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Abstract 

 

Citizen-centric local governance requires fiscally stable and efficient local governments that 

contribute to sustainable and livable communities. The central research objective herein is to 

provide an assessment of the progress made by local governments across four dimensions: fiscal 

stability (F), efficiency (E), sustainability (S), and livability (L), using a composite index that relies 

on quantitative indicators. This study compares 12 countries divided into two regions (Central 

Eastern versus South Eastern Europe) that share similar historical, legal, and socio-economic 

backgrounds but differ in the pace of reforms. The progress of each country and region is compared 

in a broader context of 35 European countries. More specific research questions include 

determining: what the most influential factors are for explaining significant cross-country 

differences; whether a greater reliance on property taxes has been associated with more FESL 

progress; what frontrunning countries have in common; and whether larger fiscal resources and 

their more efficient use automatically translate into progress in promoting the sustainability and 

livability of communities. 
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Composite Index of Local Fiscal Stability, Efficiency, Sustainability, and Livability: 

Central Eastern versus South Eastern European Countries 

 

 

 

1. Introduction 

 

Fiscal stability, efficiency, sustainability, and livability (FESL) remain at the core of policy debates 

for local governments (LGs) in Central Eastern Europe (CEE) and South Eastern Europe (SEE). 

We identified a need for improving the measurement framework of relevant FESL dimensions and 

creating internationally comparable relevant data. The novel set of indicators will be systematized 

and mapped into a policy-relevant composite index. 

 

The central research objective of this paper is to design a composite index to compare the legal, 

political, administrative, and socio-economic aspects of local government systems across countries 

and regions. The comparison is methodologically sounder if based on quantitative research 

methods. This approach is particularly useful when evaluating countries with similar local 

government financing systems, such as those in CEE and SEE regions. The main purpose is to 

offer a quantitative representation, i.e., a FESL composite index of four dimensions (Fiscal 

stability (F), Efficiency (E), Sustainability (S), and Livability (L)), by developing a broad set of 

indicators for assessing, monitoring, and improving local governance in both regions. We selected 

26 indicators classified into these four dimensions to construct a composite FESL index. The latter 

summarizes the complex nature of citizen-centric local governance (e.g., Bell, Brunori, and 

Youngman 2010) and assesses the progress across FESL dimensions from 2015 to 2018. 

Additionally, it enables a comparison of overall progress across countries and over time, signaling 

weaknesses and areas of concern within the FESL framework.  

 

Why the CEE versus SEE comparison? The geographical context of the research brings together 

two regions that share similar historical backgrounds and roots in post-socialist local government 

development but differ in the pace of reforms. The four dimensions have evolved considerably 

over the past few decades, with some countries having experienced remarkable democratization 

(Czech Republic, Poland, Slovenia, and Croatia) and significantly increased their local fiscal 

stability, efficiency, and sustainability. They have also created stronger pressure for changes and 

innovations in improving livability in the late-reforming countries (Albania, North Macedonia, 

and Serbia). We also examine CEE and SEE countries in a European context (35 European 

countries) aiming to capture the impact of EU membership on FESL performance. All CEE-6 

countries and two SEE countries are EU members, which visibly impacts their FESL performance. 

 

The more specific research objectives are to: (i) enrich the literature and data on FESL with a much 

stronger emphasis on the use of local taxes for improving on each of the four dimensions; (ii) 

develop a methodology for quantifying progress in FESL in CEE and SEE countries, (iii) contrast 

and compare the composite index for each country and region, and (iv) offer policy-relevant 

conclusions for FESL in each country/region. Other important questions to be answered include: 

(1) which indicators measure the four FESL dimensions?; (2) what are the expert assessments of 

the weights of individual indicators in each dimension? (i.e., what is their contribution to the 

overall composite index?); (3) how do systems of administration, collection, and management of 
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property taxes impact progress in these four dimensions?; (4) what are the best legal and 

administrative remedies and solutions that could be applied (transplanted) from CEE to SEE 

countries?; and (5) which policies and measures can be identified as best practices for improving 

FESL performance? 

 

The intended contribution to the existing body of the Lincoln Institute’s publications is twofold. 

First, we empirically map the local FESL in each country in the SEE and CEE region that reflect 

the progress in these dimensions over time. Second, we measure the progress in FESL dimensions 

in a relationship with the use of property taxes. That comparison is vital for offering policy tools 

and strategic solutions, especially for cases where less-developed countries will use the know-how 

of more advanced countries.  

 

Using local property taxes to finance the four FESL dimensions is an important element of the 

overall research. Property taxes are the backbone of municipal finance in many developed 

countries (Malme and Youngman 2008; Youngman 2016; Kitchen, McMillan, and Shah 2019). 

Together with intergovernmental grants and transfers, they provide stable financing for progress 

among the other three ESL (Efficiency, Sustainability and Livability) dimensions. Property tax 

revenues not only can finance general purposes but can also be used to finance shortcomings in 

earmarked intergovernmental transfers; for example, education, culture, or transportation. 

Practically speaking, municipalities that do a better fiscal job of property tax collection can allocate 

those revenues to areas commonly financed by transfers. Consequently, those municipalities will 

provide higher quality local services and goods. An important issue is whether countries with better 

use of local property taxes perform better in terms of the FESL framework. 

 

The composite index will be used to measure and compare FESL status and progress. The intention 

of the FESL index is not to ‘name and shame’ poor-performing countries but to offer a comparison 

and to signal the areas where progress is needed the most. It is expected to emerge as a valuable 

policy and monitoring tool for future experts and practitioners. The composite index can also 

enable various users to compare the four FESL dimensions across countries and over time.  

 

Firstly, the main hypothesis is that those European countries with more advanced systems of 

property taxation have made greater progress in FESL dimensions. This thesis is based on the 

argument that local systems that are more fiscally independent, based on local property taxes 

revenues, perform more capably in terms of the FESL dimensions. Fiscal federalism theory (e.g., 

Oates 2005) already recognizes local fiscal autonomy as a main driving force for local governance, 

and good local governance is a prerequisite for FESL performance. Thus, as property taxes are 

generally the main pillar of local revenues in CEE and SEE countries, their systems of property 

taxation directly influence all FESL dimensions. This paper provides evidence in favor of this 

thesis. Secondly, countries with a greater reliance on property taxes are more likely to be fiscally 

stable and efficient. Our additional hypothesis is that EU membership positively impacts FESL 

results through better performance in fiscal stability, efficiency, sustainability, and livability in 

general. The EU membership effect could work through several channels: harmonization and 

alignment with EU legislation; increased access to EU structural and cohesion funds; enhanced 

institutional capacity; and detailed scrutiny by the European Commission, etc. 
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The structure of the paper is as follows. Section two critically reviews the relevant local 

governance literature in terms of FESL dimensions. Section three elaborates on the pros and cons 

of composite indexes and outlines the methodological framework for constructing a composite 

FESL index. Building upon empirical work, in section four we assess FESL progress in SEE and 

CEE countries in the broader European context. Section five examines the sensitivity of results. 

The section after that investigates the relationship between property taxes and FESL performance, 

controlling for income level, institutional quality variables, and other contextual factors. The last 

section then offers concluding remarks. 

 

 

2. Literature Review 

 

2.1. Fiscal Stability  

 

Fiscal stability (F) at the local level is a broad, multidimensional concept. Fiscal stability emerges 

as a modern term from the context of financial stability, which has been used by many authors as 

a crucial condition for long-term sustainable development. For instance, disproportionately high 

local government debt could undermine local fiscal stability and generate risks for providing local 

services (Sebestova et al. 2018). Modern studies evaluating fiscal stability examine the budgetary 

stability of local governments (LGs), considering financial stability and responsible financial 

management as important starting points for LGs’ long-term sustainable development. In the 

European context, this is set by a resolution of the Council of European Municipalities and Regions 

(CEMR 2015). 

 

Stable local revenue sources can ensure financing of regular expenditure programs in local 

budgets; hence, some authors focus on the narrow concept of ‘revenue stability’ (e.g., Alm 2013). 

From a purely statistical point of view, revenue stability can be defined as a low variability of LG 

revenue over time. For example, municipalities with more volatile revenues (over the years) face 

difficulties in financing and performing their services and become more dependent on central 

government fiscal transfers. On the other hand, municipalities with stable financial flows have 

more predictable budgeting and are more autonomous in their decision-making process.  

 

Other authors examine the role of the ‘optimal’ combination of major categories of LG revenues, 

such as own-source revenues versus intergovernmental transfers (e.g., Bahl, Martinez-Vazquez 

and Youngman 2008; Wildasin 2010). This way has come to be known as ‘the portfolio approach’. 

The distinction between own-source revenue and fiscal resources acquired through 

intergovernmental transfers touches on a crucial institutional issue. Local officials would often 

prefer to act as administrative agents of the central government, without the accountability and 

political pressures attendant on independent subnational units. For instance, an increase of a 

general-purpose intergovernmental transfer would be preferred over LGs’ efforts to improve own-

source revenue collection. Youngman (2016) argues that fiscal stability requires assurance of 

stable LG fiscal conditions, without too much reliance on intergovernmental grants. Large vertical 

fiscal imbalances undermine local autonomy and LGs’ efforts for revenue collection (e.g., 

Maksimovska and Stojkov 2019).  
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The debate on the impact of intergovernmental transfers on local fiscal stability also extends to 

their type (matching vs. unconditional transfers). More than 40 years ago, Courant, Gramlich and 

Rubinfeld (1979) explained the effects of unmatching intergovernmental grants on LGs, 

summarizing that “money sticks where it hits” (the flypaper effect). When LGs become dependent 

on unconditional grants, they increase their expenditures and surrender their fiscal stability to the 

generosity of the state. 

 

The vague definition of fiscal stability was mentioned by Bilyk (2016) pointing out that LGs’ 

financial health is mostly about fiscal distress, financial risk, fiscal crisis, or fiscal strain. Municipal 

fiscal health is recognized as the LG’s ability to fulfil its obligations (Łakomy-Zinowik and 

Horváthová 2016; Gorina, Maher and Jofee 2018). In contrast, Berne and Schramm (1986) use 

fiscal stability and financial health synonymously. A simplified interpretation of the term fiscal 

stability is offered in evaluation of LG development by Bird (2015) and McDonald (2017). They 

summarized responsible financial management and fiscal stability into four areas: (1) ability to 

accomplish immediate financial obligations; (2) ability to meet financial obligations over a fiscal 

year; (3) ability to accomplish long-term financial obligations (Mosionek-Schweda and 

Przemysław 2018); and (4) ability to finance base level programs and services as required by law.  

 

In sum, the literature often treats fiscal stability, fiscal solvency, and fiscal sustainability as highly 

overlapping concepts. In that case, fiscal stability reflects the ability of LGs to sustain their current 

spending, tax, and other fiscal policies and to promote stainability and livability of local 

communities in the long run.  Here, we identify several important pillars of fiscal stability relevant 

to our research: (i) the overall fiscal envelope, i.e., the total amount of municipal revenues; (ii) the 

degree of fiscal autonomy, and (iii) the volatility of LG revenue over time. Commonly used 

measures for the overall fiscal envelope are local government revenue or expenditures, expressed 

as a share of the general government budget and as a share of a country’s Gross Domestic Product 

(GDP) (e.g., Baker 2005; Martinez-Vasquez and Timofeev 2009; Bolívar et al. 2014; Gruber 

2019). The share of own-source revenue in total LG revenue is often treated as a proxy for the 

degree of fiscal autonomy. Fiscal autonomy of local governments has a direct and profound impact 

on their fiscal stability. Lastly, we include the narrow statistical concept of fiscal stability, by 

calculating the stability or variation of LG revenue over time. 

 

The fiscal stability of LGs in Europe is highly dependent on the central government’s will. It is 

important to highlight that most revenues in the European context are collected at the central/state 

level, including social security funds. In 2019, in the EU-27, total general government revenue 

was equal to 46.2% of GDP (Eurostat, 2020). LGs collected 23.6% of total general government 

budget revenue, which was 10.9% of 2019 GDP. The general government expenditure was equal 

to 46.7% of GDP, whereas LGs were spending 23.3% of total general government expenditures 

(equivalent to 10.9% of GDP). This statistic points to a preliminary conclusion that LGs in 

European countries have adequate revenues to finance their activities. Given the structure of LGs’ 

revenues and their high dependence on intergovernmental transfers, there is a need for more in-

depth investigation of their fiscal stability. LGs in SEE and CEE countries generally lag behind 

average EU levels of fiscal performance and therefore need to be evaluated through the lens of 

objective indicators, based on official EUROSTAT and NALAS data. 
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Last, but not least, it is fair to say that Europe is characterized by substantial cross-country 

heterogeneity in terms of institutional and historical factors. Different constitutional arrangements 

often result in the varying importance of local governments, inter alia, as observed by the different 

degrees of fiscal decentralization. Most European countries are organized as unitary states. 

However, some are federalized (Austria, Belgium, Germany, The Netherlands, and Switzerland) 

or regionalized/devolved states (Italy, Spain, and the United Kingdom). This organization strongly 

affects the overall fiscal envelope available to local governments, which, in turn, determines their 

capacity to improve the quality of life of local communities. 

 

 

2.2. Efficiency  

 

Efficiency (E) in local governments has been evaluated from multiple points of view and contexts, 

mostly considering economic, technical, and administrative aspects. Efficiency implies that local 

governments facilitate the distribution and allocation of resources to their most valuable uses. 

 

A strand of the literature concentrates on the evaluation of a particular local service, such as refuse 

collection and street cleaning (Worthington and Dollery 2000; 2001; Bosch et al. 2000; Benito-

Lopez et al. 2011, 2015), water services (García‐Sánchez, 2006a), street lighting (Lorenzo and 

Sanchez, 2007), fire services (García‐Sánchez, 2006b), library services (Stevens, 2005), and road 

maintenance (Kalb 2012). Another strand evaluates local performance from a “global point of 

view” considering that LGs supply a wide variety of services and facilities. When investigating 

LG efficiency, the literature’s databases provide (based on keywords efficiency, performance 

measurement, local government, and municipality) more than 250 books, papers, and unpublished 

working papers. There are different techniques to analyze local governments’ efficiency, where it 

is possible to distinguish two main branches of best-practice frontiers: the nonparametric and 

parametric methods (Narbon-Perpina and De Witte 2018). We use the nonparametric method, in 

which we have identified several indicators of LG efficiency. There is a wide variety of input and 

output variables to measure local government efficiency, related to an accurate definition of LGs’ 

inputs and outputs, as a complex task, and additionally more complicated due to the difficulty of 

collecting data and measuring local services. The selection of indicators for assessing local 

efficiency in this research depended on the availability of data for all countries and the specific 

services and facilities that local governments provide in each country. As a result, for the FESL 

index when evaluating efficiency, we agreed to analyze four indicators: ease of doing business, 

protection of property rights, energy productivity, and wages as a share of LG expenditures.  

 

The ease of doing business score helps assess the absolute level of regulatory performance over 

time. It captures the gap of each economy from the best regulatory performance observed in each 

of the indicators across all economies in the Doing Business sample since 2005. One can observe 

the gap between a particular economy’s performance and the best performance at any point in time 

and assess the absolute change in an economy’s regulatory environment over time as measured 

by Doing Business. An economy’s Ease of Doing Business score is reflected on a scale from 0 to 

100, where 0 represents the worst and 100 represents the best performance. A high ease of doing 

business ranking means the regulatory environment is more conducive to starting and running a 

local firm. Rankings are determined by sorting the aggregate scores on 10 topics, each consisting 

of several indicators, giving equal weight to each topic (World Bank 2019). 
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The International Property Rights Index (IPRI) is published by Property Rights Alliance. The IPRI 

scores the underlining institutions of a strong property rights regime: the legal and political 

environment, physical property rights, and intellectual property rights. It is the world’s only index 

entirely dedicated to measuring intellectual and physical property rights. The IPRI highlights the 

essential role that property rights play in creating a prosperous economy and just society. It 

examines the robust relationship between property rights and other economic and social indicators 

of well-being, including gender equality, entrepreneurship, research and development, human 

development, civic activism, and measures of internet connectedness. 

 

The energy productivity indicator is used to monitor progress towards a resource efficient Europe, 

complementing the lead indicator on carbon. A relevant EU policy is the Europe 2020 strategy, 

which highlights the need for smart, sustainable, and inclusive growth, while also reducing energy 

consumption, with one of the headline targets being an increase in energy efficiency. Energy 

productivity of the economy is a key indicator for measuring the Lisbon Process and its successor, 

Europe 2020. It helps to identify whether there is a decoupling between energy consumption and 

economic growth. Changes in the indicator reflect changes in energy productivity and in the 

structure of the economy. Sustainable energy is at the heart of the EU´s long-term economic and 

climate change strategy. The EU has set itself three goals for 2020: reduce greenhouse gases by 

20%, improve energy efficiency by 20%, and increase the share of renewables in our consumption 

to 20% (Eurostat 2019). In this area, the EU seems to be the leader in carbon limitation and climate 

changes. An EU relevant policy is the Europe 2020 strategy, which highlights the need of smart, 

sustainable, and inclusive growth while also reducing energy consumption with one of the headline 

targets being the increase in energy efficiency (Eurostat, 2019). Sustainable development has 

quickly become an important theme in local governments all over the world facing environmental 

challenges. Energy efficiency can be part of local efforts to sustain economic development while 

protecting the environment and natural resources (Wang, Liu and Hawking 2017). Local 

governments in EU have developed Sustainable Energy Action Plans (EU 2020a) and joined 

European Covenant of Mayors for local sustainable energy (EU 2020b). 

 

Another important aspect is the efficiency of local public spending. More precisely, the share of 

the wage bill (employee compensation) at the local level in total local government expenditures 

could be used as an indicator of the efficiency of performing LG activities (e.g., Coady and Geng 

2015; World Bank 2017). Local governments with a high share of wages and salaries are deemed 

less efficient. In turn, consistently smaller wage bills should indicate more efficient LGs. We 

acknowledge an important shortcoming of this measure. The wage bill can be small due to 

understaffing and/or restrictions for public sector employment imposed by the central 

government. 
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2.3. Sustainability 

 

Sustainability (S) refers to the ability of LGs to promote economic prosperity, social justice, 

(education and culture) and environmental quality for maintaining (at least) the existing level of 

development. Several indicators can represent local sustainability.  

 

Effective local governance is key to inclusive and sustainable development at both the local and 

national levels. It is essential for improving the quality of life of people in urban and rural settings, 

reducing inequality in all its forms across society, and enhancing relations between people and 

public institutions. Localization of the United Nations’ Sustainable Development Goals is 

inherently related to the territorial dimension of development. It entails effective territorial 

governance systems enabling interinstitutional, multi-actor and multi-level coordination, 

integrated planning, effective and accountable monitoring. It is important to assess the relationship 

between the territorial approach of SDG localization and the establishment of enabling policies 

and institutional frameworks for territorial cohesion (e.g., UN 2017; de Carvalho Rodrigo, Pedrosa 

and Heller 2020). 

 

Housing and overcrowding are important indicators of sustainable cities and communities. 

Kovacs-Györi et al. (2019, p. 16) found that “good housing conditions, a salary that is enough to 

cover basic needs, and a higher level of development, in general, are without a doubt all important 

factors contributing to satisfaction with living in a given area”. This finding clearly reflects 

importance of basic needs in the sustainability assessment framework. Additionally, sustainability 

is evaluated by other subjectively evaluated indicators, such as exposure to noise, leaking roofs, 

damp walls, floors or rot in windows and negative externalities in neighborhoods (such as 

neighborhood safety, local crime rate, etc.). 

 

Two main components are important at the neighborhood level: access and convenience. The 

concept of a compact neighborhood is designed to describe a neighborhood that makes it easier 

for residents to reach the most needed public services. The OECD also uses the term “compact 

cities” and “compact urban development” (OECD 2012). A literature review of more than 400 

interdisciplinary studies shows that compact urban development has positive effects along most 

dimensions, ranging from productivity and job accessibility to energy efficiency and health 

(OECD 2019). Sustainable and livable communities provide their residents with various 

transportation options, which directly impact the incidence of road accidents. Another important 

dimension of this category is offering healthy, accessible, and low-cost alternatives to driving. 

Local authorities can play a crucial role in reducing green-house gas emissions by facilitating 

walking, cycling, and public transport. The key to success is the quality of alternatives (EC-UN 

Habitat 2016). Hence, in developing areas, the main reason why one might use a car on a daily 

basis was thanks to a lack of competitive alternatives, such as safe cycling infrastructure or 

accessible public transport (Kovacs-Györi et al. 2019). 

 

While an inter-city transportation system is generally managed by both state-owned and private 

companies, at the local level, LGs oversee local public transportation systems. This system might 

be run by private companies in a public commitment or by municipality-owned transportation 

companies. Kiba-Janiak and Witkowski (2019) state that the growing demand for passenger and 

freight transport in cities, resulting from population growth in urbanized areas, has led to 



Page 8 

increasing problems with congestion, environmental pollution, and, as a consequence, to a 

decrease in quality of life. The problem was addressed by the EC (2013), which began to promote 

the concept of sustainable urban mobility plans (SUMPs). Their research shows that cities that 

have a comprehensive transport plan consistently collaborate with different stakeholder groups; 

have implemented the greatest number of measures in the field of sustainable urban transport; and 

have achieved the best results in terms of safety and NO2 and other particulate matter emissions. 

Therefore, combating air pollution by LGs is another important indicator in promoting sustainable 

local communities (e.g., Bond 2002). 

 

Residents take a keen interest in what happens to communal waste. LGs’ task is to support high 

recycling rates for households and businesses. It is necessary to reduce landfills and tackle climate 

change by increasing recycling and solid-waste collection service coverage up to 100% of the 

population (Local Government Association, 2020). The effectiveness of waste management is 

influenced by many factors. Soukopová, Ochrana and Klimovský (2017) identified the following 

as being of key importance for successful recycling: economies of scale, public ownership of the 

waste collection company, inter-municipal cooperation, and the use of a hybrid form of company 

organization. Local governments must ensure the availability and sustainable management of 

recycling. However, SEE and CEE countries lag behind in terms of recycling innovations and have 

to deal with municipal problems of waste management and water sanitation. Unfortunately, in 

many post-communist countries, the water and sewer companies previously owned by 

governments were privatized and now are owned mostly by multinational companies. That is why, 

in contrast with communal waste payments, inhabitants pay commercial prices instead of local 

public charges/fees. 

 

Ensuring sustainability requires allocating more local government funds to capital expenditures 

(the development budget). One of the most important international documents on this issue is the 

European Charter of Local Self-Government, which set out funding possibilities for LGs, in 

particular with national legislations then specifying or restricting LG funding (e.g, Radvan, 

Mrkývka and Schweigl 2018). In the context of LGs’ problems obtaining funds to cover their own 

contribution, and the related issue of debt limits, implementation of public investments in this form 

may be very attractive for local governments (e.g., Janovec 2018). 

 

Population growth continues to be a major area of concern for sustainability (e.g., UN 2016). 

Population growth follows the urbanization and peri-urbanization process (Abildtrup et al. 2018, 

p. 53). However, in many ways, it is outside the control of LGs. For example, at the national level, 

the government determines immigration policies, and at the state level, the government determines 

the availability of land for housing sub-divisions (e.g., Sciulli 2011; Niemann and Hoppe 2018). 

Population growth may or may not play important roles in influencing local sustainability policies 

(Saha 2009). For instance, some LGs in North Macedonia have a policy to pay a lump-sum for 

newborns to reverse the depopulation trend. 

 

The unemployment rate’s influence on financial sustainability should be analyzed, especially since 

this rate has substantially increased at the European level, though its effect has differed among 

countries by level of economic development, labor market stability, and policies adopted. Bolívar 

et al. (2014) highlight that a higher rate of unemployment has a negative influence on a country’s 

production and income received by the various levels of government (central, regional, and local)  
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2.4. Livability 

 

Livability (L) is often cited as one of the main goals of LG strategies, although its meaning, content, 

and wording are not uniformly defined throughout the literature. One well-known definition 

created by the American Association of Retired Persons describes a livable community as one 

“that has affordable and appropriate housing, supportive community features and services and 

adequate mobility options, which together facilitate personal independence and the engagement of 

residents in civic and social life” (AARP, 2020). It is about “standards and opportunities” and 

closely but not exclusively related to a community’s overall quality of life, in an attempt to 

integrate its social and personal dimensions.  

 

The concept serves as an umbrella term which comprises several indicators, depending on the 

context, focus, or even an era. For example, today, livability is probably more relevant than ever 

in the context of cities bearing in mind that “by 2050, the world’s urban population is expected to 

nearly double, making urbanization one of the twenty-first century’s most transformative trends” 

(Clos 2016). AARP also developed a Livability Index that covers seven categories: housing, 

neighborhood, transportation, environment, health, engagement, and opportunity. Some of these 

indicators overlap with the definitions of sustainability of cities and communities used by the 

United Nations’ Sustainable Development Agenda and Eurostat (e.g., public transport, housing). 

 

Today, 74.9% of Europe’s population lives in urban areas, a proportion expected to increase to 

83.7% by 2050 (UN 2018). Projections show that urbanization, the gradual shift in residence of 

the human population from rural to urban areas, combined with the overall growth of the 

population, could add more people to urban areas. However, some European cities have 

experienced population declines in recent years, most located in low-fertility countries where 

overall population sizes are stagnant or declining. Economic contraction and natural disasters have 

also contributed to population losses in some cities. 

 

Resilient cities are well prepared to anticipate, respond to, and recover from natural and man-made 

disaster risks and shocks. Fostering resilient cities is one of the main OECD Principles on Urban 

Policy (OECD 2019), as well as a Sustainable Development Goal (11a). In some cities, population 

decline occurred in response to a natural disaster (UN 2018). Therefore, by 2030 the goal is to 

significantly reduce the number of deaths and the number of people affected, and substantially 

decrease the direct economic losses caused by disasters. The other venue is to increase the number 

of cities which implement disaster risk management. Several European cities that have taken 

various measures in response to the current coronavirus crisis serve as an example of local action 

in times of crisis. The 2020-2021 pandemic is a reminder that urban planning is important for 

better public health and for mitigating vulnerabilities to other hazards, such as natural disasters. 

Yet, we must recognize that the specific urban planning approaches that will emerge as 

benchmarks from this experience are as yet unknown. According to the latest data, most countries 

have some form of national urban plan, and many national and local government are revisiting 

those plans, focusing on preventing the next pandemic. 

 

LGs face a growing demand for social services, especially health services. One of the guiding 

principles of health care is accessibility. If access to the health care is limited for some population 

groups, or the population at large, the result may be poorer health outcomes and greater health 
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inequalities (OECD/European Union 2018). Among the most important indicators for measuring 

the level of healthcare systems are: (1) hospital beds per 100,000 inhabitants (an objectively 

assessed indicator); and two subjectively measured indicators: (2) self-perceived health, and (3) 

unmet needs for health care reported by the population itself. Recent research demonstrates that 

the share of the population reporting unmet needs is generally low in most EU countries. Low-

income households are much more likely to report unmet needs due to financial reasons. 

 

It was at the World Life Issues on Environment and Development Commission (also known as the 

Brundtland Commission) in 1987, that the concept of sustainability was incorporated into the 

question of how and why regions develop (Milán-García et al. 2019, p. 2).  

 

A Local Economic Development (LED) Strategic Plan is an overall plan which clarifies the 

process of building a local foundation for economic development. It provides a general framework 

for action: how to prioritize, make choices, and allocate scarce resources to achieve objectives. It 

establishes an agenda to develop a local area’s economic, physical, social, and environmental 

strengths and to address the challenges it faces (FCM-CARILED 2014, p. 12).  

 

In recent decades, there has been an increasing interest in public participation in decision-making 

processes, due to a whole range of factors, but mainly because society is showing an ever-

increasing mistrust in governments. Furthermore, through public participation, citizens are given 

the opportunity to provide information regarding a region’s physical and biological properties, 

which may not have been detected by the experts involved in developmental policy decisions but 

could prove substantial for planning purposes (Kantemeridoua et al. 2013, p. 459). An especially 

important issue seems to be participatory budgeting (e.g., Zawadzka-Pak and Tomášková 2019; 

Tomášková and Buzková 2019). New forms of governance are seen as essential in responding to 

contemporary urban challenges, especially those based on citizen empowerment, the participation 

of all relevant stakeholders, and the innovative use of social capital (EC 2013). 

  

 

3. Methodological Framework 

 

3.1. Pros and Cons of Composite Indexes 

 

Several applied studies have attempted to quantify the quality of local governance through various 

dimensions, including fiscal stability, effectiveness, quality of services, and political and legal 

autonomy in decision making. UN-HABITAT (2005) has come up with an Urban Governance 

Index (UGI) for 24 cities as part of its support for the Global Urban Observatory for policy 

formulation. UNDP-sponsored research has focused on good governance for local governments 

(UNDP 2009). A quantitative representation of the state of local democracy in 60 municipalities 

has also been produced by IDEA (2013). The different studies select their own set of indicators 

and focus on individual dimensions of the quality of local governance. Obviously, a single 

indicator cannot capture the myriad dimensions and indicators of the complex concept of local 

governance.  

 

A close empirical precursor to our research is a study by da Cruz and Marques (2016) that employs 

multi-criteria decision analysis. It provides a theoretically sound and effective toolkit to aggregate 
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the various dimensions and aspects of local governance. The main caveat is the high degree of 

overlapping of composite local governance indicators with the six dimensions of the World Bank 

governance indicators, namely: voice and accountability; political stability; government 

effectiveness; regulatory quality; rule of law; and control of corruption. These indicators are overly 

general and difficult for policy operationalization. Most of the aforementioned studies call for 

further field investigations and admit that there is a need to highlight new dimensions of local 

governance. For this reason, we have designed a customized composite indicator that captures 

progress among FESL dimensions. 

These indexes can summarize complex, multi-dimensional realities with a view to supporting 

decision-makers; they are easier to interpret than a battery of many separate indicators and can 

assess progress of countries over time. The final comparison of CEE and SEE countries will place 

issues of country performance and progress in various FESL dimensions at the center of the policy 

arena. On the other hand, if poorly constructed or misinterpreted, they could send biased, 

misleading policy messages or poor policy conclusions (e.g., Andrews et al. 2010; Kampen 2010). 

Moreover, the selection of indicators and weights could be the subject of expert disputes, a 

common problem in social sciences. 

 

There are numerous obstacles for such weighting and aggregation, which will be overcome by best 

methodological practices (OECD 2008; Greco et al. 2018). The researchers have brought to the 

fore cooperation and knowledge, based on an extensive literature review, and developed tools for 

avoiding a misleading or poorly constructed composite index. If constructed using data that are 

too detailed, they may not be replicable because of data unavailability in some countries. 

 

3.2. Constructing the FESL Index 

 

We have empirically mapped aspects of good local governance in the context of the four FESL 

dimensions and identify policy-relevant indicators. The FESL indicators meet the criteria of 

analytical soundness (clear links with respect to the use of property taxes, as precise as possible, 

and an unambiguous description of the phenomenon being measured); interpretability; 

comprehensiveness; measurability; comparability over time, and cross-country comparability. The 

researchers also conducted a thorough investigation of the legal framework (legal acts, strategic 

documents, reports, and academic publications), and collected fiscal and sustainable development 

data for each country (published by reliable international organizations, national institutions, and 

LG associations). Each country is assessed by the same methodological approach for comparability 

reasons. 

 

The construction of the composite index follows best practices (e.g., Greco et al. 2018) in terms 

of: (i) establishing links with the theoretical framework; (ii) defining criteria for selection and 

inclusion of indicators; (ii) conducting multivariate analysis as a preparatory statistical work, (iii) 

normalizing data with different scales; (iv) applying appropriate methods for weighting of the 

indicators, (v) selecting the method of aggregation, (vi) conducting analysis of the robustness and 

sensitivity of the overall FSES index, and (vii) highlighting the challenges for its regular and timely 

preparation and presentation.  
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3.2.1. Selection of Indicators Based on a Literature Review 

 

Based on a literature review, we focused on four dimensions of local governance: (1) ensure fiscal 

stability; (2) maintain efficient use of their resources; (3) promote sustainability of communities, 

and (4) improve livability, i.e., they should add up to a community’s quality of life. 

 

The indicators were considered, provided they met the following criteria: comparability between 

countries’ LGs and over time, accessibility and publication on a regular basis, comprehensiveness 

and (relatively) easy interpretation, and relevance to local governance. These indicators have been 

designed and agreed upon by this research team. The sign, or the direction of interpretation of the 

indicators, was designed to be homogenous, so that higher values would indicate being closer to 

the ‘desirable situation’ or to the best-performing municipality. 

 

Indicators of Fiscal Stability 

 

Based on the literature review, the local fiscal stability in these countries is assessed using a set of 

indicators, presented in Table 1. 

 

Table 1: Indicators of Fiscal Stability 

Name Description 

Lrgr Local government revenue as a share of general government budget revenue 

Lrgdp Local government revenue as a share of Gross Domestic Product 

Variability Coefficient of variation of local government revenue in the past five years 

Autonomy Share of own-source revenue in total local government revenue 

Source: Authors’ selection based on literature review and data availability. 

 

Indicators of Efficiency 

 

Efficiency (E) is commonly measured through its economic, technical, and administrative aspects. 

Regarding the research objectives, we have identified and selected four indicators of efficiency: 

energy productivity, International Property Rights Index, ease of doing business, and wages and 

salaries as a share of local government expenditure.  

 

Table 2: Indicators of Efficiency 
Name Description 

energyprod Energy productivity 

ipri International Property Rights Index (IPRI) 

business Ease of Doing Business 

wagebill Wages and salaries as a share of local government expenditure 

Source: Authors’ selection based on literature review and data availability. 

 

Indicators of Sustainability 

 

Sustainability (S) refers to LGs’ ability to promote economic prosperity, social justice (education 

and culture), and environmental quality. The indicators of sustainable cities and communities are 

presented in Table 3. A more detailed description of indicators is provided in Appendix 1. 
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Table 3: Indicators of Sustainability 
Name Description 

overcrowding Overcrowding rate by degree of urbanization (total population) 

noise Population living in households considering that they suffer from noise, by poverty status (% 

of population)  

roadacc People killed in road accidents 

settlement Settlement area per capita 

air Exposure to air pollution by particulate matter (µg/m3) 

recycling Recycling rate of municipal waste (% of total waste generated) 

leaking Population living in a dwelling with a leaking roof, damp walls, floors or foundation, or rot 

in window frames of floor by poverty status (% of population) 

wastewater Population connected to at least secondary wastewater treatment (% of population)  
 

transport Share of buses and trains in total passenger transport (% of total inland passenger-km) 

crime Population reporting occurrence of crime, violence, or vandalism in their area by poverty 

status (% of population) 

Source: Authors’ selection based on literature review and data availability. 

 

Indicators of Livability 

 

Livability (L) refers to indicators of urban population, health, supportive community features and 

services, active citizenship, etc. Table 4 presents the proposed indicators. 

  

Table 4: Indicators of Livability 
Name Description 

Urbanization  

urban Urban population (% of total population) 

Health  

hospitalbeds Hospital beds (per 100,000 inhabitants)  

selfperhealth Self-perceived health 

unmetneeds Self-reported unmet needs 

Resilience  

riskreduct Local disaster risk reduction strategies 

disasters Deaths and missing persons attributed to disasters 

Active 

citizenship 

 

participation Active participation  

Source: Authors’ selection based on literature review and data availability. 

 

Based on this selection, Figure 1 reproduces the entire structure of the composite FESL Index for 

presentational convenience. 
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Figure 1: Illustration of the Composite FESL Index 

 
Source: Authors 

 

It is important to highlight some of the shortcomings of our selection, which we classify into three 

groups: shared responsibilities, omitted variable biases, and classification risks. Progress in some 

areas cannot be solely attributed to LGs, as they share responsibilities with the central government, 

such as the unemployment rate, which—in addition to national policies—is also influenced by 

LGs and their local economic development strategies. Another shortcoming is data availability, 

which may give rise to omitted variable bias. For instance, we would have preferred to include 

local government debt as an indicator of fiscal stability, but to the best of our knowledge, there is 

no reliable and internationally comparable statistics for all European countries. Classification risks 

arise when some agencies or researchers classify an indicator into livability, whereas others prefer 

to include it within the sustainability concept. For instance, LGs’ provision of collective transport 

is classified by the European statistical agency, Eurostat, as a sustainability indicator, while AARP 

(2020) ‘locates’ it within the livability concept. While there is always some degree of arbitrariness 
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in the empirical mapping of complex concepts, the researchers’ goal is to acknowledge and 

minimize it. Any one of the indicator choices could and (highly likely) would be challenged, and 

various substitutes could be offered. In this way, the main findings of this study of local 

government systems and operations could be greatly enriched. 

 

3.2.2. Multivariate Analysis and Data Normalization 

 

In the next step, we conducted an exploratory analysis to assess the suitability of the data set. 

Research data for complex phenomena often have different measurement units, which require 

some normalization method to remove the scale effect.  

 

A country’s relative strengths and weaknesses can be identified using three different methods 

(Freudenberg 2019), each having its advantages and limitations—and telling a different story (see 

Appendix 2 for a detailed explanation). One method is to compare a country’s position to the EU 

average (Index EU-27=100). If a country has a value equal to or higher than the EU-27 average, it 

would receive 100. It is easier to have a seemingly good relative performance when the dispersion 

across countries for individual indicators is low (which is the case for many indicators) than when 

it is high. Therefore, this is not our preferred method. We agreed to use the second method, which 

is to compare a country to the remaining 34 (n - 1) European countries using the so-called “Min-

Max Index”. It gives each country a score that ranges from 0 (worst performance) to 100 (best 

performance), no matter the dispersion of the indicator. In this way, we can compare only the most 

relevant countries (subject of this research) from Central and Eastern Europe (CEE) and South 

Eastern Europe (SEE). The disadvantage of this approach is that typically there is a “high ceiling” 

— as some EU member states (e.g., Denmark) perform remarkably well in several FESL 

dimensions. Practically speaking, by using the first method, CEE and SEE countries are compared 

to the EU average FESL performances, and with the second method, they are compared to the best 

FESL performing country from Europe. The second method encourages following the best 

achievers (countries) in FESL dimensions. 

 

The third method is to compare only peers from Central and Eastern Europe (the Czech Republic, 

Hungary, Poland, Romania, Slovakia, and Slovenia) and South Eastern Europe (Albania, Bulgaria, 

Croatia, Montenegro, North Macedonia, and Serbia). In this case, the variation is much lower and 

limited only to these 12 countries. For example, the fact that Poland performs better than North 

Macedonia is of minor importance, as it does not consider the broader European context.  

 

To summarize, we have opted for the second (Min-Max) approach to render the data comparable 

in an identical range [0, 1] and in the broader European context. 

 

3.2.3. Weighting and Aggregation 

 

One of the most challenging tasks is weighting the different indicators. Given the ambiguous 

theoretical guidance, we employ two methods for assigning weights to individual indicators: (1) 

equal weights, and (2) weights derived from expert opinion, using the so-called budget allocation 

process (BAP). We contrast and compare the results from different methods to investigate the 

consistency of the results. While the equal weighting method is rather simple to use, it punishes 

the more ‘influential’ indicators (on theoretical or intuitive grounds). A further complication is that 
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if indicators are grouped into dimensions (domains) and those are further aggregated into the 

composite indicator, then “applying equal weighting to the variables may imply an unequal 

weighting of the dimension” (OECD 2008, p. 31). For this reason, equal weights are not our 

preferred method, and the results have only an indicative value. The second method derives 

experts’ weights from the BAP. This statistical technique rests on assigning weights based on 

different experts’ opinion. Given the high probability of inducing cognitive stress to a decision 

maker for such a number of indicators (OECD 2008), we conducted the BAP in two stages. The 

first stage involved experts’ assessments of the weights of the four dimensions, and the second 

stage involved experts’ assessment of weights of the indicators within each dimension. In other 

words, if there were only one stage involving all indicators, then we might say that it is a lot to 

take into consideration.  

 

The final weights were average expert assessments calculated during the two-stage BAP. This is 

our preferred method, as its application is well understood by decentralization practitioners (Figure 

2).  

 

Figure 2: Weights of Individual Dimensions in the Composite FESL Index 

 
Note: Weights are derived through the Budget Allocation Process (BAP). 

 

Individual indicators can be synthesized into a composite indicator through various aggregation 

methods: arithmetic, geometric, or multi-criteria. After carefully reviewing the most recent 

literature on aggregation for composite indicators (e.g., van Puyenbroeck and Rogge 2017; Greco 

et al. 2018) and our data properties, we opted for a weighted arithmetic aggregation. 

 

Unlike previous empirical studies (e.g., da Cruz and Marques, 2016), our composite indicator is 

based on a much broader set of indicators. 

 

 

4. Assessment of Progress in Central, Eastern and South Eastern Europe 

 

We have examined the progress of CEE and SEE countries across FESL dimensions in a broader 

European context. More precisely, in empirical terms, we collected data for the selected indicators 

for 35 European countries from 2015 to 2018. From a political integration perspective, the 

European sample of 35 countries consists of 27 EU member states and eight non-EU countries. 

From a geographical perspective, the sample can be thought of as six SEE (SEE-6), six CEE (CEE-

6) and 23 other European countries (Table 5). 
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Table 5: The European Sample 

 Political (European Integration) Perspective 

Geographical 

perspective 

EU 27 Non-EU (8) 

SEE (6) Bulgaria, Croatia Albania, Serbia, North 

Macedonia, Montenegro 

CEE (6) Romania, Hungary, Slovakia, Slovenia, the 

Czech Republic, Poland 

 

Other (23) Austria, Belgium, Cyprus, Denmark, Estonia, 

Finland, France, Germany, Greece, Italy, Ireland, 

Latvia, Lithuania, Luxembourg, Malta, The 

Netherlands, Portugal, Spain, Sweden 

United Kingdom, 

Norway, Switzerland, 

Iceland 

 

The data come from internationally comparable and reputable international sources, such as 

Eurostat, World Bank Group, and the United Nations (see Appendix 1). However, we focus and 

interpret only the empirical results for CEE and SEE countries, which are analyzed in a wider 

European context. The aggregation procedure enables us to calculate the progress in terms of the 

composite FESL index, and in terms of each of the four dimensions. 

 

 

Figure 3: The Composite FESL Index and 

Its Four Dimensions in Europe (2015-2018) 

Figure 4: The Composite FESL Index in 

Europe over Time (2015-2018) 

  
Note: Averages for the 2015-2018 period. Source: Authors’ calculations. 

 

As illustrated in Figure 3, progress in two dimensions (fiscal stability and efficiency) is lower than 
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is between zero (the worst performance) and 100 (the best performance in Europe). In each 

dimension and in the overall FESL index, SEE countries have lower scores compared to the more 

advanced CEE countries. They have substantial problems in making progress in the efficiency 

dimension, to a large extent due to the problem of slightly oversized local government 

administration by European standards. To illustrate the index’s dispersion, Albania (SEE country) 

has the lowest value (26.2); Poland (CEE country) has an intermediate score (48.1); and Denmark 

(other European countries) has the highest value (80.5) for the composite FESL index within 

Europe. On average, all three groups of countries registered a slight upward trend from 2015 to 

2018, which, admittedly, is a very short time span for more general conclusions (Figure 4). The 

low variability of FESL indices over time could indicate that local governance reforms may require 

time before they translate into higher values for the individual dimensions and the overall index. 

 

The aggregate pattern masks some heterogeneities. For example, among SEE countries, Bulgaria 

and Croatia succeeded in becoming EU member states. They are frontrunners in the SEE group in 

terms of the overall FESL index (Panel A of Figure 5). In terms of FESL performance, Croatia is 

ahead of several CEE countries. It only geographically belongs to the SEE region, but de facto its 

progress in FESL dimensions is comparable to that of CEE countries. This result lends some 

support to the argument that EU membership could have an impact on the ability of local 

governments to ensure fiscal stability, enhance efficiency, and promote sustainability and livability 

of local communities. As illustrated in Panel B of Figure 5, performance in the FESL framework 

in Poland and the Czech Republic is better compared to other members of the CEE group. Romania 

even experienced decreasing values for 2017 and 2018. 

 

Figure 5: Composite FESL Index in SEE and CEE countries 
 

Panel A. SEE countries Panel B. CEE countries 

  
Source: Authors’ calculations. 

 

As explained in the introductory section, the rationale behind a composite FESL index is not to 

‘name and shame’ poor-performing countries. It should rather point out a country’s relative 

strengths and weaknesses across FESL dimensions.  
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We provide an initial review of country-specific indicators that might elicit explanatory studies 

and alternate measures by other researchers who might be intrigued by these results. This would 

allow attention to be paid to the broad policy questions identified at the outset, such as determining 

the best legal and administrative remedies and solutions and determining the policies and measures 

that can serve as best practices. We also outline some country specifics that have an influence on 

the overall FESL score and might be related to the institutional context.  

 

Among SEE countries, Albania has a low score on the Efficiency (E) dimension, in large part due 

to low scores for the International Property Rights Index and Ease of Doing Business. Also, 

problems identified with waste management and recycling reduce its sustainability score. Bulgaria 

has problems with energy productivity, crime rates, and risk reduction strategies, but overall has a 

higher score in the other dimensions. Croatia struggles with low population growth, due to reduced 

natality and emigration to more advanced EU countries. It also has low scores for local 

development budgets, i.e., the portion of LGs’ expenditures allocated to investment. On the other 

hand, problems in Montenegro are related to low scores on the International Property Rights Index 

and waste management and recycling (similar to Albania). LGs in North Macedonia have 

relatively low own-source revenue as a share of total local government revenue. The country also 

has an exceptionally low score on Efficiency (E), mainly due to the exceptionally high wage bill 

of local governments (the share of employee compensation in total local government 

expenditures). Sustainability is hampered by high unemployment rates that result in emigration 

mainly to continental Europe (Switzerland, Germany, and Italy). Air pollution is a major 

environmental problem, resulting in health problems and reduced longevity. Local disaster risk 

reduction strategies are either non-existent or implemented with a low degree. Serbia has relatively 

low scores for efficiency, reported overcrowding, and risk reduction strategies and citizen 

participation. 

 

Among CEE countries, the Czech Republic, Poland, and Slovenia are the champions in terms of 

overall FESL progress. These countries also face some minor problems, like low energy 

productivity and overcrowded households in Poland, or relatively low LG revenue as a share of 

GDP in the Czech Republic. Slovenia is a country with common fiscal federalism roots with 

several SEE countries from the former Yugoslavia (Serbia, Croatia, Montenegro, and North 

Macedonia). It has achieved remarkable progress across all FESL dimensions and is now 

performing well, even compared to some advanced EU countries. Hungarian LGs face low 

revenues as a share of GDP and some efficiency shortcomings. Slovakia has a similar position to 

Hungary, but with somewhat lower scores for efficiency. Even though it is an EU member state, 

Romania has lower scores than some SEE countries, especially in terms of livability.  

 

Geography and common historical legacies may play a role, but EU membership holds the 

transformative power to change the path-dependent nature of local governance. EU accession is a 

merit-based process, dependent upon a country’s objective progress in adopting the EU’s body of 

law, as well as achievement of agreed-upon benchmarks for implementation of society-wide policy 

and institutional reforms. Figure 6 shows that CEE countries—which are also EU member states—

are closer to the EU average and are much more advanced in FESL dimensions than those from 

SEE. 

 



Page 20 

Figure 6: Ranking of SEE and CEE Countries by their FESL Performance in 2018 

 
Source: Authors’ calculations. 

 

These empirical results may not be surprising for local governance experts from Europe. However, 

instead of experts’ intuition and “cherry-picking” indicators, we used a theoretically based 

framework of 26 indicators to quantify the progress of local governments in strengthening their 

fiscal stability, fostering their efficiency, and promoting sustainability and livability of local 

communities. 

 

5. Sensitivity Analysis 

 

We have also conducted sensitivity analysis. We initially explored the average shift in the 

countries’ ranks or the relative shift in the position within the entire European sample due to an 

alternative step in the construction of the composite indicator. In line with Saisana, Saltelli, and 

Tarantola (2005), the average of the absolute differences in countries’ ranks with respect to a 

reference ranking over the M countries is defined as: 

 

�̅�𝑠 =
1

𝑀
∑|𝑟𝑎𝑛𝑘𝑟𝑒𝑓(𝑌𝑚) − 𝑟𝑎𝑛𝑘(𝑌𝑚)|

𝑀

𝑚=1

 

where �̅�𝑠 is the average shift, Ym is the composite indicator for each country m, rankref is the ranking 

in the reference model, and rank is the ranking in the comparator model. Rank-shift analysis refers 

to an alternative method of normalization only, and to the exclusion, of one indicator at a time. For 

instance, we investigated the robustness of rankings when excluding one indicator at a time. The 

initial weight of the indicator is redistributed across the remaining indicators, by observing their 

relative weights. Then, we recompute the scores and calculate the average rank shift compared to 

the baseline model, after excluding the indicator. The average rank shift is positively correlated 

with the initial weight of that indicator in the composite index. Nevertheless, the relative shift in 

the position of the entire European sample is modest and within acceptable levels.  
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To a large extent, low scores for fiscal stability for most European countries are affected by the 

exceptionally high degree of fiscal decentralization in Denmark. As an illustration thereof, Danish 

local governments collected 34.7% of GDP in 2020, which is three times the unweighted EU-27 

average (11.6%). Statistically speaking, this is an “excessively” high degree of fiscal 

decentralization, as its data observations are outlying. If data for Denmark were excluded from the 

sample, then the country scores for this indicator—local government revenue as a share of GDP—

would have improved on average by 8.9 points. The exclusion of Denmark would ultimately result 

in higher scores for fiscal stability and a higher overall FESL index for the remaining European 

countries. Still, relative positions of countries across Europe would not change. 

 

6. Additional Factors Affecting the Composite FESL Index 

  

There are additional factors that—to a varying degree—fall beyond local governments’ control 

and therefore have not been included in the FESL index structure. They may have a strong impact 

on the FESL index. Firstly, to avoid duplication, local property taxation is not included as a 

separate indicator in the Fiscal Stability (F) dimension and FESL, as we already use local 

government revenue. However, property taxes are presumably a strong driving force of FESL 

performance and have been correlated with the FESL index in a separate econometric model.  

 

Secondly, a country’s overall economic development creates an environment conducive to local 

governments making progress on the FESL. Put differently, higher-income countries are more 

likely to have a higher FESL index. Thirdly, additional factors are indicators of good governance, 

which capture the quality of a country’s institutions (e.g., rule of law, control of corruption, and 

political stability). 

 

Given our main hypothesis, we conducted a panel data analysis to estimate: the relationship 

between local property taxes and the composite FESL index, on the one hand; and the relationship 

between local property taxes and each FESL dimension, on the other hand. Other important 

explanatory variables include: the level of economic development (natural logarithm of a country’s 

GDP per capita), population density, and several indicators of good governance that we use to 

control for the overall context. To observe if property taxes have a different impact on FESL 

performance in SEE and CEE countries, we also introduced two intercept dummy variables (CEE 

and SEE). For instance, if the country belongs to the CEE group, the value of CEE would be one; 

otherwise, it is zero. We use these dummy variables to create multiplicative (interactive) terms 

with property taxes, expressed as a share of a country’s GDP. This empirical approach enables us 

to detect potentially differing impacts of property taxes.  

 

We would have preferred to employ a dynamic panel estimation (‘system’ and ‘difference’ GMM), 

but due to the short time period (T=4) and some missing observations, this approach was not an 

appropriate empirical strategy. Therefore, we opted for the second-best choice: static panel data 

models, such as Fixed-Effects (FE) and Random-Effects (RE) estimators. Based on Hausman’s 

(1978) test, under the current specification, our initial hypothesis that individual-level effects were 

adequately modeled by a random-effects model was resoundingly rejected. Therefore, we only 

considered and interpreted the results from FE regressions. The main coefficient of interest—the 

one on property taxes (as a percentage of GDP)—is positive and statistically significant at the 5% 
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level. An increase of the property-taxes-to-GDP ratio by 0.1 percentage points is likely to lead to 

a 0.4 higher composite FESL index, all else being equal (Table 6). The CEE and SEE interactive 

terms are not statistically significant, implying that these countries do not differ from the general 

pattern identified for the entire sample. The empirical results provide robust evidence across 

different empirical specifications that greater reliance on property taxes is associated with higher 

progress in terms of the composite FESL index.  
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Other empirical results reveal that a country’s level of economic development is also positively 

associated with the composite FESL index. Economic development is captured by the natural 

logarithm of GDP per capita. Higher levels of per capita income are associated with higher FESL 

performance, ceteris paribus. Additionally, FESL performance is better the lower a country’s 

population density. This result implies that local governments have greater difficulties in making 

progress across FESL dimensions in more densely populated countries. For example, Slovenia has 

a more even population distribution, with a low concentration of population in metropolitan areas, 

and it is more likely to have higher FESL index. In contrast, North Macedonia has approximately 

the same population but with a remarkably high concentration of population in the capital city. 

Consequently, it is much more likely to have a lower FESL index. The Rule of Law Index is not 

found to have a direct and statistically significant impact on the composite FESL index. 

 

The impact of property taxes (in percent of GDP) varies across individual dimensions. It appears 

to have a direct and positive impact in strengthening Fiscal Stability (F) and promoting Efficiency 

(E). An increase of the property-taxes-to-GDP ratio by 0.1 percentage points is likely to lead to 

0.67-0.79 index points of progress in the Fiscal Stability (F) dimension and to 0.47-0.62 index 

points of progress in the Efficiency (E) dimension, ceteris paribus. Its impact on Sustainability (S) 

and Livability (L) is less understood due to the statistical insignificance of the coefficient of 

interest. We can only speculate that it has a presumably indirect impact, via the quality of local 

public services. However, we leave this investigation as a future research avenue. 

 

Is the statistically significant and positive relationship between property taxes and the composite 

FESL index simply a statistical artifact? After all, property taxes are a component of total LG 

revenue, which, in turn, is an indicator within the fiscal stability dimension. We argue that the 

weight of this indicator is low (only 5%) to produce such a robust result across different empirical 

specifications.  

 

Another conclusion from the descriptive statistical analysis is the low variability of the composite 

FESL index over time. This result indicates that bold local governance reforms need more time to 

translate into visible progress, as captured by quantitative indicators. 

 

 

6. Conclusions and Policy Recommendations 

 

Local governance requires fiscally stable and efficient local governments that contribute to 

sustainability and promote livability of local communities. To capture these aspects of local 

governance, we propose a composite FESL index, which encompasses 26 individual indicators 

classified into four dimensions of good local governance: fiscal stability (F); efficiency (E); 

sustainability (S); and livability (L). Since these concepts are complex, each dimension in and of 

itself is also a composite measure of several indicators. Progress in each dimension is then 

aggregated into a composite FESL index. 

 

Our study compares six SEE countries (Albania, Bulgaria, Croatia, Montenegro, North 

Macedonia, and Serbia) and six CEE countries (the Czech Republic, Hungary, Poland, Romania, 

Slovakia, and Slovenia) during the period between 2015 and 2018. These countries share similar 

historical, legal, and socio-economic backgrounds but differ in the pace of reforms. To capture 
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their progress along individual dimensions and the composite FESL index, we contrast and 

compare them in a broader European context of 35 countries. From a political integration 

perspective, the European sample of 35 countries consists of 27 EU member states and eight non-

EU countries, whereas from a geographical perspective, it can be thought of as six SEE, six CEE, 

and 23 other European countries. 

 

On average, the six SEE countries have made less progress on each FESL dimension and the 

composite FESL index compared to CEE countries. However, the aggregate pattern masks some 

heterogeneities. Among late reforming SEE countries, two countries succeeded in becoming EU 

member states (Bulgaria in 2007 and Croatia in 2013) and can be treated as frontrunners. For 

instance, in terms of FESL performance, Croatia is ahead of several CEE countries. This outcome 

lends support to the argument that EU membership may have an impact on the ability of local 

governments to ensure fiscal stability, enhance efficiency, and promote sustainability and livability 

of local communities. On the other hand, the overall champions in terms of FESL progress are 

three CEE countries (Czech Republic, Poland, and Slovenia). Although belonging to a better-

performing group, Romania has lower scores compared to several SEE countries. North 

Macedonia and Albania have the weakest FESL performance, which might be explained by their 

delayed process of fiscal decentralization, which only started 15 years ago. 

 

This study provides evidence in support of property taxes, emphasizing their crucial impact on the 

need for autonomous funding for local governments. Countries with local governments that rely 

more on property taxation tend to have made more progress in the composite FESL index, even 

after controlling for several other important factors. The impact of property taxes is direct and 

mostly felt through fiscal stability and efficiency. As an illustration thereof, an increase of the 

property-taxes-to-GDP ratio by 0.1 percentage points is likely to lead to a rise of 0.4 index points 

on the composite FESL index, all else being equal. An increase in property taxes (as a percentage 

of GDP) by 0.1% of GDP is also likely to lead to an improvement of 0.67 to 0.79 index points in 

fiscal stability and 0.46 and 0.62 index points in efficiency, ceteris paribus.  

 

The relationship between property taxation, on the one hand, and sustainability and livability, on 

the other hand, is not straightforward. The main benefits of greater reliance on property taxation 

are probably catalytic and indirect, because larger fiscal resources and their more efficient use do 

not automatically translate into progress in promoting sustainability and livability. Further efforts 

are needed to strengthen the internal capacity of LGs to improve the quality of local public 

services. The empirical results for property taxes reveal that the experience of CEE and SEE 

countries does not differ from the general European pattern. 

 

In the next iteration, we substituted property taxes with inter-governmental transfers to observe a 

potentially different impact. We also found evidence that the impact of intergovernmental transfers 

on the composite FESL index is positive, but with a much lower impact than with property taxes. 

The empirical results indicate that larger fiscal resources—acquired solely by increasing 

intergovernmental transfers as a share of GDP—contribute to a much lower rise in the composite 

FESL index and less progress in fiscal stability and efficiency. Another important corollary stems 

from the low variability of the composite FESL index over time. This result indicates that local 

governance reforms need more time to translate into visible progress, at least as captured by the 

proposed quantitative indicators.  
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Appendices 

 

Appendix 1 - Definition of Indicators 
 

Table 7: Definition of Indicators 

 

Indicator Definition and primary source Data 

provider 

 Financial Stability (F)  
Lrgr Local government revenue as a share of general government budget revenue 

(gov_10a_main) 

Sources : https://ec.europa.eu/eurostat/web/government-finance-statistics/data/database 

Fiscal Decentralization Report 2018 (Network of Associations of Local Authorities of 

South-East Europe) for Albania, Montenegro, North Macedonia, and Serbia 

Eurostat / 

NALAS 

lrgdp Local government revenue as a share of Gross Domestic Product (gov_10a_main) 

Sources : https://ec.europa.eu/eurostat/web/government-finance-statistics/data/database 

Fiscal Decentralization Report 2018 (Network of Associations of Local Authorities of 

South-East Europe) for Albania, Montenegro, North Macedonia, and Serbia 

Eurostat / 

NALAS 

variability Coefficient of variation (standard deviation /average) for the past five years. 

Source: Derived indicator. 

Eurostat / 

NALAS 

ownrev Own-source revenue as a share of total local government revenue 

Sources: https://ec.europa.eu/eurostat/web/government-finance-statistics/data/database 

Eurostat / 

NALAS 

 Efficiency (E)  

energyprod Energy productivity 

This indicator measures the amount of economic output that is produced per unit of gross 

available energy. Gross available energy represents the quantity of energy products 

necessary to satisfy all the demand of entities in the geographical area under consideration. 

Economic output is either given in Euros in chain-linked volumes to the reference year 

2010, at 2010 exchange rates, or as PPS (Purchasing Power Standard). The former is used 

to observe evolution over time for a specific region, while the latter allows for a 

comparison of Member States each year. 

Eurostat 

ipri International Property Rights Index (IPRI) 

The International Property Rights Index (IPRI) is the flagship publication of Property 

Rights Alliance. The IPRI scores the underlining institutions of a strong property rights 

regime: the legal and political environment, physical property rights, and intellectual 

property rights. It is the world’s only index entirely dedicated to the measurement of 

intellectual and physical property rights. 

Source: https://www.internationalpropertyrightsindex.org/about 

Property Rights 

Alliance 

business Ease of Doing Business 

The  ease  of  doing  business  score  shows  how  much  the  regulatory  environment  for  

local  entrepreneurs  in  an  economy  has changed over time in absolute terms, whereas 

the ease of doing business ranking only shows how much the regulatory environment has 

changed relative to that in other economies. 

Source: https://www.doingbusiness.org/en/rankings 

World Bank 

wagebill Wage bill as a share of total local government expenditures (in percent) Eurostat 

 Sustainability (S)  

overcrowding Overcrowding rate by degree of urbanization - total population (sdg_11_10)  

The share of people living in overcrowded conditions. A person is considered to be living 

in an overcrowded household if the house does not have at least one room for the entire 

household, as well as a room for a couple, for each single person above 18, for a pair of 

teenagers (12 to 17 years of age) of the same sex, for each teenager of a different sex, and 

for a pair of children (under 12 years of age). 

Source: The European Union Statistics on Income and Living Conditions (EU-SILC) 

survey. 

 

 

Eurostat 



Page 31 

Indicator Definition and primary source Data 

provider 
noise Population living in households considering that they suffer from noise, by poverty status 

(% of population) (sdg_11_20) 

Proportion of the population who declare that they are affected either by noise from 

neighbors or from the street. Because the assessment of noise pollution is subjective, it 

should be noted that the indicator accounts for both the levels of noise pollution as well as 

people’s standards of what level they consider to be acceptable. Therefore, an increase in 

the value of the indicator may not necessarily indicate a similar increase in noise pollution 

levels but a decrease of the levels that European citizens are willing to tolerate and vice 

versa. 

https://ec.europa.eu/eurostat/web/products-datasets/product?code=sdg_11_20 

Eurostat 

roadacc People killed in road accidents (sdg_11_40) 

The number of fatalities caused by road accidents, including drivers and passengers of 

motorized vehicles, and pedal cycles, as well as pedestrians. Persons who die from road 

accidents up to 30 days after the accident’s occurrence are counted as road-accident 

fatalities. After those 30 days, the reason for their death might be declared differently. For 

EU Member States not using this definition, corrective factors are applied. 

The average population of the reference year (calculated as the arithmetic mean of the 

population on January 1st of two consecutive years) is used as the denominator (per 

100,000 persons). 

Source for Albania: Road Safety Performance Review for Albania (2018), United Nations 

Economic Commission for Europe, p. 17. Source for North Macedonia: Annual Statistical 

Report, State Statistical Office, 2020.  

European 

Commission 

(EC) - 

Directorate 

General 

Mobility and 

Transport (DG 

MOVE) 

air Exposure to air pollution by particulate matter (µg/m3) 

This indicator measures the population’s weighted annual mean concentration of 

particulate matter at urban background stations in agglomerations. Fine and coarse 

particulates (PM10), i.e. particulates whose diameters are less than 10 micrometers, can 

be carried deep into the lungs where they can cause inflammation and exacerbate the 

condition of people suffering heart and lung diseases. 

European 

Environmental 

Agency 

recycling Recycling rate of municipal waste (% of total waste generated) (sdg_11_60) 

This indicator measures the tonnage recycled from municipal waste divided by the total 

municipal waste. Recycling includes material recycling, composting and anaerobic 

digestion. Municipal waste consists mostly of waste generated by households but may also 

include similar waste generated by small businesses and public institutions and collected 

by the municipality. For areas not covered by a municipal waste collection scheme the 

amount of waste generated is estimated. Member States report each year the amount 

recycled and the total municipal waste generated to Eurostat. Data collection, validation, 

and dissemination are performed by the EDC Waste hosted at Eurostat. 

Data source for Albania, Montenegro, North Macedonia and Serbia: NALAS (2020), 

Benchmarking on Solid Waste Management in South-east Europe, Network of 

Associations of Local Authorities of South-East Europe. 

Eurostat 

leaking Population living in a dwelling with a leaking roof, damp walls, floors or foundation, or 

rot in window frames of floor by poverty status (% of population) (sdg_01_60) 

This indicator measures the share of the population experiencing at least one of the 

following basic deficits in their housing condition: a leaking roof, damp walls, floors or 

foundation, or rot in window frames or floor. A breakdown by poverty status is available. 

Eurostat 

transport Share of busses and trains in total passenger transport (% of total inland passenger-km) 

(sdg_09_50) 

This indicator measures the share of collective transport modes in total inland passenger 

transport performance, expressed in passenger-kilometres (pkm). Collective transport 

modes refer to buses, including coaches and trolley-buses, and trains. Total inland transport 

includes transport by passenger cars, buses and coaches, and trains. All data are based on 

movements within national territories, regardless of the vehicle’s nationality. The data 

collection methodology is voluntary and not fully harmonised at the EU level. Other 

collective transport modes, such as tram and metro systems, are also not included due to 

the lack of harmonised data. For countries where rail transport statistical legislation does 

not apply, totals only contain the share of coaches, buses, and trolley buses. 

Eurostat 
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Indicator Definition and primary source Data 

provider 
crime Population reporting occurrence of crime, violence, or vandalism in their area by 

poverty status (% of population) (sdg_16_20) 

This indicator shows the share of the population who reported that they face a problem 

with crime, violence, or vandalism in their local area. This describes the situation where 

the respondent feels crime, violence, or vandalism in the area to be a problem for the 

household, although this perception is not necessarily based on personal experience. 

Eurostat 

devbudget Development budget  

Capital expenditures as a share of total local government budget expenditures (in 

percent). 

Sources: https://ec.europa.eu/eurostat/web/government-finance-statistics/data/database 

Fiscal Decentralization Report 2018 (Network of Associations of Local Authorities of 

South-East Europe) for Albania, Montenegro, North Macedonia, and Serbia 

Eurostat / 

NALAS 

popgr Annual population growth (in percent) 

Population change consisting of two components: natural population change and net 

migration, plus a statistical adjustment. 

Eurostat 

unemp Unemployment rate (as a percentage of labor force) 

Unemployment rates represent unemployed persons as a percentage of the labor force. 

The labor force is the total number of people employed and unemployed. Unemployed 

persons comprise persons aged 15 to 74 who were: a. without work during the reference 

week; b. currently available for work, i.e. were available for paid employment or self-

employment before the end of the two weeks following the reference week; and c. 

actively seeking work, i.e. had taken specific steps in the four-week period ending with 

the reference week seeking paid employment or self-employment, or who had found a 

job to start later, i.e. within a period of, at most, three months. 

Eurostat 

 Livability (L)  

 Urbanization  

urban Urban population (% of total population) 

Urban population refers to people living in urban areas as defined by national statistical 

offices. Series code: SP.URB.TOTL.IN.ZS 

Source: World Bank Development Indicators, February 2020. 

World Bank 

 Health  

hospitalbeds Hospital beds (per 100,000 inhabitants)  

Hospital beds provide information on health care capacities, i.e. on the maximum number 

of patients who can be treated by hospitals. Total hospital beds are all hospital beds which 

are regularly maintained and staffed and immediately available for the care of admitted 

patients; both occupied and unoccupied beds are covered. Hospitals are defined according 

to the classification of health care providers of the System of Health Accounts (SHA); all 

public and private hospitals are covered.  

Eurostat 

selfperhealth Self-perceived health 

Self-perceived health (percentage of population more than 16 years old reporting very 

good or good health) based on annual Eurostat surveys of citizens across Europe. 

Eurostat 

unmetneeds Self-reported unmet needs 

Self-reported unmet needs for medical examination being declared as expensive 

(percentage of citizens aged from 16 to 24 years, all ISCED 2011 levels) 

Eurostat 

 Resilience  

riskreduct Local disaster risk reduction strategies 

Indicator 1.5.4: Proportion of local governments that adopt and implement local disaster 

risk reduction strategies in line with national disaster risk reduction strategies (% of local 

governments) 

https://unstats.un.org/sdgs/indicators/database/ 

United Nations 

SDG data 

disasters Deaths and missing persons attributed to disasters (VC_DSR_MTMP) 

Number of deaths and missing persons attributed to disasters (per 100,000 population) 

https://www.sdg.org/datasets/indicator-13-1-1-number-of-deaths-and-missing-persons-

attributed-to-disasters-number-2 

United Nations 

SDG data 

 Active citizenship  

participation Active participation  

Participation in formal or informal voluntary activities or active citizenship [ilc_scp19]. 

Active participation of all citizens aged 16 years or older, in civil sectors, expressed as 

the share of actively engaged citizens as a share of total population. 

Eurostat 

https://www.sdg.org/datasets/indicator-13-1-1-number-of-deaths-and-missing-persons-attributed-to-disasters-number-2
https://www.sdg.org/datasets/indicator-13-1-1-number-of-deaths-and-missing-persons-attributed-to-disasters-number-2
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Table 8: Definition of Additional Factors 

 
Indicator Definition and primary source Data 

provider 
property Property Taxes (as a share of GDP) 

Property taxes cover recurrent taxes on immovable property that typically are paid 

annually and are linked to some measure of the value of the property, and other 

property taxes that include taxes on property transfers and transactions. 

Data for Iceland for 2016-2018: https://www.oecd.org/tax/revenue-statistics-iceland.pdf 

Data for Albania, Montenegro, North Macedonia, and Serbia: Fiscal Decentralization 

Report 2018 (Network of Associations of Local Authorities of South-East Europe)  

Eurostat 

gdppc Gross Domestic Product per capita 

The ratio of real GDP to the average population of a specific year. GDP measures the value 

of total final output of goods and services produced by an economy within a certain period. 

It includes goods and services that have markets (or which could have markets) and 

products which are produced by general government and non-profit institutions. 

Eurostat 

density Population Density (EN.POP.DNST) 

Population density (people per sq. km of land area) 

World 

Development 

Indicators 

va Voice and Accountability 

Reflects perceptions of the extent to which a country’s citizens are able to participate in 

selecting their government, as well as freedom of expression, freedom of association, and 

a free media. 

World Bank 

ps Political Stability and Absence of Violence/Terrorism 

Political Stability and Absence of Violence/Terrorism measures perceptions of the 

likelihood of political instability and/or politically motivated violence, including 

terrorism. 

World Bank 

ge Government Effectiveness 

Reflects perceptions of the quality of public services, the quality of the civil service, and 

the degree of its independence from political pressures, the quality of policy formulation 

and implementation, and the credibility of the government's commitment to such 

policies. 

World Bank 

rl Rule of Law 

Reflects perceptions of the extent to which agents have confidence in and abide by the 

rules of society, and in particular the quality of contract enforcement, property rights, the 

police, and the courts, as well as the likelihood of crime and violence. 

World Bank 

rq Regulatory Quality 

Reflects perceptions of the ability of the government to formulate and implement sound 

policies and regulations that permit and promote private sector development. 

World Bank 

cc Control of corruption 

Reflects perceptions of the extent to which public power is exercised for private gain, 

including both petty and grand forms of corruption, as well as “capture” of the state by 

elites and private interests. 

World Bank 
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Appendix 2 - Different Methods to Identify Relative Strengths and Weaknesses 

 

 

 A country’s relative strengths and weaknesses can be identified using different methods, 

each having its advantages and limitations—and telling a different story. 

 One method is to compare a country’s position to the EU-27 average (Index EU-

27=100). For example, with local government expenditures (expressed as a percentage of GDP), 

North Macedonia stands at 5.18% of GDP in 2018, while the EU-27 average is 11.0% of GDP. In 

view of these results, one might be tempted to say that North Macedonia should receive a score of 

47.1 [=5.18/11.0x100]. However, comparing North Macedonia to the EU-27 average can be 

misleading. If a country has a score equal to or greater than the EU-27 average, it would receive 

100. It is easier to have a seemingly good relative performance when the dispersion across 

countries for individual indicators is low (which is the case for many indicators) than when it is 

high. 

 

 
  

 The second method is to compare a particular country to all 35 individual European 

countries by using the so-called “Min-Max Index”, which gives each country a score that ranges 

from 0 (worst performance) to 100 (best performance), no matter the dispersion of the indicator. 

In this way, we can compare only the most relevant countries; for example, the countries from 

Central and Eastern Europe (CEE) and South Eastern Europe (SEE). The disadvantage of this 

approach is that we typically have a “high ceiling”—as some EU countries perform remarkably 

well (e.g. Denmark). With this selection, North Macedonia’s local government expenditure (as a 

percent of GDP) was 5.18% of GDP in 2018, while in the same year the lowest performance of 

this indicator was recorded by Malta (0.4% of GDP) and the best performance by Denmark (33.3% 

of GDP) (source: Eurostat, 2020). We then calculate the score for North Macedonia in 2018 as 

follows: 

 

Score = (X-minimal value)/(maximal value – minimal value)x100 

Score = (5.18-0.4)/(33.3-0.4)x100=14.5 

 

 For an overview of the broader European context, this is our preferred method of 

comparison. 

 The third method is to compare only peers from Central and Eastern Europe (Czech 

Republic, Hungary, Poland, Romania, Slovakia, and Slovenia) and South Eastern Europe 
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(Albania, Bulgaria, Croatia, Montenegro, North Macedonia, and Serbia). In this case, the variation 

is much lower and limited to just these 12 countries. The fact that Poland performs better than 

North Macedonia is of minor concern, as it does not consider the broader European context. With 

this selection, the lowest value of this indicator in 2018 was recorded by Albania (4.0% of GDP) 

while the best was by Poland (14.0% of GDP) (source: Eurostat, 2020). We then calculate the 

score for North Macedonia in 2018 as follows: 

 

Score = (5.18-4.0)/(14.0-4.0)x100=11.8. 
 


