (and not “one-size-fits-all”)
metropolitan governance model and ensuring a consultative bottom-up approach that
includes relevant public and private actors; and 3) providing the adequate funding to
finance metropolitan infrastructure and services (metropolitan tax), fostering equalisation
mechanisms within metropolitan areas and promoting contractual arrangements
specifically targeted at metropolitan areas.
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Chapter 1

The Chilean municipalities in the evolving national multi-governance system

This chapter provides an overview of Chile’s multi-level governance system, including its
organisation, and of the decentralisation process in a historical perspective. It ends with
an analysis of the role of municipalities in a changing institutional system, underscoring
the challenge to transform Chilean municipalities from being mainly “public service
providers” to genuine “local governments”. It is important to acknowledge the diversity
of municipal realities and to reconsider the current uniformity principle by encouraging
more asymmetrical approaches to local development.

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data
by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank
under the terms of international law.
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Introduction

Chile’s complex geography, history and economic development model are all factors
which account for why it is particularly challenging to engage the country in a decisive
decentralisation process.

A complex geography, history and economic development model

Geographically, Chile is part of the American continent, Oceania and Antarctica.
Bordered by Argentina, Bolivia and Peru, it has a total area of 740 243 km” on par with
OECD countries such as France or Turkey. But Chile is one of the longest and narrowest
countries in the world. It has the third longest length worldwide extending around
4 300 km long from latitude of 17° South to Cape Horn at 56°. Its average width is close
to 180 km from the Pacific Ocean on the west to the Andes on the east, going from 90 km
for the narrowest part to 440 km for the widest. Chile has also one of the world's longest
coastlines (6 435 km) and counts around 5 900 islands including 8 islands with more than
2 000 km®, which is particularly challenging for connecting areas and people.

The Chilean territory is characterised by its great variety of landscapes and climates.
There are four main geographical regions: the coastline, the coastal range of the
Cordillera de la Costa, the intermediate plains and valleys, and the Cordillera de Los
Andes. Overall, the altitude is high, with mountains and volcanoes throughout the country
(the highest being Nevado Ojos del Salado with an altitude of 6 891 m). Only 20% of
Chile’s surface is flat.

Chile is also a land of meteorological contrasts with at least seven major subtypes,
ranging from extreme aridity in the north (Atacama is the driest desert in the world) to
lakes, fjords and glaciers in the southernmost area in Patagonia, a humid subtropical on
Easter Island, a temperate coastal region with rainforest, lakes and lagoons in the southern
zone, Mediterranean climate in central Chile, etc.

By combining these morphological and climatic features, Chile is usually divided into
five different natural regions each with their own characteristics in terms of vegetation,
fauna, climate and topography: the far north (Norte Grande which comprises the regions
of Arica and Parinacota, Tarapacd and Antofagasta), the near north (North Chico,
Atacama and Coquimbo) central Chile (Valparaiso, Metropolitan Region of Santiago,
Libertador Bernardo O'Higgins, Maule and Bio Bio), and the far south (Zona Sur,
including La Araucania, Los Rios and Los Lagos regions) and the Southern area (Zona
Austral, Aysen and Magallanes and Chilean Antarctica).

Located in the region of the “Pacific Ring of Fire”, Chile is constantly affected by
both natural and man-made hazards, including earthquakes, tsunamis, volcanic eruptions,
droughts, storms, floods, fires and explosions. Chile is one of the most seismic countries
in the world with around 90 earthquakes since 1570, including one in February 2010
(8.8 Mw), which was followed by a tsunami affecting eight regions and the coastline
from Valparaiso to the Los Lagos region (ONEMI, 2014).

The geography of Chile, together with the location of mining resources, explains the
distribution of the population. In total, the Chilean population is about 17.8 million
inhabitants, a figure close to the Netherlands, or Ecuador and Guatemala. In the north of
the country, the population is concentrated along the coast and in the mining enclaves,
while in the central and south areas, it is distributed in a slightly more dispersed way.
Population is however very concentrated. According to the geographic concentration
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index, demographic concentration in Chile (61) is almost twice the OECD average (32).
Almost half of the Chilean population lives in Santiago and almost 70% when adding
Bio Bio and Valparaiso.

Despite this process of demographic concentration, external/internal migrations and
population integration, Chile is a culturally diverse nation. The Chilean population is
descended not only from indigenous people and Spanish colonisation but also migrants
from Europe (Spain, Germany, France, Italy, Great Britain, etc.) and other countries of
South America, such as Peru, Colombia and Argentina. Today, the population identified
as indigenous peoples - with a high proportion of Mapuche - numbers almost 9% of the
country’s total population, one of the highest shares in the OECD after Mexico and New
Zealand (see Chapter 1).

The concentration in settlement patterns and economic activity is high in Chile,
contributing to very high levels of regional inequality. In 2013, Chile recorded the second
highest level of concentration in GDP among OECD countries, after Greece (OECD
regional database, see Chapter 3), i.e. 55 vs. 39 on average in the OECD. This situation
largely reflects the importance of mining-intensive activities, which concentrate high-
value economic activities in few regions (OECD, 2014a).

Historically, Chile has a long tradition as a highly centralised country. Centralisation
dates from the Spanish colonisation during the 16™ century when Pedro de Valdivia
founded Santiago and established the city as the country’s military, religious and
economic centre. A colonial administrative structure was established under the form of
provinces and cabildos whose initially significant powers were gradually reduced as the
royal administration grew stronger.

The situation did not change with the country’s independence in 1818, when a unitary
form of government was established based on centralised institutions and an authoritarian
presidential regime. Often inspired by European and US experiences, there have been,
however, several attempts to push forward decentralisation, even going so far as
experimenting a federal system during the Republic, when a set of federal laws (leyes
federales) were adopted in 1826 creating eight self-governing provinces. Faced with
strong resistance, the experience was short lived and the implementation of federal laws
was suspended the following year, replaced in 1833 by a new Constitution which opted
for a unitary form of government. The following attempt at decentralisation was the first
municipal autonomy law adopted in 1891, a very advanced law for the time as it granted
considerable autonomy to municipalities. However, it led to several excesses, and the law
was abolished just before the adoption of the 1925 constitution, which significantly
reinforced the control of the central government over municipalities.

During the Pinochet regime (1973-1990), there was a paradoxical phenomenon, on
the surface consisting of a decentralisation and regionalisation process but which, in
reality, was the establishment of strict military-style central control on municipalities. The
“decentralisation” policy, consisting in transferring central government tasks (education,
health) and associated resources to municipalities, was in reality a “deconcentration
policy” as local democracy was interrupted. Municipal officials were no longer elected.
Municipalities, managed by military officials, were subordinated to the system of state
administration. In the same vein, the regionalisation process consisted in creating thirteen
administrative regions to host the state territorial administration, and not in creating self-
governing regions. This policy also aimed at reducing the size of the state through the
privatisation of public services, at national and local levels. Therefore, municipalities
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became more “service delivery agents” than “local government” (Stewart and Ranis,
1994).

With the restoration of democracy in 1990, some progress has been made towards
decentralisation, seen as a means of re-democratising the country and reforming the state.
To that end, the 1980 Constitution has been reformed several times since 1990 to
incorporate democratic principles and push forward decentralisation and regionalisation.
At the local level, a new organic constitutional law on municipalities, passed in 1991,
paved the way for municipal elections, which took place in June 1992. At the regional
level, the 1992 organic constitutional law created regional governments with their own
legal status and assets.

However, progress has been very slow, with an incremental approach to reforms.
Decentralisation initiatives have been often restricted to “administrative” decentralisation
versus “political “decentralisation, and correlated “fiscal decentralisation”. In fact, the
centralist heritage remained strong and deeply rooted in the political-administrative
culture and behaviour. There seems to be a “centralist model” driven by three
motivations: political stability, protection of national unity and economic efficiency based
on economic orientations that limit public intervention, favour market mechanisms and
globalisation (OECD, 2009; Lorrain, 2014).

This model puts Chile in a unique situation compared to other OECD countries. It is
reflected in the weakness of both public expenditure (as a % of GDP) and subnational
government expenditure (as a percentage of public expenditure) (Figure 1.1).

Figure 1.1. The singularity of Chile: A very limited and centralised public intervention (2014)
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Chile ranks among OECD countries in which the share of subnational government
expenditure in GDP and total public sector is the lowest, alongside Greece and Ireland;
accounting for 3.0% of GDP and 13.1% of public expenditure in 2014 versus OECD
averages of 16.6% and 40.2%, respectively (OECD, 2016a). The same applies for public
investment where subnational governments play a minor role, representing 0.3% of GDP
and 12.0% of public investment versus respectively 1.9% and 58.8% in the OECD.
Subnational governments have limited own-source revenues and most transfers are
earmarked by the central government to be spent on specific sectors or activities.
Municipalities cannot generate debt for capital financing; Chile is the only OECD country
where subnational borrowing is prohibited. Policy design and implementation are still
largely defined from the centre by sectoral ministries and public agencies in a top-down
process. Locally, the execution is mainly carried out by deconcentrated state territorial
entities and partially by subnational governments. Execution of national public policies is
done locally according to national, uniform norms established by the central government
for the whole country, without taking into account local specificities and needs.

The Chilean development model has been successful but has also started to
show its limitations

In several respects, this development model has been successful as it managed to
ensure internal political and macroeconomic stability, national unity as well as economic
efficiency and growth. Chile has gone through an extensive modernisation process,
bringing with it greater economic prosperity, increased living standards and lower
poverty.

However, this model has started to show its limitations. This “hyper-centralisation”
has gone hand in hand with a “hyper-concentration” of population, resources and powers
in the metropolitan region of Santiago. Centralisation has reinforced inter-regional and
municipal disparities across the national territory. While metropolitan region of Santiago
covers 2.1% of Chile’s land area, it represents 41% of population, 49% of GDP and 41%
of employment. According to the Gini index, Chile displayed the greatest disparity in
GDP per capita across TL3 regions in the OECD in 2013 (OECD 2016b). The country
also recorded the second highest level of GDP concentration among OECD countries,
after Greece (index of 55 vs. 39 in the OECD on average). While Chile still has high
productivity gaps compared to other OECD countries and that productivity growth has
trended at below zero for much of the past two decades, growth and productivity
remained territorially concentrated. Between 2000 and 2013, 69% of the GDP growth and
most labour productivity growth were generated in Santiago (Figures 1.2 and 1.3).
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Figure 1.2. Contribution to national labour Figure 1.3. Percentage contribution to national GDP
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Source: OECD (2016j), OECD Regional Outlook 2016: Productive Regions for Inclusive Societies.

Finally, the spatial inequalities are even more striking when the non-pecuniary
dimensions of well-being are taken into account. Chile exhibits the highest levels of
regional disparities among OECD countries when it comes to life satisfaction,
environment, safety, and jobs as well as very wide disparities in education (OECD,
2016b, 2016Kk).

Such persistent inequalities partly reflect Chile’s singular geography described above,
including the very unequal distribution of mineral resources, which pre-conditions to
some extent both settlement patterns and economic activity. However, even allowing for
this challenging geographys, it is difficult to avoid the conclusion that they also result from
centralised, top-down and sectoral approaches which face difficulties in adapting to the
different needs of Chilean regions (OECD, 2015a). In addition, centralisation has
undermined the ability of local governments to efficiently fulfil some of their
responsibilities, thereby resulting in a failure to take advantage of specific territorial
opportunities and local assets.

The need to establish a multi-level governance system capable of place-based policies:
towards stronger regions and municipalities

To mobilise the regional productivity catch-up potential, it seems that an efficient
multi-level governance system is required, based an enhanced role for subnational
governments (Box 1.1). Place-based components of productivity have been somewhat
neglected so far, while most of the evidence suggests that they play an important role in
determining the productivity potential of economies dominated by service sectors, which
are mostly located in cities. In parallel, the development of tradable sectors,
manufacturing and global value chains will probably be located in non-metropolitan areas
close to cities. As a consequence, analysing the connectivity between those areas and the
cities is necessary. Place-based policies and decentralisation should complement and
enhance the impact of traditional structural reforms aimed at enhancing productivity

MAKING DECENTRALISATION WORK IN CHILE: TOWARDS STRONGER MUNICIPALITIES © OECD 2017



1. THE CHILEAN MUNICIPALITIES IN THE EVOLVING NATIONAL MULTI-GOVERNANCE SYSTEM - 45

(International Conference on “Boosting Productivity and Inclusive Growth in Latin
America”, December 2016).

Box 1.1. Decentralisation, wealth and growth

Some evidence suggests that decentralisation and growth are positively correlated. While
decentralisation of expenditure is not necessarily associated with increased growth, recent research
shows that decentralisation of tax revenue is good for growth. A 10 percentage point increase in the
sub-central tax revenue share is associated with an approximately 2% jump in GDP per capita in the
long run. Tax decentralisation seems to encourage the development of the subnational economic and
fiscal base. It also shows that balanced decentralisation is conducive to growth: when the various
policy functions are decentralised to a similar extent, subnational governments are better able to co-
ordinate policy and to reap economies of scale and scope across functions (OECD, 20161).

Another study shows that the wealthiest countries tend to be more decentralised. If we compare
the level of spending decentralisation, measured by the share in GDP or in public spending with the
GDP per capita, there seems to be a positive correlation (Figure 1.4). It means that most decentralised
countries seem to have the highest per capita GDP while the most centralised have the lowest
(OECD/UCLAG, 2016). Of course, this is not a general rule and there are several counter-examples.
Some high-income countries are centralised while several low or middle income countries are
decentralised. In addition, the cause-effect link between decentralisation and the level of development
may not always be clear, in particular which way the causation works.

Many other socio-economic factors can play a significant role. Historical and institutional factors
are also important, not least the federal/unitary structure of a country. Finally, decentralisation
outcomes much depend on the way the process is designed and implemented, on the degree of
maturity of institutions, on adequate subnational capacities and on the quality of multi-level
governance, including efficient coordination mechanisms across levels of government.

Figure 1.4. Decentralisation and wealth: comparing the level of subnational expenditure in
GDP with the level of GDP per capita
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In Chile, the growing recognition of the interdependencies between decentralisation,
regional and local development, and national growth reinvigorated the debate on the
urgent need to push for a decentralisation reform. It resulted in the acceleration of new
proposals for in the late 2000’s with the 2009 constitutional reform (Law No. 20.390),
followed by intense legislative activity concerning both the municipal and regional levels,
which allowed the process to advance step by step on the path towards decentralisation.

A decisive impetus came in 2014 when the president Michelle Bachelet put
decentralisation to the core of her 2014-2018 programme. In the framework of the
Presidential Decentralisation Agenda, the government established a Presidential Advisory
Commission for Decentralisation and Regional Development (Comision Asesora
Presidencial en Descentralizacion y Desarollo Regional) in April 2014 to prepare a set of
proposals. The Presidential Commission presented its report on October 2014. On this
basis, the government started to engage in the preparation of bills to reinforce both
regional and municipal decentralisation.

At local level, municipalities have always existed in Chile, albeit with varying
degrees of democratic representativeness and autonomy. However, the 345 municipalities
are more ‘“public services providers” than genuine local governments. The Chilean
government aims at providing municipalities with the tools, capacities, financial
resources and legitimacy to improve their autonomy and performance while reducing
municipal disparities in terms of capacity and finance. The objective is to strengthen their
ability to effectively carry out their responsibilities and deliver local public services in a
more efficient, transparent, accountable and equitable manner.

In that perspective, the OECD has been requested to accompany the Chilean
government to reflect on and provide recommendations that can assist SUBDERE in
designing and implementing the municipal decentralisation programme.

The objectives are to make a diagnostic of the situation of Chilean municipalities
comprehensively addressing several dimensions: municipal powers and responsibilities,
fiscal resources, institutional and human capacities, management of local public services,
democratic oversight and citizens’ participation at the local level and improvement of co-
ordination and consultation mechanisms across and among levels of government. The
following report comprises six chapters, corresponding to the main identified challenges.

The first chapter has three sections. The section 1 provides an overview of the
organisation of the multi-level governance system. Section 2 presents the decentralisation
process in a historical perspective. This historical side note is important to better
understand how much centralisation is rooted in the Chilean society, making the path
towards decentralisation long and difficult. It is fundamental to better understand the
challenges that the decentralisation agenda is currently encountering. Section 3 analyses
the role of municipalities in a changing institutional system. It seeks to underline the
contrast between, on the one hand, the diversity and heterogeneity of the municipal
landscape in Chile and, on the other, the uniformity of municipal organisation,
responsibilities and financing as well as of national policies and norms applied at the
local level. This situation suggests a progressive shift towards more asymmetric
approaches. It also describes how municipalities co-operate today and considers the
different ways to deliver municipal services, either directly or through indirect and private
management models. Finally, the section ends by identifying the main challenges at stake
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for the Chilean municipalities in the context of the regionalisation and decentralisation
agenda.

How is governance organised in Chile?

The Constitution, approved in 1980 and fully effective since 1990, has been amended
several times. It defines the Republic of Chile as a unitary, democratic and presidential
state  whose administration is functionally and territorially decentralised and
deconcentrated (article 3 of the Constitution).

The Chilean institutional system

At the national level, the Chilean institutional system comprises three branches
(executive, legislative, and judiciary) as well as the Constitutional Court.

The executive power is exercised by the government and the public administration, which
are headed by the President of the Republic. The president remains in office for a term of four
years and cannot be re-elected for the following period. The president appoints and removes
freely the ministers of state, who are the direct and immediate collaborators in the government
and administration of the state and who report directly to the president. There are currently 23
ministries (ministerios) and 32 under-secretaries.

Several ministers deal with subnational governments (see also Chapter 6). The Sub-
secretariat for Regional and Administrative Development (SUBDERE) of the Ministry of
Interior and Public Security has a special role. Its main missions are to design, implement and
co-ordinate policies and programmes in the areas of regional and local development,
decentralisation and citizen participation (www.subdere.gov.cl/programas). SUBDERE has
three main operational divisions in charge of policy and studies, regional development and the
municipalities. SUBDERE plays an important role in the administration of regionally defined
investment. Broadly, SUBDERE is the national body responsible for promoting regional and
local development, including the administration of funds such as the FNDR (Fondo Nacional
de Desarrollo Regional - National Fund for Regional Development) and FCM (Fondo
Comun Municipal - Municipal Common Fund) and strengthening the regional and local
public administration capacity (OECD, 2009).

Other ministries also play an important role with regard to subnational governments.
Almost all are deconcentrated at the regional level (see below). Among them are the Ministry
of Education (municipal schools), the Ministry of Health (funds for municipal health centres),
the Ministry of Social Development (solidarity and social funds, social programmes,
indigenous communities), the Ministry of Housing and Urbanism (economic and social
infrastructure with a national purview for urban and metropolitan policy, housing as well as
overseeing the development of municipal land-use plans), the Ministry of Public Works
(public infrastructure assets and services in the sectors of water, roads, port works, airports,
public buildings, and projects developed through public private partnerships), the Ministry of
Transport and Telecommunications (transport policies, public transport and urban
connectivity), Ministry of Agriculture (rural development), Ministry of Environment
(environmental impact evaluation), the Ministry of Labour and Social Welfare (municipal
employment offices), and the Ministry of Finance (Budget Department/DIPRES, debt office,
public procurement, tax office, etc.).

National public agencies responsible for delivering key public services have also
developed links with subnational government, such as the Chilean Economic Development
Agency (Corporacion de Fomento de la Produccion - CORFO), the Chilean Agency for the
Promotion of Small and Medium-Sized Enterprises (SMEs) (SERCOTEC), the National
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Training and Employment Office (SENCE) or regional offices of ministries such as: the
Housing and Urban Development Agency (SERVIU) that deals with the construction and
maintenance of urban roads; the National Institute for Agricultural Development
(INDAP) which has developed a territorial network of 122 offices around Chile; the
Solidarity and Social Investment Fund (Fondo de Solidaridad e Inversion Social -
FOSIS) of the Ministry of Social Development which has developed a network of
regional and provincial offices whose work focuses on attaining greater social protection
and economic inclusion of the most vulnerable people in Chile.

Territorial policies appear to be fragmented across the different ministries, lacking an
integrated and co-ordinated approach (see Chapter 6).

Figure 1.5. Organisational chart of the Chilean multi-level governance system
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Legislative power resides in the President of the Republic — as co-legislator — and in the
National Congress (Congreso Nacional) which is bicameral, consisting of a Senate (Senado)
and a Chamber of Deputies (Camara de Diputados) whose members are directly elected by
universal popular vote. The Senate is formed by 38 Senators elected in 19 senatorial
circumscriptions for eight-year terms, with half of them being replaced every fourth year. The
Chamber of Deputies is formed by 120 members called honourable deputies (Honorable
Diputado - HD) elected from 60 two-member electoral districts. They remain in office for a
four-year term and can also be re-elected in their respective districts on the same quadrennial
cycle. In April 2015, Law No. 20.840 was adopted replacing the binomial system with a more
proportional electoral formula. The new electoral system will be effective with the 2017
general elections. The number of electoral districts and senatorial constituencies will be
reduced to respectively 28 and 15 (corresponding to the 15 regions). Each electoral

MAKING DECENTRALISATION WORK IN CHILE: TOWARDS STRONGER MUNICIPALITIES © OECD 2017



1. THE CHILEAN MUNICIPALITIES IN THE EVOLVING NATIONAL MULTI-GOVERNANCE SYSTEM - 49

district will elect between three and eight deputies, while each region will elect between
two and five senators. Overall, the Chamber of Deputies will comprise 155 HD, and the
Senate 50 senators.

The judiciary branch is made up of independent and autonomous courts that exercise
the judicial function. It comprises the Supreme Court, 16 courts of appeals in each region
and other tribunals and lower and specialised courts.

The Constitutional Court is not part of the judiciary, since it was set up as a body
independent of any other branch of power. Composed of ten members, it is the court of
last resort on constitutional matters preventing the adoption of unconstitutional laws or
decrees.

Another constitutionally autonomous entity in Chile is the Comptroller General’s
Office (Contraloria General de la Republica), which exerts control over the legality of
public administrative acts and monitors public accounts. There are also Regional
Contralorias in each region, which are responsible for auditing local governments.

The Central Bank of Chile is an autonomous entity of technical nature having a
constitutional rank. Its missions are to safeguard the stability of the currency and the
normal functioning of internal and external payment systems. In this framework, the
Central Bank promotes the stability and efficiency of the financial system in order to
create a predictable and stable environment for economic agents.

An independent Election Examining Tribunal (7ribunal Calificador de Elecciones)
and sixteen regional electoral courts are responsible for ensuring the electoral process is
free and fair.

The subnational level

The subnational organisation is defined in Chapter XIV of the 1980 Constitution
entitled “Government and Interior State Administration”. Article 110 provides that for the
purposes of the government and internal administration of the state, the territory of the
Republic shall be divided into regions and provinces, while for the purposes of local
administration the provinces shall be divided into comunas (managed by municipalities).
As a result, Chile’s administrative system at subnational level is particularly complex,
comprising three main categories of entities:

e One which is both deconcentrated and decentralised (regions/regiones) at the
upper level (Box 1.2).
e One which is deconcentrated (provinces/provincias) at the intermediate level.

e One which is decentralised at the lower level (municipalities/municipalidades).

Box 1.2. Deconcentration and decentralisation

Decentralisation refers to the transfer of powers and responsibilities from the central government
level to elected authorities at the subnational level (regional governments, municipalities, etc.).

Deconcentration refers to the delegation of central government tasks to non-elected central
government units based in regions. Deconcentrated state services represent the central government at
the territorial level, are responsible for implementing national policies at the regional and local levels,
ensuring that they are in line with subnational government policies. Deconcentrated state services
may also provide national public services at the territorial level.
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This territorial organisation can be put in perspective with other OECD countries. If
we lump the current Chilean “mixed regions” into “subnational governments” (i.e. self-
governing regions), Chile belongs to the group of OECD countries with two layers of
subnational governments, together with 18 other OECD countries. In the OECD, nine
countries have only one level (municipal) and eight countries have three levels (regional,
intermediary and municipal). Chile counts overall 360 subnational governments (15
regions and 345 municipalities). In total, the OECD comprised around 138 000
subnational governments including around 133 000 municipalities, 4 108 intermediate
governments and 518 regions or state governments in 2015-2016 (Table 1).

Table 1.1. Type and numbers of subnational governments in the OECD: Country by country, 2014-2015

2015-16

Municipal level

Intermediary level

Regional or federated state

Federations & quasi-federations

level

Australia 571 (local government areas) 8 (6 states + 2 territories)
Austria 2100 (municipalities) 9 (Bundeslander)
Belgium 589 (municipalities) 10 (provinces) 6 (3 regions + 3 communities)
Canada 3805 (census subdivisions) 13 (provinces and territories)
Germany 11 092 (municipalities) 402 (295 rural districts and 107 16 (lander)
district-free cities)
Mexico 2 457 (municipalities) 32 (31 states + federal district)
Spain 8 119 (municipalities) 50 (provinces) 17 (autonomous communities)
Switzerland 2 294 (municipalities) 26 (cantons)
United States 35 879 (municipalities, towns 3031 (counties) 50 (states)
and townships)
Unitary countries
Chile 345 (municipalities) 15 (regions)*
Czech Republic 6 258 (municipalities) 14 (regions)
Denmark 98 (municipalities) 5 (regions)
Estonia 213 (municipalities)
Finland 313 (municipalities) 1 (autonomous region of
Aland)
France 35 885 (municipalities) 101 (départements) 18 (regions)
Greece 325 (municipalities) 13 (regions)
Hungary 3178 (municipalities) 19 (counties)
Iceland 74 (municipalities)
Ireland 31 (county and city councils)
Israel 255 (local governments)
Italy 8 047 (municipalities) 107 (provinces and 20 (regions)
metropolitan cities)
Japan 1741 (municipalities) 47 (prefectures)
Korea 228 (cities, counties and 17 (regional-level entities)
autonomous districts)
Latvia 119 (municipalities)
Luxembourg 105 (municipalities)
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Table 1.1. Type and numbers of subnational governments in the OECD: Country by country, 2014-2015
(continued)
2015-16 Municipal level Intermediary level Regional or federated state

level

Unitary countries (continued)

Netherlands 390 (municipalities) 12 (provinces)
New Zealand 67 (territorial authorities) 11 (regional councils)
Norway 428 (municipalities) 18 (counties)
Poland 2 478 (municipalities) 380 (314 counties and 66 cities 16 (regions)
having the status of county)
Portugal 308 (municipalities) 2 (Azores and Madeira)
Slovak Republic 2927 (municipalities) 8 (higher territorial units)
Slovenia 212 (municipalities)
Sweden 290 (municipalities) 21 (county councils)
Turkey 1 397 (municipalities) 81 (provinces and metropolitan
municipalities)
United Kingdom 389 (local councils) 27 (county counties, only in 3 (Northern Ireland, Scotland
England) and Wales)
OECD35 133 007 4108 518
EU28 87 754 1077 261

Source: Adapted from OECD (2016a), Subnational governments in OECD countries: Key data (2016 edition);
http://www.oecd.org/cfe/regional-policy/Subnational-governments-in-OECD-Countries-K ey-Data-2016.pdf, OECD
(2017a), Multi-level Governance Reforms: Overview of OECD Country Experiences.

The regional level

In Chile, twelve administrative regions were created in 1974 during the
regionalisation process of the mid-1970s that grouped the former 25 provinces. The
metropolitan region of Santiago was created in 1976 and two more regions were set up in
2007 following the subdivision of existing regions, resulting in the current number of 15
regions.

Since the 1990s, regions have gradually been transformed into self-governing entities.
At present however, regional governments are still both deconcentrated and decentralised
entities. The process of transformation started in 1992 when an organic constitutional
regional law established a mixed regional government system (called “GORE”). Initial
GORESs were formed by a regional executive (the intendant - intendente) appointed by the
President of the Republic and a regional council (consejo regional - CORE) elected
indirectly by the municipal councillors. In 2009, a new constitutional reform (Law No.
20.390) provided for the direct election of the CORE by popular vote for a four-year
term, which was effective when the newly-elected regional councillors took office in
March 2014 (Law No. 20.678). Finally, a new regional reform was enacted in 2017 to
allow direct election of the regional governors, which will be effective in the coming
years, creating fully self-governing regions. Elected regional governors will coexist with
regional and provincial “presidential delegates” who will represent the central
government in the different regions and provinces (Law No. 20.990).

The existence of a “mixed” regional level, both deconcentrated and decentralised, is
not common in the OECD. In most OECD countries with a state territorial administration,
decentralised and deconcentrated administrations are separated. The current
decentralisation reform will clarify the subnational system, regions becoming fully self-
governing entities.
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The intendant represents the central government in the region and is the executive
head in the region. The intendant oversees development initiatives and the co-ordination
of sectoral policies. Currently, the average length of service for an intendant is slightly
over one year. This is disruptive to stability and continuity, and is an obstacle to effective
oversight as well as to the credibility of the office (OECD, 2013a).

Since the Law No. 20.757 of 2014, CORE has been headed by a chair elected by the
regional councillors (previously it was headed by the intendant). With the new Law No.
20.990 of 2017, the CORE will be chaired by the regional governor. The number of
regional councillors varies from one region to another depending on the number of
inhabitants, ranging from 14 councillors to 34 for the most densely-populated region.
Their main responsibilities, defined in 1994, have been increased by the 2009
constitutional reform No. 20.390 (Box 1.3).

Box 1.3. CORE responsibilities

Article 113 of the Constitution defines the CORE’s functions as follows (prior to Law No.
20.990 of 2017): the regional council shall be an organ of a normative, arbitration and
supervisory nature, within the own sphere of competence of the regional government,
responsible for enabling effective regional citizen participation and for exercising the powers
that the constitutional organic law entrusts it with.

The main CORE responsibilities, defined by the organic constitutional regional Law No.
19.175 adopted in late 1992, have been increased by the constitutional reform no. 20.390
adopted in 2009. They include the following:

e To approve the regional budget.
e To design programmes and policies for regional development.
e To approve a regional development plan.

e To take decisions regarding regionally-defined public investments in particular through
the distribution of the major source of regional investment - the National Regional
Development Fund (Fondo Nacional para el Desarrollo Regional/FNDR).

e To administer the paving of rural sidewalks and roads.

e To carry out tasks related to land management, human settlements and infrastructure
equipment.

CORE is also in charge of approving municipal regulation plans, regional urban
development plans and Programming Contracts (Convenios de Programacion/CP).

Regional administration is today composed of three administrative units, called
“divisions”, that implement the various dimensions of the regional government work:
Administration and Finance (Administracion y Finanzas); Planning (Planificacion); and
Analysis and Oversight (Andlisis y Control de Gestion) (OECD, 2013a). This
organisation is changing as a result of the current regional reform. Three new regional
divisions will be established within the GORE, in addition to existing ones, and new
management functions will be created, such as regional manager or chief of control (see
below).

Co-ordination of sectoral policies and programmes in each region is the responsibility
of national ministries’ representatives in the region (SEREMI). They report to line
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ministers but they must also serve and co-ordinate with the current intendant (but with the
regional governor in the future). Therefore, regional delegations make up the so-called
“regional cabinet” of technical advisors to work with the intendant. Almost all ministries
are deconcentrated except the Ministry of the Interior, National Defence, Foreign Affairs
and General Secretary of the Presidency). Also present are regional representatives of the
national public agencies that deliver key public services (OECD, 2009; 2011). SEREMI
and regional agencies are in direct contact with the municipalities in their area of work.

The provincial level

Regions are divided into 54 provinces, which are deconcentrated administrative
entities. A new province, Marga Marga, was created in 2010 in the central Chilean region
of Valparaiso.

Each province is headed by a governor (gobernador) appointed by the President of
the Republic. Provincial governors and the provincial administration support the region’s
intendant to oversee internal management in the province. Their role is now narrow and
they have limited financial and human resources. They appear to depend on the region
and the particular intendant in office (OECD, 2013a). With the Law No. 20.990 of
January 2017, provinces will be headed by a provincial presidential delegate.

The municipal level

Municipalities manage the “communes™ (comunas) which form the basic unit of the
political and administrative structure in Chile. They are recognised as self-governing
entities in the 1833 Constitution, which provided for the election of local municipal
councils through direct popular vote, a principle that has been maintained in the 1925
Constitution. During the Pinochet regime (1973-1990), the election of mayors and
councillors by universal suffrage was abolished. However, during the same period, there
has been a somewhat paradoxical process as some important state functions were
decentralised to municipalities that received increased resources and some autonomy to
perform these new tasks. But in reality, it was a deconcentration process of state functions
and not a decentralisation one, as municipalities were no longer democratic or
autonomous institutions. After the Pinochet dictatorship, restoration of local democracy
was a matter of high priority. However, considerable debate took place on the nature of
decentralisation. A consensus on a constitutional reform law was finally reached in
November 1991, which modified Chapter 13 of the 1980 Constitution, dealing with local
administration. It was followed by the adoption of a new Organic Constitutional Law on
Municipalities in 1992, which paved the way for municipal elections in June 1992 and
restored their autonomy.

Municipalities are now defined by the 1980 Constitution as a public law corporation,
endowed with autonomy, legal personality and its own patrimony, whose purpose is to
promote the economic, social and cultural development of the territory, with the
participation of the local community. Municipalities are regulated by the Constitutional
Organic Law No. 18.695 on Municipalities (LOCMUN) of 1988, amended several times.
The mayor, as the head of the municipality and the Municipal Council, is the most
important public figure of a municipality. In addition, the municipality has a consultative
body, the Economic and Social Council, which aims at allowing the participation of the
community. As autonomous entities, they do not have in theory a hierarchical relationship
with the central or regional governments.
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The decentralisation process: Historical overview, recent changes and prospects
A historical overview

Chilean municipalities and regions — when they were provinces — have a long history.
This history merits some attention as it facilitates a better understanding of the long and
difficult path towards decentralisation. The centralised nature of Chile is strongly rooted
in the history, culture and behaviour of the country. Progressively, municipalities and
regions have strengthened their organisation and capacities. But there is much to be done,
and that is precisely what the new decentralisation agenda of the Chilean government
intends to do. In that perspective, the two main pillars — regional and municipal — should
be well connected and conducted jointly to avoid building an unbalanced multi-level
governance system.

The colonial period: The birth of the municipal system

Chiles’s centralist heritage dates from the Spanish colonisation during the 16" century
when Pedro de Valdivia founded Santiago in 1541. The city was established as the
country’s military, religious and economic centre. At local level, a colonial administrative
structure was established under the form of cabildos (Box 1.4). The territory was also
divided into provinces managed by corregidores, which totalled 18 at the beginning of
the 18" century.

Box 1.4. Cabildos, the origins of Chilean municipalities

Chilean municipalities emerged at the same time the colony was founded. Cabildos or
“municipal councils” were initially created and formed of soldiers who participated in the
process of conquest. They formed the basic local government authority in Spain’s Latin
American colonies. They assumed broad powers, including judicial, legislative and
administrative duties at the local level (Consejo, Justicia y Regimiento), reporting to the
president of the audiencia, who in turn reported to the viceroy.

According to the Spanish conception of a municipality, Cabildos’ geographic area included
both the city and the surrounding rural areas. Municipal councils comprised a board of
councillors (regidores) and one or two magistrates (alcaldes) elected every year by the
councillors. Initially, regidores were elected by qualified citizens but a system of royal
appointment was implemented progressively for part or all councillors in several cities. Alcaldes
served as judges of first instance in all criminal and civil cases and acted as president of the
Cabildo, unless there was a Corregidor. In fact, the King of Spain also introduced corregidores
to represent him directly and preside over the cabildos. These corregidores were replaced by
intendants (intendentes) in 1786 with the Bourbon reforms.

Other important municipal functions were the alférez real (royal standard-bearer) the chief
of police and law enforcement (alguacil), the “mayordomo” (public accountant), the procurator
(city attorney), the fiel ejecutor (inspector of weights, measures and markets) and the escribano
publico in charge of secretarial duties (Actas) during municipal sessions. There were two types
of municipal council meetings: ordinary (restricted to councils members) and open to qualified
citizens (abierto). These latter disappeared progressively. Calbidos performed functions such as
the construction, maintenance and improvement of public facilities, health and sanitation
(hospitals), primary education, control of the union of artisans union, the administration of
justice (until 1609), the regulation of prices and wages, the collection of royal taxes, the
enforcement of law and the local militia.
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Box 1.4. Cabildos, the origins of Chilean municipalities (continued)

Progressively, these municipal bodies lost some power as the result of the establishment of
the royal administration. In the 17th century, the councils continued to lose much of their
prerogatives with the creation of the Real Audiencia de Santiago in 1609 (Royal Court of
Santiago) and the decision by the King of Spain to sell public offices for perpetuity, including
for those of regidores. These regidor perpetuo were in return obliged to reside in the city. Some
cabildos remained however powerful such as Santiago, Concepcion and La Serena.

Source: Salvatore Bizzarro (2005), Historical Dictionary of Chile, Letelier, Memoria Chilena, Biblioteca
Nacional de Chile (DIBAM); Nuiiez Muiioz (2006), Realidad y desafios del municipio chileno.

Municipalities and provinces during the 19" century: Recognised but under strict
control

After a federalist attempt in 1826, the 1833 Constitution recognised elected
municipalities which were, however, under strict central control. From 1812 to 1818, in
the period when the new Republic was created until just before the Declaration of
Independence, various rules were established to recognise the municipality as a
fundamental institution of the future legal and administrative governance system, to be
based on elections. The Constitution of 1818 stated that that the cabildos "should promote
the advancement of the population, industry, education of youth, hospices, hospitals and
whatever is interesting to the public benefit", including urban police (Nufiez Mufioz,
2000).

It is the 1833 Constitution which finally provided for the election of municipal
councils for a three-year term by direct popular vote. This principle was however
established by a law adopted only in 1887. In fact, the 1833 Constitution established the
rules for the first administrative division of the country, into 26 provinces managed by
intendants appointed by the President to execute the orders of the central government as
the “natural and direct agents" of the President. It was also called the Portalian era
(Portaliana era). The reality was that municipalities had little power and were under the
direct control of the central government. Specific functions and only minor administrative
tasks were assigned to them while they were subject to the intendant’s authority (Walter,
2005).

This period was also marked by significant tensions between the “regions” and the
“centre”, as by the rebellion of 1851 and Civil War of 1859, which reflected, among other
claims, the fight against the central power (Couso et al., 2011). In fact, regionalism
movements emerged starting in the 1820s where there have even been some attempts to
create a federal system. In particular, the Leyes Federales of 1826, sometimes referred as
the 1826 Constitution aimed at creating, under the direction of José Miguel Infante
inspired by the US experience and founder of the newspaper Federal Valdiviano, a
federal system, dividing Chile in eight provinces enjoying large powers. Each province
had a Provincial Assembly and an intendant elected by popular vote, as well as elected
parish councils. Finally, running against a long tradition of centralisation and the will
from most of the aristocracy to protect and consolidate the unity of Chile, the
implementation of the laws faced strong resistance. It was suspended in 1827. Later, the
consultation of the provinces, organised by the President Francisco Antonio Pinto (asking
them which form of the government they would prefer) finally resulted in the choice of a
unitary state.” The federalism process was definitively abandoned when the Constitution
initiated by Diego Portales was adopted in 1833 opting for a unitary form of government
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and an authoritarian presidential regime (see above). However, the territorial division into
administrative provinces survived this federal attempt.

The first municipal autonomy law was adopted in 1891 but led to excesses

The year 1891, marked by the civil war, represented an important step at the local
level. One of the consequences of the revolt against the president Balmaceda was the
establishment of municipal autonomy through a law promoted by Manuel José Irarrazaval
who was inspired by the European models, particularly the Swiss (Walter, 2005) and
which was very advanced for the time. The law on the organisation and responsibilities of
municipalities commonly known as the “municipal autonomy law” (Ley de Comuna
Autéonoma) was published on 24 December 1891 during the presidency of Jorg Montt. It
granted considerable autonomy to the municipalities, giving them the control of the
election process (registration of voters, organisation, oversight, etc.) and independence
towards the government, in particular the intendant. The law also established the number
of municipalities (267) and enlarged their functions, which included, among others,
education, economic development, health and sanitation, public order and public works. It
also defined the number of alcaldes and regidores according to the size of the
municipality.

The law however provided some “checks and balances” to limit the power of the
municipal council (Walter, 2005), in particular through the setting up of an “assembly of
electors” (Asambleas of Electores) representing all eligible voters within the municipality,
in parallel to the municipal councillors. Therefore, regidores had to share their powers
with these electoral assemblies responsible for electing the municipal officials but also for
approving the municipal budget and investment, establishing taxes and approving loans.

This control of the electoral assemblies on municipal councillors was not efficient,
however, because of a lack of political culture and funds allowing the assemblies to
perform their oversight role and limit the power of local caciques. Far from guaranteeing
free and democratic elections and democratic oversight, the system led to drifts and
electoral manipulation, including an increase in corruption. Therefore, the electoral law
was modified in 1914 and 1915 in order to remedy the shortcomings of the previous
system, abolishing the municipal responsibility in managing local elections. The
assembly of electors was thus replaced by taxpayers.

Reinforced control on municipalities but first recognition of the regions

The 1925 Constitution was preceded by a coup d'état which resulted in the
establishment of a Military Junta which abolished the Municipal Autonomy Law and
reinstated appointed intendants. In the same vein, the new constitution, in force until
1973, reinforced the control of the government on municipalities, establishing that
municipalities would be subject to the surveillance of the provincial assemblies (initially,
these assemblies were to be elected but the enabling legislation was never adopted and
they remained a central government agent).

The 1925 Constitution devoted an article to the topic of decentralisation of the state. It
maintained the principle of elected municipalities, however reserving the right of the
President to appoint mayors of large cities (Letelier S. L. 2006). Finally, the Constitution
recognised that “the laws will gradually entrust the provincial or municipal bodies with
administrative powers currently exercised by other authorities in order to proceed with
the decentralisation of the internal administrative regime”. The fundamental law then
ushered in a decentralisation process conceived “from above” as institutional
arrangements. In short, it consisted in an administrative decentralisation based on
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territorial consolidation with the clear objective of promoting and strengthening the
country's economic growth through regional development (Boisier, 2000).

The first efforts towards regionalisation in the 1950s

The debate on decentralisation seems to have progressively faded with regionalisation
taking its place. This time around, regionalisation was less violent than similar
movements from the previous century, even if there were conflicting periods in the 1930s.
In fact, centralisation has resulted in a gradual concentration of much of the political and
economic powers to the detriment of the regions, especially in some areas where the coal
and nitrates mining industries are developing such as Bio Bio and the far north.

Subsequently, in the 1950s, CORFO (the Chilean Economic Development Agency
created in 1939) and the National planning office (ODEPLAN) started to promote
decentralisation and regionalisation as a way to promote economic growth based on the
theory of centre-periphery interrelations (Boisier, 2001). This approach did not have a
political dimension, which would have consisted in converting these regional spaces into
institutional actors, elected through democratic processes and able to design and conduct
regional policies. It was fundamentally an economic approach aimed at promoting
regional economic growth based on regional growth nodes and industrialisation as a
substitute to imports (Box 1.5). During this period, national politicians consistently
vetoed the creation of regional governments: between 1938 and 1966, there were seven
unsuccessful proposals to introduce a regional level of government between the
provincial and national levels.

Box 1.5. The first regionalisation process (primera regionalizacion)

In 1950, the Chilean Economic Development Agency (CORFO - Corporaciéon de Fomento
de la Produccioén) proposed a new political-administrative division consisting of six major
regions: Norte Grande, Norte Chico, Nucleo Central, Concepcion and La Frontera, Los Lagos
Region and Los Canales Region. This division of the territory was based mainly on geographic
and economic considerations. The objective of this regionalisation was to boost the regional
economic development based on geographical, human and economic characteristics of each
region (Boisier, 2001).

For its part, the National Planning Office (ODEPLAN - Oficina de Planeamiento Nacional)
made progress in regionalisation in 1965 by establishing new regions based on a system of
economic development centres. The territory was divided into eleven regions and one
metropolitan area. This system was characterised by the creation of spatial units determined by a
city or pole of economic development that expanded to the rest of the region. The city of
Santiago and the metropolitan area were established as the main centre of national development
and the three areas of multiregional development were Antofagasta, Valparaiso, and
Concepcion. There was a third level of hierarchy comprising another series of regional
development areas (Boisier, 2001).

Under the Frei and Allende governments, there was no decentralisation reform per se
but both governments promoted the democratisation of society and popular participation
through local groups and neighbourhood associations to advance their social programmes
(Stewart and Ranis, 1994).

Eduardo Frei Montalva, a member of the conservative party, won the presidential
election in 1964, engaging the country in important economic and social reforms as well
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as creating the neighbourhood associations (Juntas de Vecinos). In 1970, he was
succeeded by Salvador Allende who undertook, based on his programme “The Chilean
Path to Socialism” (La via chilena al socialismo), the nationalisation of industries and
mining while implementing welfare state reforms (education, health, land, neighbourhood
food distribution programme).

The Pinochet regime (1973-1990)

With the advent of the military dictatorship led by Pinochet, which deposed Allende,
there was what could be considered a paradoxical phenomenon. An authoritarian and neo-
liberal model was established together with a process of “decentralisation”
(deconcentration) and regionalisation.

With the coup d'état of 1973, local democratic life was interrupted, and Pinochet
ruled Chile under a highly repressive military regime. Shortly after taking control,
Pinochet replaced democratically-elected mayors with military officials and dismissed
municipal councillors (Valenzuela A., 1977; Eaton, 2004), which was confirmed by the
legislative decrees of 1975 and 1976. Appointment and removal of mayors were now a
presidential power. Mayors were the direct agents of the central power and municipalities
were subordinated to the general system of state administration. Municipal councillors
were substituted with a new consultative body staffed with regime supporters (Eaton,
2004). This new local system was confirmed by the new constitution adopted in 1980
through its chapter XIII dedicated to regional and local administration.

At the same time, the regime gave a strong impetus to the process of
“decentralisation” — in fact deconcentration — and regionalisation as a way to modernise
the country, in parallel to monetarist, pro-market and open-economy policies favoured by
the "Chicago boys" that led to the privatisation of many public assets and services
(Stewart and Ranis, 1994). The 1980 Constitution — that survives to this day, though
heavily reworked — and the different laws adopted during this period clearly confirmed
that this process was not a genuine decentralisation policy but a policy of deconcentration
of state functions at regional and local levels.

The creation of administrative regions

As far as regionalisation is concerned, a decree was promulgated in December 1973,
creating the National Commission for Administrative Reform (CONARA) with the
mandate to make proposals on the transfer and distribution of administrative
responsibilities to subnational entities and to establish a new territorial division of the
country. The new territorial and administrative system was implemented by the two
Decree Laws 573 and 575 of 1974. Due to the peculiar geographical conditions, the basic
principles of this new territorial organisation were to ensure cohesion, unity and equity,
national security, socio-economic development and an effective national administration
across the entire territory. Thus, the actual goal of this policy was to strengthen national
integration, economically, socially and politically (Boisier, 2001).

Thirteen administrative regions were created in 1974, including the metropolitan
region of Santiago (established in 1976). Their borders were defined according to several
criteria such as the existence of natural resources and economic assets, rural-urban
structure and the previous 25 provinces. Criteria were defined by ODEPLAN and the
work of Walter Stohr (Boisier, 2005). These new regions were only administrative
entities as it was considered too early to provide them with democratic foundations. A
regional administration was put in place, representing the central government at the
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regional level, with regional intendants (intendentes) appointed by the President of the
Republic and a regional planning office attached to ODEPLAN. Provinces remained as
sub-regional administrations but with reduced prerogatives and responsibilities.
Investment resources were also transferred from the government to the new regional
administrations through the Regional Development Fund (Fondo Nacional de Desarrollo
Regional - FNDR), created in 1974 to finance regional development and infrastructure
projects. In 1987, Regional Councils for Development (Consejos Regionales de
Desarrollo - COREDES) were established comprised of regional councillors (consejeros)
whose selection was controlled by the central power. In fact, chaired by the regional
intendant, COREDES comprised the provincial governors, a representative of the Army,
and members appointed by public and private organisations of the region (Nufiez Mufioz,
2006).

Decentralisation/deconcentration reforms at the municipal level

At the local level, important governance reforms were taken over the course of the
late 1970s and 1980s. The Organisation and Powers of the Municipalities Act of 1981
(Ley de Organizacion y atribuciones de las municipalidades) implemented several
provisions of the 1980 Constitution, introducing some major changes. The law transferred
several central government tasks and critical expenditure responsibilities to the
municipalities, in particular primary healthcare and primary and secondary education
(Marcel, 1994; Yaifiez and Letelier; 1995). Until then, municipal responsibilities were
restricted to street cleaning and garbage collection. It also provided the municipal
administration with greater resources to perform these new tasks through the decree-Law
No. 3.063 on municipal revenues (decreto-ley No 3.063 sobre las rentas municipales),
including education and health funds as well as the Municipal Common Fund, already
created in 1979. The regime also used neighbourhood councils to directly channel social
funds and use juntas de vecinos as a critical link between civil society and the regime
(Eaton, 2004). However, although the 1981 Act was described as “law for autonomous
municipalities” it reduced their level of freedom. Municipalities became subordinated
structures of the state and are highly dependent on executive power.

In 1988, the coercive system regulating the municipalities was loosened. The 1988
Organic Law of Municipalities (LOCMUN No. 18.695) revised several provisions of the
1980 Constitution. In particular, it confirmed the positive move of the constitution in the
definition of the municipality as a corporation of public law with legal personality and
own property. In addition, it created the CODECO (Consejo de Desarrollo Comunal),
even if these councils were elected by the COREDES.

Overall, this policy was more a policy of deconcentration of state responsibilities to
subnational entities than a genuine decentralisation reform. Provinces and municipalities
were no longer elected: provincial governors and mayors were named directly by the
president and were loyal to the national government first, their area second. Most of the
mayors (and all the intendants and provincial governors) came out of the military, the
objective being to transmit commands from above in the most efficient way possible
(Stewart and Ranis, 1994). Therefore, all municipalities were under strict military-style
national control while decision-making authority was at the central level.

While a major motive of decentralisation was to reduce the size of the state, it was
conducted in conjunction with the privatisation of public services and companies. The
provision of public services was then intended to operate like a private market, with
strong central control. Municipal-level tasks were privatised wherever possible and the
streamlining of all levels of government became a primary goal. Municipalities thus acted
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like “service delivery agents” providing local public service on a cost-effective basis and
not as “local government”, having very limited local governing power (Stewart and
Ranis, 1994).

Figure 1.6. Historical timeline of decentralisation in Chile 1970-2017
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The return to democracy (1990 — 2008)

Democracy returned with the presidency of Aylwin, a Christian Democrat leading a
coalition of centre and left parties, the Concertacion. During this post-authoritarian
period, progress towards decentralisation was made as decentralisation was seen as a
means of re-democratising the country and reforming the state.

First, it was decided to keep most of the governance reforms implemented by the
Pinochet regime. In fact, it would have been strange to restore democratic institutions at
the subnational level and, at the same, recentralise the functions that had been devolved to
the municipalities or abolish the new regions. Therefore, at the beginning of the 1990s,
Chile was already a more decentralised country than before the dictatorship because some
previously-deconcentrated tasks and resources were now in the hands of self-governing
entities, municipalities.

Several reforms were adopted. The first was the adoption of the constitutional law,
passed in November 1991, which modified chapter XIII of the 1980 Constitution related
to municipal and regional administration.

Then, two reforms were adopted in 1992 concerning both the regional and municipal
levels. Although limited in scope, they brought about significant advances:

e At the regional level, the organic constitutional regional Law No. 19.175 adopted
in late 1992 (Ley Organica Constitucional en Materia de Gobierno y
Administracion Regional — Organic Constitutional Law on Regional Government
and Administration - LOCGAR) created a mixed regional government organism
(called “GORE”) consisting of two distinct bodies: an executive function
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represented by the intendant appointed by the President of the Republic and a
“normative, arbitration and supervisory” function, represented by a regional
council (consejo regional or CORE) that is indirectly elected by municipal
councillors. The intendant plays a dual role as the head of the regional
government but also as a central government official representing the President in
the region. Under that role, he is responsible for overseeing the internal
governance of the region and consults with other deconcentrated central
representatives, the regional ministerial secretaries (SEREMIs). When these two
roles come into conflict, it is the latter that tends to prevail (Martelli and
Valenzuela, 1999; Eaton, 2004). The CORE has no political powers but only
broad functions related to the social, cultural, and economic development of the
region of normative, arbitration, supervisory and financial nature (LOCGAR,
article 28). Specifically, the CORE supervises, has decision-making, regulatory
and supervisory powers, and is responsible for approving the region’s
development plans and its budget, which must be in line with the country’s
national development policy and the national budget (OECD, 2011). Despite the
reform, regional governments have no independent tax authority and are entirely
funded by the central government.* Their budget is part of central government
budget, determined in the annual budgeting process. They do have the right to
assign and distribute to municipalities regional development funds for specific
projects but these funds are centrally provided and allocation is made according to
priority areas determined by the national government.

e At the municipal level, the Law No. 19.130, passed in 1992, revised several
provisions of the law 18.695 adopted in 1988 during the Pinochet regime and set
the terms for the first municipal elections held in June 1992. For the first time in
Chilean constitutional history, the municipality was defined as a public law
corporation, with a legal personality, its own patrimony and autonomy. Its
functions are to promote the economic, social and cultural development of the
comuna, with the participation of the local community. It is led by the mayor and
the Municipal Council. In addition, the municipality has a consultative body, the
Community Council of Civil Society Organizations (Consejo Comunal de
Organizaciones de la Sociedad Civil - COSOC), which aims at allowing the
participation of the community. This reform was followed in 1995 by the Law
No. 19.388 which modified the Municipal Revenue Act, in particular the
territorial tax and in turn the Municipal Common Fund.

An incremental decentralisation process in the 2000s, which remains limited

In the following years, decentralisation continued according to this gradual approach
consisting in a permanent modernisation process to adjust the ways municipalities are
organised, financed and managed. As far as regionalisation is concerned, SUBDERE has
been an active promoter of decentralisation. It played a crucial role by advocating for the
increased participation by regional governments in the investment decisions of the
national government, as well as supporting a change in the election of regional
councillors (Eaton, 2004). These policy options were summarised in a reform proposal,
“The Decentralised Chile We Want” (El Chile descentralizado que queremos)
(SUBDERE, 2001).

However, the centralist heritage remains strong and deeply rooted in the political-
administrative culture and behaviour (SUBDERE, 2000) with tremendous political
resistance to decentralisation initiatives. This is linked in particular to the highly-
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centralised nature of Chilean political parties, the “powerful Santiago-based bureaucrats”
and the resistance of legislators combined with the weakness of subnational actors in
Chile’s political system (Valenzuela A., 1978; Scully, 1995; Eaton, 2004). It is also based
notably on the desire to protect Chile’s identity as a unitary country and to favour unique
and standardised solutions for diverse and complex problems (Raczynsky and Serrano,
2001; Eaton, 2004). In addition, centralisation is often viewed as a development model
that has been able to ensure internal political and macroeconomic stability, national unity
as well as economic efficiency and growth - thanks also to economic model based on
market mechanisms and globalisation (OECD, 2009; Lorrain, 2014).

Linked to constitutional constraints, this has resulted in the slowing down and scaling
back of the ambition of decentralisation initiatives, which are often “top-down” and
restricted to administrative aspects (and even just deconcentration). This comes at the
detriment of having more political approach associated with the democratic processes and
the redistribution of powers among levels of government. In fact, a clear distinction
between “powers” and “administrative functions” is made. According to this, only
administrative functions could be decentralised to subnational governments while
“powers” should remain deconcentrated, i.e. carried out by state deconcentrated
administrations (SUBDERE, 2014). Therefore, the reforms adopted during this period
deepened the processes of administrative decentralisation initiated previously but did not
make major substantive contributions to political decentralisation.

At the regional level, after a little more than 10 years after the LOCGAR law created
the regional governments, it was decided to improve the institutional framework. Law
No. 20.035 of 2005 amended the LOCGAR to provide regions with greater legitimacy
and representation, strengthen management and administrative capacities, and assigned
them greater powers and resources, in particular for planning and regional public
investment (Ropert, 2011). During this period, two new regions were created: Arica and
Parinacota Region (by taking out the two northernmost provinces from the Tarapaca
Region) and the Los Rios Region (grouping the provinces of Valdivia, formerly part of
the Los Lagos Region, and Ranco, formerly part of Valdivia).

At the municipal level, Law No. 19.602 was published in 1999 to formulate a new
reform to the Constitutional Organic Law of Municipalities No. 18.695. This new law
extended municipal powers, defining better both shared and exclusive functions.
Municipalities acquired new responsibilities in the field of economic development,
environment, planning, equal opportunities, etc. In addition, municipalities were given
regulatory, policy and planning powers and tools as well as the capacity to implement
programmes as long as they are consistent with national policies. The law also modified
the existing provisions concerning citizen participation mechanisms, obliging
municipalities to issue municipal ordinances detailing citizen involvement in municipal
life, organise public hearings (for municipalities of more than 5 000 inhabitants), create
complaint offices or giving the population the possibility to hold a local referendum or
engage in participatory budgeting. Some improvements were also made towards the
recognition and protection of municipal staff workers.

In addition, Law No. 19.602 empowered SUBDERE to collect, process and
disseminate information related to municipal tasks, especially regarding their financial
and budgetary management, personnel administration and service provision (article 2).
This rapidly translated in the creation of a municipal information system which is
considered a best practice, the Sistema Nacional de Informacion Municipal or SINIM
(Box 1.6 and chapters 2, 3 and 4).
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Box 1.6. The National Municipal Information System (SINIM)

The national system of municipal indicators, developed by SUBDERE, is a programme that
collects, orders, processes and makes public information available concerning Chilean
municipalities. It provides over 150 standardised indicators for each of Chile’s municipalities,
starting in 2001. It covers numerous areas: administration and finance, health, education,
development and territorial management, social and community management, gender, human
resources, information and communication technologies, and municipal characteristics. SINIM
offers accessible information to the general public through its dedicated website
(www.sinim.gov.cl).

The system offers a wealth of insightful information covering the fiscal activity of each and
every municipality in Chile. In addition to detailed data on the indicators used in the attribution
algorithm of the Common Municipal Fund (FCM), the tab “Informaciéon SINIM” provides
access to different data under different formats, including the budgetary operations of the
municipalities.

SINIM data make it possible to compare the performance of all Chilean municipalities and
help different stakeholders make informed decisions. Beyond municipal fiscal data, SINIM is a
veritable gold mine of information on the administration, health and education services, spatial
planning, poverty, other social indicators, and the geographical characteristics of all of Chilean
municipalities. SINIM provides insights into the progress being made by municipalities in the
economic and social development of Chile. In addition, it allows a municipality to benchmark
itself against other local administrations.

SINIM can be considered a best practice because it increases transparency, accountability
and public scrutiny of municipal activities and finances.

Source: Based on www.subdere.gov.cl/programas/division-municipalidades/sistema-nacional-de-informa
cion-municipal-sinim and World Bank (Programa de Fortalecimiento Institucional Municipal - PROFIM

project - http://www.worldbank.org/).

The Municipal Revenue Act was again modified in 2005 after several difficult rounds
of negotiations, coupled with the continued pressure from ACHM including a national
mobilisation of municipalities in May 2005 (Vial Cossani, 2014). The law 20.033, better
known as the Municipal Revenue Act II (Mardones Z. R., 2006), introduced some fiscal
measures concerning the property tax (automatic readjustment of real estate, reduction of
municipal tax exemptions unilaterally granted by the central government to taxpayers
without compensating the municipalities for lost tax revenue) and the Municipal Common
Fund (direct contribution of the state to the FCM). However, this law was strongly
contested as soon as it was promulgated, in particular by property owners to the point that
a new law 20.280 was published in 2008 to amend the Law No. 17.235 on territorial tax
and the decree-Law No. 3.063 of 1979 on municipal revenues. The law extends
deductions concerning the municipal business licenses (patentes municipales).

Also noteworthy is the Law No. 19.737 enacted in 2001 which changed the electoral
system concerning the mayor and councillors, establishing separate elections. In fact,
until the previous electoral system set up in the Constitutional Law No. 18.695, the mayor
was selected among the municipal councillors. The mayor was the councillor who had
received the greatest number of votes and who also received at least 35% of the vote.
When no councillor received the necessary quota to become mayor, the municipal council
selected the mayor from among its members. This system was considered as detrimental
to local democracy because it favoured electoral pacts and submission to party elites as
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much as or more than to the constituents of local communities. With the new Law No.
19.737, there is a separation between the election of the mayor and the municipal
councillors. The law also authorised the re-election of mayors, which was not the case
under the previous electoral regime. The direct election of mayors helped to diminish the
elitist nature of municipal electoral arrangements and increase democratic accountability
of local elected officials. However, party elites still maintain a significant degree of
control over local politicians (Posner, 2008). This new system has been in place since the
municipal elections of 2004.

Recent changes and prospects since 2009
A new push towards a decentralisation agenda in 2009

The previous two decades can seem quite timid in terms of advances in
decentralisation, especially when compared to the experiences of neighbouring countries
(e.g. Argentina, Brazil, Colombia, Peru) and other OECD countries, where ambitious
reforms were launched, particularly in Eastern and Central European countries. However,
they have set the stage for more ambitious reforms, which now seem to be on track.

Decentralisation and regionalisation have become one of the most important items on
the national political agenda. The continuing hyper-concentration of powers and wealth in
the Santiago region correlated with a hyper-centralisation have reinvigorated the debate
regarding the urgent need to reform the multi-level governance structure by modernising
and transferring new powers and resources to subnational governments. This debate on
decentralisation also takes place in a context of policy discussions about the productivity
of Chile, pointing to the need to mobilise the regional productivity catch-up potential. For
that, an efficient multi-level governance system is required, based an enhanced role for
subnational governments i.e. more decentralisation (see also the introduction of Chapter
1). The debates take place in the economic and political arena but not only: several other
groups of stakeholders have been engaged for some time in the promotion of
decentralisation (Box 1.7). The debate resulted in the acceleration of new proposals for
decentralisation and regionalisation from 2008-2009.

Box 1.7. An increasing number of stakeholders are promoting decentralisation and
regionalisation in Chile

More and more organisations express their commitments to defending a model of
decentralisation for Chile, based on self-governing regions and reinforced local governments.
They obviously include national and regional associations of municipalities and regional
councillors whose major role is to lobby in favour of decentralisation: Asociacion Nacional de
Consejeros Regionales (ANCORE), the two national associations of municipalities (the
Asociacion Chilena de Municipalidades — ACHM and the Asociacion de Municipalidades de
Chile - AMUCH), the National Commission of Councillors (Comision Nacional de Concejales -
ACHM) as well as regional and local associations such as the Asociacion Municipalidades
Region del Bio Bio, etc. Associations of subnational civil servants are also involved in the debate
on decentralisation, such as the Confederacion Nacional de Funcionarios Municipales de Chile
(ASEMUCH) and the Union de Funcionarios Municipales de Chile (UFEMUCH), including
sectoral associations (e.g. health, education).

MAKING DECENTRALISATION WORK IN CHILE: TOWARDS STRONGER MUNICIPALITIES © OECD 2017



1. THE CHILEAN MUNICIPALITIES IN THE EVOLVING NATIONAL MULTI-GOVERNANCE SYSTEM - 65

Box 1.7. An increasing number of stakeholders are promoting decentralisation and
regionalisation in Chile (continued)

The academic sphere from national and regional universities and other research centres is
also particularly involved in the defence of a regionalised and decentralised state. One can cite,
among others, the Universidad Autonoma de Chile (e.g. Instituto de Estudios Municipales -
ICHEM), the Universidad de Chile (e.g. Instituto de Asuntos Publicos - INAP), the Pontificia
Universidad Catolica de Chile (e.g. Centro de Politicas Publicas UC, Instituto de Estudios
Urbanos y Territoriales), Universidad Alberto Hurtado, the Universidad de Los Lagos (e.g.
Centro de Estudios del Desarrollo Regional y Politicas Publicas — CEDER), the Universidad del
Bio Bio (e.g. Centro de Estudios Urbano Regionales CEUR, Centro de Politicas Publicas y
Ciudadania), the Centro de Investigacion de Politicas Publicas de Tarapacd (CIPTAR), the
Centro de Estudios Publicos (CEP) or again the Corporacion de Estudios para Latinoamérica
(CIEPLAN).

Think tanks and business and citizen associations are also active. Several national and
regional organisations are particularly strong supporters of regionalisation and decentralisation
such as, the Chilean Chamber of Construction (Camara Chilena de la Construccion — CChC,
2014), Grupo Res Publica Chile (Grupo Res Publica Chile, 2013), CorpAraucania (Corporacion
para el Desarrollo Productivo de La Araucania), Corbiobio (Corporacion Privada de
Desarrollo de la Region del Bio Bio), Fundacion Chile Descentralizado (ex CONAREDE -
Consejo Nacional para la Regionalizacion y Descentralizacion de Chile), Fundacion Plensa.

Some groups have been involved in the work of the Presidential Advisory Commission on
Decentralisation and Regional Development set up in April 2014.

Intense legislative activity concerning the municipal sector between 2009 and
2014 but no comprehensive decentralisation reform

At the municipal level, several amendments to the 18.695 Organic constitutional law
have been enacted between 2009 and 2014 to improve municipal revenue and fiscal
equalisation, enhance transparency and citizen participation, foster inter-municipal co-
operation as well to enlarge some municipal competences.

The main municipal reforms were the following:

e Law No. 20.237, published on 24 December 2007 and implemented in 2008,
introduced amendments to Decree Law No. 3,063 of 1979 on Municipal
Revenues in order to improve the distribution formula of the Municipal Common
Fund, the horizontal equalisation mechanism set up in 1979 to reduce fiscal
inequalities between municipalities (see Chapter 3). Changes introduced by the
new formula have benefited vulnerable municipalities the most, and extended the
list of eligible municipalities to FCM transfers. The law also modified the
LOCMUN, introducing rules that establish greater discipline in the administration
of municipal resources.

e Law No. 20.285 Access to Public Information passed in 2008 and commonly
referred to as the Transparency Law. It establishes citizen access to information at
all levels of government, including regions and municipalities (see Chapter 5).

e Constitutional reform adopted in 2009 (Law No. 20.346), which aims at fostering
municipal co-operation on a voluntary basis. It enables the formal association of
municipalities in order to establish not-for-profit organisations for different
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purposes. This law was revised in September 2011 through the Law No. 20.527,
which regulates the municipal associations (see below and Chapter 6).

e Law No. 20.355 of June 2009 extended the application of Law No. 19.886 on
public procurement to the municipal concession contracts in order to increase
transparency about these contracts and provide greater protection in terms of
labour and social security to employees working for concessionary companies.

e Law No. 20.417 passed in January 2010 extended municipal responsibilities in the
field of environmental protection while it was setting up a Ministry of
Environment. Before the law, municipal responsibility was limited to cleaning
and embellishment of the municipality. With the new law, municipalities can
propose and implement measures to materialise actions and programmes related
to the environment. They also have to apply environmental standards in their area
and prepare an environmental ordinance.

e Law No. 20.500 issued in February 2011 on the reinforcement of citizen
participation. The law set up the consultative Community Council of Civil
Society Organizations (Consejo Comunal de Organizaciones de la Sociedad Civil
- COSOC), which replaced the old Community Councils (CESCO), which proved
to be not effective enough. The objective of the new law is to ensure an
institutional mechanism for citizen participation and control of municipal
management and therefore to strengthen democracy at the municipal level (see
Chapter 5).

Regionalisation agenda has made significant progress between 2009 and 2014

This step-by-step regionalisation process, started in 1992, has continued. A significant
advance has been made with the constitutional reform No. 20.390 passed on 16 October
2009, which amended the LOCGAR No. 19.175. The constitutional reform substantially
changed the structure and operation of the regional governments (OECD, 2013b):

e [t included direct election by citizens of regional councillors, creating a
democratically-elected body to manage regional development. The first direct
elections took place in 2013 and regional councillors took office on March 2014.

e The law stated that the election of the CORE’s president would be regulated by a
subsequent law, which was achieved with the Law No. 20.757 enacted in 2014
establishing that the president of the regional council would no longer be the
intendant but a councillor elected by his/her fellow councillors. All regions now
have a president of the regional council elected in this manner.

e [t enabled the president to transfer ministerial competences and public service
delivery to the GORE, particularly with respect to public administration,
territorial planning, economic development and social and cultural development
(OECD, 2013Db).

e [t also included the transformation of the Programming Contracts (convenios de
programacion/CP) into compulsory and binding instruments. These annual or
multi-year contracts can be concluded between one or more regions, ministries,
municipalities or private institutions and represent a first step towards multi-
annual budgeting and multi-level planning.
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e This reform also established the regional annual budget and enables CORE to
approve it. It is, comprised of central transfers, funds received from programming
contracts and now revenue generated from the regions’ mining, aquaculture and
casino arrangements.

e [t also recognised for the first time metropolitan areas as institutional entities, the
precise definition of the characteristics and governance structure of these areas
being defined in a subsequent law (still pending at the time of publication).
Article 110 of the law enables the establishment of a metropolitan area co-
ordinating council (comnsejo coordinador regional de accion municipal). The
competences attributable to such a council include planning and co-ordinating
inter-municipal initiatives dedicated to preventing and solving problems that arise
from administrative fragmentation and which require a co-ordinated effort to
resolve. The legislation also establishes a Metropolitan Investment Fund (Fondo
de Inversion Metropolitano/FIM) to finance projects of metropolitan significance
(OECD 2013a).

Another step was made in 2010, with the adoption of the Law No. 20.530, creating
the Ministry of Social Development to replace the National Planning Ministry
(MIDEPLAN). It established that the regional development planning function should be
transferred to the regional governments by a law amending the LOCGAR, resulting in the
creation of new regional planning divisions within regional governments (currently under
discussion).

A decisive impetus was given in 2014 with the Presidential Decentralisation
Agenda

A decisive step forward was taken by President Michelle Bachelet who announced an
ambitious Decentralisation Agenda as part of her Government Programme (Government
of Chile, 2014). It objective is to carry out profound decentralisation in the country,
focused on coherence, gradualism and broad agreements, which would represent a
marked contrast with the omnipresent centralism in place in Chile at present (SUBDERE,
2014).

To this end, the President started by setting up a Presidential Advisory Commission
on Decentralisation and Regional Development (Comision Asesora Presidencial en
Descentralizacion y Desarollo Regional) in April 2014 to make proposals. The
Commission had 33 members, representing numerous key stakeholders from the public
and private sectors. The commission used a large participatory process that captured the
views and aspirations of all territories. It was based on a web platform, hearings and
meetings with various sectors. Fifteen regional dialogues were organised as well as a
series of provincial or territorial workshops involving citizens, business, subnational
governments, NGOs, corporations, universities, media, public workers, etc. (see Chapter
6). The commission presented its final report on 7 October 2014 (Box 1.8).
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Box 1.8. Report of the Presidential Advisory Commission on Decentralisation and
Regional Development

The report of the Presidential Advisory Commission on Decentralisation and Regional
Development, presented in October 2014, contains 70 measures, grouped into five main topics:
political decentralisation, administrative decentralisation, fiscal decentralisation, local and
regional capacities and citizen participation.

The 10 essential measures proposed by the commission were:

1. Defining the Chilean state as a decentralised state: Adapt the constitution to empower
regional governments with management autonomy, enabling them to carry out their
tasks.

2. Democratic election of a regional authority: this authority should preside over the
government and regional administration as well as the regional council.

3. Devolution of competences, services and programmes: gradual transfer of
competencies, especially productive development; social development; infrastructure,
transport and environment; education, science, culture and technology.

4. Creation of a system for the management of metropolitan areas.
5. Creation of a regional revenue law and strengthening of the municipal revenue law.

6. Creation of a Convergence fund for interregional equity, following international
examples (European Union, Canada, Australia or Japan) and establishing common
minimum guaranteed services in any part of the national territory.

7. Regional system for the management of human resources: set of specific measures
aimed at development of “qualified human capital” (talent) for the development of
municipalities and regions.

8. Strengthening regional public institutions and policies: enhancing the leadership of the
regional government in the design, implementation and evaluation of regional public
policies, thus supporting the political, administrative and fiscal structural reforms of
Chile.

9. Reinforcing local and regional democracy e.g. encouraging the creation of regional
political entity, limiting the re-election of regional and local elected representatives (not
more than two or three consecutive mandates).

10. Strengthening citizen participation: a set of proposals that strongly stimulate the
involvement and participation of citizens in matters of local and regional interest and
increasing transparency (e.g. organisation of regional and local plebiscites; recall
referendum).

Source: Comision Asesora Presidencial en Descentralizacion y Desarrollo Regional (2014), Propuesta de
Politica de Estado y Agenda para la Descentralizacion y el Desarrollo Territorial de Chile - Hacia un pais
desarrollado y justo,
https://prensa.presidencia.cl/lfi-content/otras/informes-comisiones/InformeDescentralizacion.pdf.

In the longer term, the president committed to writing a new constitution that would
replace that of 1980, and that would foster greater citizen participation, equality and
social justice, including the decentralisation principles.
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The five pillars of the decentralisation agenda
The Decentralisation Agenda comprises five pillars (Figure 1.7):

e The first is the constitutional reform allowing the direct election of the executives
of regional government who will become "regional governors". Regional
governors will play both roles: executive of the regional government and
president of the regional council.

e The second pillar is the transfer of competencies from the central government to
regional governments. This project modifies the administrative structure of the
GOREs creating new divisions (Productive Development and Industry; Social and
Human Development; and Infrastructure and Transports), which will be in charge
of the new competences. The project also creates a new regional manager and a
chief of control. It also opens the possibility for the GORE to manage
metropolitan areas, especially for urban infrastructure (mobility and public
spaces) and waste management.

e The third pillar concerns a reform of the financing system of regional
governments. It is still under preparation but it would include a regional financing
mechanism mainly based on central government transfers in the form of grants
but no regional own-source revenues at this stage. It would also include the
design of fiscal responsibility rules for regional governments and allow access to
borrowing under strict conditions. These plans are still subject to major change.

e The fourth pillar is dedicated to the “modernisation of the municipal sector”. In
this perspective, the presidential message is clear: "That the municipalities go
from fulfilling a function exclusively of administration, to the constitution of true
Local Governments" (Government of Chile, 2014). This pillar comprises in
particular a series of modifications to the current municipal officials' staff
structure and management in order to strengthen human resource management
practices and professionalisation (this resulted in the adoption of the Law No.
20.922, published in May 2016, known as plantas law). This municipal pillar also
contemplates a complete reform of the financing system of municipal
governments, including an increase of the Municipal Common Fund’s resources,
as well as the definition of new rules of fiscal responsibility for municipalities.

e The fifth pillar, which is linked to pillars 1, 2 and 3, is the launching of pilot
experiences to test the transfer of competences from the central government to the
regions and to assess their impact on regional organisation and management.
These pilot experiments are intended to be a “collaborative, gradual and inter-
sectoral experience” whose purpose is to provide the region with appropriate
skills, knowledge and methodologies (SUBDERE, 2016) in order to gradually
strengthen regions and learn from experience. After two years of intense
discussion, all five pillars have started to take shape in 2016 at regional and
municipal levels.

MAKING DECENTRALISATION WORK IN CHILE: TOWARDS STRONGER MUNICIPALITIES © OECD 2017



70 - 1. THE CHILEAN MUNICIPALITIES IN THE EVOLVING NATIONAL MULTI-GOVERNANCE SYSTEM

Figure 1.7. Decentralisation agenda: Regional and municipal levels
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The progress of the decentralisation agenda at the regional level

At the regional level, the law corresponding to the first pillar (No. 20.990) was
published on 5 January 2017, stating that regional governors will be elected by popular
vote every four years. The election date has not been determined but could take place
close to the presidential, parliamentary and regional councillors’ elections. The organic
electoral law is still pending at the time of publication of this report.

The regional governor will be the executive of the regional government (instead of
the intendant) and will chair the regional council. The regional governments, that already
have legal personality under public law and their own assets, will be governed by an
elected regional governor and a regional council. Regional councillors will have more
oversight powers in order to ensure a balance of powers with the regional governor. It is
important to note that the figure of the “intendant” will not totally disappear. In fact, he
will be replaced by a "presidential delegate" at the regional level, appointed by the
President of the Republic. This regional representative of the President will have
functions of co-ordination, supervision and oversight of public services that depend on -
or are related to - the central government. In addition, provincial delegations will be
created, also appointed by the President of the Republic. The functions of these
delegations will be defined by constitutional organic law.

The organic constitutional bill on the transfer of regional responsibilities (Pilar 2) is
being discussed in a joint commission at the Congress (at the time of publication). The
bill on regional financing and fiscal responsibility (Pilar 3) should be presented in 2017.

As far as pillar 5 is concerned, pilot experiments have been launched in order to test
the incremental transfer of competences with selected regions in order to gradually
strengthen regional capacities and learn from the experiences (see Chapter 6).
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The development of the decentralisation agenda at the municipal level

At the municipal level, a Memorandum of Understanding (MoU) (Protocolo de Acuerdo
para la modernizacion del sistema municipal) was signed on 14 November 2014 between
SUBDERE and the Chilean Association of Municipalities (ACHM) as well as the National
Confederation of Municipal Officials of Chile (ASEMUCH). Within the framework of the
MoU, SUBDERE set up a Technical Advisory Committee for Municipal Modernisation
(Comité Técnico Asesor para la Modernizacion Municipal - CTAM). Comprising experts in
municipal issues including mayors, councillors and municipal workers (ACHM, AMUCH,
ASEMUCH, UFEMUCH, National Committee of Councillors) as well as the Centre of
Public Policies of Catélica university (Centro de Estudios Publicos, CEP), the Inter-American
Development Bank (IADB) and the International Labour Organisation, the CTAM first met in
April 2015 with the mission to develop a set of proposals that would thoroughly reform the
municipal system and that would be based on the following general objective: “Autonomous
local governments, able to participate in managing their own resources in an effective and
efficient way, aiming at economic, social and inclusive productive strategic development of
its citizens in its territory”. Four strategic objectives have been defined: modernisation, equity,
autonomy and accountability. On this basis, five working commissions have been established
to work on concrete proposals on the following topics: fiscal responsibility, competences and
resources, human resources, management model of municipal innovation and community
participation. To this end, an Inter-Ministerial Committee for Municipal Modernisation,
encompassing the SUBDERE, the General Secretariat of the Presidency and the Ministry of
Finance, has been created to analyse the CTAM’s proposals.

Important advances have been made since 2014 in several areas for the modernisation of
the municipal system. Several new laws have been adopted (Box 1.9 and related following
chapters). In particular, significant progress has been made to further professionalise and
improve municipal human resources, resulting in the publication of Law No. 20.922 in May
2016, on “strengthening management and professionalisation of municipal staff”. This long
overdue law allows the municipalities to make independent personnel decisions, which was
not the case until now (Eaton, 2004).

Box 1.9. Main laws adopted since 2014 concerning the municipal sector

e Law No. 20.742 adopted in March 2014 covers a large range of subjects and represents
an important step towards the modernisation and strengthening of the municipal system.
It covers topics such as the strengthening of the oversight role of the municipal council
(see Chapter 5) and of the Comptroller General of the Republic thanks to new tools and
procedures; the setting up of new norms designed to increase transparency and probity
of municipalities (see Chapter 3); and the promotion of a better municipal staff
management (definition of staff functions and creation of a Competitive Training Fund
for Municipal Officials managed by SUBDERE’s Municipal and Regional Training
Academy, see Chapter 4).

e Law No. 20.922 published in May 2016 modifies “provisions applicable to municipal
officials and gives new powers to SUBDERE” in this field. It represents a major step
towards decentralising municipal staff management. It gives the mayor more flexibility
with which to manage municipal staff and thus meet needs in terms of workforce and
qualifications. In fact, the mayors are now allowed, with the consent of two-thirds of
municipal council members, to modify the size of the planta staff every eight years as
well as to reorganise the public workforce in terms of skills. It also improves
professionalisation and remuneration (see Chapter 4).
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Box 1.9. Main laws adopted since 2014 concerning the municipal sector (continued)

e Law No. 20.958 on Contributions to Public Space, approved in October 2016 represents
progress towards better administration and management of urban spaces as well as
towards new land-based financing resources for municipalities. The law requires that
when new urban projects are executed, they contribute to the construction of parks,
public spaces, and transport infrastructure needed to host urban growth. The developers
will have to pay a contribution to finance municipal or inter-municipal works (in case of
metropolitan cities), 70% of which will be invested in mobility projects (see Chapters 2
and 6).

e Law No. 20.965, published in November 2016 allows the creation of Community Public
Safety Councils and Plans in each municipality. Municipal public safety council,
chaired by the mayor and composed of various key stakeholders (representative of the
intendant, members of the municipal council and COSOC, police force, prosecutor
office’s representative, etc.) will have an advisory role, receiving, ordering and
analysing all kind of data and information related to public safety to establish a
diagnosis of the situation in the municipality. It will support the mayor in the
preparation of the municipal safety plan. This plan will be the management instrument
that establishes the guidelines and measures to be taken to reinforce public safety at the
community level.

The role of municipalities in this evolving institutional system
The diversity of the municipal landscape
Chilean municipalities are large by international standards

In comparison to the OECD, Chile’s 345 municipalities are quite large on average,
both in terms of surface area and number of inhabitants. On average, Chilean
municipalities host around five times more inhabitants than across the OECD (51 650
inhabitants vs. 9 570 in the OECD), surpassed only by Korea, the United Kingdom,
Ireland, Japan, New Zealand, Denmark and Turkey. The median municipal size is lower
(18 205 inhabitants) but Chile remains in the top of OECD countries (Figures 1.8 and
1.9).
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Figure 1.8. Average municipal population Figure 1.9. Median municipal size (number of
(number of inhabitants, 2015-2016) inhabitants, 2015-2016)
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Source: Elaborated from OECD (2016a), Subnational governments in OECD countries: Key data (2016 edition).

The situation of Chile regarding municipal average size is not uncommon in Latin
America where municipalities are in general quite large ranging from 18 535 inhabitants
in Peru to 73 756 inhabitants in Ecuador (Figure 1.10).

Figure 1.10. Average Municipal size in selected Latin American countries (2015)
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Source: OECD/UCLG (2016), Subnational governments around the world: structure and finance.
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In terms of surface area, only Australia, New Zealand and Ireland have municipalities
with a larger average surface size (Figure 1.11).

Figure 1.11. Average municipal area in Chile is large compared to other OECD countries (2015-2016)
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Source: Elaborated from OECD (2016a), Subnational governments in OECD countries: Key data (2016 edition).

Looking at the number of municipalities by population size class, Chile also ranks
high among OECD countries for having a very low number of small municipalities, i.e.
fewer than 2 000 inhabitants (5% vs. 31% in the OECD on unweighted average). By
contrast, 48% of Chilean municipalities have more than 20 000 inhabitants, which is
significantly higher than the OECD average of 30% and on par with countries such as
Portugal or Sweden. Finally, Chile has a great number of small to medium-sized
municipalities (between 5 000 and 20 000 inhabitants): 41% vs. 23% in the OECD, which
is also similar to Portugal, Finland and Slovenia (Figure 1.12).
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Figure 1.12. Municipalities by population size class in the OECD (% of municipalities, 2015-2016)
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Source: Elaborated from OECD (2016a), Subnational governments in OECD countries: Key data (2016 edition).

Chilean municipalities in their national and regional contexts

The number of municipalities has been increasing throughout the history of Chile. In
December 1891, a decree on the creation of municipalities (Decreto de Creacion de
Municipalidades) created 195 new municipalities, adding to a total of 253 municipalities.
In 1917, this number reached 319, 335 in 1973 and 341 in 2004 as the result of the
extension of the Chilean territory and the subdivision of existing municipalities into
smaller ones. This was also accelerated by a presidential proposal and a parliamentary
agreement allowing new municipalities to be established by splitting up existing ones.
This has been the case of both the conurbations of Valparaiso and Concepcion where
several new municipalities have been created since 1992 (Huntzinger and Prud’homme,
2004).

Today, the 345 municipalities cover the entire surface of Chile (Figure 1.13). By
contrast to other countries with large uninhabited areas or with very low density (United
States, Canada, Australia or Argentina for example), there are no unincorporated
territories.
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Figure 1.13. Population by municipality
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Source: OECD elaboration based on SUBDERE (2017a) Sistema Nacional de Informaciéon Municipal,
Evolucién presupuestaria (SINIM: www.sinim.gov.cl/).

The distribution of municipalities by region is very uneven. The region of Bio Bio
and the Metropolitan Region of Santiago have the highest number of municipalities (54
and 52) while Arica y Parinacota and Antofagasta count respectively four and six
municipalities (Table 1.2).
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Table 1.2. Chilean regions and municipalities (from most to least populated)

Population  Population | No. of No. of Capital (main  City

(2014) (% of Provinces municipalit city) population
national) ies*
13 Metropolitan 15403 7228 581 40.57 6 52 Santiago 344711 (602
(Puente Alto)  203)
8 Bio Bio 37065 2100944 11.79 4 54 Concepcion 228 848
5 Valparaiso 16402 1808300 10.15 8 38 Valparaiso 295075 (321
(Vifia del Mar)  760)
7 Del Maule 30299 1035593 5.81 4 30 Talca 231 860
9 Araucania 31845 983499 5.52 2 32 Temuco 285 487
6 Lib. Gral B. 16388 910577 511 3 33 Rancagua 232639
O'Higgins
10 DelosLagos 48585 834714 468 4 30 Puerto Mont 239 534
4 Coquimbo 40580 759228 4.26 3 15 La Serena 212 621 (226
(Coquimbo)  223)
2 Antofagasta 126 049 613328 3.44 3 6 Antofagasta 372 325
14 De Los Rios 18431 401458 2.25 2 12 Valdivia 166 048
1 Tarapaca 42226 327 253 1.85 2 7 lquique 196 437
3 Atacama 75177 308 247 1.73 3 9 Copiapo 168 946
15 Aricay 16873 235081 1.32 2 4 Arica 231611
Parinacota
12 Magallanesy 150775 163748 0.92 4 11" Punta Arenas 129 555
Antart. Chileno
11 Aisén del Grl C. n.a. 107 334 0.60 4 10 Coihaique 59 862
Ibafiez del
Campo
Total - 17819054  100.00 54 346 - -

* Including the municipality of Antartica which does not have municipality status.

Source: Instituto Nacional de Estadisticas (INE) 2014 (www.ine.cl) and OECD regional database
(http://stats.oecd.org/Index.aspx?datasetcode=REG_DEMO_TL2).

The majority of municipalities in Chile have a low density. Among its 345
municipalities, 25% of them have a population density below 10 inhabitants per km?,
62% have a population density below 50 inhabitants per km?* and 75% of them have a
population density below 150 inhabitants per km?. This last threshold is the criteria used
in the OECD definition to define rural municipalities (Figure 1.10). It means that
according to the OECD definition of rural areas, 92% of the territory in Chile is rural and
it hosted around 6.2 million inhabitants in 2014, representing 36% of the national
population (Figure 1.14). In comparison to OECD countries, Chile has a higher share of
population living in rural regions than the OECD average (25%), and a similar share as
Greece, Iceland, Mexico and the United States. The percentage of the Chilean population
living in predominantly rural regions has remained fairly stable since 1990 (OECD,
2014a).
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Figure 1.14. Distribution of municipalities in Chile ranked by population density, 2014
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Source: OECD elaboration based on SUBDERE (2017a) Sistema Nacional de Informacion Municipal, Evolucion
presupuestaria (SINIM: www.sinim.gov.cl/).

While the territory is mostly rural, the population is largely urban: 64.1% of
inhabitants lived in predominantly urban or intermediate regions representing 8.4% of the
Chilean territory.

Figure 1.15. Distribution of population and area by type of region, 2014
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Source: OECD (2016b), Regions at a Glance 2016, http://dx.doi.org/10.1787/reg_glance-2016-en.
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Applying the OECD methodology to define functional urban areas (FUAs), which
uses GIS techniques, census and commuting data at a municipal level, 26 FUAs have
been identified in Chile. They were home to 77% of the population in 2012 and 101
municipalities (29% of the total) located either in the urban core area or in the
hinterlands. Out of the 26 FUAs, 15 are classified as small urban areas (50 000 to 200 000
inhabitants) and contain 15% of the total FUA population. There are also eight medium-
sized urban areas (200 000 to 500 000 inhabitants), where 19% of the total FUA
population resides. Valparaiso and Concepcion are considered metropolitan areas
according to the FUA definition (more than 500 000 inhabitants) and have 15% of the
total FUA population, while Santiago, which is the only “large metropolitan area” (more
than 1.5 million inhabitants), has 51% of the FUA population (OECD, 2013b). By
comparison, there are 1 179 FUAs in the OECD (based on 29 countries) including 275
metropolitan areas of which 82 are “large metropolitan areas”.

Taking into account the municipal diversity

The 345 municipalities are very diverse in terms of size and density, population
patterns, socio-economic characteristics and levels of resources. According to their
location and level of development, they face challenges that need to be addressed
individually.

In particular, there are large disparities between urban and rural municipalities, the
latter have less technical capacity to administer, deliver services and manage their
territory. This situation is even worse for remote and low-density municipalities located
in mountainous or insular areas where connections are difficult and poor.

Urban municipalities also face specific problems. The 2013 OECD urban review of
Chile revealed urban challenges with an economic dimension, including rising inequality,
increasing poverty, the potential impact of housing policy on labour market mobility, and
environmental concerns linked primarily to congestion (Box 1.10).

Box 1.10. Municipal poverty in Chilean municipalities

Poverty is another expression of inequality. While Chile has experienced an important
process of modernisation, bringing greater economic prosperity and lower poverty since the late
1980s, poverty continues to grow. Three categories of people are affected by poverty and social
exclusion: urban poor, rural poor and indigenous people. In particular, poverty is developing in
municipalities located in urban areas. Poverty could be developing as an urban phenomenon in
Chile as it is disconcerting that poverty is growing in 20 out of the 26 FUAs, and in some cases
very rapidly and at high rates (OECD, 2013a). Overall, Chilean municipalities appear to have
extremely uneven poverty rates, ranging from 0.3% in Vitacura to almost 60% in Alto Bio Bio.
73 municipalities (21% of Chilean municipalities) have a poverty rate over 30% and 17 over
40%.
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Box 1.10. Municipal poverty in Chilean municipalities (continued)

Figure 1.16. Level of poverty by municipality

Poverty rate by municipality, 2013
in percentage
less than 4.9

50-99
[ 100- 148
[ 150189
I 00-289
. 00388
I igher than 40.0

Source: OECD elaboration based on SUBDERE (2017a) the Sistema Nacional de Informacién Municipal,
Evolucion presupuestaria (SINIM: http://www.sinim.gov.cl/); OECD (2013a) Urban Policy Reviews, Chile
2013, OECD Publishing, Paris, http://dx.doi.org/10.1787/9789264191808-en.

In metropolitan areas, inequalities are very high among municipalities in the same
agglomeration (see Chapter 3). The high degree of inequality in the agglomerations of
Santiago, Valparaiso and Concepcidn is of particular concern, given the large social costs.
The Santiago FUA displays the highest inequality across municipalities in estimated GDP
per capita when compared to other OECD metropolitan regions (OECD, 2013a). Greater
Santiago encompasses 35 municipalities, which are highly polarised in terms of poverty
rates. This inequality is also present in household incomes and levels of education:
Santiago’s richest municipality has an average household income eight times that of the
poorest, as well as higher levels of education. In addition, richer municipalities have
better education coverage (especially in pre-primary and higher education) and better
results on basic education performance tests (see also Chapter 3). High levels of
inequality and spatial polarisation within the metropolitan areas are also a challenge to
social cohesion and social stability (OECD, 2011). In some rural areas, poverty is also
high, the average rate being 15%.

SUBDERE has developed a typology in order to better take into account the diversity
of the municipal landscape and use this classification as a policy instrument to implement
programmes: the FIGEM typology (Box 1.11).
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Box 1.11. The FIGEM typology

In 2012, SUBDERE created a municipal typology for ranking municipalities in order to
allocate funds aimed at improving municipal management (Fondo de Incentivo al Mejoramiento
de la Gestion Municipal - FIGEM).

The idea behind this typology was to recognise the diversity of Chilean municipalities and
their heterogeneous realities. Until recently, for historical and practical reasons, public policy
has been evenly applied in Chile, which is reflected in uniform legal instruments and
institutional design. Acknowledging this diversity through appropriate tools can help all levels
and sectors of the public administration to design and implement programmes, projects,
standards adapted to the different realities of territories. This new approach was seen as a
fundamental factor for the achievement of the decentralisation and the strengthening and the
modernisation of the municipal system. The typology has been conceived as a concrete and
practical methodological tool for the recognition of the diversity of the municipal world. It
should also help to reinforce collaboration, co-ordination and integration of public policies at the
local level.

The classification is based on two main categories of criteria:

e Socio spatial-territorial: based on the range and quantity of services provided by the
municipality. It is built on different sizes, dispersion of the political-administrative
hierarchy, and type of locality. They are represented by a series of variables: population,
number of housing units, level of rurality, density, disorder of population centres,
administrative status.

e Socio-economic: based on dimensions of the municipality’s assets, human capital and
the socio-economic characteristics of the population. The relevant variables are property
values, the average per capita income actually collected from the municipal business
tax, the average education level, the illiteracy rate, poverty rates or the average
household income.

On this basis, the typology of municipalities results from an analysis of clusters, the goal of
which is to gather the elements and variables in groups that minimise internal variance and
maximise variance between groups.

Source: SUBDERE (2005), Report “Tipologia: Herramienta Base para el Reconocimiento de la Diversidad
Comunal-Municipal”.

The uniformity of municipal political organisation and responsibilities

Municipalities are regulated by the Constitutional Organic Law on Municipalities,
Law No. 18.695 (LOCMUN) of 1988, which has been amended several times. According
to article 1, the municipalities are “autonomous corporations of public law that have a
legal personality and their own assets, whose purpose is to satisfy the needs of the local
community and ensure their participation in the economic, social and cultural progress of
the respective comunas”.

Despite their diversity, all Chilean municipalities have the same political
organisation, functions and funding arrangements, which can be, however, adapted to the
size of municipalities.
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Municipal political bodies

Articles related to municipal governments are now included in Chapter XIV of the
1980 Constitution, which has been amended several times (Government and Interior State
Administration), from articles 118 to 122 as well as in the general provisions (article 123
to 126). Municipal organisation is detailed in the LOCMUN.

The mayor and municipal councillors are elected by direct universal suffrage

By law, municipalities are governed by a mayor who is the executive body (alcalde)
and a municipal council, representing the deliberative body (consejo municipal), both
directly elected for a renewable period of four years.

They are elected by universal suffrage. Candidates must be sponsored by registered
political parties that obtained at least 5% of the vote in previous elections. The LOCMUN
requires that the mayor and councillors be citizens in good standing, reside in the region
where they are running for office, and be literate. Mayors are elected by a simple
majority, while municipal councillors are elected according to a proportional
representation system. Mayors and councillors are elected on a separate ballot as required
by law since 2004. The law establishes that municipal elections take place every four
years on the last Sunday of October. The newly-elected authorities take office on 6
December of that same year (the last elections took place in October 2016). It is
forbidden to simultaneously hold national and local office and government officials and
members of Congress cannot run for municipal office.

Mayor’s functions

The mayor is the highest authority of the municipality, in charge of managing the
municipality. The mayor convenes and chairs the municipal council meetings with the
right to vote. The mayor’s main responsibilities are to appoint and remove municipal
employees, manage assets, goods and fiscal resources, manage municipal permits for
different activities, enact general or specific resolutions and ordinances, co-ordinate with
central government services, sign municipal contracts and call for municipal referendums
(Couso et al.,, 2011). The obligation of probity and transparency has been recently
reinforced through the publication of the Law No. 20.880 on January 2016 on “Probity in
Public Service and Prevention of Conflicts of Interest”. This law prevents conflicts of
interest and forces mayors and councillors to send a declaration of interests and assets to
the Comptroller General of the Republic who is responsible for overseeing the timeliness,
integrity and veracity of the content of the declarations. It is also the mayor's
responsibility to propose a municipal plan, a budget, investment programmes, and zoning
plans to the municipal council for approval. The mayor also appoints delegates to remote
areas of the community.

Municipal council’s role

The number of councillors varies, from 6 to 10, depending on the number of
registered voters in each municipality.” This number is among the smallest among OECD
countries, where it ranges from 5 on average in Hungary to 60 in Germany (see Chapter
5).

According to the LOCMUN, the municipal council, chaired by the mayor, supports
the mayor in municipal administration. It has decision-making, regulatory and
supervisory functions. It is primarily responsible for establishing rules (regulating),
resolving problems and controlling management. The council’s responsibilities can be
summarised as: approving ordinances and regulations; approving plans, budgets and
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decisions for service provision; overseeing the mayor’s management of the municipality,
including compliance with investment decisions and budget execution. The municipal
council approves local ordinances and regulations and oversees the work of the mayor,
being authorised to call to the attention of the comptroller general any irregularities.

The council is also in charge of ensuring the effective participation of the local
community and has an important role in local accountability.

Council of Civil Society Organisations (COSOC)

Law No. 20.500 stipulates that each municipality must have a Council of Civil
Society Organisations (Consejo Comunal de Organizaciones de la Sociedad Civil —
COSOC). They consist of representatives of civil society organisations (neighbourhood
associations and functional organisations such as parent-teacher associations and
mothers’ groups) in order to ensure their participation in municipal activities. They are to
consult with citizens on behalf of municipal authorities on matters selected by local
officials, and keep civil society organisations (CSOs) and other relevant entities up to
date on the operations of the municipality. Each municipality establishes the organisation,
composition, competences and functioning, etc., of their COSOC (see Chapter 5).

Municipal delegations

The article 68 of the LOCMUN enables municipalities to create, in their territory,
several municipal delegations (delegaciones municipales) to deliver certain basic services
and ensure better communication in close proximity with populations, especially in
sparsely-populated or remote areas (e.g. municipal archipelago). Some large
municipalities have also created such delegations to establish closer contact and manage
services at the level of their neighbourhoods.

Each municipal delegation comprises a municipal team headed by a delegate, which
represents the municipal authority, co-ordinates municipal actions and may formulate
development programmes for the community. Delegated tasks can be very diverse
according to municipalities, including administrative functions (permits, licenses, civil
register, etc.) but also social and legal assistance to the population, environmental
protection, employment, sport and recreation, local roads and urbanisation, risk
prevention and provision of emergency aid.

It is interesting to note that several OECD countries have similar sub-municipal
administrative subdivisions, especially countries with predominately large municipalities
(Box 1.12). Such status also appeared following municipal amalgamation policies, in
order to mitigate the negative effects of consolidation. In fact, sub-municipal units are
often the former municipalities which have been merged. This type of deconcentrated
municipal units maintains a certain level of proximity in particular in remote and isolated
areas, to better address local needs in terms of services and to overcome issues related to
community identity, historical legacies, traditions and local democracy (OECD, 2017a).
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Box 1.12. Sub-municipal delegations: Some international experiences from the
OECD

Even if they depend on the municipalities, sub-municipal entities may have a legal status
under public law with a deliberative assembly and a delegated executive body (mayor, council)
sometimes elected by the population as well as its own budget and staff. These smaller sub-
sectors are generally established at the initiative of the municipality (optional), but their
existence can be also embedded in the law in the case of a municipal merger reform. They can
have also different names, status and delegated responsibilities according to their “mother-
municipality”. This network of localities can exist all across the country, even if they do not
systematically cover all the national territory (Slovenia, Portugal, United Kingdom, Korea,
Ireland, New Zealand, Netherlands, Greece, etc.), or only in metropolitan areas, selected cities or
the capital city.

e In New Zealand, the 110 community boards created by the 1989 local government
reform still operate in both urban and rural areas to carry out functions and exercise
powers delegated to them by their councils. The Auckland Council also has 21 local
boards, which have elected representatives. They carry out functions and exercise those
powers delegated to them by their councils.

e In Greece, the Kallikratis municipal amalgamation reform maintained historic
communities as deconcentrated entities, providing ‘“some intra-municipal
decentralisation” (Council of Europe, 2015). Municipalities with more than 100 000
residents, as well as those of more than 2 000 which consist of former municipalities
that have been amalgamated in the context of the 2011 reform, are subdivided into
municipal communities (with a population of more than 2 000 inhabitants) or local
communities (population up to 2 000 inhabitants). They have elected bodies also in
municipal and local communities (a president and a council) which are the
administrative bodies.

e In Ireland, the 2014 local government reform created a nationally representative system
of sub-county governance, the municipal districts. The new district structures have no
separate corporate identity but are rather part of the relevant county council, acting as
constituencies for county councils, with councillors. Some municipal districts are titled
"borough districts" or "metropolitan districts". They enjoy devolved local decision-
making responsibilities to decide matters relevant to local communities. In the United
Kingdom, there are 9 500 parish councils in England, some 730 community councils in
Wales, and some 1 200 in Scotland. They have no statutory powers but receive small
amounts of funding or a precept from the council tax collected by the district or county
council.

e In Korea, municipalities are subdivided into 3 496 sub-municipal localities: 218 eup
(urban division of the country), 1 195 myeon (rural division of the country), and 2 083
dong (within autonomous districts and lower-tier cities).

e In the Netherlands, there are around 2 200 villages and community councils that are
legal entities organised according to public law (sections 83-84 of the Municipalities
Act) or according to private law (as an association or foundation). In 2012, 53% of
Dutch municipalities had at least one village council or one community council (OECD
2014c).
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Box 1.12. Sub-municipal delegations: Some international experiences from the
OECD (continued)

e In France, the 1971 Marcellin law created the status of “associated municipalities”
which allows the abolished municipalities in a merger process to remain and retain some
elements including a delegate mayor, a town hall, an advisory council. This arrangement
was reactivated by the 2010 territorial law and the March 2015 law (new municipalities
- communes nouvelles). This formula has had some success because it introduced
greater flexibility for the composition of municipal councils therefore reducing
opposition from local representatives. This success is also due to a large extent to
financial incentives, allocated to small municipalities deciding to merge.

e In Portugal, municipalities are subdivided into civil parishes called freguesias. Their
number was reduced from 4 259 to 3 091 after the 2012-13 reform. Freguesias have an
executive body and a deliberative body (the assembleia de freguesia, "parish
assembly"). The members of the assembleia de freguesia are publicly elected every four
years. The presidents of the parish boards are also members of the municipal assembly.

Source: OECD (2017a), Multi-level governance reforms: Overview of OECD country experiences,
http://dx.doi.org/10.1787/9789264272866-en, complemented by the authors from various sources.

Municipal responsibilities: Uniformity but complexity
Exclusive and shared responsibilities

According to article 3 of Law No. 18.695, municipalities have many statutory
competences, which are uniform across municipalities, regardless of their size or
specificities. Given fairly limited financial autonomy and the huge disparities across
municipalities in terms of needs and capacity throughout the territory (see Chapters 2 and
3), delivering the same set of public services renders uniform service delivery unrealistic
and often impossible (OECD, 2013a).

According to the law, municipal responsibilities are broken down into two categories
(Box 1.13): 6 exclusive (atribuciones esenciales) and 12 non-exclusive functions which
are shared and which can be implemented directly or in conjunction with the central
government, the region or the provinces as well as with external public and private
organisations (funciones propias/compartidas). To that end, municipalities have 11 key
assignments (atribuciones esenciales).

Exclusive functions are mainly linked to the promotion of local development and
planning through the Municipal Development Plan (Plan Communal de Desarollo -
PLADECO) and the Municipal Regulating Plan for land-use (Plano Regulador
Communal - PRC).

Non-exclusive (shared) functions with other levels of governments include two major
responsibilities — primary and secondary education and public basic health — but they also
include areas such as urban and rural road management, employment, environment, social
housing, public transport, and social inclusion.
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Box 1.13. Municipal exclusive and non-exclusive functions and fundamental
attributions

Exclusive functions (funciones privativas), to be carried out in full compliance with
operational laws, directives and technical norms (article 3 of the LOCMUN):

1. Preparing, approving and modifying the municipal development plan (plan communal
de desarollo — PLADECO) according to legal and statutory standards set by the central
government.

2. Preparing, approving and modifying the municipal land-use plan (plano regulador
communal - PRC) according to legal and statutory standards.

3. Promoting community development (desarollo comunitario).
4. Enforcing transit and public transportation measures.

5. Ensuring that construction and urban development meet the standards of the relevant
ministry.

6. Cleaning and enhancing public spaces.

Non-exclusive shared functions (funciones propias/compartidas), directly carried out or in
connection with other bodies of the state administration (article 4 of the LOCMUN). This list of
assignments is wider than the list of exclusive functions.

1. Education (primary and secondary) and culture.
Public health and environmental protection.
Legal and social assistance.
Training, promotion of employment and economic development.

Tourism, sport and recreation.

2
3
4
5
6. Urbanisation and urban and rural roads.
7. Construction of social housing and sanitary infrastructures.

8. Public transportation and traffic.

9. Risk prevention and emergency services.

10. Security of citizens (public order and safety) and social prevention actions.
11. Promotion of equity between men and women.

12. Development of activities of common interest at the local level.

The municipal management tools are (article 6):

e The municipal development plan and its programmes (plan communal de desarollo —
PLADECO).

e The municipal land-use plan (plano regulador communal - PRC).
e The annual municipal budget.
e The human resources policy.

e The municipal plan for public security (plan comunal de seguridad publica - PCSP).
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Box 1.13. Municipal exclusive and non-exclusive functions and fundamental
attributions (continued)

Key assignments

e Implement the PLADECO.

e Execute the municipal budget.

e Manage national good of public use.
e [ssue resolutions.

e Establish municipal rights.

e Acquire and dispose municipal assets.
e Grant subsidies.

e Apply local taxes.

e Create cultural corporations.

e  Establish neighbourhood units.

e Approve the municipal land-use plan.

Resolutions adopted by municipalities can be of different types (OECD, 20161):

e  Municipal ordinances. These are general and compulsory norms applicable to the whole
community. They can set fines for infractions, which are applied by the courts of the
local police.

e Municipal regulations. These are general, compulsory, and permanent norms related to
the internal order of the municipality.

e Municipal decrees. These are resolutions on specific matters.

e Instructions. These are directives to the subordinates, used for the internal organisation
of the municipality.

Source: Organic constitutional municipal law No. 18.695 (Ley No. 18.695, Organica Constitucional de
Municipalidades), https://www.leychile.cl/Navegar?idNorma=251693; OECD (2016i), Regulatory Policy
in Chile: Government Capacity to Ensure High-Quality Regulation, OECD Reviews of Regulatory Reform.

Education, health and other “municipal activities”

Besides this legal classification of municipal responsibilities, there is another
distinction based on budget accounting. In fact, it appears that education and health are
clearly distinguished from the other municipal responsibilities as these two sectors are
funded and managed almost independently from the municipal sector itself. For each
municipality, there are three distinct budgets (municipal sector, education and health),
and even four in several municipalities (cemeteries). Education and health activities are
managed by specific administrative departments, directly connected with the line
ministries. On top of this, education and health responsibilities can be delegated to
municipal corporations adding to the complexity of the municipal system (see below 4.1).

Education and health account for around 49% of municipal expenditure, including
32% for education and 17% for health. While municipal internal management accounts
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for around 29% of municipal expenditure, community services (waste collection, public
lighting, water, upkeep of public spaces) amounted to around 17%, social programmes
and benefits to 3% and recreational and cultural programmes to 1.3% (see Chapter 2).

It is as if there were “three municipalities in one”, although the mayor remains the
highest authority. Finally, behind this “uniformity”, there is also great functional and
financial heterogeneity of the municipal system, fragmented into almost 960 budget
entities and 55 municipal corporations.

In addition, supplementary tasks are regularly given to municipalities by the different
ministries in several areas (social inclusion programmes, environment, employment, risk
prevention, etc.), which tend to increase their burden but without corresponding adequate
human, technical and financial resources. These transfers are often not properly
compensated, resulting in increasing structural deficits and “hidden debt” (see Chapter 2).

Today, municipalities are supposed to offer a wide range of services. They have
sometimes been identified as a "service supermarket". Bernstein and Inostroza (2009)
identified 75 services that municipalities should provide (Box 1.14). Obviously,
depending on the characteristics of the municipality, all types of service are not available
in all municipalities or are delivered at an unsatisfactory level (see Chapter 4).

Box 1.14. Areas of intervention of municipalities in Chile: Approach by the
organisation of services

Bernstein and Inostroza identified 75 services that municipalities should provide related to
community service, taxes, transport, security, urban development, social development, education
and health, among others. This number could increase or change in the future. Direct services are
those that the municipal level is exclusively responsible for. Delegated services are those for
which a national or regional authority has allocated resources for the administration and
provision of services. Obviously, depending on the characteristics of the municipality, all types
of services are not available in all municipalities.

Direct services (61)

Community (9) Urban (12)

Driver’s License

Waste collection

Cemeteries

Municipal companies

Animal shelters

Veterinary services
Employment offices (OMIL)
Neighbour care Transportation

BNUP Permits

Building permits

Land registry and Certificates
Road concessions

Lighting

Publicity concessions
Environmental Hygiene

Parks and green areas

Streets and sidewalks maintenance
Recycling waste management
Concessions: Parks and Squares

Taxes (5)
Contributions
Municipal business licenses
Circulation permits
Commercial licenses
Various licenses

Social and recreational (11)

Youth

Senior

Sports

Recreational activities
Concessions: Beaches and Rivers
Casinos

Families

Tourism

Women
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Box 1.14. Areas of intervention of municipalities in Chile: Approach by the
organisation of services (continued)

Direct services (61) (continued)

Cultural & Events (6) Finances (4)
Cultural activities Inspection
Events and celebrations Sales and Leasing Assets
Libraries Donations
Training Subsidies

Administration of Theatres and Museums
Heritage Maintenance

Inspection and Security (2) Various (2)
Legal Courts
Citizens security Consumer
Transit (4) Internet-Digital (2)
Traffic management Information and Communications
Underground Parking Web services

Parking meters
Traffic lights and signals

Delegated services (14)

Delegated services (3) Corporations (3)
Education Cultural
Health Sport
Minors Roadworks
Social Programmes (5) Urban-Social (3)
Drugs and Alcohol Urban Road
Housing Urban-Neighbourhood Improvement
Social aid Citizens’ participation
Public safety

Micro-companies

Source: Bernstein F. and Inostroza J. (2009), Modernizaciéon municipal y un sistema de evaluacion de su
gestion, Propuesta de una arquitectura, PUC.

In the field of social inclusion for example, municipalities are not in charge of paying
social benefits from their own budgets but because they are close to beneficiaries, they
play a fundamental role in identifying beneficiaries, administering central government
funds and administering social welfare programmes on behalf of the central government
(Box 1.15). These activities are financed by a myriad of specific subsidies and local
development funds (Letelier S. L. 2006), for which it is necessary to apply resulting in
agreements of transfers of resources between the participating municipalities and sectoral
ministries (convenios de transferencias de recursos).
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Box 1.15. Strong involvement of municipalities in social programmes

One good example of social programmes involving municipalities is Chile Solidario. Chile
Solidario is a cash transfer programme targeted at families who live in extreme poverty. There is
a special programme for the elderly, the homeless and children with a parent in prison. The
purpose of the programme is to improve the quality of life of the most vulnerable families by
improving their living conditions. Beneficiaries are granted preferential access to a range of
social services, including housing, employment, healthcare, education and childcare. With the
support of a social worker Chile Solidario recipients design an action plan, which is supposed to
help them exit poverty (OECD, 2012). The programme is executed mainly by the municipalities,
technical assistance to projects being funded by FOSIS. The programme was implemented in
325 municipalities, located in the 15 regions (banco integrado de programas sociales). The
government recently made the decision to increase the cash transfers associated with Chile
Solidario significantly with the new transfer system, the Ingreso Etico Familiar (the Ethical
Family Income). This programme establishes different types of monetary transfers, both
conditional and unconditional. The Ingreso Etico Familiar programme also transfers some
resources to municipalities.

Another example is the “Chile Crece Contigo” (Chile Grows with You - ChCC). Launched
in 2007, it is a system of protection for early childhood development. It provides a universal and
multidimensional approach platform of programmes and services in the areas of education,
health (universal health coverage), social and community services, to help children under the age
of five and pregnant women who are the most vulnerable. The model is designed by the central
government but implemented by municipalities, which have some flexibility to adapt to local
conditions with technical and financial support from provincial and national networks. ChCC
was initially rolled out in 159 municipalities in 2007, then expanded to all in 2008.
Municipalities are strongly involved and are organised into a network. The system also offers
technical assistance to municipalities. A programme dedicated to strengthening municipalities
has been set up to support the ChCC municipal network co-ordinated by each municipality in its
area. In 2015, the programme intersectorial works in 337 municipalities.

The programme Mujeres Jefas de Hogar (Women, head of household), in existence since
1992, is carried out by the Ministry of Women and Gender Equality and the Sernameg in co-
ordination with 250 municipalities (as of 2016). The objective is to contribute to sustained
integration of women, heads of household, into the labour market through regular and
remunerated jobs. To do so, the programme seeks to develop capacities, skills and competences
that improve conditions of employability, together with the promotion of labour intermediation
processes at the local level that are relevant and participatory. The programme offers access to
training workshops, where participants can acquire tools for their personal and work
development, knowledge about labour rights and receive support to improve their employability.
It also offers specific supports for jobs search e.g. help in preparing job profile, CVs, job
interviews. It also supports women who wish to create or develop their companies e.g. preparing
business or marketing plans, participating in entrepreneurship networks, applying to competitive
funds, marketing channels, among others. The programme is implemented by the municipalities
which receive applications from women and organise the activities in co-ordination with other
networks and actors such as municipal employment offices, SENCE, FOSIS, DIBAM, JUNIJI,
INTEGRA, among others.

Sources: Chile Solidario/Ingreso Etico Familiar, www.ingresoetico.gob.cl/; Chile Crece Contigo
(www.crececontigo.gob.cl/), Programme Mujeres Jefas de Hogar (www.minmujeryeg.gob.cl/prensa-
sernameg-destacados/postulaciones-jefas-de-hogar-17); OECD (2012) OECD Economic Surveys: Chile
2012.
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The provision of public employment services is also a shared responsibility between
central government and municipalities. The main channels for service delivery are the
municipal employment offices (Oficinas Municipales de Informacion Laboral - OMILs)
and the online national jobs portal (Bolsa Nacional de Empleo - BNE). OMILs offer a
range of employment services for both jobseekers and employers, including access to
employability support programmes offering mainly job training. They are run by the
municipal authorities, but are supervised by National Employment and Training Service
(SENCE, part of the Ministry of Labour and Social Protection) which technically and
financially support them. The number of OMILs increased from 167 in 2009 to 326
OMILs in 2015 covering 94% of the country (ILO, 2015). Despite the OMIL
strengthening programme aimed at hiring staff or buying equipment (Programa de
Fortalecimiento OMIL, FOMIL) and the substantial increase in earmarked funds targeted
at municipalities, most of OMILs are under-developed and lack the administrative
capacity to monitor job search efforts, deliver appropriate job search services, like basic
job counselling and placement for the unemployed (OECD, 2015b). A study on the
government’s reinforcement programme for labour offices suggests that some small and
rural offices lack basic equipment to the point that they used the placement incentive pay
they received from the Ministry of Labour to acquire basic material (ClioDinamica,
2010). According to household survey data, only a negligible percentage of employees
(slightly above 1%) feel that an OMIL has helped them find a job. It has been suggested
to integrate the local employment offices into a nationwide network under the
responsibility of the national employment agency (OECD, 2012; 2013c).

In some areas, there are growing concerns about the opportunity to continue this
system of shared responsibility between the central government and the municipalities.

Today, intense debate has surrounded the future of primary and secondary education
and basic health services. In the education sector, an important reform is currently on-
going which would result in the de-municipalisation of the management and funding of
schools (see below and Box 1.16).

Focus on primary and secondary education

One of the main competences devolved to municipalities in Chile since 1980 has been
public primary and secondary education. This responsibility was transferred from the
central government by the Law No. 1.3063 of 1980, consolidated by the Education
Organic Constitutional Act of 1990 No. 18.962 and revised in 2009 by the General
Education Law No. 20.370 (Ley Organica Constitucional de Enserianza, LOCE).

The law transferred the management of public schools, teachers and administrative
staff to the municipalities. The financing system was also modified: instead of
transferring resources according to a historical criterion of expenditure, it was changed to
a nationwide voucher system, implemented in 1982. In the private sector, there are two
kinds of establishments: subsidised and non-subsidised. As of 2015, among 3.5 millions
of pupils, about 55% were registered in private subsidised schools, 36% in the municipal
schools and 8% in the private fee-based institutions. Almost 45% of teachers and 45% of
schools (MINEDUC, 2016) were part of the municipal sector (municipalities and
corporations).

In terms of organisation, the management of public schools is carried out either
through Municipal Education Administration Departments (DAEM) or through
corporations, which are municipally controlled non-profit organisations. About 80% of
municipalities have established DAEMs (OECD, 2013b). Municipal education authorities
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are responsible for the operation and financial management of public schools and the
management of administrative personnel and teachers, including their appointment,
dismissal and professional development of teachers. They also manage relations with the
education community and the general public. Each municipality has to prepare an Annual
Development Plan of Municipal Education (Plan Anual de Desarrollo Educativo
Municipal - PADEM).

DAEM and corporations are supervised by the Ministry of education which is
responsible for the design, implementation and co-ordination of education policies,
standards and regulations. Regional and provincial education authorities (SEREMIs and
DEPROVs) function as deconcentrated supervision structures for the central Ministry of
Education.

Recurrent issues negotiated with the Ministry of Education concern the levels of
public subsidies for municipal schools and teacher working conditions and salaries (with
municipalities claiming, as their employers, a greater say in the definition of teacher
working conditions and salaries).

A fierce debate has centred on the liberal nature of the education sector and the need
to fundamentally reform education with a view to creating better opportunities for the less
well-off families and making schools more inclusive, reshaping teachers’ careers and
increasing the quality of education. In fact, Chile still has considerable progress to make
in improving educational outcomes and equity (Box 1.16).

In relation to these concerns, the discussion has also touched on how to reform the
governance of education to reduce inequalities and increase the quality of education. It
has even been suggested to strip municipalities of their management and administration
duties for public schools. Municipalities are not equally well-equipped to run schools.
Some of the wealthier municipalities have large and well-trained staff dedicated to the
technical-pedagogical support of schools, while others can barely afford one employee
(OECD, 2011). Education expenditure can be a real burden on municipalities, absorbing,
with health expenditure, most of financial capacities (see Chapter 2). Several bills have
been sent to Parliament since 2008 that have proposed alternatives to the municipal
management of public schools.

In particular, under a reform of the administration of public education proposed as of
late 2015, the 345 municipalities would no longer run public schools and a new system of
public education would be created in a process called New Public Education. The draft
law would create a National Directorate for Public Education within the Ministry of
Education (Direccion Nacional de Educacion Publica) to co-ordinate about 70 new local
education services (servicios locales de educacion), the new providers of public
education. Each local education service would oversee a group of schools with powers
transferred from the 345 municipalities. Prior to this reform, a number of different options
for reforming the municipal school system were envisioned including de-
municipalisation, creation of inter-municipal educational authorities and regionalisation
of education. A central concern of the reform is to ensure adequate mechanisms to deliver
quality education for all students throughout the country, while monitoring the effective,
efficient and equitable use of resources at subnational levels (Santiago, et al.,
forthcoming).

The education reform is still under discussion while it brings some uncertainty, in
particular at the municipal level. Some questions raised by the de-municipalisation of
education remain e.g. the transfer of municipal assets (schools), liabilities (debt),
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municipal staff in charge of education or the future of municipal corporations in charge of
education services. It also raises further concerns regarding the size of national
bureaucracy at the subnational level, if SEREMIs and DEPROVs are to continue
operating side-by-side with the new local education services (Santiago et al.,
forthcoming; and OECD forthcoming). Another area of concern is linked to the future
role of the regions which are fully self-governing with the introduction of the 2017
January law and which should be allocated new responsibilities in the coming months.

Box 1.16. Principles of organisation and financing of the education sector through
the voucher system

The reform introduced in 1980 by the military government ushered in a radical, neo-liberal
conception of the functioning and the management of the economy and the society (El Ladrillo,
1992; Reyes Cayul, 2013; Delooz, 2015). The military government introduced a radical change
in education by promoting a dualist system based on the co-existence of public and private
establishments and introducing competitive pressure between both sectors. Although this
combination of private and public operators is widely practiced in many countries, the market-
oriented reforms and the role of the private sector are particularly present in Chile.

Municipalisation, privatisation and voucher/free market

Municipalisation, privatisation and voucher/free market are the three key words of the
change brought about during the 1980s to build a competitive education system meant to
increase educative performances. The decentralisation of public school management
responsibilities to municipalities was accompanied by the introduction of a nationwide voucher
programme for both municipal and private schools, based on the principle of the parents’ free
choice of schools. The voucher mechanism finances the cost of a child’s education by helping
the user (parents) directly instead of subsidising the academic institution. The user can buy the
service of the delivery institution that he prefers. The Chilean formula is a derivative version of
the generic principle. Families do not receive the voucher, which is paid instead to the
establishment where the pupil is enrolled. If the pupil moves to a new school, the voucher is paid
to the new establishment. In the Chilean system, the voucher is equivalent to a subsidy called a
scholar subvention (subvencion escolar). Nevertheless, it is an unstable earmarked subsidy:
users “threaten” the schools with the possibility they will “vote with their feet”. The subsidised
private establishments have developed a complementary funding method: the co-payment
(copago) since the passing of law no. 19.247 of September 1993, which allowed the extra fees to
be paid by the families.

Among OECD countries, Chile has the highest share of private financing for primary and
secondary education. In other words, Chile is the only OECD country where the share of public
funds in overall expenditure on schooling was below 80% in 2013.

Critical points and current reforms

This new system introduced local competition between the three different categories of
establishments: public municipal schools (also divided into municipal and corporations),
subsidised private establishments and private non-subsided establishments. The introduction of
the voucher programme has led many private schools to enter the market, attracting a growing
share of the student population. As a result, enrolment in municipal schools has declined
substantially.

The voucher system has been a source of controversy, sharp criticism, and protests (for
example “the penguins' revolution” in June 2006). Where students attend school depends largely
on the income level of their family. Students from the most disadvantaged families attend
municipal schools in droves. Private subsidised schools educate students from a wider range of
backgrounds (OECD, 2013b).
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Box 1.16. Principles of organisation and financing of the education sector through
the voucher system (continued)

There is evidence that it has resulted in “cream skimming”, with private subsidised schools
selecting academically gifted students and those with middle and high economic status, while
excluding pupils with learning difficulties or from disadvantaged socio-economic backgrounds
(ODI, 2014; Bellei, 2009).

Chile continues to struggle with inequalities as the system did not lead to reduce social and
territorial inequalities which remain huge, causing significant tensions and threatening social
cohesion. Therefore, according to the 2015 results of the OECD Programme for International
Student Assessment (PISA), which compares the academic performance of 15-year-olds across
the globe, Chile’s index of social inclusion was one of the lowest among PISA-participating
countries and economies, Chile ranking 65 out of 68 (OECD, 2016c). There is also a territorial
bias of this segregated school system, as 81% of schools in rural areas are run by municipalities.
In areas where there are fewer than 100-150 pupils, there is no enrolment into private-subsidised
schools. This concentrates the benefits of the voucher system in urban areas, with a negative
impact on urban—rural equity (ODI, 2014). In addition, Chile ranks among the last concerning
the quality of schools' educational resources (-0.32 PISA Index, rank 61/69). Teachers in Chile
face comparatively low salaries and high workloads. Their statutory working time is around 30%
more than the OECD average, and the student-teacher ratio in Chile is the second highest among
OECD countries (OECD, 2016d). However, a new law regarding teachers’ career was enacted in
April 2016: it increases teachers’ salaries (since July 2017 for the entire municipal sector) and
gradually decreases the percentage of teaching hours (Sistema Profesional Docente, Law No.
20.903 or System for Teacher Professional Development). Its gradual application starts in 2016
and full application is expected by 2026.

Finally, despite significant improvements in the quality of basic education in Chile in recent
decades (improved performance in reading and sciences according to PISA and Chilean
education quality measurement system, SIMCE, better education access), Chile continues to lag
behind the OECD average in terms of student performance in mathematics, reading and science.
The 2015 PISA survey found that Chile ranked 42 out of 73 countries in reading, 50 out of 73 in
mathematics and 45 out of 73 in overall sciences.

Faced with growing criticism, the system is on the cusp of being profoundly reformed. The
Chilean government proposed a substantial change in the funding of the education system in
2014. A new law, adopted in 2015 (Law No. 20-845, Ley de Inclusion Escolar or Inclusion Law)
aims to keep education free-of-charge and inclusive. According to this law, subsidised private
establishments will not be able to receive public allocations and make profit. The copago should
progressively disappear, the increase of the ministerial grants offsetting the revenue. Similarly,
in schools receiving public funding, the reform aims to gradually end student selection, and
forbids expelling students due to academic, political, ideological or other reasons. Some student
selection will be allowed in special programmes (up to 30%), such as arts, sports or academic
excellence. The reform has been effective since March 2016 and implementation is foreseen to
continue until 2020. Its efficiency will depend, in particular, on the budgetary effort to maintain
the increase of the scholar subsidy and the bonus for priority (socially-underprivileged) pupils.

Another important reform is currently on-going, which would result in the de-
municipalisation of the management and funding of schools. This would have a major impact on
municipal finance, both in terms of expenditure and revenue.

Sources: OECD (2016¢), PISA 2015, Results in focus; OECD (2016d), Education at a Glance 2016: OECD
Indicators,; Santiago et al. (forthcoming), OECD Reviews of School Resources: Chile; Bellei (2009) “The
Public—Private Controversy in Chile”; Delooz B. (2015), Le pouvoir territorial au Chili et en France.
Eléments d’analyse critique de la décentralisation en droit comparé; El Ladrillo (1992), Bases de la politica
economica del Gobierno militar chileno; Reyes Cayul L.E. (2013), La privatisation du systéme éducatif
chilien depuis 1973 a nos jours; ODI (2014), Improvements in the quality of basic education - Chile’s
experience, Overseas Development Institute; Santiago, P. et.al. (2013), Teacher Evaluation in Chile 2013,
OECD Reviews of Evaluation and Assessment in Education.
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Focus on primary healthcare

The health sector underwent its first reforms in the late 1970s with the Decree Law
No. 2.763, adopted at the end of 1979 and revised several times in 2000 and 2004 (laws
No. 18.933 and No. 18.469) as well as through the Law on Health Authority (Ley de
Autoridad Sanitaria No. 19.937) and the Law on Explicit Heath Guarantees System Act
(Garantias Explicitas de Salud, G.E.S n° 19.966). The reform separated the functions of
planning, control and regulation with the tasks of provision of health services and set up a
mix public-private system. New entities were created including the National System of
Health Services (SNSS), the National Health Fund (FONASA), the Public Health
Institute, the Procurement Centre, etc.

In 1981, the SNSS transferred all responsibility for primary healthcare to
municipalities (urban and rural clinics and health centres), leaving only secondary and
tertiary care in hospitals and specialised health centres (Raczynski and Serrano, 2001).

Today, Chile's healthcare system is a combination of private and public insurance
coverage (Box 1.17). Public coverage accounted for 75.5% of Chileans in 2010. The
National System of Health Services covers the entire country, composed of 29
autonomous Health Services, co-ordinated by the Ministry of Health’s Undersecretary of
Healthcare Networks. Each health service (servicio de salud) co-ordinates a territorial
network of primary care centres, mainly administered by municipal governments and
corporations, to deliver comprehensive family and community healthcare to FONASA
affiliates residing in its area.

As in the education sector, municipalities can choose between direct administration of
health through municipal departments of health or indirect administration through private
corporations. In 2015, there were 271 municipal departments or municipal health
directorates, and 50 health corporations. 65% of the municipal health directorates were
located in the poorest municipalities. In 2015, the municipal health system comprised an
infrastructure of 1 477 entities, including 113 health laboratories, 62 urban clinics
(Consultorios General Urbanos (CGU), 65 rural clinics (Consultorios General Rural —
CGR) and 1 075 rural health centres. In addition, there were 162 other types of municipal
health facilities, such as Family Health Centres (Centros de Salud Familiar - CESFAM)
or Primary Urgent Care Services (Servicios de Atencion Primaria de Urgencia - SAPU),
located throughout the country (AMUCH, 2015). Municipalities have to prepare an
annual Municipal Health Plan (Plan Anual de Salud Municipal o Plan de Salud
Comunal).

The new health system combines municipal and private healthcare centres with
different payment methods, from free-of-charge to free-pricing. Municipalities receive
every month a current transfer from the Ministry of Health aimed at financing municipal
clinics and health centres.

According to international rankings, the Chilean health system has a respectable level.
However, social and territorial inequalities put a damper on this performance. Among the
main issues raised are the risk of anti-selection (linked with the limitative list of diseases
of the AUGE) and the municipal differences of territorial capacities (resources,
equipment, medical density).
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Box 1.17. Municipalities and the Chilean health system

Two sub-systems, one public and the other private, coexist within the Chilean health system.
The National Health Fund of Health (Fondo Nacional de Salud - FONASA), created in 1979, is
in charge of ensuring healthcare coverage of the beneficiaries of the public system, i.e. about
75.2% of the Chilean population in 2014, including the rural and urban poor, the lower middle-
class, the retired, and the self-employed and technicians. The delivery is ensured by the National
Health Services System (Sistema Nacional de Servicios de Salud - SNSS) and the Municipal
System for Primary Care. Part of the population is also covered by other public agencies (the
Health Services for the Armed Forces). The private system is based on Health Provision
Institutions (Instituciones de Salud Previsionales - ISAPREs) created in 1981. It covers
approximately 18.5% of the population, mostly the upper-middle class and the high-income
population. A small proportion of the population uses private health services and pays for them
out-of-pocket. Overall, in nearly all OECD countries, the main source of health funding is the
public sector, with the exception of Chile and the United States. In Chile, 49.2% of health
spending is funded by public sources, which is far below the average of 72.3% in OECD
countries (Ramirez-Valdivia et al., 2014).

The decentralisation in 1981 of primary health to the municipalities led to the creation of
Health Consultation Centres (Consultorios de Atencion primaria - EPS). The 2003 and 2004
reforms sought to improve equity and efficiency of the public system.

The system is based on two operational supports:

e The special plan for Universal Access to Explicit Guarantees or “AUGE” Plan (4cceso
Universal de Garantias Explicitas) aimed to improve public service quality by selecting
diseases for which several guarantees would be made to insured patients in the public
system (56 health problems have been identified, including cancer in children, breast
cancer, ischaemic heart disease, HIV/AIDS and diabetes).

e The beneficiaries must contribute to the financing of services. The financial
participation follows a scale modulated according to the revenue (four classes with co-
payment rates varying from 0 to a maximum of 20%).

Sources: OECD (2003), OECD Economic Surveys: Chile 2003; OECD (2007a), OECD Economic Surveys:
Chile 2007; Becerril-Montekio V., J. de Dios Reyes and A. Manuel (2011), “Sistema de salud de Chile,
Sistema de salud de Chile”, [The health system of Chile]; Benavides S.P., L. Rubén Castro and J. Ingrid
Jones (2013), Sistema Publico de Salud, Situacion actual y proyecciones fiscales, DIPRES; Ramirez-
Valdivia et al. (2014), Measuring the Efficiency of Chilean Primary Healthcare Centres.

Towards asymmetric organisation and competences?
Restricting shared competences, increasing exclusive responsibilities

As underlined above, the breakdown of responsibilities across levels of government
remains unclear. At the municipal level, the current system of responsibilities is quite
complex with few exclusive competences and 13 shared competences whose dividing
lines between central or municipal interventions are not well established and subject to
change. Additional tasks are regularly attributed to municipalities without financial or
technical compensation. Shared responsibilities, especially education and health, are a
significant burden on municipal budgets (see Chapter 2). Until the recent law on
municipal staff adopted in 2016, municipalities did not have the possibility to adapt their
human resources, quantitatively or qualitatively, to these new functions (see Chapter 4).
Today, the Chilean government has considered a number of different options for
reforming the municipal school system and this is still under discussion (see above).
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The regionalisation agenda aims to transfer new responsibilities from the central
government to the regions, which would have a total of 111 responsibilities by 2022.
Regional governments currently have 23 responsibilities defined by the LOCGAR. The
bill under consideration plans to transfer 49 new competencies. The remaining 39 would
be “competencies by occupation - competencias por oficio — see also Chapter 6. If
adopted, this will have a profound impact on both central government and municipalities.
Some regional competences could give them a co-ordination function over certain
municipal activities. The current proposal concerning regional governance of
metropolitan areas goes in that direction. The current regionalisation programme will
clarify the complex distribution of responsibilities across levels of government and
reshuffle municipal competences.

At this stage, two approaches could be considered:

e Examining the possibility of increasing the number of exclusive competences and
reduce the number of shared ones. A work group could be set up grouping all
ministries and SEREMIs involved in municipal affairs, regional governments and
representatives of municipalities to examine more precisely the list of
responsibilities that could be carried out exclusively by municipalities (these
should involve local economic and social development). Another option would be
to apply the general clause of competence or “subsidiarity principle” as it is the
case in a majority of OECD countries as far as the municipal level is concerned.

e Keeping some shared responsibilities but reconsidering the scope, i.e. the
functions carried out by municipalities within the area. This should take place in
the framework of the current discussions underway in Chile with respect to the
regionalisation process (i.e. new regional responsibilities) as well as to sectoral
reforms.

In particular, it should take into consideration the current educational reform, which
intends to remove from municipality remit the administration and management of public
schools and to create a system of public education, based on new providers of public
education (local education services) co-ordinated by the National Directorate for Public
Education (see above and Santiago et al., forthcoming). In this area, there is a need for a
more co-ordinated and integrated approach between both municipal and education
reforms. In particular, it seems necessary to better assess the various impacts of the New
Public Education Reform on the municipal sector (municipal finances, staff, assets and
liabilities, etc.). A flexible approach of the de-municipalisation process of education
could also be considered in order to allow those municipalities that are willing and
capable to retain their status as school administrators (see below).

OECD countries have envisioned other avenues of work, in particular to reduce the
cost of education services for subnational governments, which can be a real burden for
municipalities when they include both current (in particular, the payment of teachers’
salaries) and investment expenditure. Some current charges can re-transferred to higher
levels of government while investment functions and associated costs (maintenance and
repairs) as well as some operating expenditure (energy, extra-curricular activities,
administrative services, canteens, pupils transport, non-teaching personnel, etc.) can be
maintained at the municipal level. This is the case in France. In Austria, such a dividing
line is seen between the central government and state governments at the regional level
(Box 1.18).
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Box 1.18. How to assign education responsibilities across levels of government?
The cases of France and Austria

Education is the most common major public service to be shared substantively across
multiple tiers of government. It is the single largest budget item for subnational governments in
most countries. On average across OECD countries, education accounted for 25% of total
subnational expenditure in 2014, amounting to almost 50% of total public education expenditure
(OECD, 2016b).

It can be observed that in most OECD countries, lower levels of government are responsible
for managing and funding lower levels of schooling (mainly pre-elementary, primary and
sometimes lower-secondary education) whereas responsibility for secondary, and in particular
upper-secondary, schooling is more often retained at provincial/regional or central levels. These
functions are sometimes carried out on behalf of central government, with more or less
discretion. This type of arrangement where sub-sectors of schooling operate under different
political and administrative jurisdictions may raise significant challenges concerning efficient
use of resources (risks of competition, duplication and overlaps) and co-ordination of policies
and actors. It generally involves clearly defining the division of labour between different levels
of government and putting in place appropriate co-ordination mechanisms and collaborative
practices under the general umbrella of the Ministry of Education (OECD, 2016¢).

There are different manners of sharing responsibilities, which are not exclusive, based on the
level of education, on the functions or on the financing. The latter is, among others, the way
chosen by France and it is envisioned in Austria.

In France, the educational system was historically very centralised. Decentralisation reforms
in 1982-1983 and 2003-2004 resulted in a mixed system. The degree of direct management and
control from the Ministry of Education has diminished considerably. However, the central
government retains responsibility for the national curriculum and general educational goals,
recruitment, training, management and remuneration of teachers (schools and university), while
subnational governments are in charge of investment and maintenance responsibilities for the
pre-elementary and primary schools (municipalities), the colléges (departments), and the high
schools or lycées (regions). Since 2004, subnational governments are also responsible for
recruitment, management and payment of technical and administrative staff. They are also
responsible for school transport, meals and extra-curricular activities. Subnational governments
nevertheless receive transfers from central government intended to cover the bulk of their
education expenditures to cover operational expenses (other than teaching staff), equipment and
building infrastructure (OECD, 2006; OECD, 2007). In 2014, subnational education expenditure
accounted for around 14% of total subnational expenditure, representing 31% of total public
education expenditure.

In Austria, the educational system was also strongly centralised for historical and political
reasons. According to the general clause of article 15 (1) of the Constitution, education is one of
the exclusive competencies that are assigned to the federal government with public security,
taxes, civil and penal law, industrial affairs and heath care. However, the regional states
(Bundesldinder) have the constitutionally guaranteed right to execute some federal laws,
especially in the area of education. This has led to a complex distribution of responsibilities
between the federal government and the states. For example, lower-secondary schooling is
currently offered by both the federal level (first stage of academic secondary schools) and the
provincial level (within so-called New Secondary Schools). Education policy is a controversial
topic with intense debates. A reform is currently under discussion in order to clarify the division
of responsibilities between the federal government and the Bundeslinder seeking ways to
streamline the governance and funding of the Austrian school system.
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Box 1.18. How to assign education responsibilities across levels of government?
The cases of France and Austria (continued)

There are different options but one appears to be a feasible compromise which would consist
in putting Bundeslinder in charge of all investments and maintenance and leaving the federal
government in charge of the funding and allocation of teachers through new education
directorates based in each province (OECD, 2016c). In Austria, subnational education
expenditure accounted for around 17% of total subnational expenditure i.e. 46% of total public
education expenditure.

Sources: OECD (2016b), OECD Regions at a Glance 2016; OECD (2016¢), PISA 2015: Results in focus,
www.oecd.org/pisa/pisa-2015-results-in-focus.pdf; OECD (2016e); First Draft of the Thematic
Comparative Report on the Funding of School Education Group of National Experts on School Resources
OECD Review of Policies to Improve the Effectiveness of Resource Use in Schools; Nusche D et al.
(2016), OECD Reviews of School Resources: Austria 2016; OECD (2007b), OECD Economic Surveys:
France 2007; OECD (2006), OECD Territorial Reviews: France 2006.

Modifying governance arrangements and breakdown of responsibilities and functions
could also be envisioned in other sectors, such as health or social policies.

In the OECD, subnational health expenditure is the second highest budget item,
accounting for 17% of subnational expenditure on average, and even more than 23% in
the United States, Spain, Austria, Denmark, Sweden, Finland, reaching 47% in Italy.
Subnational expenditure represented 25% of total public health spending on unweighted
average in the OECD in 2013. This share is less than 2% in several OECD countries
where health remains a centralised responsibility, such as Greece, Ireland, Israel,
Luxembourg, the Slovak Republic, France or the United Kingdom. In these countries,
health competences fall more often under the responsibility of central government or
social security bodies and subnational governments have no role, or a limited one. At the
other end of the spectrum, this share exceeds 60% in Italy, Spain, Switzerland and the
Nordic countries (Norway, Finland, Denmark and Sweden). In these countries, wide
responsibilities for planning, organising, delivering and financing healthcare services and
infrastructures are decentralised to the municipal level (primary care centres) but
especially to the regional level (hospitals, specialised medical services). There is a trend
of shifting responsibility from the local to the regional level in order to ensure more
equitable access and efficiency to health services. It was the case in Denmark with the
2007 reform: while municipalities gained responsibilities for social welfare and
education, making them responsible for most citizen-related tasks, the five new regions
(resulting from the merger of previous 14 counties) were granted responsibilities for
healthcare services, including hospital services. In Belgium, communities and regions
gained additional competencies in the framework of the 6th State reform of October
2011. In particular, the reform transferred in 2014 further competencies in health,
including hospital infrastructures, mental health services and preventive medicine. The
case of Finland is interesting, as a new reform is currently discussed consisting in
transferring municipal health responsibilities to future self-governing regions (Box 1.19).
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Box 1.19. Transferring health responsibilities from municipalities to self-governing
regions: The current Finnish reform

In 1993, a reform decentralised healthcare to the municipalities. Health expenditure became
a significant item of local spending (29% in 2014), 61% of public health spending being carried
out by municipalities and joint municipal boards. These inter-municipal co-operation entities can
operate on a local basis — e.g. healthcare centres — or on a regional scale — e.g. specialised
districts and university hospitals (OECD, 2014b). In recent years, there have been growing
concerns concerning the capacity of municipalities to manage health services due to high waiting
lists, diseconomies of scale, shortages of health personnel in certain areas and growing
inequalities in terms of access and quality of services. In 2005 and 2007, a reform, called
PARAS (Programme for Restructuring Local Government and Services) sought to improve
health management by promoting voluntary municipal mergers and inter-municipal co-
operation. It introduced quantitative population thresholds to be reached for a number of
activities including primary healthcare (20 000 inhabitants). Progress was slow however. In
addition, although municipal co-operation solved many scale and externality problems, it was
insufficient to meet the challenges associated with population ageing, eroding tax bases in many
municipalities (Moisio A. et al., 2010) and the difficulty to provide healthcare services according
to national standards in certain areas due to increased fixed costs related to increasing
specialisation and technological developments. Co-operation was also criticised for a lack of
transparency and accountability in decision making (OECD, 2014b).

The PARAS reform was rapidly followed by other plans for municipal amalgamations in
2011 and 2013. Once again, this new reform also met strong resistance and finally, the new
Finnish government, which took office in May 2015, decided to end the process and adopt an
alternative strategy, based on regionalisation.

The new regional reform is to be based on the creation of elected self-governing regions,
which would receive primary and specialised healthcare as well as social services transferred
from municipalities. There should be 18 new regional governments, with 15 regions being
responsible for their own social and healthcare services (the last three would organise services in
co-operation with other regions). The aim is to reach similar objectives as those of municipal
mergers, i.e. reaching greater efficiency for public services through up-sizing; reducing costs so
as to bridge the EUR 3 billion sustainability gap; and reducing inequalities in service provision
across the country. The financing system should also be revised and simplified (the aim is to
introduce a single-channel funding system, in contrast to the multi-channel current system).

This reform is part of a larger package of reforms, built around five priority areas:
employment and competitiveness; knowledge and education; well-being and health; bio-
economy and "clean" solutions; and digitalisation, experiments and deregulation. Reforms
include the pension reform, the social welfare and healthcare reform (aimed at cutting
municipalities’ costs by reducing duties and obligations), the "Municipality of the future' project
(aimed at increasing municipal authority in areas such as promoting vitality, entrepreneurship
and employment, as well as encouraging municipal mergers), and regional and central
government reforms (simplification of regional and central administration).

Source: OECD (2017a), Multi-level Governance Reforms: Overview of OECD Country Experiences,
OECD (2014b), OECD Economic Surveys: Finland 2014; Moisio A. et al. (2010), Public services at the
local level: The Finnish way.
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There is no one model for assigning responsibilities across levels of government.
However, a general scheme for breaking down responsibilities across subnational
governments, based on the observation of OECD country experiences could be
enlightening for Chile (Box 1.20):

e In many OECD countries, the municipal level tends to manage community
services. Municipal responsibilities are not always defined precisely as
regulations often refer to the general clause of competence or “subsidiarity
principle”. This principle gives local authorities an explicit freedom to act in the
best interests at the local level. In this case, laws rarely limit or specify local
responsibilities but enumerate broad functions instead, except if a particular
responsibility is devolved by law to another government level (OECD 2016b).

e In two-tier systems of subnational governments, the regional level between the
municipalities and the central government, because it operates on a larger scale,
usually provide services of regional interest which benefit from economies of
scale, generate spillovers, involve redistribution and are required to meet the same
standards across the jurisdiction (OECD, 2014a). The regional tier may also
facilitate co-operation and strategic planning.

e In a three-tier systems, like in France, Spain, Italy or Poland, the breakdown can
be complex, sometimes resulting in duplication, overlap and co-ordination
challenges. However, over recent decades, the intermediate level has lost many of
its powers and responsibilities in favour of regions, which gained more
importance. In a majority of countries (except France for example), intermediary
governments are now mainly responsible for administrative and delegated tasks,
and have small budgets and in general no, or only limited, taxing powers.

Box 1.20. Breakdown of responsibilities and functions across subnational
government levels

For each area, it is necessary to distinguish between different key functions: regulating,
operating, financing and reporting. Regarding the financing function, another distinction can be
made between current expenditure and investment. In the OECD, health, education and social
protection or law enforcement weigh heavily on subnational expenditure when subnational
governments are in charge of paying medical staff, teachers, social workers or police officers or
providing social benefits on behalf of the central government. Often, while subnational
governments may simply act as “paying agents” to carry out these delegated functions with little
or no decision-making power or room for manoeuvre, these spending responsibilities are a great
burden on their budget.
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Box 1.20. Breakdown of responsibilities and functions across subnational
government levels (continued)
Figure 1.17. Breakdown of responsibilities across subnational government levels: A general
scheme
+* A wide range of * Specialised and more limited - Heterogeneous and more or
responsibilities: responsibilities of supra- less extensive responsibilities
— General clause of competence municipal interest depending on countries (in
— Eventually. additional + An important role of particular. federal vs unitary)
allocations by the law assistance towards small - Services of regional interest:
+ Community services: municipalities — Secondary / higher education
— Education (nursery schools, + May exercise responsibilities and professional training
pre-elementary and primary delegated by the regions and — Spatial planning
education) central government — Regional economic
— Urban planning and + Responsibilities determined by development and innovation
management the functional level and the — Health (secondary care and
— Local utility networks (water. geographic area: hospitals)
sewerage. waste. hygiene, — Secondary or specialised — Social affairs. e.g.
etc.) education employment services,
— Local roads and city public — Supra-municipal social and training, inclusion, support to
transport youth welfare special groups. etc.
— Social affairs (support for — Secondary hospitals — Regional roads and public
families and children. elderly. — Waste collection and transport
disabled. poverty. social treatment — Culture, heritage and tourism
benefits. etc.) — Secondary roads and public — Environmental protection
— Primary and preventative transport — Social housing
healthcare — Environment — Public order and safety (e.g.
— Recreation (sport) and culture regional police, civil
— Public order and safety protection)
(municipal police, fire — Local government
brigades) supervision (in federal
— Local economic countries)
development, tourism. trade
fairs
— Environment (green areas)
— Social housing
— Administrative and permit
services
Source: OECD (2016b), Regions at a Glance 2016.

Towards more flexibility and differentiated responsibilities

Additional approaches might be explored to address in particular the diversity and
heterogeneity of Chilean municipalities, in terms of unequal capacities but also in terms of
needs, which may vary depending on their location or social and economic characteristics. They
include:

e Creating incentives to promote the use of municipal associations for horizontal co-
operation in service delivery and co-ordinated investment (see Chapter 6).

o Creating the possibility to delegate some tasks to a higher level of government through
ad hoc agreements for a given period (regions). Such arrangements are developing in
the OECD (e.g. in France since the law MAPTAM law of 2014 on the modernisation of
territorial public action and affirmation of metropolitan areas).

e Improving the recognition and functioning of the municipal delegations that carry out
municipal functions at the community level, especially in isolated areas. SUBDERE
could launch a study to identify how many entities exist today in Chile, what types of
tasks they perform, how they function in terms of human and financial resources as well
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as to assess their efficiency in terms of proximity with the population and services
delivery.

e Ascribing differentiated competences according to different categories of
municipalities. Large, capable municipalities would have higher budget responsibilities
compared to smaller ones.

This last topic of asymmetric decentralisation has received growing attention from several
countries confronted with severe disparities in local capacities and/or various territorial, political
or international cultural contexts. Asymmetric decentralisation can be an interesting way
forward to improve and strengthen decentralisation, as it is currently experienced by Colombia
and increasingly adopted for various reasons in France, Italy, Spain, Sweden and the United
Kingdom (Box 1.21).

There are different ways to implement asymmetric decentralisation. It can be done by
granting a special political status to only some regions or municipalities, assigning differentiated
powers and responsibilities, defining dissimilar financing arrangements (in terms of taxing or
borrowing power for example), allowing to enter into specific partnerships or agreements (e.g.
public-private partnerships, concession agreements) or imposing different norms or
requirements (e.g. accounting, reporting, audit, public procurement, etc.). In that perspective, it
is necessary to clearly define, in a transparent and shared manner with interested stakeholders
the criteria used to differentiate and categorise subnational governments.

However, asymmetric governance approaches contain risks, in terms of creating
institutional complexity, such as in Czech Republic (Box 1.21) and preference treatments. This
could lead to the creation of a “multi-speed municipal system”, with favoured and less favoured
municipalities, which would merely recreate significant “legal” inequalities. Therefore, an
asymmetric approach should be accompanied by specific support for municipalities, which
would remain under the common institutional framework and could feel marginalised.

Box 1.21. Asymmetric decentralisation: Defining differentiated competences for
different municipalities: the case of Colombia, Denmark and Czech Republic

In Colombia, capacities vary greatly across jurisdictions. This represents an important
obstacle for efficient decentralised governance and for when a government envisions
decentralising new functions to the lower levels. To address this challenge, Colombia has set up
a system of certification of municipalities, entailing differentiated competencies. To perform
central government delegated functions in the areas of education, health, water and sanitation,
municipalities must be certified. In the uncertified municipalities, the department is responsible
for these competences.

Colombia is currently considering a new reform to differentiate competencies according to
the degree of capacities. The new “Differentiated Competences National Programme” included
in the 2014-2018 National Development Plan goes further to respond to the disparities among
the capacities of subnational governments by providing the possibility of allocating more
responsibilities to the more qualified ones. It also envisions alleviating some administrative
requirements (e.g. reporting) as today, small municipalities have roughly the same obligations as
the large ones, which can be a real burden for them.

The National Planning Department (DNP) has defined general and specific criteria linked to
financial, technical and institutional capacities of Colombian municipalities. General criteria
assess the institutional capacities of local actors independently of the competence to be delegated
(including the provision of basic services, generation of own resources, accomplishing goals of
development planning, appropriate use of financial resources, financial solvency and respect of
fiscal procedures).
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Box 1.21. Asymmetric decentralisation: Defining differentiated competences for
different municipalities: the case of Colombia, Denmark and Czech Republic
(continued)

A total of 492 municipalities out of 1 101 have recorded good results, while 215 scored in
the lowest category. For a competence to be devolved, the municipality needs to comply at the
same time with specific criteria defined by the national authority that will delegate the
competence. Following these two steps of multi-criteria analysis, the DNP identified 131
municipalities that could assume functions currently delivered by the central level.

Sectors that could be more efficiently managed at the municipal level were identified. These
include protection and reinsertion of victims, transport (tertiary roads), early childhood, and
agricultural and rural development. The priorities will be to delegate competencies for victims’
rights, land registries and transport (tertiary roads).

The municipality has to ask for the delegation of a specific competence. The transfer
depends largely on the political will of the local government in taking on additional
responsibilities, as devolution is not encouraged by any financial incentive beyond the transfer of
the corresponding budget to the municipality. The request is then analysed by the sectoral
ministry involved, which may be resistant to give up part of its prerogatives. The first delegation
underway is the multi-purpose land registry in the municipality of Barranquilla.

In Denmark, between 2012 and 2015, nine local municipalities were granted exemptions
from government rules and documentation requirements in order to test new ways of carrying
out their tasks, in a policy experiment known as the “Free Municipality” initiative. The main
focus has been on simplification, innovation, quality and a more inclusive approach to the
individual citizen, with many of the experiments focusing on employment. The Free
Municipality experiment is currently being evaluated, in order to form the basis for potential
future legislation on de-bureaucratisation for all municipalities. The concept of Free
Municipalities continues in an adjusted form until 2019, and is extended to more municipalities.

In the Czech Republic, in the process of decentralisation, the responsibilities of the 76
abolished state “districts” to the municipalities were largely passed on to 205 “municipalities
with extended powers” (ORP) in 2003. These municipalities perform central government
delegated functions on behalf of smaller surrounding municipalities such as child protection and
issuing passports. These functions are associated with additional funding. Smaller municipalities
can also delegate additional functions to the ORP that they do not want to provide, or cannot
provide because of their lack of capacities (with 6 258 municipalities, the Czech Republic has
the lowest average municipal size: 1 640 inhabitants vs. 9 570 in the OECD in 2016). To do that,
they use contract agreements and in 2012 they concluded 5 784 contracts. Responsibilities
transferred include administration as well as services such as healthcare and education. While
this is very flexible and has increased efficiency, it also adds to complexity and has proved
difficult to monitor. The Ministry of Interior in 2012 therefore proposed to move all delegated
functions to the 205 ORP in order to streamline the system and increase efficiency.

Source: OECD (2016f), Making the Most of Public Investment in Colombia: Working Effectively across
Levels of Government, OECD (2016g), OECD Economic Surveys: Czech Republic 2016; OECD (2017b),
OECD Territorial Reviews: Sweden 2017: Monitoring Progress in Multi-level Governance and Rural
Policy.

In Chile, until recently, regulations and policies were applied in a uniform way, with
only some exceptions, e.g. in extreme regions and Chilean islands, which benefit from
special treatment. In the 2000s, SUBDERE started to carry out several studies to better
identify this territorial diversity at the regional and municipal level and design more
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place-based and differentiated tools and programmes taking into account various
geographical, economic, political or cultural situations. This new approach has made
several changes to legislation, instructions or guidelines (e.g. in the allocation of
education and health subsidies for rural municipalities) and to design specific
programmes tailored to the characteristics and needs of territories. It has also resulted in
the creation in 2012 of a concrete tool: a new typology of municipalities that classifies the
345 municipalities into five categories according to spatial and socio-economic criteria.
This tool is used to allocate the funds of an incentive scheme (Fondo de Incentivo al
Mejoramiento de la Gestion Municipal - FIGEM) aimed at encouraging good managerial
practices.

To advance further in the process of decentralisation, this type of differentiated
approach should be pursued and strengthened in Chile. Asymmetric decentralisation
could be envisioned in several directions (see also the following chapters): devolving
additional competences to the most capable municipalities; allocating additional fiscal
powers to municipalities with greater financial and technical capacities (e.g. access to
borrowing, tax power, ability to define user fees and tariffs, etc.); simplifying reporting
mechanisms of weaker municipalities to alleviate the administrative burden. This flexible
approach recognising differences in capacity and performance across municipalities could
be incorporated in the framework of the New Public Education reform. Chile could draw
inspiration from the model that serves as the basis for the Colombian certification system.
This approach would avoid the risk of disruption and loss of existing capacities to certain
performing municipalities resulting from the education reform (see above and Santiago et
al., forthcoming).

In this scenario, the FIGEM classification could also be a useful tool. It would need to
be updated, completed and used in a larger and systematic way to design and implement
policies and programmes targeted at municipalities. To implement such an approach,
Chile could also take advantage of pilot experiences in the devolution of competencies as
a way to ensure a gradual institutional change and “learning-by-doing”.

Finally, an asymmetric decentralisation approach could also be a way to support the
development and integration of indigenous communities, as it is the case in several
OECD countries (Box 1.22).
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Box 1.22. Decentralisation can offer space to design effective policies supporting
the development and integration of indigenous communities: The experience of
OECD and Chile

Twelve OECD member countries - Australia, Canada, Chile, Denmark (Greenland), Finland,
France (New Caledonia), Japan, Mexico, New Zealand, Norway, Sweden, and the United States
- report having indigenous populations, which account for around 24.5 million people, 2,0% of
OECD total population (OECD, 2016h).

Table 1.3. Indigenous communities in OECD countries

Country Indigenous peoples Population % national population

OECD member countries

Australia Indigenous/Koori 670 000 2.8

Canada First nation/Inuit/Metis 1400 685 3.9

Chile Various 1565915 8.8

Denmark (Greenland)* Inuit 51377 0.9 (91.6)

Finland Sami 8 000 0.1

France (New Kanak 70 000 0.1 (25.9)

Caledonia)*

Japan Anui 28 782 0.02

Mexico Various 15703 474 12.4

New Zealand Maori 645 000 14.0

Norway Sami 50 000 — 65 000 1.0-1.3

Sweden Sami 20 000 0.2

United States American Indian/Alaskan 5200 000 1.6
native

SUB-TOTAL 25420 733 --

*QGreenland is defined as an autonomous country within Denmark, whilst New Caledonia is a special
territory of France. Masyarakat Adat is the official government title given to indigenous communities and
do not represent a tribal group.

Source: OECD (2016h), Linking indigenous communities with rural and regional development, Discussion
paper; Estimates from Food and Agricultural Organisation of the United Nations (www.fao.org/indigenous-
peoples/en), International Working Group for Indigenous Affairs (www.iwgia.org); Country population
totals from World Bank (http://data.worldbank.org/indicator/SP.POP.TOTL).

Indigenous communities are struggling, but opportunities can be addressed at the
municipal level

While indigenous communities make an important contribution to culture, heritage and
economic development, they are often confronted with strong social and economic difficulties.
Often marginalised and discriminated, they generally experience poorer socio-economic
outcomes (higher mortality rate, lower educational level, higher unemployment and poverty,
etc.) and can have high levels of dependency on subsidies and transfers. While they are part of
the dynamics of regional growth and development, they are often disconnected from it because
of historical reasons and specific institutional arrangements related to self-determination and
sovereignty which give them the right to govern their affairs, including traditional lands, and in
some cases develop revenues and economic opportunities linked to their local assets.
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Box 1.22. Decentralisation can offer space to design effective policies supporting
the development and integration of indigenous communities: The experience of
OECD and Chile (continued)

Regions and local municipalities are often an important way of addressing the challenges
facing indigenous peoples. Indigenous communities tend to have a strong attachment to place (in
rural and urban areas), and their socio-economic conditions and capacities can differ widely
across national territories. The challenges facing indigenous communities (e.g. in regards to
health, education, employment and land use) are linked, and addressing them effectively
depends on working in partnership with them. This includes identifying ways to provide for
continued cultural identity and values in an integrated market economy (OECD, 2014a). As
such, decentralisation is important in delivering policies for indigenous people that are adapted
to local specificities and needs.

Indigenous population in Chile

In Chile, the Chilean government currently recognises nine indigenous groups: the
Atacameflo, Aymara, Colla, Diaguita, Kawashkar, Mapuche, Quechua, Rapa Nui, and Yagan
peoples. According to the Ministry of Social Developments' 2013 Survey, the population that
identifies as belonging to or descended from one of the nine indigenous peoples, via parentage or
surname, numbers 1 565 915 people, or 8.8% of the country’s total population, one of the
highest percentages in the OECD after Mexico and New Zealand.

The largest indigenous group is the Mapuche people (around 85% of all indigenous people
in Chile), which is concentrated in the south and rural areas and which is in turn subdivided into
various indigenous territorial groups (the Huilliche, Lafkenche, Pehuenche and Nagche). For
example, they represent 25% of the population of the Los Lagos region and more than 32% in
Araucania. A sizeable contingent of Mapuche people also lives in the metropolitan area of
Santiago, where they are called “urban Mapuche”. Their characteristics and problems differ
significantly from those of the Mapuche in the south. In total, 74% of indigenous population live
in urban and 26% in rural areas.

In Chile, although poverty rates for the indigenous population have decreased over recent
decades thanks to special initiatives targeted to them, they are still over-represented in the lowest
deciles of the income distribution. They experience higher poverty rates (23.4%) than the non-
indigenous population (13.5%). In rural areas, they have little land and tend to be concentrated in
extremely fragile and rapidly deteriorating environments. In urban areas, such as Santiago,
Concepcion and Temuco, indigenous peoples are clustered in the poorest neighbourhoods, with
limited access to social services, a high rate of unemployment or informality as well as racial
discrimination, which reduces labour opportunities (OECD, 2015b).

The recognition of indigenous communities in Chile

After several failed attempts by the Spanish Crown to subjugate the Mapuche, their
independence and territorial sovereignty were recognised in various agreements (parlamentos),
delimitating it to the south of the Bio Bio river. This was maintained by the Chilean Republic
until the end of the 19th century when Chile embarked upon the military conquest of Araucania.
At the same time, other indigenous communities (Aymara, Atacamefio, Quechua and Colla)
were integrated into Chile, in the North following the war of the Pacific (1879-1883) and Easter
Island in Polynesia (Isla de Pascua inhabited by the Rapa Nui community). An accelerated
process of assimilation was imposed by the government resulting in the gradual loss of
territories, culture, language and resources, as well as sovereignty.

Chile’s centralism led the country to ignore the existence of native peoples within the
Chilean nation until the late 1980s. The various social and land reforms introduced by President
Salvador Allende were reversed by the Pinochet regime.
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Box 1.22. Decentralisation can offer space to design effective policies supporting
the development and integration of indigenous communities: The experience of
OECD and Chile (continued)

The return to democracy in 1989 sparked a new phase in the history of the relationship
between indigenous peoples and the Chilean state. Patricio Aylwin's Concertacion government
established a Comision Especial de Pueblos Indigenas (Special Commission of Indigenous
People) to make recommendations which led to the adoption, in 1993, of the Indigenous Peoples
Act (No. 19.253) on the “promotion, protection and development of indigenous peoples™. It
recognised the special status and rights attached to indigenous peoples and expressed its
intention to establish a new relationship with them.

Among the most important rights recognised in the Act were the right to participation, the
right to land, cultural rights and the right to development within the framework of the state’s
responsibility for establishing specific mechanisms to overcome the marginalisation of
indigenous people.

In 2003, a special commission was set up consisting of various representatives of Chilean
society and indigenous people. It made recommendations for a new state policy, which resulted
in a report with proposals for reconciliation and a new deal between indigenous people and
Chilean society.

In 2007, Chile adopted the United Nations Declaration on Indigenous Rights and in 2008, it
ratified Convention 169 of the International Labor Organization in Indigenous and Tribal people
(ILO 169), which guaranteed additional rights to the indigenous peoples living in Chile, such as
the right to consultation, property, and self-determination. The same year Chile adopted an
indigenous policy called "Re-cognition: Social Pact for Multiculturalism” (Re-conocer: Pacto
Social por la Multiculturalidad), followed in 2012 by the policy called Towards a New Deal
with our Indigenous Peoples.

In August 2016, the President of Chile set up a Presidential Advisory Commission of La
Araucania whose purpose is to prepare proposals in the areas of regional and territorial
development and participation of indigenous population.

Despite this significant progress, there are still important problems such as unsettled claims
over property rights and property titles, conflicts over water rights and natural resources and
over traditional access to fishing and forestry activities. Different government efforts over the
past four decades have not yielded the expected results, especially in terms of poverty,
recognition and violence. In addition, Chile’s constitution still does not recognise indigenous
peoples and their rights and a constitutional reform has been before the national congress since
2007-2008.

Indigenous communities, asymmetric decentralisation and municipalities

One of the mechanisms set up by Chile to address these challenges is the National
Indigenous Development Corporation (CONADI), a collegiate decision-making body acting as
the main government body to form indigenous policy and consult with indigenous people.
Chile’s approach to dealing with its indigenous population parallels that of Canada and the
United States, which have long relied on a separate agency to manage relations. This approach is
unlike policies in countries such as Australia and New Zealand, which formally recognise the
leading role that indigenous people played prior to the arrival of European settlers, or other
OECD countries where responsibility is more fully devolved to individual groups or settlements
along with resources to begin a bottom-up development process (OECD, 2014a).
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Box 1.22. Decentralisation can offer space to design effective policies supporting
the development and integration of indigenous communities: The experience of
OECD and Chile (continued)

Decentralisation can offer space to design effective policies supporting the development and
integration of indigenous communities while preserving their cultural identity. This can take
place effectively at the level of municipalities. In areas where there is a high concentration of
indigenous population, it could take place through decentralisation of certain competences, for
example, giving to these areas more autonomy and control to design and deliver municipal,
education and health services as well as special rights to be consulted and sometimes participate
in national decisions. Such asymmetric decentralisation exists in countries such as Finland (the
Aland Islands with the so-called Aland Settlement, 1921), France (New Caledonia or Polynesia),
Denmark (Danish Home Rules on Greenland and the Faroe Islands). When indigenous
population is less represented in a given municipality, this process can take the form of giving
municipalities the possibility to design local policies to meet the needs of these populations,
increase local participation and consultation and favour a local development policy able to
mobilise endogenous assets to improved income and employment opportunities. Municipalities
can represent a valuable “arena of indigenous policy” which can be particularly creative and
efficient in this field (Richards, 2013).

Source: OECD (2016h), Linking indigenous communities with rural and regional development, discussion
paper; OECD (2014a), OECD Rural Policy Reviews: Chile 2014; Richards (2013), Race and the Chilean
Miracle: Neoliberalism, Democracy, and Indigenous Rights; Indigenousnews.org: Project for Indigenous
Self-Determination network; Informe Comisiéon Asesor presidential de la Araucania (January 2016)
https://prensa.presidencia.cl/Ifi-content/otras/informes-comisiones/Informe AP_Final.pdf.

Inter-municipal co-operation bodies

In Chile, municipalities can join forces and co-operate. However, this possibility is
quite new thanks to the recent improvement of the legal framework for municipal co-
operation.

Until 2009, associations of municipalities did not have a legal status. A project
covering several municipalities could be presented but it had to be administered by a
single municipality (for the group) (OECD, 2009). Despite these limitations, some
convinced pioneers however started to co-operate to developed common projects, such as
the Asociacion Municipalidades Region del Bio Bio or the Asociacion de
Municipalidades del Valle del Itata created in 1998.

In 2009, a step was taken through Law No. 20.346 Reforma constitucional en materia
de asociacionismo municipal to allow municipal associations to obtain legal personality
under private law, and may form or integrate private non-profit corporations or
foundations whose purpose is the promotion and dissemination of art, culture and sport,
or the promotion of municipal public works and productive development.

This law was revised in September 2011 through Law No. 20.527, which regulates
the municipal associations. It provided the impetus to create municipal associations,
although the legal framework remains constraining in terms of status, resources and scope
of co-operation. There are four categories of municipal associations:

e National, such as the Chilean Association of Municipalities (ACHM).

e Regional, made up of regional sections of ACHM or autonomous associations
organised around interests related to regional development.
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e Territorial, founded around a common territorial project based on cultural, agro-
ecological or economic-productive goals (around 55% of municipal associations
in 2011).

e Thematic, established by a group of municipalities wishing to co-operate around
common projects in various areas (tourism, mining, rural development, economic
development, etc.).

Chile has made important efforts to promote and strengthen municipal associations.
There were 53 associations registered in the official registry maintained by SUBDERE
under the provisions of the Law No. 20.527 (Registro Unico de Asociaciones Municipales
con Personalidad Juridica de Derecho Privado). Despite the progress, integrated projects
or investments conducted by municipalities associations remains limited so far, and the
experiences vary greatly throughout the country. The development of municipal
associations will pose substantial challenges for the modernisation of the municipal
system (see Chapter 6).

Managing local public services

In the OECD, there are many options available to municipalities for managing the
local public services under their responsibility, ranging from direct management via an
internal municipal service or an autonomous municipal agency (“in house”) to indirect
management by an independent local public entity, which is organised under private law
and delivers local public services. It can be 100% publicly funded or a combination of
public and private capital (joint ventures). Another final option is the outsourcing of the
public service to the private sector as well as the privatisation of the service. In the
majority of OECD countries, municipalities enjoy freedom in this domain, except in some
cases for “protected” sectors such as education or healthcare. However, this autonomy is
generally heavily regulated.

In Chile, municipalities’ freedom to choose management methods for local public
services is restricted by the LOCMUN. They can use the formula of “corporations” in
some defined areas but not that of “municipal public companies”. In contrast, use of the
private sector for service provision is widespread in the form of concessions (however
mostly managed directly by the central government) and several local services are
privatised. Overall, in many municipalities, responsibility for service provision is shared
between the public and the private sector making the situation particularly complex at
times.

Corporations

Municipal corporations are private non-profit entities with legal personality, bringing
together a municipality and specialised local associations. Created by the decree Law No.
1-303.80 of 1980, they aim at administering and managing municipal services. Municipal
corporations were originally focused on education, health, early childhood and elderly
care. In 1988, while their scope was expanded by law, a ruling by the Constitutional
Court strictly limited corporations to the promotion of the arts, culture, sport and leisure,
in addition to traditional sectors (education and health).

Municipal corporations represent parallel or peripheral structures regarding the
municipality. These “municipal satellites” are, however, part of the “municipal group”.
Relations with the “mother municipality” are institutional (the mayor is the president),
functional (the municipality provides some means) and financial (part of the funding
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comes from the municipality and is supplemented by state resources and fees coming
from the corporation’s activities).

Around 55 municipalities out of 345 have established municipal corporations, mainly
in the fields of education and health, and more marginally for culture and leisure. They
are most often large municipalities with more than 50 000 inhabitants. The formula is,
however, used in less densely populated municipalities, ranging from 10 000 to 35000
inhabitants (e.g. Chonchi, Dalcahue, Tiltil, Maria Pinto, San José de Maipo) or, in a
limited number of cases, in smaller municipalities (up to 4 000 inhabitants such as Curaco
de Velez, Queillen, Quinchao).

Under the civil code, municipal corporations are associations under private law. This
status has the advantage of providing, in addition to the plurality of its members,
flexibility in the management of services. As a result, corporations are not subject to
public law, especially public procurement rules (Chile Compra). They are subject to less
formal requirements to purchase goods and services and can act more quickly. They also
enjoy more room for manoeuvre in terms of staff remuneration.

Municipal corporations are sometimes large entities with an imposing organisational
structure. They can manage a large number of health and education structures. For
example, the municipal corporation of La Florida (COMUDEF) (388 000 inhabitants) is
responsible for nine family health centres, three mental health facilities, one health
laboratory, 25 schools and 16 kindergartens. The municipal corporation of La Prado (112
600 inhabitants) operates eight health facilities, six middle schools, two high schools,
three schools and three educational facilities. The Chilean Council for Transparency
(Consejo para la Transparencia) has noted their large size, which is sometimes much
greater in terms of budget or staff than that of the municipalities from which they
emanate.

There are several issues at stake concerning the role of municipal corporations. Like
all “municipal satellites”, municipal corporations’ activity raises questions about, in some
cases, their excessive autonomy in relation to the municipality and lack of transparency
and accountability, in particularly important and sensitive areas for the (education and
health). Corporations take full advantage of their mixed status: the lack of public
constraints, thanks to their private status and the lack of private sector pressures, thanks to
their public support. There are recurring issues such as the level of quality control
exercised over their activities and transparency in management. Corporations are,
however, subject to the supervision of ministries in the areas concerned. They also come
under the legal control of the Comptroller General’s Office. In addition, the mayor is the
president and municipal internal control services should be in a position to ensure this
inspection. However, the 2012-2013 activity report of the Transparency Council (Consejo
para la Transparencia, 2013) paints a less reassuring picture. Municipal corporations
obtained the lowest scores (14%) in transparency assessments, far behind central
administrations (97%), universities (91%) and municipalities (47%). With one exception
(Concepcidn), the 54 municipal corporations are viewed as less transparent than their
mother municipalities.

Municipal public companies are few and far between

Another form of indirect management is when municipal services are provided by an
independent local public entity, which is organised under private law to deliver local
public services. It can be 100% publicly funded or a combination of public and private
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capital (joint ventures, public authorities holding a minimum share of the capital of these
limited companies).

In Chile, the use of municipal public companies or joint ventures (public-private) is
very restricted. According to the article 11 of the LOCMUN, municipalities may develop
or participate in business activities in the form of municipal public enterprises or joint
ventures (public-private) only if there is a qualified quorum law authorising it, which
implies an absolute majority.

There are, however, a handful of examples of municipal companies, established prior
to the law prohibiting their creation, such as the drinking water company of Maipt
(Servicio Municipal de Agua Potable y Alcantarillado de Maipu — SMAPA, which is
owned by the municipalities of Maipu, Nogales and Puerto Octay. Created in 1950, it is
one of the 24 main firms providing drinking water distribution and wastewater collection
services in the urban zones of Chile and the Metropolitan Enterprise for the Management
of Municipal Solid Waste in Santiago (Empresa Metropolitana de Tratamiento de
Residuos Solidos Limitada - EMERES). Created in 1986, EMERES is a municipal
enterprise (asociacion empresarial) formed by the association of 22 municipalities in the
south of Santiago to manage waste collection as well as the area’s largest landfill
(Marello and Helwege, 2014).

Concessions

Faced with an infrastructure and service delivery deficit in the early 1990s, the
government began promoting an active role for the private sector as a means of filling the
gap. It launched an ambitious concession programme managed by the central government
(e.g. the Ministry of Public Works - Ministerio de Obras Publicas - MOP), through
Programming Contracts and by SERVIU regarding urban infrastructure concession
projects (Box 1.23).

Therefore, Chile is quite unique among OECD countries. The private sector plays a
critical role in the provision of numerous services, including transport infrastructure,
ports, telecommunications, electricity, gas and water. Private operators, under
concessions or programming contracts with the central government, provide and often
finance most of the infrastructure supporting public service production, at national but
also regional and local levels.

This partnership with the private sector led to quick and significant improvement in
Chile’s infrastructure and in access to basic public services, particularly for rural and
remote areas (OECD, 2013b). However, municipal-level involvement is meagre in this
process, although municipalities have the legal ability to enter into concession agreements
with the private sector (in particular, articles 8, 36, 66 of the LOCMUN)® Numerous
municipal services are managed by concessionaires but which have contracted with the
central government (MOP or SERVIU), not the municipalities themselves, under terms
and conditions dictated by national entities under national legislation. The centralised
management of concessions also leads to homogeneous regulations that often are not well
adapted to the heterogeneity of Chile’s territories. Currently, the central government is in
charge of most programmes and contracts, while the number of municipalities that have
signed municipal concession contracts is low (OECD, 2009; 2012; 2013a).

Although municipalities have the legal ability to do so, they do not always have the
technical capacity, especially in small and medium municipalities. Therefore, although
municipalities benefit from privately-financed improvements in their area, they are often
observers in the process (OECD, 2013a). This can be a significant handicap in many
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ways. For instance, they cannot regulate the public service (e.g. timetables and frequency
of ferry transport connecting several islands in a small rural municipality which are
determined by Santiago) or adapt it to particular local or changing circumstances. Nor can
they monitor the quality of service delivery or receive revenues from concessions. In a
nutshell, they cannot fully manage the development of their territories, which remain
operated by private concessionaires that negotiate directly with the central government.

For metropolitan cities, municipal concessions are also under-developed. Examples
concerning municipal parking garages include facilities in Valparaiso and Santiago
(World Bank, 2016). Most concession contracts are managed by the central government.
In some cases, the explanation may be the lack of a metropolitan governing body able to
co-ordinate several municipalities and/or with the legal, technical and financial capacity
to enter into a contract. This was the case of the Transantiago integrated public transport
system, which is managed by the central government. However, it should be underlined
that both the “Co-ordinacion general del transporte de Santiago” and the “Directorio de
transporte de Santiago” are formed almost exclusively with central government
institutions (different ministries and under-ministries), without any representation of local
government on the institution’s board (OECD, 2009).

Box 1.23. Public private partnerships for infrastructure and urban development in
Chile

In 1993, Chile launched an innovative concession programme based on public-private
partnerships focused on a number of highway-network development projects that were
developed mainly through build-operate transfer (BOT) arrangements. Concession contracts are
awarded through a national or international public bidding process. The winning concessionaire
signs a contract with the national government under which a concessionaire finances, builds and
operates the infrastructure facility. In exchange, tolls are collected for a fixed length of time, and
the infrastructure facility reverts to the government when the concession contract expires —
normally 20 to 30 years. Most contracts include minimum revenue assurance by the government,
in the event that toll proceeds fall short of the agreed amount (OECD, 2009). The concessions
co-ordination Unit of the Ministry of Public Works regulates and controls the system
(www.concesiones.cl).

As of December 2013, Chile facilitated development of USD 14.8 billion in infrastructure
through 76 concession contracts, leading to 237 889 m2 of public buildings; 146 409 m2 of
airport terminals; 2 601 hospital beds; 18 km in public transit corridors; 179 km of urban roads;
3 506 km of intercity roads; and 12 435 interior plazas in penitentiaries. For the 2014-2020
period, the MOP has put together a pipeline of 29 projects with an estimated value of
USD 7.946 billion. Investments are expected to contribute: 363 810 m2 of airport infrastructure;
99 324 m2 of public buildings; 930 km of intercity highways; 54 km of urban highways; 9 km
sustainable public transportation; and 600 million m3 of water projects. Agenda 30 30 foresees a
continued and central role for the private sector.

Focused on urban infrastructure, the Law No. 19.865 set up a “Shared Urban Financing
System” facilitating urban concessions in 2003. The law empowered the Housing and Urban
Development Agency (SERVIU) and the municipalities to enter into contracts with private
companies to execute, operate or maintain works related to urban infrastructure, equipment,
green areas, industrial parks, etc. These works must, in any case, be part of programmes of the
Ministry of Housing and Urban Planning. Other ministries, public services - but also
municipalities - may mandate SERVIUs to enter into participation contracts pertaining to
property owned by them.
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Box 1.23. Public private partnerships for infrastructure and urban development in
Chile (continued)

The system proposed a simplified system compared to concessions under the Public Works
Concessions Act and allow conducting both large-scale projects and smaller initiatives (plazas,
community centres).

Sources: OECD (2009), OECD Territorial Reviews: Chile 2009; OECD (2013b), OECD Territorial
Reviews: Antofagasta, Chile 2013; Ministry of Public Works (2014), Concessions Agenda: Infrastructure,
development and inclusion, Chile 30 30, Co-ordination of Public Works Concessions, September 2014;
National Congress: History of the law 18.865 www.bcn.cl/historiadelaley

Main challenges at stake for the Chilean municipalities in the context of the
regionalisation and decentralisation agenda

Since the 1980s, most Latin American countries have begun decentralisation
processes, albeit at different speeds and in different ways (Valencia Carmona, 2010;
Brosio and Jimenez, 2012; Uhaldeborde 2016). Although the prospect of decentralisation
has won over a number of political authorities and economic and social players in Chile,
the definition of its nature, its intensity, where to begin and, especially, its practical
implementation has sparked dissention and hesitation.

Designing a balanced, integrated, gradual and well sequenced decentralisation
process

There are generally two major challenges to conduct a decentralisation reform:
finding the right balance between the three interconnected dimensions of decentralisation:
political, administrative and fiscal decentralisation; and finding the right sequencing for
the implementation.

An “open-system” perspective should be adopted when designing, implementing and
assessing multi-level governance reforms and decentralisation processes (Box 1.24 and
Figure 1.18). Linkages between the three aforementioned dimensions should be
considered to ensure effective decentralisation. These dimensions tend to be
complementary and interdependent, and decentralisation reform outcomes depend on how
the different elements of the reform are connected and interact.

Box 1.24. Decentralisation reforms: Three closely interconnected dimensions to be
considered in an “open-system” perspective

Decentralisation is a key component of public sector reform, as it consists in transferring a
range of powers, competences and resources from central government to elected subnational
governments. The term “decentralisation” generally encompasses three interconnected, political,
administrative and fiscal aspects:

e Political decentralisation involves a new distribution of powers according to the
subsidiarity principle, with the objective of strengthening democratic legitimacy.

e Administrative decentralisation involves a reorganisation and clear assignment of
tasks and functions between territorial levels in order to improve the effectiveness,
efficiency and transparency of national territorial administration.
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Box 1.24. Decentralisation reforms: Three closely interconnected dimensions to be
considered in an “open-system” perspective (continued)

Fiscal decentralisation involves delegating taxing and spending responsibilities to
subnational tiers of government. In this case, the degree of decentralisation depends on
both the amount of resources delegated and the autonomy in managing such resources.
For instance, autonomy is greater if local governments can decide on tax bases, tax rates
and the allocation of spending.

Figure 1.18. Adopting an open-systems perspective

Adopting an “open-systems” perspective
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Source: European Commission, EuropeAid (2007), "Supporting decentralisation and local governance in
third countries", Tools and Methods Series.

Decentralisation leads to a greater inter-dependency between the central and subnational
governments: administrative (explicit or implicit sharing of policy-making authority), financial
(co-financing, fiscal relations between levels of government) or socio-economic (issues and/or
outcomes of public policy at one level have impact on other regions and the national level). In
this context, decentralisation reform is a multi-level governance reform, which involves
reshaping and improving these interactions between public authorities, i.e. between central and
subnational governments and also within subnational governments. “Multi-level governance”
approaches can also be more comprehensive and include interaction between public entities and
private stakeholders (profit or non-profit ones), in particular citizens and businesses (Ostrom E.,
2010).

Source: OECD (2017a), Multi-level governance reforms: Overview of OECD country experiences; Ostrom,
E. 2010. "Beyond Markets and States: Polycentric Governance of Complex Economic System; European
Commission, EuropeAid (2007), Supporting decentralisation, and local governance in third countries, Tools
and Methods Series.
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Should Chile start with the regions or municipalities in the current decentralisation
process? So far, that dilemma seems to have been resolved in favour of the regions. At
this juncture, it appears that it is now a priority to empower this critical intermediary level
with a status that reflects the spirit of political decentralisation. The regions are, at
present, simply conduits of central power in Chile, unlike the situation in most multi-level
political-administrative structures, especially in the federal states neighbouring Chile.
However, if the goal is to avoid building an imbalanced political structure, the regional
reform cannot be designed or implemented by ignoring the regions’ impact, within the
overall system, on the central government and on municipalities. Focusing reforms on the
regional level must not come at the expense of careful consideration of the modernisation
that urgently needs to be undertaken at the municipal level. Can the status quo of the
municipalities be maintained? Is there not some room for fast modernisation pending an
eventual overhaul addressing the broader question?

Even if major progress was accomplished in 2016 with Law No. 20.922 on municipal
staff, a lot remains to be done in other areas of municipal governance to transform the
municipalities, which are today mainly administrative and service delivery agents, into
real “local governments”. First, the law on municipal staff is still in the implementation
phase and it could need to be monitored and adjusted until it is effective in 2018. In
addition, other reforms could be launched with respect to municipalities’ human resource
management (see Chapter 4). Second, municipal staff reform is only one component of
what should constitute a comprehensive municipal modernisation reform.

It seems that municipal reform should be better integrated into the regionalisation and
decentralisation agenda. There are still many important challenges ahead that should be
addressed in a more ambitious and integrated manner. They concern, in particular, a
better definition of municipal responsibilities and powers, increased municipal financial
resources, greater equity and solidarity, more citizen participation and democratic
oversight as well as improved co-ordination mechanisms across and within levels of
government. This is all the more crucial because municipalities will now operate in a
multi-level governance system undergoing profound changes (Figure 1.19).

The central, regional and municipal levels are interdependent components of a
complex multi-level governance system. The on-going regionalisation will have an
impact on the municipalities, which will have to redefine their role in relation to the new
regional governments but also in relation to the central government, both at national
(ministries and agencies) and territorial levels (future “presidential delegate”, SEREMIs).
In this attempt to rebalance the multi-level governance system by reinforcing the regions,
there is also a risk of creating new imbalances if regions are strengthened but not the
municipalities. Some interviewed people suggested that there would be a risk of
transferring the centralised system at the regional level. Municipalities would remain the
mere "executors" and "administrators" of central and, possibly regional, lines of credit, as
well as service providers.

The need for more place-based policies and citizen participation and control are also
two forces that plead in favour of taking municipalities into better account in the multi-
level governance system. In fact, municipalities operate in the closest proximity with
citizens and they are particularly well positioned to conduct local development policies.
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Figure 1.19. Chilean municipalities operate in a multi-level governance system undergoing profound changes
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The decentralisation process would also be an opportunity to concretely recognise the
diversity of the Chilean municipal landscape. It could enable stakeholders to design and
implement tools, programmes and policies adapted to the diversity of territories.
Decentralisation would require stakeholders to question the principle of unity, which has
always been the bedrock of the Chilean state. Chile could start to experiment with
asymmetric decentralisation to meet the needs of more place-based policies.

It seems that the plan, at present, for the municipal system is limited to modernisation
rather than genuine decentralisation and recognition of municipal specificities and
differentiated needs. Nevertheless, it seems that there is a strong demand for
decentralisation on the ground, as reflected by the interviews held in the regions of
Bio Bio, Los Lagos and Valparaiso. It is therefore suggested to firmly embed the
municipal modernisation plan into the decentralisation agenda in order to empower
municipalities and create genuine “local governments” that would be more “accountable”
and an essential link in the “social pact”, which seems to be suffering, and not just mere
managers of public services.

It is also necessary to design a gradual and well sequenced decentralisation process.
As underlined above, a major challenge is to finding the right sequencing of reforms i.e.
deciding when to deal with each dimension over a long-term decentralisation process.

Multi-level governance reforms, including decentralisation reforms, are often a
learning process. They are particularly sensitive and difficult to conduct, as many
countries, including Chile, can attest. As a result, the development of such reforms is
typically very slow. Reforms do not produce instant results and need adaptation.
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Permanent adjustments are necessary to correct for potential deviations. Introducing
complementary reforms is often necessary (Box 1.25).

Box 1.25. Multi-level governance reforms: Policy makers are faced with a variety
of challenges

Multi-level governance reforms are particularly sensitive and difficult to conduct. Policy
makers face a variety of challenges (OECD, 2010). Governance reform processes are highly
context-dependent. They are framed by political conjuncture and structural constraints including
countries’ specific features such as geography, population, economy, historical and cultural
context, constitutional arrangements and organisational patterns. Moreover, they confront policy
makers with the problem of “reforming the reformer” since the public administration must
indeed design and implement its own reform, often imposing measures which may be contested
both at central and local levels. These reforms are complex as they involve several layers of
government and refer to reshaping vertical and horizontal interactions between central
government and subnational governments, and also within subnational governments. They
concern elected politicians and civil servants from central and subnational levels as well as
various other stakeholders with sometimes conflicting interests. In addition, gaining public
support is often a challenge. Either there is a lack of social demand of citizen and lack of interest
or, when they express an interest, public resistance is still often observed. Reforms tend to be
perceived as threats to an existing social order and as a risk of loss compared to previous
situations, as witnessed by the failure of institutional and territorial reforms (e.g. municipal
mergers, regional reforms, and decentralisation).

Therefore, multi-level governance reforms, including decentralisation, entail risks that
should not be underestimated. Reform processes often stall, fail and may be cancelled,
postponed or even reversed. They may not go according to plan, and may be only partly
implemented, adjusted, or even circumvented during the implementation phase, without
producing instant results or the expected outcomes. Therefore, reshaping the multi-level system
of government takes a long time and may need adaptation. To generate expected benefits,
additional and complementary reforms are often needed to correct for potential deviations and
improve multi-level governance mechanisms. Moreover, this is a never-ending process: the
challenge of multi-level reforms is not merely to adapt to a new, stable and definitive situation
but to enable public administration at all levels of government to adapt continually to a
permanently evolving environment.

OECD countries adopted diverse solutions and tools in response, some successful, others
not. There are potential strategic levers for policy makers planning to introduce multi-level
governance reforms, such as:

e Pilot programmes, experiments and place-based approaches can demonstrate the
effectiveness of reforms and pave the way for change on a larger scale.

e Opposition from local governments can be overcome through the development of a
multi-level co-operation culture and practice, wide-reaching consultations and
negotiations at a preliminary stage and during the whole reform process, appropriate
incentives to compensate potential “losers” and to build good relationship with
associations of subnational governments.

e Mobilising and generating acceptance from central and local civil servants through good
communication practices, incentives, compensations and training activities. As
decentralisation reforms affect central government structures at ministerial and
territorial levels, they can be perceived as a threat (loss of power and jobs) and can be
resisted. Difficulties can also arise from local civil servants hence generating opposition
to the reform. This dimension is key and should be addressed with appropriate
responses.
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Box 1.25. Multi-level governance reforms: Policy makers are faced with a variety
of challenges (continued)

Gaining support from the civil society through information, public debates and
consultations. Other consultation mechanisms may be mobilised (roadshows, consultation
roundtables, conferences, e-voting, etc.) to listen to different stakeholder views as well as
innovative sharing information tools including internet tools.

e Reaching greater political and gaining political adhesion across party boundaries
through expert committees. This may be especially crucial to keep the momentum for
reform going despite changes in governments. Parliaments may have an essential role to
play in this respect, to reconcile different points of view and reach consensus between
different stakeholders. Ad hoc parliamentary committees to consult, prepare and
monitor reforms’ progress can be key success factors. Such approaches can also include
consultation through permanent multi-level co-ordination commission or forums or the
reliance upon ad hoc expert advisory committees.

e Providing expertise, guidelines documents, technical support and prefiguring tools to
local governments and stakeholders in the context of the reform can help to achieve its
objectives. In contrast, lack of guidance from the central government has been identified
as a problem in several countries.

Source: OECD (2017a), Multi-level governance reforms. overview of OECD country experiences; OECD
(2010), Making Reform Happen: Lessons from OECD countries.

The next steps: Designing both an action plan and an implementation plan

The first step of the municipal decentralisation process is to start by reflecting on
municipal powers and responsibilities. Clear assignment of responsibilities is the entry
point that should determine the entire decentralisation process. It determines whether or
not, or to what extent, it is necessary to reinforce fiscal decentralisation and how.
Assignment of responsibilities guides the assignment of revenues i.e. what type of
revenues for what type of responsibilities. Revenue sources (tax, fees, charges, grants,
etc.) greatly depend on the nature (exclusive or shared) and area of responsibilities
(transport, education, health, social inclusion, etc.). Likewise, changes in municipal
financing can only really be carried out with success if they are closely linked to other
reforms such as the reinforcement of human capacities both quantitatively and
qualitatively (regional and local, political, technical and administrative staff), the
improvement of initiatives favouring citizens’ participation and inclusion, the necessary
adaptation of politico-administrative structures (municipal associations, metropolitan
governance, etc.), or else, the need to improve vertical co-ordination mechanisms across
levels of government.

On this basis, an action plan, ensuring overall consistency between the different lines
of the municipal reform, should be prepared and discussed within the framework of a
multi-stakeholder dialogue in co-ordination with SUBDERE. An ad hoc permanent
“decentralisation committee” could be established involving key ministers, subnational
governments’ associations, business and citizens’ associations, universities, etc. to
accompany the design and the implementation of the decentralisation reform. Setting up a
decentralisation committee could help to build stronger legitimacy, better anchor the
decentralisation agenda within the national reform programme and foster its
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sustainability, a practice already employed in several countries for multi-level governance
reforms.

In the OECD, such types of ad hoc and temporary commissions can be more or less
independent, depending on their composition, administrative dependence and operational
means (secretariat and staff, budget, communication). They may have more legitimacy
and impact if they are directly connected to a high level of government (presidency,
prime minister, parliament). These foras may involve experts and different stakeholders
from the civil society and public and private sectors. It is a well-developed method in
Nordic countries such as Denmark in Finland, as well as in Japan and New Zealand (Box
1.26 and Chapter 6).

Box 1.26. Ad hoc commissions and committees facilitating the dialogue with
stakeholders for designing and implementing multi-level governance reform

Denmark: The Commission on Administrative Structure, appointed by the government in
2002 to perform a critical review of the Danish governance system, played a major role in
reform processes. The Commission was established to provide a technical analysis of decision
making regarding changes in public sector tasks. Its tasks were to assess the “advantages and
disadvantages of alternative models for the organisation of the public sector”. The Commission
accomplished its work in 2003 and released recommendations in January 2004, proposing six
different administrative models (OECD, 2009).

Finland: Working groups in charge of drafting the recent reform measures included
members from the two coalition government parties and opposition parties as well as members
from the Finnish Association of Local and Regional Governments. This led to a large political
support base in favour of the reform despite a change in government during the reform process
itself.

New Zealand: The independent Local Government Commission in charge of the 1989 local
government reform was built with the aim of reaching across party boundaries (the chair of the
Commission, Sir Brian Elwood, was a previous National party candidate, while the minister in
charge was from the Labour Party) to protect the reform process from political interferences; all
decisions were taken by the Commission and not by the government. The Commission consulted
extensively with the civil society to build a stronger legitimacy. In particular, it worked in close
co-operation with the association of local authorities (Local Government New Zealand) as well
as with individual local authorities. The reform was implemented very quickly, especially
regarding local government restructuring. The rapidity of the implementation and the delegation
to an independent Commission were seen by many as positive for the success of the reform.
Established by legislation, the Local Government Commission still exists. It has three members
(appointed by the Minister of Local Government) and a small team of support staff. Its main role
is to make decisions on the structure of local authorities and their electoral representation. The
commission is a permanent Commission of Inquiry for local government reform.

Japan: Committees were in charge of drafting and monitoring the successive
decentralisation reforms. The first committee, the “Decentralisation Promotion Committee” was
appointed in 1995. Although it was not independent from central government (in contrast to
New Zealand), committee members were typically from the private sector, local government,
academia, etc., and not politicians, which helped to build legitimacy. The Committee was
charged with drafting recommendations for the reform, to be submitted to the Prime Minister.
The Committee was empowered with the ability to conduct investigations and deliberations, and
could request information from both local and national authorities. The Committee published an
interim report and Decentralisation Promotion Plans. These recommendations were discussed
with the central government, undergoing some alterations, but were implemented within the
Omnibus Decentralisation Law.
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Box 1.26. Ad hoc commissions and committees facilitating the dialogue with
stakeholders for designing and implementing multi-level governance reform
(continued)

Thereafter, new committees were created to design and implement new reform steps in 2001
and 2007 (Trinity Reform and the 2nd Decentralisation Promotion Reform). In 2010, a Local
Administration and Finance Examination Council was created in order to examine the review of
the Local Autonomy Law. A bill creating a dialogue forum between the central government and
local associations was also adopted in 2011.

Source: OECD (2017a), Multi-level governance reforms: Overview of OECD country experiences; OECD
(2009), OECD Territorial Reviews: Chile 2009.

At the central government level, an inter-ministerial committee on regional and
municipal decentralisation could be established to discuss and prioritise the
recommendations of the OECD report, according to political choices and a more detailed
analysis of the feasibility of measures proposed in policy reforms (technical, legal,
financial, political, etc.) and possible implementation implications.

The implementation process that may follow the initial set of recommendations will
be as crucial as the nature of the reform. The implementation plan will identify the
necessary steps for a successful execution of the reform. It should include tools and
indicators to permanently monitor the progress of the action plan and regularly assess the
reform’s outcomes. The lack of evaluation of governance reforms is often a striking
common feature in the OECD. Despite some examples (e.g. Denmark or Iceland), they
are not widespread, although evaluation is often considered a key issue.

Box 1.27. Key recommendations for designing and implementing the municipal
decentralisation agenda

1. Promote a comprehensive decentralisation agenda for the municipalities

e Adopting an “open-system” perspective of decentralisation linking the three
complementary and interdependent dimensions of decentralisation (political,
administrative and fiscal). Decentralisation outcomes will depend on how the different
elements of the reform are connected and interact. Finding the right balance between
these three dimensions, including capacity building, is key in the process.

e Designing a comprehensive municipal decentralisation agenda as well as a gradual and
well-sequenced process. A major challenge is to finding the right sequencing of reforms,
while decentralisation reform is also a learning process. Permanent adjustments are
necessary to correct for potential deviations.

e The process should start by reflecting on municipal powers and responsibilities. Clear
assignment of responsibilities is the entry point that should determine the entire
decentralisation process.

e Preparing an action plan to be discussed by a permanent “decentralisation committee”
involving key ministers, subnational government associations and key stakeholders
(business and citizen associations, universities, etc.) with a secretariat co-ordinated by
SUBDERE, based on the recommendations of the OECD report.
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Box 1.27. Key recommendations for designing and implementing the municipal
decentralisation agenda (continued)

e Establishing an inter-ministerial committee on regional and municipal decentralisation
at the central government level.

e Preparing an implementation plan, identifying the necessary steps for a successful
execution of the reform and including tools to permanently monitor and assess the
progress of the action plan. It would be monitored by the decentralisation committee.

e Linking closely the municipal decentralisation agenda with the regionalisation agenda.
The municipal decentralisation agenda should be fully embedded in the overall multi-
level governance reform, including central government reform. The municipal agenda
should not limit to the objective of modernisation but should embrace a more ambitious
perspective in order to empower municipalities and create genuine “local governments”
instead of mere managers of public services that would be more “accountable” and an
essential link in the “social pact”.

e Promoting the involvement of associations of subnational governments at national and
regional levels in the reform process though participation and consultation mechanisms
in order to take benefits from their ground knowledge and expertise and overcome
potential opposition to reform. They should become permanent partners of the reform.

2. Towards more flexibility and differentiated approaches

e Recognising the diversity and heterogeneity of the municipal world and designing and
implementing policies, programmes and tools adapted to the diversity of territories. The
FIGEM classification could be updated, enriched and discussed with stakeholders in that
perspective. The National System of Municipal information (SINIM) could be further
developed in this perspective.

e Reducing the number and scope of shared competences and increase exclusive
responsibilities:

— Setting up a working group to examine more precisely the list of responsibilities,
which could be carried out exclusively by municipalities. They should be related to
local economic and social development (territorial-based). This work should be
carried out in the framework of the overall discussion about the assignment of
responsibilities across levels of governments.

— Reconsidering the functions carried out by municipalities within the area of some
shared competences (e.g. by distinguishing financing functions). This reflection
should be conducted in a co-ordinated manner with sector ministries to take into
consideration current reforms, in particular the “New Public Education” reform.

e C(Creating incentives to promote the use of municipal associations for horizontal co-
operation in service delivery and co-ordinated investment (see also chapter 6).

e Giving the possibility to delegate some tasks to a higher level of government through ad
hoc agreements for a given period (provinces or regions).
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Box 1.27. Key recommendations for designing and implementing the municipal
decentralisation agenda (continued)

e Assigning different competences based on the different categories of municipalities.
Large capable municipalities would have higher budget responsibilities than smaller
ones. Less capable municipalities should be supported by specific schemes in order to
avoid recreating inequalities. Chile could start by experimenting with asymmetric
decentralisation through pilot projects to meet the needs of more place-based policies as
a way to ensure a gradual institutional change and “learning-by-doing”. Flexibility could
be promoted in the framework of the education reform.

e Assessing the efficiency of municipal delegations in terms of a proximity tool with the
population and public services delivery in order to determine the possibility of
improving their recognition and functioning.

e Promoting asymmetric decentralisation as an interesting way forward to improve and
strengthen decentralisation but also to support the development and integration of
indigenous communities.

Notes

1. A single municipality may administer one or more communes. Currently, the only
such case is the municipality of Cabo de Hornos, which administers the communes of
Antartica and Cabo de Hornos. It explains that there are 346 communes but only 345

municipalities.
2. Capitulo X Art. 108,109,114 y 116 C. Politica 1828.
3. The 1925 Constitution also established democratic elections for the provincial

assemblies but Congress never adopted the enabling legislation. Provincial assemblies
were never implemented.

4, Taxes, special regional rights and fees collected and distributed by central
government agencies are however directed to the regions, including mining patents
(50% of the income from mining patents is added to the share of the FNDR of the
region to which the patent is assigned), tax on gambling casinos (50% of the revenue
from this tax goes to the region in which the casino is located (to finance development
of public works). In addition, 65% of revenue from the sale of public physical
properties goes to the budget of the regional government in which the property is
located (OECD, 2009).

5. Municipalities with up to 60 000 voters elect six municipal counselors; those with
more than 60 000 and up to 150 000 voters elect eight counselors; municipalities with
more than 150 000 voters elect ten counselors (Servicio Electoral de Chile, n.d.).

6. LOCMUN provisions concerning municipal concessions were amended in June 2009.
Municipal concessions contracts are now also regulated by Law No. 19.886 on public
procurement (which was not the case until this law).
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Chapter 2

The fiscal challenge: Developing Chilean municipalities’ financial capacities
and accountability

This chapter is dedicated to fiscal challenges in the current context and with respect to
further devolution or reorganisation of tasks. While there is a general propensity to limit
financial public intervention, the chapter shows the extent to which public finances are
particularly centralised in Chile. The first part of the chapter provides a comparative
overview of Chile with Latin America and OECD countries, based on macroeconomic
public finance indicators at national and subnational levels. The second part focuses on
the diagnostic through a retrospective analysis which provides greater insight into the
trajectories of municipal budgets. The third part examines the weaknesses of the Chilean
local government finance system. It suggests ways to improve it in order to provide
municipalities with the financial capacity to better exercise their responsibilities, looking
at the grant and tax systems as well as the ways to diversify municipal revenue sources.
Finally, the chapter provides options for reform of the current budgetary and fiscal
framework in order to ensure greater transparency of municipal functioning, reinforce
the responsibility and accountability of local elected representatives, and guarantee fiscal
sustainability of public policies. It also includes recommendations for expanding
municipal borrowing abilities in a prudent and controlled manner.

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data
by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank
under the terms of international law.
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Do the 345 Chilean municipalities have the fiscal capacity to fully and effectively
carry out the missions that are entrusted to them? Must Chile first modernise the financial
instruments available to its local authorities, and make human resource and organisational
changes, before it can embark on a more ambitious programme of decentralisation? What
strategy should be used to carry out the change and how to share it with elected officials
and citizens? What could be the institutional conditions for the modernisation of
municipal finances that empower local elected officials and guarantee the financial
security of the system? Regardless of whether they are part of the diagnosis, arguments in
favour of an overhaul or the foundation for a transformation, these are some of the
fundamental questions that should be asked when considering the current state and future
of the municipal sector in Chile.

The high degree of political centralisation that characterises Chile is reflected in rigid
regulatory and budgetary arrangements and reduced financial room for manoeuvre for
municipalities. They strongly constrain the free exercise of local powers and
municipalities’ accountability and ownership. In both of their components (spending and
revenue), municipal budgets illustrate the magnitude of these constraints, including
growth of local spending which is sometimes imposed.

In order to fully address the changes that need to be made regarding competences,
sources of expenditure, and tax and financial resources to mobilise, it is helpful to first
fully comprehend the extent to which Chilean public finances are centralised especially
when seen against other countries. Therefore, the first part of the chapter provides a
comparative overview of Chile with Latin America and OECD countries, based on
macroeconomic public finance indicators at national and subnational levels using the
methodology of national accounts harmonised according to international standards.

The second part focuses on the diagnostic through a retrospective analysis which
provides greater insight into the trajectories of municipal budgets, both in terms of size
and their composition. This analysis is done according to two time-perspectives: a long
period of 25 years to identify long-term trends (1990-2015) based on data collected by the
Direccion del Presupuestos (DIPRES); and a shorter period of 5 years (2011-2015),
based on data from the Sistema Nacional de Informacion Municipal (SINIM), for a more
granular look at the budget items and to identify instructive structural changes and trends.
This last analysis shows how it is difficult to have a consolidated view of municipal
budgets in Chile, municipalities having three (and even four) separate budgets
corresponding to their main municipal functions: education, health, municipal activities
(and cemeteries) and which are managed independently based on their own
administration and management rules. As a result, is it as if Chile had almost 1 000
municipalities instead of 345, which reinforces the impression of a heavily fragmented
municipal system.

The findings from both approaches of analysis developed in the first and second
sections of the chapter (international comparison and changes over time) provide the
strong basis to analyse municipal tools. The third section identifies the limitations of local
finance mechanisms and makes proposals that aim to be instrumental in modernising and
reinforcing the fiscal fundamentals of Chilean municipalities.

Finally, adjusting the current budgetary and fiscal framework to modernise and make
municipalities more efficient and responsible is crucial. Reforms in this area should
ensure greater transparency of municipal functioning, reinforce local -elected
representatives’ responsibility and accountability and guarantee fiscal sustainability of
public policies. Therefore, a specific and final section is entirely dedicated to the
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definition of “prudential” policy rules that could apply to Chilean municipalities in the
perspective of greater fiscal autonomy.

Financial weakness of public engagement and low decentralisation in Chile

Chile’s choice of development model puts the country in a very unique situation
compared to the other OECD countries. Chile has opted for the mix of two models: on the
one hand, an economic model that trusts market mechanisms to distribute resources and
that tends to limit public intervention; on the other hand, a political-administrative
structure based on a strong centralisation viewed as a way to maintain stability and unity.
The mix of these two characteristics shapes the possibilities and conditions under which
local political responsibilities are carried out.

As aresult, Chile’s economic framework is conservative both in terms of fiscal public
engagement and local government involvement. This is reflected in the weakness of
public expenditure, investment, revenue and debt, both at national and subnational level,
relative to the size of the population (per capita) and GDP.'

A low public sector financial commitment

Limited public expenditure and investment at the national level

Chile’s total public expenditure is among the lowest of all OECD countries. In 2014,
while OECD countries’ public expenditure stood at an average of USD 16 080 per capita
or 41% of GDP, Chile spent a mere USD 4 941 per capita, or 23% of GDP, on par with
Mexico (Figures 2.1 and 2.2).

These figures stand in stark contrast with those in Northern and Western Europe,
where a longstanding, social-oriented spending affects many aspects of inhabitants’ lives.
This is especially true in extreme cases such as Luxembourg and Norway (for very
different reasons) where per capita GDP is unusually high. Most of Northern and Western
European countries have per capita public expenditure figures of between USD 20 000
and USD 25 000. The United States, with USD 20 000 in public expenditure per capita, is
at the low end of the range. Expressed as a percentage of GDP, the highest figures
(between 44% and 58%) are well over double that of Chile (23%).

A comparison with other Latin American countries does little to alter the view that
Chile’s public expenditure is relatively low. The low ranking is, however, less marked
due to the fundamental characteristics of countries in Latin America. Even when small
countries (in terms of demographics and size) in Central America are excluded, Chile’s
modest public expenditure numbers are confirmed. More than in most countries, the use
of the private sector to meet the needs of the population (education, healthcare, social
protection) reduces the importance of the use of the public sector.
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Figure 2.1. Public expenditure in OECD countries
(% of GDP, 2014)

Figure 2.2. Public expenditure in OECD countries
(USD PPP per capita, 2014)
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Source: Created by the authors based on OECD (2016d), Subnational governments in OECD countries: Key data
(2016 Edition) and OECD Subnational Government Structure and Finance, OECD Regional Statistics (database).

Weak public engagement in Chile is also reflected by trends in public investment.
With a per capita public investment of USD 474 Chile ranks well behind the USD 1 240
average for OECD countries, again similar to the situation in Mexico (Figure 2.3). As a
percentage of GDP, public investment in Chile is 2.2%, similar to that of Ireland,
Portugal and Germany (versus a 3.2% average for OECD countries) (Figure 2.4).
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Figure 2.3. Public investment in OECD countries
(USD PPP per capita, 2014)
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Weak public revenue

In 2014, Chile’s public revenue was, with Mexico, the OECD Member State with the

lowest public revenue. With 22.7% of GDP and USD 4 839, public revenue is well below
the OECD average of USD 14 738 and 37.8% of GDP. What is different in Chile is
public revenues’ reliance on tax income, which is particularly high: 83% for an OECD
average of 59% (Figure 2.5). Yet, tax revenues per capita and as a percentage of GDP
were among the lowest in the OECD (except the extremely low level of Mexico) as

shown in Figure 2.6.

Like expenditure, the weakness of Chile’s ratio of public revenue compared with

countries in Latin America seems less marked. At the end of the 1980s, a period of
profound monetary, financial and fiscal disorder, most Latin American countries (albeit
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not necessarily simultaneously) made the fight against inflation and a commitment to
fiscal discipline a priority. The tax orientations that resulted from this period, the
reinforcement of tax administrations and the improvement of macroeconomic conditions
contributed to increasing the public revenue/GDP ratio. The gap between the average of
all OECD countries and the average of Latin American countries shrunk between 1990
and 2000 by three points (from less than 18 to 15 percentage points). All countries’ public
revenue ratios increased significantly (with the notable exception of Venezuela where it
has dropped precipitously): in Argentina the increase was 15 points, in Colombia 8§
points. Against this backdrop, the 2-point rise in Chile (same for Mexico) seems paltry.

Figure 2.5. Tax revenue as a % of public revenue in  Figure 2.6. Tax revenue as a % of GDP in the OECD

the OECD countries (2014) countries (2014)
Denmark 87.29 Denmark 50 h%
Chile 83.4% Sweden
Australia Iceland
Sweden Finland
New Zealand New Zealand
Iceland Belgium
Ireland Italy
United Kingdom Norway
Israel France
Canada Austria
Italy Australia
Luxembourg Luxembourg
Switzerland United Kingdom
United States Israel
Belgium Canada
OECD34 | 1 58.7% Greece
Spain Hungary
Turkey Portugal
Finland Ireland
Austria Germany
Portugal Netherlands
Korea OECD34 [ 222%
Greece Slovenia
Estonia Spain
France Estonia
Hungary Turkey
Norway Switzerland
Japan Poland
Germany United States
Mexico Czech Republic
Poland Chile 18.9%
Netherlands Japan
Slovenia Korea
Czech Republic Slovak Republic
Slovak Republic 44.8%, l Mexico 12.5% ) ) l
0% 20% 40% 60% 80% 100% 0% 10% 20% 30% 40% 50%

Note: 2013 for Chile, Mexico and New Zealand, 2012 for Australia and 2011 for Turkey. OECD average is
weighted.
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Minimal public debt

In Chile, public administrations’ finance needs comply with the structural balance
rules for public accounts, which reflects the country’s strict management of its public
finances. As a percentage of GDP, only seven countries managed to achieve a surplus in
2014 in the OECD, yet the average for OECD countries is negative, reaching 3.4% of
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GDP. With a deficit of -0.5% in 2013, Chile has one of the healthiest fiscal balances
among the OECD countries.

With regard to indebtedness,” Chile is extremely conservative when it comes to
borrowing. Only Estonia, with a debt of 14% of GDP has a lower rate than Chile (23%).
Chile’s public debt rate is 10 points less than countries with strong public surpluses
including Luxembourg and Norway and far from many European countries (especially
the outliers such as Greece, Italy, Portugal or Belgium) or the United States or Japan
(Figure 2.7). Not surprisingly, public debt in Chile is by far the lowest in Latin America.
Chile’s fiscal discipline’ and commitment to balancing the budget make the country a
case study in the effects and demands of such a strategy.

Figure 2.7. Public debt as a % of GDP in the OECD countries (2014)
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Switzerland and Mexico. OECD average is weighted.

Sources: Created by the authors based on OECD (2016d), Subnational governments in OECD countries: Key data (2016
Edition) and OECD Subnational Government Structure and Finance, OECD Regional Statistics (database).

The financial confinement of local government in Chile

In Chile, subnational government expenditure and revenue are concentrated at the
municipal level, unlike the situation in many other two or three layered subnational
government countries of the OECD, federal or unitary, where the share of regions in
subnational expenditure is significant. In Chile, the regions do not have yet a financial
existence distinct from that of the central government. As far as municipalities are
concerned, they have little room to embark on independent initiatives due to the
centralised nature of the public financial system.

Modest local expenditure and investment

Low overall public expenditure is even lower at the local level. Municipal spending
per capita stands at USD 648, which is nearly 10 times less than in the OECD countries
on average and similar to levels in Turkey and Greece (Figure 2.8).
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Figure 2.8. Subnational government expenditure per  Figure 2.9. Subnational government expenditure as a

capita in OECD countries (USD PPP, 2014) % of GDP in OECD countries (2014)
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As a percentage of total public expenditure and GDP, municipal spending is also low
in Chile, further underscoring the perception of Chile as a highly-centralised country. For
the average of OECD countries, subnational expenditure accounts for 40.2% of total
public expenditure and 16.6% of GDP in 2014, while it reached 13.1% of public
expenditure and 3.0% of GDP in Chile, close to other centralised countries such as
Greece, Slovenia, Turkey, Ireland or New Zealand where local governments have limited
competencies and spending capacity (Figures 2.9 and 2.10). At the extreme opposite, we
find most federal countries, with Canadian subnational expenditure reaching almost 31%
of national GDP and 78% of public expenditure. In federal countries, subnational
expenditure is the sum of the state and local governments, which explains the high ratios.
However, we also find several unitary countries where local expenditure is an important
share of public expenditure such as in Japan and several Nordic countries. In Denmark,
for example, local expenditure amounted to 36% of GDP and 64% of public expenditure
in 2014 due to the fact that municipalities administer a number of social security
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transfers. Chile’s ratios are also among the weakest in Latin America. However, the level
of local expenditure in Chile is higher than in Mexico and Argentina when considering
the local level only as in these federal countries, subnational expenditure is concentrated
at the federated state level. In Mexico for example, purely municipal expenditure (i.e.
without Mexican states expenditure) is twice as low versus Chile (USD 302 and 1.8% of
GDP), which reflects the weakness of Mexican municipalities. It is not the case in Brazil
where municipal expenditure represented 9% of GDP and 21.1% of public expenditure.
But Chile lags far behind Peru and Colombia, two unitary countries (Figure 2.10). Chile
is also among the most centralised countries in the world, despite a per capita GDP of
around 22 000 USD PPP (Box I.1 in the General introduction).

Figure 2.10. Subnational government expenditure as a % of total public expenditure and as a % of GDP in

OECD and selected Latin American countries, 2014 (2013 for Latin American countries)
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The low level of local public investment in Chile underlines the extent to which
public action is centralised. At USD 57 per capita or 0.3% of GDP, Chile’s local
investment is last among all OECD countries (Figures 2.11 and 2.12). Local investment
represents 8.7% of total local expenditure vs. an OECD average of 11.3%.
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Figure 2.11. Subnational government investment per Figure 2.12. Subnational government investment as

capita in OECD countries (USD PPP, 2014) a % of GDP (2014)
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As a share of public investment, local investment is very low in Chile, representing
12% of total public investments. It stands in stark contrast with the average for OECD
countries. Indeed, subnational governments play a key role in public investment in most
OECD countries. In 2014, they carried out around 59% of public investment in the OECD
area. This ratio tends to be higher in federal countries where it combines investments by
the federated states and by local governments but it can be high in unitary countries such
as Japan and France. Compared with other Latin American countries, Chile also ranks
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among the last, just ahead of Costa Rica but on par with Argentinian municipalities
(Figure 2.13).

Figure 2.13. Subnational government investment as a % of public investment in OECD countries and selected
Latin American countries (2014)
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Note: 2013 for Latin American countries and New Zealand, 2012 for Australia and 2011 for Turkey. OECD averages are
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Sources: Created by the authors based on OECD (2016d), Subnational governments in OECD countries: Key data (2016
Edition) and OECD Subnational Government Structure and Finance, OECD Regional Statistics (database); OECD/UCLG
(2016), Subnational governments around the world: Structure and finance.

The spectre of shrinking local revenue

In correlation with total expenditure, subnational public revenue in Chile is among the
weakest regardless of the indicator: USD 676 per capita or 3.2% of GDP, whereas the
OECD averages are USD 6 241 or 16%. Likewise, Chile’s subnational public revenue
constituted 14% of public revenue, whereas the OECD average was three times as high
(42.3%).

While tax revenue makes up a significant portion of public revenue for the central
government in Chile, the subnational level’s means of generating public revenue are
different compared with other OECD countries (Figure 2.14):

e Qreater reliance on grants and subsidies (51.1% of municipal revenue vs. 38% in
the OECD) which reflects subnational governments’ subordination to the central
government.

e A marginal contribution from other revenue streams (tariffs and fees, property
income and social contributions). They account for 3.8% of public revenue at the
subnational level vs. nearly 19% for the average of OECD countries. In Chile,
they are almost non-existent compared to other OECD countries.
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e However, among subnational revenues, the percentage of tax revenues (45%) is
similar to that of a number of other OECD countries, and slightly above the
OECD average (44%).

Figure 2.14. Structure of subnational government revenue (%, 2014)
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Note: 2013 for Latin American countries and New Zealand, 2012 for Australia and 2011 for Turkey. OECD averages are
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Sources: Created by the authors based on OECD (2016d), Subnational governments in OECD countries: Key data (2016
Edition) and OECD Subnational Government Structure and Finance, OECD Regional Statistics (database); OECD/UCLG
(2016), Subnational governments around the world: Structure and finance.

What sets the Chilean local level apart is that it is one of the lowest in the OECD with
regard to the extent to which tax revenues supply the local coffers and yet, at USD 305
per capita, it is higher than that of other countries (Estonia, Greece, Czech Republic and
Turkey). In those countries, tax revenues, however, are bolstered by other sources of
revenue including grants and fee-based revenue sources as well as other forms of tax,
which — taken together — strengthen the firepower of their local budgets. The local sector
in Chile does not have this leeway and finds itself squeezed by tax revenue that account
for a mere 1.4% of GDP (OECD average: 7.0%) and 7.6% of public tax revenues
(OECD average: 31.6%), as shown in Figures 2.15 and 2.16.
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Figure 2.15. Subnational tax revenue as a % of GDP
in OECD and selected Latin American countries
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public tax revenue in OECD and selected Latin

Canada
Argentina
Switzerland
Germany
United States

American countries

OECD9

1 41.3%

Brazil
Japan
Spain
Sweden
Finland

OECD34

1 31.6%

Iceland

Czech Republic
Denmark

EU28

Korea

ltaly

Poland
Colombia
OECD25
France
Australia
Norway
Slovenia
Belgium
Portugal

Israel

Hungary

Chile

Mexico

New Zealand
Netherlands
Austria

United Kingdom
Paraguay
Ecuador

Costa Rica
Luxembourg
Slovak Republic
Honduras
Greece

Peru

Ireland

Turkey

El Salvador
Estonia
Dominican Republic
Guatemala

0.5%

54.500

0%

10%

20%

30%

40%

50%

60%

Note: 2013 for Latin American countries and New Zealand, 2012 for Australia and 2011 for Turkey. OECD

averages are weighted.

Sources: Created by the authors based on OECD (2016d), Subnational governments in OECD countries: Key data
(2016 edition) and OECD Subnational Government Structure and Finance, OECD Regional Statistics (database);

OECD/UCLG (2016), Subnational governments around the world: Structure and finance.

A comparison with the situation of subnational public revenue in other Latin
American countries underscores the impact of the lack of an intermediary level of
governance in Chile with budgetary power. As a percentage of consolidated public
revenues, the central government of Chile is in a dominant position (92.5%).
Consequently, the amount of local taxes raised is relatively low, situating the country in
the middle of the pack among the other countries of the southern cone (dominated by the
major federal countries) and the countries in the Andean region.

Is local debt insignificant?

In 2013, local public administrations had a capital account surplus and were in a
better position than public administrations at the central level. The balance of local
budgets was in surplus by +0.1%, which contributed to the health of public
administrations as a whole. It is highly likely, although it is impossible to determine from
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the macroeconomic statistics, that the debt level of local authorities in Chile — unlike in
other countries — is around zero. It is highly probable that local public debt is very low
given that overall public indebtedness is very low to begin with. In addition, Chile has
highly restrictive regulations regarding access to credit to finance local budgets. These
restrictions are more severe than in many other countries. Municipalities are not allowed
to borrow funds according to the Constitution and the LOCMUN, although use of short-
term floating debt (commercial debt), leasing and leaseback operations and other forms of
“hidden debt” are common. The same restrictions apply to municipal corporations.

In conclusion, in good financial stead with its fiscally strict framework, local Chilean
authorities appear, compared to their counterparts in OECD countries, to be lacking
resources and lacking a real ability to act. All public finance indicators (national or local)
underscore the extent to which Chile is a centralised country. The local sector plays a
limited role, especially compared to many other Latin American countries or OECD
members.

Yet, Chile is in an enviable position in terms of the quality of life of its citizens and
the social services that are offered to them thanks in part to its delivery of social services
and its emphasis on trade and commerce. Chile has one of the lowest rates of
dissatisfaction with social services (30%, i.e. one of the lowest in Latin America topped
by only Costa Rica and Panama). Chile’s score on the Human Development Index (HDI)
is indicative of the progressive social situation in the country without masking the
numerous inequalities (social, territorial, gender). In 2015, Chile was ranked 42™ out of
188 countries evaluated (data from 2014). It is part of the group of countries with ‘very
high human development’ and is, alongside Argentina, the lone representative for Latin
America in this category (UNDP, 2015).

Trends in municipal finances in Chile

Given the lack of access to relevant and uniform data, international comparisons are
more often than not limited to macroeconomic observations. The comparisons are limited
to robust yet basic observations that do not allow researchers to draw historical
comparisons of the underlying trends that are sometimes slow in developing while
broader ratios seem to not fluctuate at all.

The only way to decipher these trends is by conducting a longitudinal analysis of
local revenue and expenditure over a relatively long period. By focusing on a shorter
period it is possible to take a more granular look at the budget items and to identify
instructive structural changes and trends.

This analysis is conducted by combining two sources of information. First, the past
data collected by the Direccion del Presupuestos (DIPRES), which covers a quarter
century (1990-2015). Second, in a different perspective and over a shorter time period
covering the past five years (2011-2015), data from the Sistema Nacional de Informacion
Municipal (SINIM),* which is part of the SUBDERE, shed light on the transformations in
the composition of revenue streams and in the nature and areas of expenditure.

Unsteady but significant progression of municipal budgets over a long period
(1990-2015)

Over the lengthy period stretching from 1990 to 2015, municipal operations (revenue
and expenditure) - as reflected in data gathered and compiled by DIPRES - are analysed
both in volume terms and relative to financial data collected by the Consolidated General
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Government (CGG), which aggregates financial data from the central government and
municipalities. Over a quarter century, data expressed in local currency are magnified by
high inflation over the first decade of the period. The expansion (in nominal terms) is
driven by a monetary illusion whereby municipal expenditure in Chile expanded from
CLP 209.3 billion in 1990 to CLP 5 563.6 billion in 2015, i.e. an increase of 27 times.
The following observations will use figures that are deflated in 2015 CLP as a baseline.
Through this technique, municipalities’ fiscal expansion is brought into more reasonable
proportions, i.e. less than seven times. With rising prices eliminated, per capita figures
correct for the demographic expansion of the country. Between 1990 and 2015, the
population of Chile increased 36.5%, swelling from 11.3 million inhabitants to around 18
million. In real terms, municipal expenditure per inhabitant in 2015 was 4.9 higher than in
1990.

This substantial expansion should be put in perspective regarding the fiscal sums that
the operations of the general government (central government and municipalities)
represent and especially the country’s rising wealth, which can be seen by the increase in
GDP. The increasing weight of the municipal sector over the quarter century is tangible.

As a share of general government expenditure, municipal expenditure increased from
9.8% to 14.0%’ (Figure 2.17).

Figure 2.17. Change in the share of municipal expenditure and revenue in total general government
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Source: Created by the OECD based on DIPRES (2015) - Estadisticas fiscales, Estado de operaciones del gobierno general,
municipalidades, 1990-2015, moneda nacional. Transacciones que afectan el patrimonio neto.

In real terms, the increase of municipal expenditure is also significant compared to
that of the general government as a whole, i.e. an annual increase of 7.9% in real terms
for the local government over the 1990-2015 period compared to 6.4% for the general
government (Figure 2.18).
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Figure 2.18. Change in municipal and general government expenditure and revenue 1990 — 2015 (constant
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In terms of GDP, the increase is, however, more limited (1.4 point for expenditure

and 1.6 point for revenue) and does not reflect a mass deployment of means by
municipalities (Figure 2.19).

Figure 2.19. Change in municipal expenditure and revenue as a % of GDP over 1990 — 2015
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municipalidades, 1990-2015, moneda nacional. Transacciones que afectan el patrimonio neto.

Limited municipality expenditure in terms of GDP reflects the political decision to

keep a tight lid on the expansion of public expenditure in the economy and society.
However, although municipal expenditure/general government expenditure expanded less
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quickly, this gain is more significant. In an environment of restrained public intervention,
the municipalities are gaining ground. The weight of central government expenditure
remained, nevertheless, preponderant at the end of the period.

The changes that took place over this period were unsteady and, with varying
intensities, they were mostly parallel for expenditure and revenue, due to budget balance
rules across the various periods. However, structural trends in the composition of
municipal budgets can be identified amid the fiscal expansion.

Municipal budget operations: An unsteady trend

The trend in municipal revenue and expenditure is far from linear. They have a
similar profile over time, reflecting alternating phases of acceleration and slowdown.
Their annual growth rates are up and down because their sensitivities to the national
economic situation are different (variation of inflation rate and growth).

Some years were marked by expanding revenue while for others expenditure
outpaced revenue.

e Phase 1 covers the 1990s. Municipal revenue was strong in volume terms (always
more than 10% per year) amid a context of high inflation. Although expenditure
did not increase as quickly as revenue, the rise as a percentage of GDP was even
more incremental. From 2.1% in 1990, spending topped 3.2% of GDP in 2000. At
the same time, municipal revenue rose from 2% to 3.1%, resulting in a sharp
increase in tax revenue (see below) from 1.1% to 1.5% of GDP.

e Phase 2 covers the 2000s, approximately, and includes two types of disruptions
that marked the period 2003-2004 and the economic crisis that marked the end of
the period (2009 primarily). The weight of municipal expenditure regressed
significantly. Over the course of these ten years, the trend was thrown off
balance,’ which reflected greater GDP swings than before. This was seen after a
marked drop in expenditure in 2006 and 2007 (2.4% of GDP) and a spectacular
rebound in 2008 and 2009 as growth sagged during the global economic crisis.

e Phase 3. Since 2010, economic growth has slowed compared to the fast-growth
2000s, automatically leading to higher revenue and expenditure activity at the
municipal level. From 2.8% of GDP in 2010, municipal expenditure rose to 3.5%
in 2015. At the same time, the weight of revenue inched higher from 2.9% to
3.6% of GDP (1.3% to 1.6% for tax revenue).

During this period of fluctuation, municipal operations changed in ways that were
different from the progression of central operations. At the start of the period (1990-
1997), the pace of growth of central government operations was slower than local
operations. This was most likely due to the use of the central government’s budget to
intervene in the economy. Central revenue and expenditure has tended to be subject to
more marked fluctuation than its local counterparts. Consequently, compared to the state,
the local 