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1 Introduction

Growing inter-municipal cooperation around the world and its bases
This chapter focuses on inter-municipal cooperation as a policy response to tax com-
petition. Inter-municipal cooperation enables several (usually nearby) municipalities
to jointly provide public goods and services, possibly financed by autonomous tax
collection. This practice is widespread in Europe (Teles and Swianiewicz 2018), but
also in the United Kingdom, where inter-municipal cooperation has been referred to
as the "missing ingredient" (Kelly 2007). Inter-council collaboration has emerged in
the 2010s and became quasi-generalized (Dixon and Elston 2020). Inter-municipal
cooperation also shapes relations between municipalities in OECD countries outside
Europe (OECD 2019), as well as in other developed and developing countries (e.g.,
in Brazil (Silvestre et al. 2020), Ecuador (Villalba Ferreira et al. 2020), El Salvador
(Muraoka and Avellaneda 2021) and South Africa (Leck and Crick 2020)).
The softest forms of inter-municipal cooperation consist of single or multi-purpose
shared-service agreements, which may be the exclusive collaborative practice among
local councils, as in the United Kingdom and several former British colonies (such as
Australia, Ireland, and New Zealand) or co-exist with the strongest forms of integra-
tion as in France. Partnerships in the United Kingdom, for instance, may concern
back-office administration or shared service programs devoted to health and social
care, housing, highways, culture, regulation and planning, or waste management
(Dixon and Elston 2020). On the other side of this spectrum of collaboration, inter-
municipal cooperation can lead to the creation of supra-municipal authorities with
delegated competencies (e.g., France, Portugal, Spain). As pointed out by OECD
2019, France is the "only OECD country that has systematically set up public insti-
tutions for inter-communal co-operation with taxing powers, i.e. able to raise their
own sources of tax revenue". This makes it a particularly interesting country to
analyze, which is the aim of this chapter.
Economies of scale are the main driver for inter-municipal cooperation.1 Greater
efficiency is thought to arise from providing public goods and services on a larger
scale in terms of the population served. In countries characterized by a high degree
of territorial fragmentation with small municipalities and a strong attachment to
local entities — whose attempts to merge have often failed— inter-municipal co-
operation appears to be a fallback solution in order to circumvent the drawbacks

1See Bel and Sebő 2023 for an extensive review of the main factors that drive in practice the
choice of inter-municipal cooperation.
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of municipal boundaries. Historical divisions are usually no longer appropriated to
provide bundles of public goods in present-day societies characterized by communi-
cation technologies, more service-sector jobs, and interdependent territories due to
increasing mobility. Furthermore, small municipalities, which lack the critical size
and financial resources necessary to exercise certain competencies alone, reinforce
their capacity or improve service quality through inter-municipal cooperation, which
also proves to be a horizontal equalization mechanism by reducing the financial dis-
parities caused by the unequal distribution of resources over the territory. Finally,
inter-municipal cooperation may influence management practices in member munic-
ipalities and favor coordination on other policies.
Beyond these benefits, inter-municipal cooperation is characterized by risks and lim-
itations, such as coordination costs (a fortiori when political decision-makers belong
to different political parties), slower decision-making, the duplication of personnel
due to bureaucratic inertia, democratic deficit, governance issues, reduced account-
ability, and free-riding.

State of the art of the literature on the effects of inter-municipal cooperation
Since the most frequent motive for cooperation among local authorities is to achieve
economies of scale, most academic papers evaluating the impact of inter-municipal
cooperation have focused on local government’s efficiency in the provision of pub-
lic services, or on expenditures, in the absence of data on costs and/or techniques
such as nonparametric methods for estimating production frontiers (Moradi-Motlagh
and Emrouznejad 2022). Although we cannot directly compare results in order to
draw clear-cut and universal conclusions about the benefits and limitations of inter-
municipal cooperation, as papers adopt different methods (e.g., estimation of mu-
nicipal spending choice using panel data and spatial econometrics, fuzzy regression
discontinuity design, difference-in-differences), for different periods and in countries
characterized by different forms of inter-municipal cooperation, we provide a brief
review of the state of the art of the literature. Luca and Modrego 2021 produced
one of the rare papers based on the computation of technical efficiency (thanks to a
robust data envelop analysis), finding no significant effect of inter-municipal coop-
eration on municipal efficiency in the provision of public goods in Italy. Estimating
a stochastic cost frontier for Dutch municipalities, Niaounakis and Blank 2017 iden-
tify a significant relation between inter-municipal cooperation and cost efficiency
through scale only. Frère, Leprince, and Paty 2014 found no significant effect at all
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of inter-municipal cooperation, whether on municipal spending or interactions. More
recently, Paty and Ubeda 2022 confirm the absence of a negative effect on spending
from the joint provision of public goods for almost all competencies. However, other
papers identify clear benefits of inter-municipal cooperation on expenditures and/or
the associated costs, e.g., Silvestre, Marques, and Gomes 2018 for a meta-review
focusing on the water and wastewater industries, Silvestre et al. 2020 for Brazil, and
Ferraresi, Migali, and Rizzo 2018 for Italy.
Bel and Sebő 2021 explain these divergent outcomes by conducting a meta-regression
analysis. According to their results, population size and governance are key deter-
minants of the role of inter-municipal cooperation in reducing service delivery costs.
For instance, focusing on waste collection in Spain, Pérez-López et al. 2016 iden-
tified that inter-municipal cooperation performs best in smaller municipalities (up
to 20,000 inhabitants). In addition, the literature has revealed that benefits differ
according to the type of public goods provided. In New York State, the multivariate
assessment of the effect of cooperation by Aldag, Warner, and Bel 2020 reveals i)
cost reductions for solid waste management, roads and highways, police, library,
and sewerage services, ii) higher costs in elder services and in planning and zoning
and no significant effect for economic development, ambulance/EMS, fire, water,
and youth recreation. Finally, the benefits may differ according to the timing of the
adoption of inter-municipal cooperation, as shown by Tricaud 2021 for France.
Very few studies have investigated the effects of inter-municipal cooperation on other
dependent variables, such as local public sector size (Jaaidane and Larribeau 2023),
firm creation (Binet, Lebrun, and Leprince 2022), municipal budgetary interactions
(Breuillé and Le Gallo 2017) and taxation, which is the key focus of this book. The
paucity of papers on the subject of taxation is explained by the extremely small
number of countries or regions in which establishments for inter-municipal coopera-
tion (hereafter, EIMCs) benefit from tax autonomy. Beyond the collection of taxes
related to a specific public service such as waste administration (Silva and Puey
2018), or to inter-local industrial parks (Bischoff and Kosfeld 2021) in Germany,
France is a notable case because of the ability of EIMCs to levy taxes in addition
to or in place of the municipal authorities. In a sample limited to French urban
areas, Charlot, Paty, and Piguet 2015 find an increase in the local business tax
rate when municipalities fully transferred business tax powers to their EIMC, which
can be explained as the consequence of a decrease in the number of jurisdictions
levying the business tax rate, which decreases the intensity of tax competition and
thus confirms Hoyt 1991’s theoretical predictions. Breuillé, Duran-Vigneron, and
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Samson 2018 extend the analysis to all municipalities and the four local direct tax
rates by evaluating the causal impact of inter-municipal cooperation on tax rates.
They estimate that the creation of EIMCs led to an increase in the four (municipal
plus inter-municipal) tax rates, which accounts for 35% of the increase observed
by the taxpayer on average, and exacerbated the tax disparities between the EIMC
member municipalities. Inter-municipal cooperation also affects the fierceness of tax
competition, strategic interactions among peer members of the same EIMC being
less intense than strategic interactions with municipalities outside of the coopera-
tive unit, as shown by Agrawal, Breuillé, and Le Gallo 2020, due to less strategic
interactionsower level of tax interdependence of municipalities within the EIMC.
As far as we know, inter-municipal cooperation has never been driven by the aim
of reducing tax competition, even though tax externalities may be crucially affected
by the type of funding scheme, the tax architecture (i.e., which tier taxes which tax
base?), and the share of competencies.
In this chapter, we will first describe collaborative practices among municipalities
in one of the countries (if not the country) with the most integrated form of inter-
municipal cooperation, which is France. By theoretical formalization, we will then
analyze channels through which inter-municipal cooperation affects tax competition
in a two-tier setting with two tax bases.

2 Spectrum of inter-municipal cooperation in France

The French institutional context
Inherited from the French Revolution, around 44,000 municipalities were created
in 17892 (often replacing tax communities or ecclesiastical parishes) to build a new
society governed identically throughout the country, in line with the abolition of
privileges. In their wake, an upper level consisting of departments (“départements”)
was created3. It was not until the mid-twentieth century that early forms of a
third tier composed of regions (“régions”) appeared. Municipalities, departments,
and regions are the three levels enshrined in the French constitution (Article 72) as
territorial authorities of the Republic.
In practice, a fourth tier consisting of establishments for inter-municipal cooperation

2Decree related to the constitution of "assemblies" (a term that will turn into "communes"
from 1793.) of December 14, 1789. The number of assemblies is estimated at 43,915.

3The “départements” were created by the Law of December 22, 1789, and their number, i.e., 83,
was defined by the Decree of February 26, 1790.
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(EIMC) has gradually emerged. With the first forms created in 1890 of EIMCs
formed by municipalities that freely decided to group together, EIMCs had become
increasingly widespread until they became mandatory in 2014. As coined by Hertzog
2018, inter-municipal cooperation in France is a "continuous reform". EIMCs have
the status of administrative public establishments, which implies that they have
legal personality, financial autonomy, and leeway to recruit their own staff. Their
administrative decisions are subject to the control of legality exercised by the prefect
and the jurisdictional control of the administrative court.
France has undergone several waves of inter-municipal cooperation, with roughly
three different forms of inter-municipal cooperation. The most flexible one takes
the form of "associative" cooperation through the formation of syndicates without
tax powers. At the other extreme, some municipalities voluntarily merged, often in
response to financial incentives. In between, emerged in the second half of the 20th
century “project-based” or “federative” form of cooperation through the formation of
establishments for inter-municipal cooperation with their own tax powers (EIMCs).

2.1 The least integrated form of cooperation: the syndicates

2.1.1 The three types of syndicates

Single-purpose inter-municipal syndicates (SIVU)
Inter-municipal cooperation dates back to the Law of March 22, 1890, which created
the single-purpose inter-municipal syndicate (SIVU) status consisting of an associ-
ation of municipalities that pool resources to produce a unique public good that
they could not have produced alone or to generate scale economies. A SIVU can
employ its own personnel and possess equipment. The first SIVUs were devoted
to the development of electrification and water networks. The potential areas of
intervention have since been considerably enlarged, and the competences of SIVUs
may now cover the collection and treatment of household waste, the development
of tourism and culture, public transportation and school transport, or the manage-
ment and protection of natural parks, for example. In 2023, there are 4,738 SIVUs
in France.

Multiple-purpose inter-municipal syndicates (SIVOM)
The SIVOM, created by the Ordinance of January 5, 1959, is similar to the SIVU,
with the exception of being responsible for several competences rather than a sin-
gle one. Since 1988, the membership conditions have been more flexible with the
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introduction of “à la carte” formulas, each municipality being free to join for a sin-
gle subset of competences. In 2023, there are 1,214 SIVOMs, which EIMCs are
gradually replacing.

Mixed syndicates (“syndicats mixtes”)
Syndicates may also be “mixed” by including various partners. In addition to munic-
ipalities, the Decree-Law of October 30, 1935 enabled departments, establishments
for inter-municipal cooperation with their own tax powers (EIMCs) and private
bodies such as chambers of commerce to join forces. This status is particularly well
suited to providing major public facilities (e.g., underground railway systems) or
developing business parks. A distinction should be made between the closed mixed
syndicate (SMF), which only associates municipalities and EIMCs, and the open
mixed syndicate (SMO). In 2023, there are 1,964 closed mixed syndicates (SMF)
and 806 open mixed syndicates (SMO).

2.1.2 Financing aspects and trends towards rationalization

These three types of syndicates have no tax powers, and are funded either by contri-
butions from their member municipalities (the share of which is fixed by the statutes
of the syndicate) for administrative public services, or by fees and prices for indus-
trial and commercial public services. Some exceptions are the funding of the house-
hold waste competence, for which the household waste removal tax (TEOM/REOM)
can be levied, and the contribution to the function of transportation. The number
of syndicates remains very high, despite several attempts to rationalize their map-
ping through their absorption by EIMCs (based on the design of the inter-municipal
cooperation schemes described below) or mergers of syndicates. The French Court
of Auditors published a critical report (Cour des comptes, 2016) pointing out a large
number of small syndicates, an inefficient overlapping of boundaries and advocating
the pursuit of rationalization.

Since syndicates have no tax powers and are usually poorly integrated, we will omit
them from the rest of this paper and focus on the other form of inter-municipal co-
operation: establishments for inter-municipal cooperation with their own tax powers
(EIMCs). However, the historical formation of syndicates proves to be a relevant
instrument for explaining the current membership of these EIMCs without reference
to current tax decisions, as used by Agrawal, Breuillé, and Le Gallo 2020.
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2.2 The most integrated form of cooperation: mergers of mu-

nicipalities

Largely unsuccessful attempts to reduce the number of municipalities from the French
Revolution to the twenty-first century
Just a few months after the creation of the 44,000 municipalities, the laws of August
12 and 20, 1790, voted by the Revolutionary Assembly, urged the merger of very
small municipalities with fewer than 250 inhabitants. This first attempt to reduce
the number of municipalities had very limited effects, like all the others that fol-
lowed in the nineteenth and twentieth centuries. A major flop was the Marcellin Law
(1971) which encouraged the adoption of a "merger-association" status and included
the right to reverse the decision in order to ease the fears of certain municipalities.
Only 838 mergers occurred between 1971 and 1977, involving 2,045 municipalities
(Tellier (2017)). Some of the "Marcellin municipalities" were subsequently disman-
tled, leading to a limited decline in the number of municipalities from 37,700 to
36,400.

The most recent attempt : the "Communes nouvelles"
After the failure of the Marcellin law, which had enshrined the negatively connoted
term of "fusion" (merger) in the minds of local politicians, the Réforme des Col-
lectivités Territoriales law4 of 2010 (RCT law) has brought the term "commune
nouvelle" (new municipality) to the forefront. After being initially shunned, with
only 25 creation of "communes nouvelles" within the first four years, the financial
incentives of the Pélissard-Le Roux law5 of 2015 prompted more municipalities to
create a "commune nouvelle". Between 2010 and 2023, 795 "communes nouvelles"
were created by the amalgamation of 2,553 municipalities, leading to a 5% reduction
in the number of French municipalities, which has now dropped below the symbolic
35,000 mark.

However, the "Inspection générale de l’administration" has recently published a
critical report entitled "New communes: a disappointing assessment, uncertain
prospects" (Acar, Reix, and Giudici 2022). Essentially, this report criticizes the
low number and small size of the "communes nouvelles", in addition to their lack of
real added value.

4See https://www.legifrance.gouv.fr/loda/id/JORFTEXT000023239624
5See https://www.legifrance.gouv.fr/loda/id/JORFTEXT000030361485
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Table 1: Comparison of changes in the number of municipalities with some other
European countries

Country N° of municipalities in 1950 N° of municipalities in 2021 Change (%)
Germany 14338 10792 -25
Austria 4039 2095 -48
Belgium 2359 581 -75
Bulgaria 1389 264 -81
Denmark 1387 98 -93

Spain 9214 8131 -12
Finland 547 309 -44
France 38800 34965 -10

Hungary 3032 3155 4
Italy 7781 7904 2

Norway 744 356 -52
Czech Republic 11459 6258 -45
United Kingdom 1118 379 -66

Sweden 2281 290 -87
Source: Authors from the Balladur 2009 Report and OECD data

A lack of critical mass for the vast majority of French municipalities in comparison
to most of their European counterparts
In comparison, most European countries have made great strides on this issue over
the last 70 years. Table 1, for instance, shows that 25% of German municipalities,
66% of UK municipalities and 87% of Swedish municipalities have been abolished.
Despite a reduction of 10%, the bottom-most tier in France still consists of 35,000
municipalities, which corresponds to 40% of the total number of municipalities in
all European Union countries.

As shown in Figure 1, both the number of inhabitants per municipality and the
average surface area per municipality are among the lowest in the OECD.

Half (49.6%) of France’s 35,000 municipalities have fewer than 500 inhabitants, and
71.6% have fewer than 1,000 inhabitants.

2.3 Intermediate forms of intermunicipal cooperation: estab-

lishments for intermunicipal cooperation (EIMCs) with

their own tax powers

Contrary to syndicates, EIMCs must group municipalities together in a single block
and without an enclave. In addition, a municipality must belong to a single EIMC (as
multiple memberships are not permitted to avoid the overlapping of competences)
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Figure 1: Average number of inhabitants and area in OECD countries in 2019

Source: Authors from OECD 2021
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while simultaneously being a member of one or more syndicates. The creation or
extension of an EIMC can sometimes lead to the dissolution of a syndicate if the
EIMC acquires a competence that was formerly managed by the syndicate. This
is a more integrated form of cooperation than via syndicates, with the collective
management of local projects financed by autonomous tax collection, which is
our primary focus.
EIMCs are governed by two principles: i) the principle of specialty, according to
which EIMCs only intervene in the field of competences that have been transferred
to them and within a territory restricted to the scope of member municipalities,
and ii) the principle of exclusivity, which ensures that EIMCs are the only ones to
intervene in the fields related to the competences they exercise. In addition, they
only exercise competences qualified as being of “community interest”.
We distinguish between four types of EIMCs, which together cover the entire French
territory.

2.3.1 The four types of EIMCs

Communities of Communes (“Communautés de Communes”)
The smallest and least integrated unit is the community of communes, created by
the Law of February 6, 1992, which must contain at least 15,000 inhabitants since
the NOTRe Law of August 7, 2015 (unless specific derogations apply). They often
group together municipalities of sparsely populated areas with a low population
density. Another unit– the “community of cities” – was created at the same time
and has since disappeared (due to its lack of success, with only five creations) after
being integrated into agglomeration communities. The creation of communities of
communes was a cornerstone in intermunicipal cooperation by instilling a project
dimension in which the sole vocation of the SIVU or the SIVOM is to manage
equipment or infrastructures. Communities of communes exercise both compulsory
competences and optional competences of community interest on behalf of member
municipalities (see Table 2)6. To finance them, they can freely opt for additional
taxation, single professional taxation or a mixed regime. In 2023, there are 992
communities of communes.

6For the exhaustive list of competences for communities of communes, see: https://www.
legifrance.gouv.fr/codes/article_lc/LEGIARTI000045213277/
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Figure 2: Range of competencies by legal status

Source: Authors from legifrance.gouv.fr
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Agglomeration Communities (“Communautés d’Agglomération”)
Agglomeration communities, which are formed in more urbanized areas, were created
by the Chevènement Law of 1999, and encompass more than 50,000 inhabitants (or
30,000 inhabitants if they include the prefecture of the department) within the area
around a central city of more than 15,000 inhabitants (or the prefecture or largest
city of the department). On behalf of their member municipalities, agglomeration
communities exercise both compulsory competences and optional competences of
community interest that must be chosen from several groups of competences pro-
vided for by the law (see Table 2)7. In 2023, there are 227 agglomeration communi-
ties.

Urban Communities “Communautés Urbaines”
The urban community is the oldest form of EIMC, created by the Law of December
31, 1966. The first four urban communities (around Bordeaux, Lille, Lyon and
Strasbourg) were imposed as a means of narrowing the gap between administrative
and economic realities. Those that followed were created on a voluntary basis by
mayors. The minimum population threshold has been lowered by law to reach
250,000 inhabitants since the MAPTAM law of 2014 (unless specific derogations
apply). In addition to compulsory competences, they are authorized to intervene
some of their department’s fields of competence by agreement (see Table 2)8. In
2023, there are 14 urban communities.

Metropoles (“Métropoles”)
The metropole, created by the Law of 16th December, 2010, is the most integrated
form of EIMC. In addition to the fields of competence of urban communities, they
are also authorized to exercise competences legally attributed to the department
or even the State, subject to concluding an agreement (see Table 2).9. In 2023,
there are 21 metropoles, including Paris and Marseille which have special status,
and excluding Lyon. Lyon, although a metropole in name, is not an EIMC but a
territorial authority with a special status, as a result of the merger of the urban
community of Lyon and, within its territory, the department of Rhône in 2018.

7For the exhaustive list of competences for agglomeration communities, see: https://www.
legifrance.gouv.fr/codes/article_lc/LEGIARTI000037666796/2018-11-25

8For the exhaustive list of competences for urban communities, see:
https://www.legifrance.gouv.fr/codes/sectionlc/LEGITEXT000006070633/LEGISCTA000006192470

9For the exhaustive list of competences for metropoles, see: https://www.legifrance.gouv.
fr/codes/id/LEGISCTA000023245477
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2.3.2 EIMCs’ governance

EIMCs are administered by their own body, the EIMC council. Seats on the EIMC
council are allocated to the municipalities according to their population (propor-
tional representation at the highest average), with at least one seat per munici-
pality. In communities of communes and agglomeration communities, seats can be
distributed differently if municipalities conclude a local agreement, which must re-
spect strict conditions. In particular, the share of seats allocated to a municipality
may not differ by more than 20% from the share of its population in the total pop-
ulation of the EIMC. EIMC councilors must be municipal councilors. The means of
appointing EIMC councilors depends on the size of the member municipality. Since
the 2014 elections, in municipalities with more than 1,000 inhabitants, vot-
ers have simultaneously voted for municipal councilors and EIMC councilors who
represent the municipality within the EIMC by submitting a single ballot paper
with their choice of candidate for municipal election on the left-hand side and can-
didate for election to the EIMC on the right (who must necessarily come from the
list of municipal councilors on the left-hand side). A proportional voting system
with a 50% majority for the list that comes first applies. This dual ballot system is
based on the model used in Paris-Lyon-Marseille, where borough (“arrondissement”)
councilors and city councilors are elected at the same time. This election by direct
universal suffrage, although linked to municipal elections, recognizes the increasingly
important role played by the EIMCs in the territorial landscape and marks a further
step towards territorial authority status. Before 2014, EIMC councilors who repre-
sented a municipality were appointed by the municipal council. In municipalities

with fewer than 1,000 inhabitants, EIMC councilors are appointed from among
the members of the municipal council according to their status, i.e. first the mayor,
then the deputy mayors according to the order of their election, followed by the
other municipal councilors if necessary (depending on the limit of the number of
seats allocated to the municipality on the EIMC council).

2.3.3 Tax regimes of EIMCs

To finance the competencies transferred by member municipalities, EIMCs have the
ability to levy their own taxes on the four main local direct tax bases, which are:
i) the residential tax on secondary homes and other furnished premises not used as
a main residence ("taxe d’habitation sur les résidences secondaires"), which is the
remaining part after the gradual abolition of the residential tax on main residences
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from 2020 to 2023;
ii) the property tax on developed land ("taxe foncière sur les propriétés bâties");
iii) the property tax on undeveloped land ("taxe foncière sur les propriétés non
bâties");
iv) the territorial economic contribution (CET), consisting of the business property
tax ("cotisation foncière des enterprises - CFE") based on property rentals, and the
"cotisation sur la valeur ajoutée des enterprises" - CVAE over which municipalities
and EIMCs have no power to set rates.

Figure 3 charts the co-occupation by the four tiers of subnational jurisdictions (mu-
nicipalities, EIMCs, départements and regions) of the main local tax bases during
the reforms. 2011 was a pivotal year due to a substantial reduction in the number
of tiers sharing common tax bases, with potential consequences in terms of vertical
externalities.

Figure 3: Who taxes what? Co-occupation throughout the reforms of the main tax
bases on which sub-national authorities have a tax-setting power

Source: the authors

Tax revenues collected by municipalities and/or EIMCs from these four main local
tax bases account for 55% of their tax revenues (even 62% if we add revenues from
CVAE).
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Two tax regimes exist for EIMCs.10 The first one, introduced from the earliest days
of inter-municipal cooperation, is the additional tax regime ("régime de fiscalité ad-
ditionnelle" - FA), in which EIMCs have the authority to levy an additional tax
on each of the four main direct tax bases, in addition to municipal taxes. In other
words, EIMCs and member municipalities share the four tax bases, i.e. both the
EIMC and the municipalities can set the tax rates for each of the four tax bases. In
this case, the cumulative tax paid by residents (firms or households) corresponds to
the inter-municipal tax plus the municipal tax for each tax base.

The second regime is the single professional tax regime ("régime de fiscalité profes-
sionnelle unique" - FPU) for which only the EIMC collects the business property
tax instead of its member municipalities. A single tax rate is threfore applied to
the municipalities’ pooled business tax bases within the EIMC. While municipalities
continue to levy a tax on secondary homes, a property tax on developed land and
a property tax on undeveloped land, the EIMC also sets additional rates for each
of these taxes as under the additional tax regime. EIMCs also levy the flat-rate
network taxes ((“imposition forfaitaire des entreprises de réseaux” - IFER), whose
components are wholly or partially paid by the local authorities, and the tax on
commercial floor space ((“taxe sur les surfaces commerciales” – TASCOM). They
have the power to adjust the CFE rate and the TASCOM multiplier coefficient.
This regime is inherited from the single business tax regime in which the EIMC only
levies the business tax, which was introduced in 1983 with several objectives. First,
the tax specialization characterizing this regime was intended to limit the tax infla-
tion arising from a tax-base sharing system. Second, the single business tax regime
was supposed to reduce inequalities arising from the highly unequal distribution of
the tax base – 80% of the tax base is concentrated in 5% of the municipalities – and
to limit the tax competition between municipalities induced by the mobility of firms.
Third, this tax regime was designed to promote the coordination of fiscal policies
between EIMCs and member municipalities, since EIMCs are reliant on only one
direct tax (the business tax). However, the limited tax autonomy of EIMCs led to
the creation of a mixed taxation regime in 1999: by allowing EIMCs to set addi-
tional tax rates on municipal direct taxes, this tax regime provided EIMCs with the
means to address potential financial difficulties. 11

10A zonal tax on the business property tax base can also be collected in an economic activity
zone

11The reform of the business tax (2009) ended the distinction between the single business tax
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Table 2: Tax architecture under the two tax regimes

Additional tax regime (FA)
Municipal tax rates tB tR tPD tPU

Inter-municipal tax rates TB TR T PD T PU

Cumulative tax rates TB + tB TR + tR T PD + tPD T PU + tPU

single professional tax regime (FPU)
Municipal tax rates tR tPD tPU

Inter-municipal tax rates TB TR T PD T PU

Cumulative tax rates TB TR + tR T PD + tPD T PU + tPU

B=business property tax; R=residence tax; PD=property tax on developed land;
PU=property tax on undeveloped land.

All metropoles and —except for six derogations —all urban and agglomeration com-
munities are automatically subject to the single professional tax regime,12 while only
17.9% of communities of communes have adopted an additional tax regime.

2.3.4 Equalization among EIMCs

Since 2012, a horizontal equalization mechanism, the national fund for the equaliza-
tion of inter-municipal and municipal resources ("Fonds national de péréquation des
ressources intercommunales et communales" - FPIC ), has set out to reduce the dis-
parities in resources between local jurisdictions. A measure of the aggregate financial
potential ("potential financier agrégé" - PFIA) is calculated at inter-municipal level
("ensemble intercommunal") by aggregating the financial potential of the EIMC
and its member municipalities. The national fund is financed by the contributions
of inter-municipal blocs whose PFIA exceeds a certain threshold. The redistribu-
tion of the fund’s resources then depends on the rank determined according to a
synthetic index (SI) that accounts for their resources, their inhabitants’ average in-
come and their tax effort, enabling the fund’s resources to be redirected towards
less favorably endowed inter-municipal blocs. It should be noted that municipal and
inter-municipal authorities are granted considerable leeway in the sharing of levies or
repayments. This solidarity within the inter-municipal bloc now exceeds €1 billion.

regime where the EIMC only levies the business tax and the mixed taxation regime where the
EIMC levies both the business tax instead of member municipalities and additional taxation on
the three other tax bases.

12See https://bofip.impots.gouv.fr/bofip/8316-PGP.html/identifiant%
3DBOI-IF-COLOC-10-20-10-20220421
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2.3.5 A recent rationalization of inter-municipal cooperation

In the 2010s, France actively engaged in generalizing and rationalizing the inter-
municipal map, supported mainly by two following laws.

Law reforming local authorities of December 16, 2010 (known as the "RCT law")
The RCT law became a cornerstone of inter-municipal cooperation by requiring the
nationwide coverage of France by EIMCs —outside the inner suburbs of Paris, which
would be integrated into the future Greater Paris Metropole— by early 2014. This
law removed any isolated or landlocked municipalities, which numbered almost 2,500
in 2009. It also rationalized the boundaries of EIMCs by introducing a minimum
threshold of 5,000 inhabitants and improving their spatial coherence, which explains
the sharp drop in the number of EIMCs in Figure 4 from 2,595 in 2010 to 2,127 in
2014.

Figure 4: Changes in the number of EIMCs

Source: the authors from BANATIC data

In addition, attempts were made to reduce the number of syndicates, possibly by
transferring their competencies to EIMCs. The "préfet" (the representative of the
State at the département level), assisted by the departmental commission on inter-
municipal cooperation (CDCI), was given a key role in this rationalization process
with the power to modify boundaries and merge or dissolve syndicates. This law also
created "metropoles" in order to meet the needs of large conurbations and improve
regional competitiveness and cohesion. Finally, it improved local democracy with
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the election of the (previously appointed) councilors of EIMCs.

Law on the new territorial organization of the Republic of August 7, 2015 (known
as the "NOTRe law")
The aim of rationalizing the inter-municipal map and giving EIMCs a more impor-
tant role as drivers of planning and development was reaffirmed by the NOTRe law,
which increased the minimum population threshold of EIMCs from 5,000 to 15,000
inhabitants (with some exemptions depending mainly on the density of the EIMC
and the department). Through a series of mergers, the number of EIMCS dropped
from 2,115 in 2015 to 1,244, as shown in Figure 4. In addition, the integration of
municipalities within the EIMC was reinforced by adding two new items (tourism
promotion and the management of reception areas for travelers) to the set of com-
pulsory competences for communautés de communes. Their optional competencies
were also extended.

3 Channels through which inter-municipal cooper-

ation affects tax competition in a two-tier setting

with two tax bases

3.1 The theoretical setting

We use a theoretical framework to analyze the role of the type of inter-municipal
cooperation on tax externalities.

We start with a model of capital tax competition in a two-tier setting like Wrede
(1997) and Breuillé and Zanaj (2013), which is a model inherited from Wildasin
(1988) and Keen and Kotsogiannis (2002), in particular. Our country comprises
two sub-national tiers with n > 1 identical EIMCs, indexed by i = 1, ..., n, and
within each EIMC, m > 1 identical municipalities, indexed by j = 1, ...,m. Suppose
that these two tiers can potentially raise tax revenues through taxes on two mobile
production factors, x and y, which we will refer to interchangeably as tax bases. Let
tki,j be the proportional tax rate levied by municipality j in EIMC i on tax base k

located (or invested) in the municipality, and T k
i be the proportional tax rate chosen

by EIMC i on tax base ki located (or invested) in the EIMC, with k = x, y. By
construction, the EIMC tax base ki is the sum of the member municipalities’s tax
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bases, i.e.,

ki =
m∑
j=1

ki,j

with k = x, y. We also assume a fixed supply of factors in the country

3.1.1 A mobile tax base generates horizontal tax externalities

Let us first consider a unique mobile factor x and a single tier consisting of munici-
palities. The tax base in municipality ij is a function of municipality ij’s tax policy,
txi,j, the tax policies of neighboring municipalities belonging to the same EIMC i,
txi,−j and the tax policies of other municipalities belonging to other EIMCs, tx−i,j.
The implicit demand function for factor x is xi,j(r

x
i,j), where rxi,j is the after-tax

return for factor x:

rxi,j = ρx + txi,j

with ρx(txi,j, t
x
i,−j, t

x
−i,j) being the equilibrium net return for factor x implied by per-

fect mobility across the country. Only horizontal tax externalities, i.e., externalities
among municipalities, occur through the taxation of the factor. An increase in the
tax rate levied on the factor by a municipality ij induces an outflow of the factor
from the municipality ij and thus an inflow to all other same-tier municipalities. Mu-
nicipalities do not usually take the positive horizontal tax externalities into account,
only the distortive effect of taxation on their own tax base, i.e. εx,SHmun =

∂xi,j

∂rxi,j

∂rxi,j
∂txi,j

< 0.
The standard result is a race to the bottom, i.e., inefficiently low tax rates.

3.1.2 A mobile tax base co-occupied by two tiers adds vertical tax ex-

ternalities to the horizontal ones

Now suppose that EIMCs set an additional tax rate on the unique mobile factor
x. As a result of this co-occupation, the tax base in municipality ij also becomes a
function of its EIMC’s tax policy, T x

i , and tax policies of other EIMCs, Tx
−i.

The after-tax return rxi,j is increased by the EIMC tax rate:

rxi,j = ρx + txi,j + T x
i (1)
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with ρx(txi,j, t
x
i,−j, t

x
−i,j, T

x
i ,T

x
−i) the equilibrium net return for factor x. In addition

to horizontal tax externalities at the municipal level and horizontal tax externalities
at the EIMC level, vertical tax externalities also arise due to tax base sharing. An
increase in the tax rate levied on factor x by a jurisdiction induces an outflow of
this factor from the jurisdiction(s) sharing the same tax base in the other tier and
thus an inflow to all other jurisdictions of this other tier. The externalities induced
by municipal taxation are bottom-up tax externalities and the externalities induced
by EIMC taxation are top-down tax externalities. Municipalities usually internalize
only a proportion of the vertical bottom-up negative externalities imposed on the
tax base of their EIMC, which are denoted by εx,SVmun , since they only care about the
welfare of their own inhabitants:

εx,SVmun =
1

m

m∑
h=1

∂xih

∂rxih

∂rxih
∂txij

< 0

On the contrary, EIMC authorities fully internalize the negative vertical top-down
externalities imposed on their members’ tax base, which are denoted as εx,SVEIMC , since
they care about the welfare of all their members’ citizens:

εx,SVEIMC =
m∑
j=1

∂xij

∂rxij

∂rxij
∂T x

i

< 0

The horizontal and vertical externalities therefore reinforce each other, which results
in inefficiently low municipal and inter-municipal tax rates.

3.1.3 Two mobile and interdependent tax base co-occupied by two tiers

generates same-base and cross-base horizontal and vertical tax

externalities

Finally, let us suppose that tax revenues are generated from the taxation of two bases
rather than one and that both are co-occupied by municipalities and EIMCs. For
instance, these two tax bases may be two factors used by firms for their production.
Crucially, one factor’s mobility may impact the other, i.e., they may be interdepen-
dent. The interdependence is expressed by the demand functions: xi,j(r

x
i,j, r

y
i,j) and

yi,j(r
x
i,j, r

y
i,j). In the event of complementarity between the two tax bases, a higher

cost of factor x in jurisdiction ij reduces demand for factor x, i.e.,
∂xi,j

∂rxi,j
< 0, as well
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as demand for factor y, i.e.,
∂yi,j
∂rxi,j

< 0. In contrast, the substitutability between tax

bases implies that a higher cost of factor x in jurisdiction ij reduces demand for
factor x while increasing demand for factor y, i.e.

∂yi,j
∂rxi,j

> 0.

The after-tax return is defined as in equation 1 for each tax base:

rxi,j = ρx + txi,j + T x
i (2)

with ρx(txi,j, t
x
i,−j, t

x
−i,j, T

x
i ,T

x
−i) being the equilibrium net return for factor x, and

ryi,j = ρy + tyi,j + T y
i (3)

with ρy(tyi,j, t
y
i,−j, t

y
−i,j, T

y
i ,T

y
−i) being the equilibrium net return for factor y.

Therefore, the factors’ interdependence affects the factors’ demand but not their
return.

This interdependence between tax bases generates cross-base tax externalities (in
addition to same-base tax externalities). Cross-base horizontal tax externalities oc-
cur when an increase in the tax rate set by a jurisdiction on a factor affects the
amount of the other factor available to all other same-tier jurisdictions. They are in
opposition to the horizontal tax externalities previously described, which we then
label "same-base horizontal tax externalities" (SH). As for these same-base horizon-
tal externalities, a jurisdiction usually only cares about the cross-base externality
on its tax base, respectively εk,CH

mun for municipalities and εk,CH
EIMC for EIMCs, and ne-

glects the externalities imposed on the tax base of the other same-tier jurisdictions,
respectively −εk,CH

mun and −εk,CH
EIMC :

εk,CH
mun =

∂ (−k)i,j
∂rki,j

∂rki,j
∂tki,j

, εk,CH
EIMC =

m∑
j=1

∂ (−k)i,j
∂rki,j

∂rki,j
∂T k

i

with k = x, y

The sign of the cross-base horizontal tax externalities depends on the nature of the
interdependence between the two tax bases. The externality on the jurisdiction’s
own tax base is negative, pointing in the same direction as the same-base horizontal
externality when tax bases are complementary, i.e. εk,CH

mun < 0 and εk,CH
EIMC < 0,

while it is positive, pointing in the opposite direction to the same-base horizontal
externality when the tax bases are substitutable, i.e. εk,CH

mun > 0 and εk,CH
EIMC > 0.

The interdependence of factors combined with tax base sharing also generates "cross-
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base vertical tax externalities", an increase in the tax raised by a jurisdiction on a
factor affecting the amount of the other factor available to the other-tier jurisdic-
tions. They are opposite to the vertical externalities described previously and here-
after labelled "same-base vertical externalities (SV)". In case of complementarity,
the externalities correspond to an outflow of factors from the jurisdiction(s) sharing
the same tax base to all other jurisdictions.In contrast, in the event of substitutabil-
ity, the externalities correspond to an inflow of factor to the jurisdiction(s) sharing
the same tax base. These externalities are called cross-base "vertical bottom-up ex-
ternalities" when arising from municipal taxation and "cross-base vertical top-down
externalities" when arising from EIMC taxation.

As for same-base vertical externalities, municipalities usually internalize a propor-
tion

1

m
of the cross-base vertical bottom-up externalities imposed on their EIMC,

denoted by εk,CV
mun , and EIMCs internalize all cross-base vertical top-down externali-

ties, denoted by εk,CV
EIMC , imposed on their member municipalities.

εk,CV
mun =

1

m

m∑
h=1

∂ (−k)i,h
∂rki,h

∂rki,h
∂tki,j

, εk,CV
EIMC =

m∑
j=1

∂ (−k)i,j
∂rki,j

∂rki,j
∂T k

i

with k = x, y

The sign of the cross-base vertical tax externalities depends on the nature of the
interdependence between the two tax bases. The cross-base vertical tax externalities
internalized by a jurisdiction are negative, pointing in the same direction as the same-
base vertical ones when tax bases are complementary, i.e. εk,CV

mun < 0 and εk,CV
EIMC < 0,

while they are positive, pointing in the opposite direction to the same-base vertical
externalities when tax bases are substitutable, i.e. εk,CV

mun > 0 and εk,CV
EIMC > 0.

3.2 Externalities associated with each type of inter-municipal

cooperation

Tax externalities can threfore be defined along two dimensions: i) horizontal versus
vertical externalities, i.e. externalities among authorities at the same tier versus
externalities among authorities at two different tiers, ii) same-base versus cross-
base externalities, i.e. externalities due to the migration of a tax base k arising from
a modification of a tax rate on this base (tk or T k), versus externalities due to the
migration of a tax base k arising from a modification of the tax rate on the other
tax base (t−k or T−k). Cross-base externalities only occur when F ij

xy = F ij
yx ̸= 0, i.e.
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when the demand for one factor is affected by the taxation of the other factor.

Syndicates are supposed to have no impact on tax externalities provided that the
provision of public goods and services delegated to the syndicates is financed by mu-
nicipal transfers which are funded by tax revenues collected on the same tax bases.
Only same-base and cross-base horizontal tax externalities at the municipal level,
i.e., εk,SHmun and εk,CH

mun occur. However, achieving scale economies through larger scale
supply could reduce the overall envelope and thus contribute to lessening the tax
burden for all municipalities.

Mergers of municipalities by creating "communes nouvelles" amounts to considering
only the top-tier of n jurisdictions. As shown by Hoyt 1991, the merger of same
tier jurisdictions leads to increased tax rates, and therefore public goods provision,
as the number of jurisdictions decreases. This results from the reduction in both
same-base and cross-base horizontal tax externalities. When a "commune nouvelle"
increases its tax rate, the tax base inflow to other "communes nouvelles" diminishes.
Decreasing the number of jurisdictions reduces the change in the tax base; increasing
the jurisdiction’s tax rate is therefore less harmful for that jurisdiction.

EIMC with single professional tax regime (FPU) —assuming no additional taxation
on the other tax base —generates same-base horizontal externalities at the EIMC
level on the professional tax base and same-base horizontal externalities at the mu-
nicipal level on the other tax base. Since each tier only taxes one specific tax base,
cross-base horizontal tax externalities and same-base vertical externalities are ruled
out. However, vertical externalities still occur when tax bases are interdependent.
Therefore, exclusive tax bases do not preclude vertical tax externalities.

Finally, EIMC with additional tax regime (FA) generates all types of externalities
since both tax bases are co-occupied by municipalities and EIMCs.

Table 3 summarizes the externalities at work for each type of EIMC.
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Table 3: Externalities at work for each type of EIMC

Same-base Cross-base
Horizontal externalities Mergers, FA, FPU Mergers, FA
Vertical externalities FA FA, FPU

FA=EIMC with additional tax regime; FPU=EIMC with single professional tax
regime (assuming no additional taxation on the other tax base).

3.3 Empirical evidence of the impact of EIMC’s tax regimes

on taxation

We empirically investigate, for France, whether the evolution of cumulative tax
rates —which are the sum of municipal and inter-municipal tax rates— changes on
average in accordance with the EIMC’s tax regime. In Figure 5, over the period 1994-
2009,13) we plot the average evolution of each one of the four cumulative tax rates
(i.e., for the residence tax, the property tax on developed land, the property tax on
undeveloped land, and the business tax) for the restricted sample of municipalities
that joined an EIMC for the first time in 200114 (the EIMC may already exist,
having been created in 2001), for an overall total of 1,709 municipalities. We track
the trend of average tax rates for the three tax regimes, i.e., i) the single business
tax regime (FPU/TPU, in blue, with 447 municipalities), where the EIMC levies
the business tax and the municipalities levy the other three taxes; ii) the additional
taxation regime (FA, in red, with 1,199 municipalities), where EIMCs and member
municipalities share the four tax bases, and iii) the mixed taxation regime (in green,
with only 63 municipalities) in which a single business tax is levied by the EIMC and
the three other tax bases are taxed by both the EIMC and its member municipalities.

13The period goes until the abolition of the business tax, in 2009.
142001 is chosen to be soon enough after the Chevènement Law of 1999, because many EIMCs

were created in the following years, but there was still many isolated municipalities, which were
not in an EIMC.
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Figure 5: Average changes according to the tax regime in cumulative tax rates for
municipalities that joined en EIMC for the first time in 2001 (base 100 in 1994)

Before a municipality joins or creates an EIMC, the trends of the average cumu-
lative tax rates are very similar (especially for the residence tax and the property
tax on developed land), irrespective of the chosen tax regime. In the first year of
membership (i.e., 2001), we systematically observe a strong surge, except for the
single business tax regime, for which only the business tax rate undergoes a slight
jolt. This is explained by the fact that the residence tax and the two property taxes
remain under the sole control of municipalities, which neutralizes same-base vertical
externalities. On each dial, i.e., considering each tax independently, we observe the
strongest increases for the additional tax regime and the lowest increases for the
single business tax regime.
These heterogeneous trends in accordance to the tax regime are consistent with the
results of Breuillé, Duran-Vigneron, and Samson 2018. Beyond showing that inter-
municipal cooperation led to an increase in the cumulative tax rates, they reveal
a higher increase in cumulative tax rates when the municipalities and their EIMC
share the same tax base, i.e. for all tax rates in an additional taxation regime and, to
a lesser extent, all tax rates but the business tax rate for the mixed taxation regime
(the estimated parameters are almost twice as small as those in the additional tax-
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ation regime). Table 6 in their paper reports a significant correlation between the
effect of the EIMC’s tax regime and the effect of cooperation.

Figure 6: Impact of IMC on taxation according to the tax regime from Breuillé,
Duran-Vigneron, and Samson 2018

These results align with the theoretical literature on same-base vertical tax external-
ities, which predicts that tax base sharing will increase tax rates (Keen 1998, Keen
and Kotsogiannis 2002, Breuillé and Zanaj 2013). Further investigation would be
required to identify the differentiated influence of cross-base horizontal and vertical
externalities with respect to tax regimes.
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4 Conclusion

With its long history of inter-municipal cooperation (over a century old), the large
spectrum of forms it may take, and its total coverage of the territory, the French
case is a laboratory for both practitioners and researchers. The number of EIMCs,
the number of member municipalities, the share of competencies that are delegated
to EIMCs, and the choice of tax regime are all factors that have major repercutions
on the tax externalities at work and consequently on the tax burden. The con-
struction of a theoretical model thus enables —by isolating transmission channels
that reinforce or offset each other— a more specific analysis of the link between
inter-municipal cooperation and tax competition, a link that needs to be estimated
empirically. This would complement the existing estimates, which show the infla-
tionary impact of the creation of EIMCs on local tax choices. Beyond that, this
chapter points to the need for future research on inter-municipal cooperation, both
theoretically and empirically, through the use of causal inference methods exploit-
ing quasi-natural experiences to enable practitioners to specify the size of EIMCs,
and tax and spending assignments across municipalities and EIMCs in order to re-
duce tax externalities and increase the efficiency of the provision of local services,
governance arrangements and democratic control.
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