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Abstract
Globalisation has put considerable strain on trade in pub-

lic services. This paper deals with the tremendous impact of the
General Agreement on Trade in Services (GATS), which involves
the liberalisation and privatisation of public services. The over-
all goal is to explore the main challenges to success factors of
local government implementation of the privatisation of public
services. The main hypothesis is that market orientation in pub-
lic management will lead to greater efficiency for governments,
without having negative side effects on other local objectives
and considerations. With regard to these effects the paper con-
centrates on the sustainable management of public services.

This paper is structured in five main sections, as follows: Af-
ter some introductory thoughts about public services and gov-
ernance, Section 2 examines the multifaceted process of the
privatisation of public services. Based on an examination of
WTO documents and discussions, Section 3 outlines a theo-
retical framework for measuring the aggregate attribute of the
GATS and examines its effects on governance. In Section 4 the
author proposes success factors for achieving competitive local
governance and suggests local strategy objectives with a view
to strengthening strategic planning, adequate funding, trans-
parency and public participation. The concluding remarks in
Section 5 highlight the main public management considerations
for local governments.
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1 Introduction
The core duty of national and local governance worldwide is

to ensure that all citizens have access to affordable and adequate
basic public services. Public services involve the provision of
services by public entities, such as education, health services,
infrastructural services (basic telecommunication, energy and
local transportation services), military and police. Many pub-
lic services are supplied by either the local government/agency
or a government owned company.

The power of governments to determine and deliver public
services is – due to the rules of the global economy and the neg-
ative externalities of the global economy and financial crisis –
gradually being eroded. The most advantageous way to finance
and manage public services efficiently is often the privatisation
of government-owned companies. Privatisation is a major trend
in emerging countries, as well as in transition economies. As
regards stabilisation, World Bank analyses [19] argue that one
of the main determinants of privatisation is the desire to tackle
problems of financial imbalances.1 Privatisation has been indi-
cated by Veress [13] as a key way to a more market–oriented
policy, to reduce public intervention and to favour fiscal and fi-
nancial stabilisation. Privatisation may actually have effects on
the stabilisation and development of financial markets and could
influence the labour market but may also cause market failures
and societal as well as environmental problems.

Due to the pressure coming from the European Union and
international organisations – for greater and deeper financial
integration, as well as trade induced competition – structural
changes have been put into place to limit aggregate government
spending.

Each change has posed challenges to local governments and
the fabric of communities. Analysing the merit of this claim and
of analogous local policy recommendations is one of the key
points of the paper.

The paper intends to:

1 From 1977 to 1997, 1865 transactions are reported by the World Bank in
more than 100 countries, with approximately US$ 750 bn of revenues. Dur-
ing this period state-owned enterprise value added as a percentage of GDP in
privatising countries decreased on average from 9% to 6%.
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• examine and discuss the main factors and impact of privatisa-
tion in the public sector, based on experience in the European
Union;

• discuss the substantive scope of the General Agreement on
Trade in Services;

• provide practical guidance, by identifying the main leader-
ship challenges and success factors that will assist local gov-
ernments in the implementation of privatisation, in order to
make performance assessments run more smoothly and con-
tribute to improved organisational performance.

The hypothesis of the study is that local economic policy and
certain areas of public management policy have particular im-
portance for local government efficiency and performance.

1.1 Public services
Apart from the differences that exist between countries be-

cause of historic development, varying political and social val-
ues, the main public services are often classed as universal ser-
vice obligations, which involve the provision of services by pub-
lic entities, such as education, health services, infrastructural
services (basic telecommunication, energy and local transporta-
tion services), military and police services. In Europe, for ex-
ample, there is a strong tradition of public health, while health
services in the United States are predominantly supplied by pri-
vate institutions differing notions of the appropriate role of the
state and the market [18]. The supply of public services also
depends on the resources available to governments, which vary
in developed and developing countries.

The term public services can be used in a rather general way
to refer to services considered as a public or common good. This
understanding of public services is thus based on a sectoral ap-
proach and focuses on what is supplied. In the European context
this understanding is related to the notion of a universal service
obligation, focusing on to whom and under which conditions the
service is supplied. The concept of public services can be based
on the understanding that a service is provided by a public entity,
either by the government itself, by a governmental agency or by
an enterprise. The enterprise may be privately owned, but the
demand it meets and the financing come from public agencies.
This concept focuses therefore on who is supplying the service.

1.2 Governance of public services
Governance shapes public policy and provides public goods

and services at national, regional and local level. The main con-
cept of government, whereby the state plays a key role in the
protection and promotion of the economic and social well-being
of its citizens, is based on the principles of equality of opportu-
nity, equitable distribution of wealth, and public responsibility
for those lacking the minimal provisions for a good life.2 The

2 In performing this function, Bagwell and Staiger [1] have suggested that
the critical values of any legal system include impartiality, neutrality, certainty,
equality, openness, flexibility, and growth.

general values of governance may entail a dilemma surround-
ing economic and social factors. Public sector government ef-
ficiency at the aggregate as well as at the local level has be-
come the subject of a rapidly growing literature. Deciding what
are proper matters for the public sector as opposed to the pri-
vate sector is probably the single most divisive issue in political
philosophy, with socialists preferring greater state involvement,
libertarians favouring minimal state involvement, and conserva-
tives and liberals favouring state involvement in some aspects of
society but not others.

Neoclassical economic theory affirms the superiority of free
markets as the institutional backdrop most conducive to the gen-
eration of wealth. However, allies of big government rely on the
modern theory that holds that government provision of public
goods and services is warranted in cases of market failure or ex-
ternalities in production. Markets often fail in the event of a nat-
ural monopoly (where average production costs decrease with
increasing scale, and hence the most efficient industrial struc-
ture is a single producer) or in the case of public goods or ser-
vices. Hall [5] stresses that although economic development is
fundamental, it does not guarantee social protection.

Social democratic governments have introduced social secu-
rity schemes but only a small minority have achieved effective
social protection and made considerable advances in covering
their populations, establishing what is often called a “welfare
state”. Virén [15] notes the general idea of the “welfare state”,
what refers to an ideal model of provision, where the state ac-
cepts responsibility for the provision of comprehensive and uni-
versal welfare for its citizens. The public provision includes ba-
sic education, health services, and housing (in some cases at low
cost or without charge) featuring in many cases comprehensive
health coverage and provision of state-subsidised public goods
and services. Social protection is not delivered solely by the
state, but by a combination of independent, voluntary and gov-
ernment services. Areas of debate include the financing of the
pension system, health care and higher education, the transfor-
mation of the social insurance system, and the role of the state.
Since the early 1990s the Scandinavian “welfare states” have
been going through a long period of decline. In the early 1990s
their “welfare states” virtually collapsed.

The efficient Irish model3 combines the “welfare state” of
continental Europe with the Anglo-Saxon liberal economy in a
balanced fashion. Ireland has proved that a substantial lowering
of the taxation level can become the impetus for launching even
the most sluggish economy into top gear. Unprecedented growth
led to an increase in fiscal revenue and social expenditure. This
was sufficient to improve the productivity of the government.

Before implementing privatisation in the public sector the dif-
ferent standpoints of public debate should be taken into account.

3 A drastic reduction of the Irish tax rate, from 53% in 1986 to its current
35% , has led to a continuous boom of wealth creation at an average rate of 5.6%
during the past two decades, while the number of jobs has grown by over 50%
[20].
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Lack of finances and managerial skills call for a new approach
to government efficiency in the public sector. It is especially im-
portant to clarify the negative impacts of privatisation, so as to
be able to manage them. Section 2 examines the main outcomes
and impacts of privatising public services.

2 The impacts of privatisation on public services
According to the World Bank’s Independent Evaluation

Group’s calculation the public sector is the largest spender and
employer in virtually every developing country, and it sets the
policy environment for the rest of the economy. Public services
play a key role in the life of every society; they bring long term
benefits and influence all sub-sectors of a society. They cannot,
therefore, function on a purely market basis, following a short
term profit-focused logic. The quality of the public sector – ac-
countability, effectiveness and transparency in service delivery
– is thought by international organisations, such as the World
Bank, [19] to contribute to overall development.4 Improving the
efficiency of government counterparts is also essential for the
effectiveness of the public administration and to support devel-
opment.

2.1 Institutional factors of privatisation
There is very strong pressure from international financial in-

stitutions and multinational enterprises to treat more and more
services as part of government procurement and to subject them
to competition and tendering. Giant corporations and interna-
tional institutions are putting increasing pressure on govern-
ments to liberalise and privatise public services. The General
Agreement on Trade in Services (GATS) is a commitment un-
dertaken by the World Trade Organisation (WTO) members, to
provide an international framework for the marketisation of ser-
vices, including basic public services.

Public sector reform has assumed special urgency as Central-
Eastern European countries have faced recessions, alongside
mounting demands for more and better public services. Accom-
panying these pressures, and the global credit crisis, have been
demands for better government efficiency and more public ac-
countability and control. In the past two decades, new forms
of public sector management and privatisation have changed the
way the public sector operates, but have also created a need for
new ways of making governments accountable for what they do.
With an increasingly devolved public sector, ensuring confor-
mity with government policy objectives, control of expenditure
and monitoring of actual agency performance have become in-
creasingly complex. With many economies still in recession,
afflicted by high and rising unemployment, it is difficult to fi-
nance the increased demand for public services delivered with
a high level of quality. Nevertheless, there are also heartening

4Strengthening local planning, finance and service provision has been at the
core of World Bank support through municipal development projects (World
Bank, [19]).

signs that the civil society is more aware of the dire implications
of what happens and has happened to their public assets.

The introduction of privatisation in the early 1990s estab-
lished a mode of public service delivery that redefined the roles
of the public and private sectors. In recent years, governments
world-wide have sought to increase the involvement of the pri-
vate sector in the delivery of public services. The longstand-
ing view had been that efficient pricing and effective supply
practices could be arranged by the government ownership or
through regulating the private provider. Recently, two related
concepts have been heavily promoted by neo-liberal govern-
ments: public-private partnerships (PPPs) and private finance
initiatives.

Veress [13] has summarised the main reasons for and factors
in privatisation as follows:

• to improve efficiency in public service delivery projects;

• the role of competition in bringing private finance to public
service delivery;

• regulatory issues: fiscal rules and expenditure limits;

• the need for transparency and risk sharing;

• adequate institutional capacity;

• the public sector comparator;

• the importance of political support.

The marketisation mechanism involves deregulation, liberali-
sation and privatisation, a process which involves a government
switching its focus from being an owner to being a regulator or a
purchaser. The privatisation of public services entails the partial
or complete sale of a government-owned business to the private
sector. Some policies in this area concern governments buying
services and so are a part of outsourcing, although much govern-
ment procurement involves goods and equipment that they buy.
These processes often start with the contracting out of services,
described as the privatisation of services, moving later towards
the actual sale and privatisation of facilities. There are differ-
ences in how these processes develop, which are perhaps most
strongly influenced by the type of service in question and by the
nature of the activity. In health care, social care, education and
employment services the majority of countries have experienced
some level of privatisation of services.

The societal necessity for these sectors to continue to provide
public goods regardless of the presence of an applicable eco-
nomic paradigm cautions policy makers against the unqualified
adoption of market processes. Political and academic discussion
has primarily focused on economic development and accessibil-
ity to different groups of citizens. Little attention has been paid,
so far, to the impacts on local communities and governments.
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2.2 Economic factors of privatisation
Because services are mostly not storable, their exchange fre-

quently requires the proximity of the supplier and consumer –
providers must move to the location of the buyer/consumer of
a service, or vice versa. The significance of the proximity con-
straint for service transactions to be feasible means that trade
will often involve a mixture of cross-border transactions and lo-
cal presence of suppliers. The latter may be foreign or domestic
– in general, service provision will often have an element of
collaboration in production, as complementary inputs – includ-
ing other services – are needed to allow the effective trade of
a service to occur. This additional activity is partly outsourced
to external service providers. Producer services therefore are
not just differentiated inputs but play an important and distinct
role in coordinating the production processes needed to gener-
ate differentiated goods and to achieve economies of scale. The
associated organisational innovations and expansion of logistics
(network) services yields productivity gains that in turn should
affect economy-wide growth performance by enhancing the ef-
ficiency of production in all sectors.5

The private sector is often harnessed explicitly to avoid public
debt –what is supposed to happen is that the annual fees for the
service will be less than what the state would pay if it took out
a loan to build the facility and ran it itself. The problem is that
virtually all such schemes have both been more costly to build
than anticipated and have resulted in greater cuts to those parts
of the service remaining in public hands. One of the main aims
of public management reform is to introduce private sector man-
agement practices, competition and private sector providers into
the public sector. The idea of privatisation is supposed to be that
the public sector, because of financial constraints and supposed
gains in efficiency can access private sector money and man-
agement expertise without having to increase the public debt.
Private firms are often more efficient than public sector organi-
sations, and the processes of competition could bring efficiency
gains in the delivery of public services. Under traditional pub-
lic procurement, private sector firms competed in how to deliver
detailed project specifications at the lowest possible cost.

The liberalisation of trade in services might generate new
export opportunities by helping to attract foreign direct invest-
ments (FDI). Improving access to world class services, liberali-
sation should lead to a vigorous trade in services, with access to
new markets, bringing better choice, higher quality, or cheaper
services to consumers. Developing the local infrastructure (pub-
lic transport, postal services, electricity, natural gas and water
utilities, telecom/IT services) is one of the main goals of public
sector reform initiatives.

5 Trade in services is still heavily dominated by developed countries: in 2005
they accounted for 81% of world service exports, versus 68% of goods exports.
Growth between 1995-2005 has been very sharp: on average (in value) by 22%
per year for computer and information services, 13% for financial services, 9%
for insurance services, royalties and licence fees and 8% for cultural services
(Eisenbach-Hoekman, [4]).

Some facilities are characterised by high external benefits or
costs, and those who benefit may not pay for these while those
who suffer the costs may not be compensated. Economic devel-
opment has clearly beneficial effects on social welfare: the last
30-40 years have seen spectacular improvements in longevity,
infant survival, access to basic amenities like water supplies and
fuel, and the provision of services like health care and education.
At the same time, this development has its casualties.

The structural adjustment favoured by international organi-
sations, moving developing countries towards a formal market
economy, has been criticised for pushing developing countries
into a situation where their poor will be unprotected, which can
lead to social polarisation, causing social crises for communities
and local governments. However, Veress [14] claims that gov-
ernment policy intervention – such as taxation, subsidies, price
and wage controls and regulations – may also lead to inefficient
allocation of resources. Thus, there is often a choice between
imperfect outcomes even when there is governmental interven-
tion.

The impacts of privatisation, according to recent international
surveys, include substantial job cuts, a significant reduction in
pay, a deterioration in working conditions, and greater flexibil-
ity in working-time and employee relations.6 Detailed statistics
(Hall, [5]) in the UK (-41% in the energy industry) and Germany
(-52.7% at railways) show that employment was cut by as much
as 50% in the first 10 years of restructuring; in Sweden, employ-
ment was reduced by up to 30%. Hall [5] notes that job cuts in
private sector were even more dramatic, while the national em-
ployment rate remained stable in non-privatised sectors. Wages
are reduced through changes in seniority-based raises as well as
more general reforms of wage categories. In some cases, new
employees are paid less than the existing workforce.

The main reasons for downsizing while making record profits
might be that private companies often face a conflict between
profitability and service levels, and may over-react to short term
problems. A state-owned company might take a longer-term
view, and thus be less likely to cut back on maintenance or staff
costs, training etc, to stem short term losses. Internal restructur-
ing often forces employees to leave a company due to a lack of
mobility or problems in coping with rising insecurity and stress
levels.

The market failures of privatisation may take many forms, but
the usual one cited is that private provision results in highly-
priced and under-provided public services. The individuals’ pur-
suit of pure self-interest may lead to inefficient allocation of re-
sources and could cause negative externalities. The supposed fi-
nancial benefits of privatisation are often enjoyed by the private
companies, and even if there are efficiency gains, the improve-
ments which arise may not benefit workers or consumers.

6Stuckler, [17] documents a robust correlation between the extent of this and
the adult male mortality rate using country-level data for about 24 economies
of Eastern Europe and the former Soviet Union. A storm of controversy among
defenders and attackers of “shock therapy” policies has ensued.
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2.3 Market failure versus government failure
A number of international examples demonstrate that public

services cannot be operated on a purely market basis without
causing severe social and environmental problems. It is ac-
knowledged by many studies that there are winners and losers
with privatisation. The number of losers – which may add up
to the size and severity of poverty – can be unexpectedly large
if the method and process of privatisation are seriously flawed.
This can happen, for example, when there is a lack of trans-
parency, leading to state-owned assets being appropriated for
minuscule sums of money by those with political connections;
or an absence of regulatory institutions leading to the transfer of
monopolies from the public to private sector; or when the pri-
vatisation process is improperly designed and inadequately con-
trolled. If a government-owned company providing an essential
service (such as the water supply) to all the citizens is priva-
tised, the different priorities of its new owners could lead to the
abandoning of the social obligation to those who are less able to
pay, or to regions where providing this service is unprofitable.
A private company will serve the needs of those who are most
willing and able to pay (maximizing profit goals), as opposed to
the needs of the majority.7

Solving the negative impacts which communities face and the
pursuit of the common good are not the principal tasks of the pri-
vate economy, but the tasks of government. In the view of many
social democrats market failures are a very common problem of
any unregulated market system and thus they argue for state in-
tervention in the economy in order to ensure both efficiency and
social justice. Communities often prefer a governmental solu-
tion even when a market solution is possible. Both the demo-
cratic accountability of these regulations and the expertise of
economists play an important role here in shaping the kind and
degree of intervention.

Neo-liberals often focus on market-oriented solutions to mar-
ket failures: for example, they propose going beyond the com-
mon idea of having the government charge a fee for the right to
pollute (internalizing the external cost, creating a disincentive to
pollute) to allow polluters to sell the pollution permits.

The Public Choice school argue that a failure of the market
does not necessarily imply that it is the government that should
attempt to solve market failures. Kaufman-Kaari-Mastruzzi [7]
stress that the costs of government failure might be worse than
those of the market failure it attempts to fix.

Weimer-Vining [16] argue that government failure (or non-
market failure) occurs when a government intervention causes
a more inefficient allocation of goods and resources than would
occur without that intervention. This failure of government is
seen as the result of the inherent problems of democracy and
other forms of government as perceived by this school and also

7 The privatisation process of water system and the adoption of the total cost-
principle had its part in the outbreak of the epidemic in South Africa, where the
drastic increase of the water fees, has enabled to secure basic public service
provision (Tradeagenda, [17]).

of the power of special interests both in the private sector and in
the government bureaucracy.

Privatisation is likely to involve considerable risks and asso-
ciated costs for the government and the community, where the
conditions and impacts of privatisation are not manageable. Sec-
tion 3 gives a framework to the background of the GATS nego-
tiations, explaining the different standpoints of trading powers,
developed and developing countries, as well as local govern-
ments.

3 The General Agreement on Trade in Services and
public services policies in the European Union
The purpose of the General Agreement on Trade in Services

(GATS) is to affect government policy on services to liberalise
service provision, which will result in a reduction of government
involvement in the service sector.8 In some cases this could
mean the privatisation of public utilities, in others it would mean
the further deregulation of an already privatised sector. GATS
rules apply to 160 different service sectors – from education pro-
vision to rubbish collection, tourism services to transport policy,
health delivery to the setting up of retail stores. Rules define
four types of trade in services, depending on who or what (the
service, the consumer or the provider) crosses the border.9 This
definition by the GATS of the four modes of trade in services
has led to real strides in the understanding of globalisation in
the service sector.

There is no agreed definition of services supplied in the exer-
cise of governmental authority. The scope of the GATS depends
on an understanding of the notions “supplied on a commercial
basis” and “supplied in competition with one or more services
suppliers.” Such a service must meet two cumulative conditions:
It must be supplied neither on a commercial basis nor in compe-
tition with one or more service suppliers. If a service is provided
on a non-commercial basis but in competition with other suppli-
ers or on a commercial basis but without competition, it is not a
service supplied in the exercise of governmental authority.10

If a broad definition of commercial basis and in competition
is adopted, the notion of governmental authority is narrow and
almost all services would be covered by GATS. WTO members
participating in these discussions felt that basic welfare and eq-
uity considerations had led to a very substantial degree of gov-
ernment involvement, both as a direct provider of such services
and as a regulator in the health and social services sector. Gov-
ernments must open up services markets to foreign companies,
by signing them up to the GATS agreement and steadily remov-

8From the document MTN.GNS/W/124, available on the World Trade Orga-
nization Website.

9 The definition of service provision in the GATS draws heavily on the work
of Bhagwati, [2].

10 The scope of the GATS is determined by Article I:3 of the Agreement:
„Services“ includes any service in any sector except services supplied in the ex-
ercise of governmental authority. From the document MTN.GNS/W/124, avail-
able on the World Trade Organization Website
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ing barriers to trade. Veress [13] stresses that governments must
be aware that corporate service providers, anxious for new mar-
kets, will use all their legal might to persuade the WTO to rule
in favour of liberalisation.

3.1 Public Services Policies in the European Union
The European Union is in theory a common market with a

common external trade policy. A common external tariff has
long been in place for the EU. However, it remains an open ques-
tion to what extent member states have a common structure of
protection for the services sector. In practice this is very difficult
to determine because the EU does not have common external
services policies, with members retaining national competence
in a number of sectors. The European Commission has already
submitted initial negotiating proposals defining sectoral market
access objectives.

As developed countries are losing shares of manufacturing
markets to the emerging countries, incorporating trade in ser-
vices into the scope of multilateral liberalisation may give them
cause to hope they can conquer rapidly growing emerging mar-
kets. There are two rationales in the literature for the existence
of trade agreements (Veress, [14]): The market access explana-
tion is that agreements are a way of internalising the spillovers
that are created by other countries’ policies. This rationale em-
phasizes the terms of trade consequences of policies. The do-
mestic political economy explanation puts the stress on the fact
that trade agreements can be a vehicle for overcoming domestic
resistance to desirable reforms and locking in such reforms. The
associated cost reductions would result in an increase in overall
total factor productivity for firms and the economy as a whole.
Such producer services may of course be provided by foreign
firms as well as domestic firms, with entry by foreign firms
also being a channel for technology diffusion. Service corpo-
rations continue to pressure governments to accelerate negotia-
tions and many corporate lobby groups have developed sophisti-
cated sector-specific market access and policy reform objectives
that they want to achieve through an expanded GATS.

The transition economies in the European Union have carried
out numerous policy reforms in the services area. All had very
small service sectors before 1990, reflecting the emphasis under
central planning on industry and the bias against immaterial ser-
vice sector activities. The political economy-based hypothesis
in transition economies is more likely: trade agreements offer
a mechanism for governments to signal their commitment to a
particular policy path (Tumril, [6]).

The following is a list of criteria when taking a decision to
invest in developing countries (Tanzi-Schuknecht, [9]):

• Potential market size, income per capita;

• existing competition, special treatment for local players;

• prospects for benefits in the short, medium and long terms;

• good governance (level of corruption, transparency of the leg-
islation, etc.);

• the state of regulation (existing barriers, implementation of
the regulations);

• FDI incentives (special zones, tax incentives, etc.);

• country risk assessment: political stability, sector specific
binding commitments;

• social sensitivities must be taken into account.

The majority of developing country governments appear
sceptical towards an agenda driven by foreign governments and
transnational corporations. Transitional economies in particu-
lar, with a very limited track record on maintaining an open pol-
icy stance, can be expected to have had strong incentives to use
membership of trade agreements for such credibility purposes.
In addition, given very limited experience with market-based
service sector policies, trade agreements may also have been
valuable by establishing a template of (minimum) standards for
trade and investment policy in the services area.

The GATS commitments are only an additional good reason
for companies to invest. For the developing countries, it is an
additional opportunity to seize in order to attract FDI. A com-
mon argument in the literature on regional integration and trade
agreements more generally is that a rationale for participating in
such agreements is to improve the terms of trade.

While there is substantial variance across transition
economies on both actual policies and commitments, Bagwell-
Staiger [1] argue that there is an inverse relationship between
the depth of commitments and the quality of actual services
policies as assessed by the private sector.

The current EU schedule affects in principle only the EU-12;
for the other member states the national schedules are and re-
main in force until a new EU-27 schedule is negotiated. Latvia
is the only one that went beyond the level of EU commitments,
in particular in mode 4 for national treatment. Poland’s lim-
ited use of the GATS as a commitment device is particularly
striking. The Baltic States and some of the former Yugoslav re-
publics revealing a strong interest in committing themselves in
the GATS, Romania and Bulgaria have the lowest commitments.
The Czech Republic, the Slovak Republic and Hungary appear
to be highly committed to liberalisation. The average commit-
ment index of these countries is the highest across the transition
economies.

Eschenbach-Hoekman [4] suggest to transition countries
greater incentive to use the GATS as a signalling and commit-
ment device if they are small, geographically distant from large
markets, and lack any prospect of joining the EU. In assessing
the determinants of GATS commitments it is necessary to have
an understanding of the actual policies applied by countries and
the evolution in these policies. The objective is simply to focus
on the question whether commitments help lock in a broader re-
form agenda and are a good signal for actual policies or policy
direction.
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3.2 The affect of GATS on local governments
In the GATS negotiations only national government level rep-

resentatives and decision makers participate, mostly even with-
out consulting with the local levels, not taking into account their
interests. The protection of the environment and the interests of
the local farmers and local inhabitants, are in most cases adopted
not by the national level government but by the local municipal-
ities. This entirely contradicts the principles of subsidiarity and
the European Charter of Local Self Government.11

Much concern has been raised by local governments about
current negotiating proposals to develop new rules on domestic
regulation, under the GATS. Sauvé-Stern [7] mention for exam-
ple zoning, building permits and other local government regula-
tions over the construction industry may be treated as barriers to
trade. Environmental regulations in the public interest may be
considered to be unnecessary barriers to trade. This means that
the commitments of GATS could erobe the democratic freedom
of local governments to create policies that best suit their com-
munities at any given time. The civil society begun to vigorously
attack GATS and launched the GATS free-zone campaign.12 A
local authority will not be able to place, for example, a new re-
striction on retail developments for ecological or social reasons,
if this specific restriction had not been listed by the government
at the time of signing up the retail services sector to GATS.

The local council functions given by Sinclair [10] that could
be affected by GATS are:

• Licensing the provision of services (taxis, food concessions);

• regulations on services (waste disposal, building codes, trans-
port);

• planning permits (including discretionary powers to apply
conditions or negotiate provision of social housing);

• any use of a discretionary power, giving preference to local
employment or using procurement to promote the local econ-
omy.

As discussed at greater length in Section 2 and 3, both pub-
lic and private forms of organisation have economic advantages
and disadvantages. As a result of international pressures, local
governments, in addition to their own financial problems, face
intense competition in development.

4 Recommendations to implement public management
Local authorities construct, operate and maintain the eco-

nomic, social and environmental infrastructure, oversee plan-

11 Eschenbach-Hoekman [4] explain that by the fact that the prospect of EU
accession makes GATS less relevant as a commitment device for a subset of
transition economies. One explanation is that the small size of the markets con-
cerned generates weak external enforcement incentives.

12 In Austria more than 100, in France 218, in Italy 10, in the United Kingdom
12, in Canada 68, in New-Zealand another 3 and in Australia many dozen (such
as Melbourne). Avaible at [17] “Lies, damn lies and what the GATS really says”
avaible at http://www.tradeagenda.com

ning processes, establish local environmental policies and reg-
ulations, and assist in implementing national and sub-national
environmental policies.

The decentralised decision making system, and a national
economy based on local elements are more suitable to satisfy
local needs. Local governments must be able to manage their
public services in line with their complex objectives, coordinate
the development process through planned, transparent and or-
ganised cooperation with the stakeholders (that is, all those af-
fected by the local government’s decisions and actions: such as
the end-users of public services, clients, citizens, private sector-
businesses, non-profit organisations, civil sector and the state).

In order to develop, settlements have to offer some form of
competitive advantage. There is no widespread agreement on
the factors and methods that can help local governments to move
from under-performance to competence.

Competitiveness is a concept which comes from the business
world, and from a profit orientated view effectiveness is related
to high living standards, environmentally friendly production,
managing negative externality and building international con-
tacts.

In Table 1 the author summarises the key factors of competi-
tive local governments.

One possible way of gaining an advantage is the creation of
a unique local strategy for the settlement by using the princi-
ples of public management. Public management is based on the
principle that governments and the public sector should use the
management tools of the private sector to maximize efficiency.
Public management means building up an implementing a long-
term strategy aimed at sustainability and improving living stan-
dards and developing an entrepreneur-friendly environment. As
the local level of governance is closest to the people, they play
a vital role in educating, mobilizing and responding to the pub-
lic to promote sustainable development.13 Public management
holds that it is the task of the leadership to accomplish the suc-
cessful management of local resources. We can define a public
project as a change in net supplies in commodities from the pub-
lic sector.

4.1 The emergence of strategic planning
While an increasing emphasis on privatisation has reduced

the proactive role of the national government in the economy
and society, generally speaking central states continue to exer-
cise a dominant role. Because of the diversification of decision-
making and a restructuring of intergovernmental relationships
in which the relative strength of the different governmental lev-
els has changed, national governments now interact with other
levels of government in far more complex ways. The division
of power between the municipal and the sub municipal level is

13 At the Rio Earth Summit in 1992, the United Nations agreed that the best
starting point for the achievement of sustainable development is at the local
level. In fact, two thirds of the 2500 action items of Agenda 21 relate to lo-
cal councils (Unated Nations, [11]).
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Tab. 1. The key factors of competitive local governments

Strategic goals, targets Key factors Specific approaches. Methods

Competitive foreign and local enterprises,

High living standards,

Low social expenditures,

Avoiding negative externalities

Integrated local strategic planning,

Special situational factors to motivate FDI

from foreign companies

Development,

Improvements, innovation

Supporting a local industry park (infrastructure,

tax rebates, subsidies, preferential credit facili-

ties for small enterprises),

Maintaining local initiatives (preferring local

products, supporting local tourism),

Preferring local employment by local public

projects

Clear and calculable resources for develop-

ment

Substantial flow of finances

Territorially decentralised adequate funding Economical provision of local services accord-

ing to local demand; cost-effectiveness analy-

sis,

Outsourcing,

Co-finance, PPPs

Good governance – good image, trans-

parency

Public participation, co-operation with stake-

holders, appropriate skills,

low level of corruption, transparency

Performance management;

ISO, CAF, e-governance,

Human resource management; i.e. teamwork

Information management

Source: Self-developed

less relevant in cases where the local level is generally weak.
In this sense it might be possible to speak of a “powerless lo-
cal government” in which case the regional or national level has
the leading role, with the local government having hardly any
power at all, as compared to the higher administrative levels.
This depends both on the grass-roots organisations’ capacity to
adapt successfully and to the ever changing institutional envi-
ronments of which they form a part, and on the will of public
administrations to continue co-operating with those civil society
organisations.

The integrated strategic plan aims to underline development
actions which link planning with implementation. The invest-
ment decision procedure, should involve the following steps and
methods:

1 Formulation of implementation plans: data collection and set-
ting of targets based on local needs and citizens‘ comments,
identifying alternative strategies based on stakeholders needs;

2 Implementation of projects by identifying the consequences
of each alternatives;

3 Evaluation of achievements by estimating the cost and rev-
enues in each period of time (discounting);

4 Review of action by adding up the discounted costs and rev-
enues and calculating the internal rate of return for each al-
ternative so as to choose the most profitable and sustainable
one.

Each local authority has had to draw up its own strategy.
Local communities have to define their development priorities
since these are the basis for father allocation of resources. The
principle of sustainable development must form a central part of

the local strategy regarding sustainable development as a com-
munity issue, involving all sections of society, including com-
munity groups and businesses.

4.2 Adequate funding
The developmental and environmental objectives of a local

strategy will require a substantial flow of new and additional
financial resources, in order to cover the incremental costs for
the actions they have to undertake to deal with global environ-
mental problems and to accelerate sustainable development. Lo-
cal governments should look for and capture economies of scale
and scope. One very effective way to reduce cost is to identify
and capture economies of scale or scope through cooperative ar-
rangements or outright consolidation with other public agencies
or private companies. Private sector finances could help to man-
age the public service delivery, which is known as outsourcing.

A difficulty in defining and regulating PPPs in Hungary stems
from restrictions on transferring core municipal property to the
private sector. Since PPP payments are not yet regulated by na-
tional law at the municipal level, their inclusion in debt limits
or in a separate category of obligation, which exists at the state
level already, means municipalities face a significant policy risk
if they engage in projects that meet PPP standards. Choosing a
PPP arrangement only to avoid a particular accounting or statis-
tical classification is a potentially dangerous practice that is to
be avoided by providing transparent instructions to ensure value
for money.

The typical problems of calculating the benefits of a project
concern identifying and evaluating the direct and indirect effects
of the project. Choosing the best project should be carried out
on the basis of the net present value (NPV) of costs and ben-
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efits and the internal rate of return (IRR). Valuing the internal
and external environment of public services and goods is par-
ticularly difficult, but STEEP and SWOT analyses could help
to implement the best strategy. To measure the effects of pub-
lic services on life, health and safety, it may be useful to adopt
a cost-effectiveness analysis, which avoids attributing values to
the benefits which are identified only in physical and qualitative
terms. A problem with this method is that it identifies the value
of human life with the value of earnings, which is immoral. A
cost-effectiveness analysis considers the positive and negative
externalities of the project, as well as incommensurable costs
and benefits. If the valuation of public services produced by the
project is not competitive, shadow prices should be used instead
of market prices. Shadow prices represent the true marginal so-
cial benefit or cost.

Decision-makers should focus on measuring the costs and
benefits of alternative ways to achieve the object of the project.
Government agencies will then reject the least attractive option,
in much the same way as a private investor would do.

If financial resources are calculable and clear, then the ba-
sic precondition for planning is provided. Local enterprises and
development funds with pro-active development plans for the
municipality can support sustainable development. The use of
development resources should be combined with the continuous
monitoring of resources and assets.

4.3 Good governance – good image and performance
For successful governance not only financial resources but ap-

propriate skills are needed. There is no general model of mo-
tivating public employees because different societies face very
different risks and problems, however some general recommen-
dations can be given.

Analysing the internal environments of the organisation is
necessary to identify the capabilities present. There must be the
right number of staff, of the right kind for the implementation
of public management. Downsizing and employment cuts could
generally be managed in socially acceptable ways, such as by
offering early retirement, redundancy payments above the legal
requirement and training for new jobs. In a similar way, income
reductions rarely stem from direct cuts in basic wages. Regard-
ing the employees, the aim is to develop a sense of responsibil-
ity and quality among the managers and staff and to develop the
ability to take on responsibility and create methods to motivate
the staff. Increased job satisfaction and learning opportunities
as well as the enforcement of team work and the development
of a shared organisational culture are the aims of development
in an organisation. Local decision-makers should communicate
clearly and consistently with staff and contacts between depart-
ments play a vital role. The congruence of the interests of public
sector workers and the citizens in the provision of quality public
services is the key to success.

5 Concluding remarks
Public goods and services have become increasingly impor-

tant as a vehicle to generate economic growth, reflecting the
increasing specialization and exchange of services on markets,
with an associated increase in variety and quality and a reduc-
tion in real costs. The basic functions of municipalities strongly
influence the quality of life of their inhabitants.

Given the increasing importance of the service sector, ser-
vices policies have become a prominent element of trade ne-
gotiations. Mechanisms like the General Agreement on Trade
in Services (GATS) may affect the supply of public services.
The benefits of membership of GATS may need to be qualified
through more effective multilateral monitoring of implementa-
tion of commitments, even with the participation of local level
representatives and decision makers. Decisions of strategic im-
portance, such as joining GATS, should be made only after a
thorough social debate, with a view to the ecological and so-
cial aspects of sustainability, taking into account the interests of
future generations.

Local decision makers are more suited to managing innova-
tive service supply networks capable of renewal and adoption to
the changing local needs as they know the local conditions and
can maintain good relations with the local community. They
can better discover how to achieve the best results in ecologic
and social terms out of an investment.

The need for public management is reinforced by the follow-
ing considerations:

• Strategic management is necessary to attract sufficient interest
from investors to achieve good economic performance;

• local governments may have to subject all measures affecting
services to a necessity test, which would oblige them to take
the measures which are the least restrictive of trade possible
while fulfilling a public policy objective;

• local governments need to use a wide range of techniques to
control costs and to maintain financial credibility with their
communities through continuous communication;

• there is a need to measure performance and provide rewards
or penalties as appropriate in order to ensure that staff at all
levels are encouraged to either improve the quality or reduce
the cost of service;

• decisions should be made in open processes, with trans-
parency and public participation.

In conclusion, local governments should adopt public man-
agement more positively, dealing with the various aspects of the
development process of their local economies in line with their
key objectives. The key factors of competitive local governance
should involve strengthening strategic planning, finance and ser-
vice provision, by using the principles of effective and sustain-
able management of their resources.
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Under the extremely decentralised circumstances of Hungary
with nearly 3200 local governments, successful public man-
agement requires consultation and consensus-building with the
stakeholders and the gathering of all the information needed for
formulating the best strategies.

Formal and informal organisations, as well as grass-roots
movements, should be recognized as partners. The broad-
est public participation and the active involvement of non-
governmental organisations and other groups should also be
encouraged. Representatives of associations of local authori-
ties are encouraged to establish processes to increase the ex-
change of information, experience and mutual technical assis-
tance among local authorities.

To avoid false starts in strategic planning, local administration
has to strengthen services engaged in collecting information on
the strategies of local authorities, in particular those that need
international support. Periodic sectoral consultations involving
both international partners and international support could be
initiated. Players within the micro-regions should submit their
own ideas to their local Rural Development Offices so that they
may be involved in the planning process and contribute to the
establishment of a complex strategy.
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