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Horst Zimmermann        January 2011 
 

Roles versus functions for the federal middle level. – 
A structure and a growth perspective1 

 
 
A. Purpose and structure of the paper 
 
I. Functions versus roles 
 
For 35 years and 10 editions the author has argued in his public finance textbook (together 
with K.-D. Henke) that for the justification of a federal vis-à-vis a unitary system there exist 
economic reasons – which were dealt with – and non-economic reasons – which were only 
mentioned (Zimmermann/Henke 1975, p. 87, and 2009, p. 196). This has always been in line 
with the mainstream thinking, because W. E. Oates in his classic treatment “Fiscal 
federalism” wrote already in 1972 that “the economist’s central concern are the allocation of 
resources and the distribution of income within an economic system” and that opposed to this 
“a political scientist is interested in the division and use of power” (Oates 1972, p. 16 and 17). 
More recently Filippov et al. argue similarly and present economic and political justifications 
separately (Filippov et al. 2004, p. 2). 
 
What are these non-economic or political arguments, and are they really outside the possible 
treatment by economics (which has meanwhile interfered with such seemingly non-economic 
issues as marriage and crime)? And to ask a wider question: What issues other than assigning 
the well-known functions to the levels of government have ruled the decision for, and the 
shaping of, a federal system, i. e. which overriding roles can be identified?  
 
All federations have - by definition - a middle level. Historically the establishment of a 
middle level has occurred under overriding roles, which have guided the decision for a federal 
and against a unitary system. The specific functions for the three levels, from defense to 
kindergarten, usually have been assigned subsequently. Their assignment is relatively easy. 
But which considerations or rules or intended outcomes have guided the decision on roles, 
which logically takes precedence over the decision on the functions? Or by which reasoning 
can we understand – and by which quantitative research can we establish – why the decisions 
have been taken this way or other? This paper tries to report, and develop further, such 
considerations.  
 
The notion of “roles” occurred to the author, when he found missing in the typical lists of 
functions to be fulfilled by a federal system such important objectives as limiting the power of 
central government or preserving the unity of the country. The reason may be that the typical 
specific functions are often directly related to special expenditure fields, and Boadway/Shah 
even call them expenditure functions, whereas the roles, as shall become apparent, are not 
close to particular expenditure items. But compared to these specific functions the roles 
appear as much more important. For these reasons the roles are looked at in particular in this 
paper, because it seems that the literature has not dealt with them adequately, compared with 
the often discussed specific functions, which are treated further below and much more briefly.  
 

                                                
1 This paper has meanwhile also been translated into German (Zimmermann 2011). 
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Taken together, the purpose of the paper can to this point be described thus that the roles of a 
federation are confronted with the functions within a federation. And because a federal system 
is defined here by the existence of a middle level, this level is looked at under both aspects 
more closely. 
 
II. Federalism and national growth 
 
To explore at a first stage the relation of roles to economics, the paper looks occasionally 
what the emphasis of a role – or its neglect – means for the objective of economic growth. 
This objective was selected because of its importance for all aspects of society and because it 
has been endangered – not only in Germany – during the latest worldwide recession. Growth 
is easy to measure, for instance as gross domestic product (GDP) per capita. But how it comes 
about, is difficult to say, as the increasing literature on the sources of economic growth 
demonstrates. The literature is strong with respect to many sources of growth, for instance it 
added knowledge elements or the influence of a creative milieu to the set of independent 
variables. But what the splitting-up of roles and functions between the levels of government in 
a federation means for the attainment of a satisfactory rate of growth, is not equally well 
researched in the literature on fiscal federalism and growth2.  
 
At least, there is the general knowledge that among the not so many federations in this world 
many belong to high-income countries. Whether the federal structure itself influences growth 
strongly, is not well established, but at least being a federation does not seem to inhibit 
growth.  
 
Moving to the levels of government, the central government is certainly responsible for an 
appropriate general framework to enhance the growth performance. Looking over various 
countries, especially also the transformation countries, it seems that an effective rule of law is 
a major prerequisite. If that is lacking and if corruption, no observance of contracts etc. 
prevail, even an adequate assignment of functions to the levels may not be sufficient. And the 
rule of law may need to be developed from the center down. The local level has to provide the 
necessary basic services for a specific enterprise to flourish. They range from adequate space 
and the provision of good streets and utilities to those amenities which permit an enterprise to 
attract qualified personnel. What the task for the middle level can be, will be discussed further 
below. 
 
From this line of thought follows a simple structure of the paper. In the following part the 
special element of roles is taken up and is elaborated further, with hopefully some new 
elements in the discussion. And it is here that the reference to national growth is taken up 
specifically. That part is followed by the shorter part on the specific functions (C), which can 
draw more on existing literature. 
 
 
B. The special role of “roles” 
 
I. The subject 
 
Economic literature has a long tradition of defining specific functions for the middle level. 
They are somewhere between defense for the central level and kindergarten for the local level. 
But these assignments already imply that the decision for a federal system has been taken 

                                                
2 See Feld/Zimmermann/Döring 2007 and the literature there. 
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before. Once this decision has been made, the functions are relatively easy to find, because 
the total of all functions exists in all countries across the world, though they are not assigned 
the same way everywhere to the various levels of government. But it will be shown in section 
(C) that this assignment is much more difficult for the middle level than it is for the central or 
local levels. 
 
For the decision in favor of a federal system, but also for the further development of a 
federation, some more general considerations are usually applied, which reach beyond the 
realm of functions. Why do we want or preserve a federation at all, though there is this visible 
cost of a third level of government? The arguments then lead to something like a 
superfunction in this system of governments. What is called “role” in the following, can be 
interpreted as a major task which is associated with the creation of a federation. And because 
the federation is defined by the existence of a strong and self-reliant middle level, this level is 
at the heart of discussing roles3. 
 
The following are very preliminary findings, rather meant to enhance the discussion. Two 
such roles can be identified with some certainty, because they have been discussed in the 
various federations, though possibly not systematically in the economic literature: limiting the 
power of central government and preserving a country’s unity. The other two concern open 
fields, and they might lead to further considerations of which additional roles might be 
identified. The preliminary character already shows already in the two headings of vertical 
versus horizontal relations. The roles seem to fit this pattern at first glance, but further 
discussion might modify this. 
 
 
II. Roles of federations (1): Vertical relations 
 
a. Limits to the power of central government 
 
Vertical means here that the central level is seen in contrast to the middle level, or one might 
also say in contrast to a unitary solution. The first such role is clear: It may seem advisable to 
limit the power of central government. A clear case is the foundation of the present Federal 
Republic of Germany. When it was founded in 1949, the discussions in the committees, which 
prepared the draft law, which was then accepted by parliament, was clearly under the 
influence of 12 years of Nazi government, which had been highly centralist and with no 
respect for the preferences of the citizens. Still, there were different views in the committees 
as to how federal the constitution was to be. In this process the three Western Allied Forces 
influenced the process considerably in the direction of strengthening the power of the middle 
level, the Lander. This clearly aimed at strengthening the vertical checks and balances, so as 
to weaken the power of the central government. 
 
The USA also has established a system of governments with strong checks and balances. In 
the vertical perspective the Senate, which represents the states, serves as a counterweight 
against an otherwise too mighty president and at the same time against a too strong House of 

                                                
3 As to Japan, the host country of the symposium, it does not consider itself a federal country. The power of the 
existing middle level, the prefectures, is still rather small, and they can more or less be regarded as elements of 
central government. The underlying rationale is the aimed-for similarity of public service provision in all regions 
of the country (information from T. Hanya), which is an argument in favor of central government strength, also 
in Germany (see section C III). However, over the last decades the prefectures have received some additional 
rights, for instance pertaining to some taxes. So it remains to be seen, how unitary the country will be in the 
future. 
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Representatives. The fact that the majority in the Senate is often the decisive threshold for the 
president’s political activities, shows that this vertical element of checks and balances really 
works. Following the Federalist papers (Hamilton/Madison/Jay 1788/1989), this was the 
intention of the founding fathers of the American constitution. The USA grew out of a system 
of already existing states which felt that they needed a common institution, not least to be able 
to react at that time against the foreign powers, above all the United Kingdom. But this new 
central level was not meant to become too strong. And any effort today to weaken the role of 
the Senate would certainly bring to the surface the widespread convictions that the Senate as 
the representative of the states is felt to be a necessary counterweight against President and 
House of Representatives. 
 
When comparing the USA and Germany, in the USA the counterweight to the central 
government was there first, whereas in Germany it was installed so to speak from the top. In 
both cases one might say: If you want to restrain central government, go federal. 
 
The relation of this role to the subject of national growth is not easy to establish. On the one 
hand, as was said before, some of the strongest countries are federal, and they have become 
strong because of economic strength and thus growth. On the other hand, a new set of 
arguments was initiated around the World Bank report on “The East Asian Miracle” (World 
Bank 1993). Following this discussion, a strong central government which cares for the rule 
of the law helps, among other influences, to explain why the East Asian countries, though not 
being in their majority federations, grew so extraordinarily over the last decades. What 
remains is apparently that being a federation is clearly not detrimental to long-term economic 
growth. 
 
b. Mitigating the conflict between growth and distribution  
 
The previous and the following role (preserving the country’s unity) have over time been 
accepted as major justifications for establishing a federation. They are not related to specific 
functions, but instead they mean to avoid dictatorship for the whole country or to avoid the 
country from falling apart. These objectives relate to not just a couple of specific functions. 
The following “role”, however, needs some more interpretation, the more so as this is an 
argument which has not existed at the time when the first federations were formed.  
 
It is accepted that in modern welfare states there exists a conflict between national growth and 
personal income distribution. From the seminal work of Okun in 1972 through in-between 
discussions (for an overview see Zimmermann 1996) until today's effort in Germany and 
elsewhere to come to grips with the increasing social expenditure, it has been accepted, that if 
social expenditure, be it public expenditure or publicly induced private expenditure, increases 
too much, it has, through various ways, consequences for national growth. 
 
 - At the heart of the problem: Two types of objectives - 
 
At the basis of the conflict is the difference between the two types of underlying objectives 
(Zimmermann 1996). The difference is related to the usage of the two objectives in daily 
politics. Distributional objectives can easily be used to convince voters before the next 
election, and the reasoning is typically as follows: A group in society is identified which is 
worse off in relation to the rest, for instance low income earners, single-parent families, 
students with low income, or - in the context of fiscal federalism - citizens in states or 
communities with little tax revenue and thus little service capacity. Consequently help 
through a specified amount of billion dollars is promised or even initiated. After some time 
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statistics demonstrate that these groups actually have received so much more and that the 
objective thus has been visibly fulfilled. 
 
Growth-oriented objectives are of a totally different kind. If growth is considered to be too 
low, the lowering of taxes or additional incentives to innovate are considered possible 
instruments. However, even if three or five years later a specific number of additional jobs in 
some enterprises in some region has been created, it is very difficult to trace this back to the 
political instrument. Evaluation studies find it hard to establish strong relations between 
instruments used and objective variables having changed. So, it is very difficult to forecast 
how many jobs will definitely be created if this and that program is started, and voters can 
hardly be convinced of the need of that program ex ante. 
 
Thus the two objectives are apparently of a totally different character. Distributional 
objectives have the advantage that the result of distributional measures can be seen fast and 
directly, looking at the change in the respective indicators. These are result-oriented 
objectives. Increasing the rate of national growth is a complex process, brought about by 
many actors. Naturally growth occurs in enterprises, and government can at best provide a 
favorable framework for them. It is this whole process which has to be influenced, if growth 
is to happen, and in this sense growth objectives are process-oriented objectives. They are at a 
definite disadvantage in the short-term political process. Consequently, it is only after some 
time that growth, to the degree that it was inhibited by very large social expenditures and an 
increasing share of government in GDP, lags behind, and it takes even longer for politics to 
acknowledge reluctantly that something has to be done about growth.  
 
Under the aspect of federalism the conflict assumes a strong role as well. A first line of 
thought leads to social policy, a second to the strengthening of growth. 
 
 - Consequences for mitigating the conflict - 
 
The increase in social transfers over the last 50 years was mainly driven by the central 
government and led to the definition of the welfare state as being an economy with a large 
degree of transfers (Barr 1992). It is here that Olson’s distributional fights occur (Olson 1984), 
with the various parties trying to recruit voters through additional social expenditure. This 
increases the share of government in GDP and typically induces additional borrowing to 
finance these highly visible expenditures through hardly felt revenue-raising. Thus the welfare 
state grew from the top, and it is always only after some time that it is observed that the 
growth rate is no longer high enough to finance the additional expenditure. At the same time 
this helps to explain the observed centralization of finances in federal countries: The 
perceived need for more social programs augments the role of central governments. 
 
What does this mean for the federal system? The theory of fiscal federalism tells us that 
distributional politics has mainly to be handled by the central government, because otherwise 
people and enterprises would seek to evade from the states or communities with high taxes (to 
finance the social expenditure), and at the other end of the spectrum welfare magnets may 
develop, which attract low-income people to places with high social services. But to have a 
federal system may, if well-designed, actually reduce this conflict to a degree. Lower-level 
governments seem to be in general less oriented towards distribution (Boadway/Shah 2009, p. 
66f.). This tendency is strengthened if the various states at the middle level have different 
distributional preferences. This was truly the case in the USA between North and South. In 
Germany this difference is, though it seems to exist between North and South as well, 
probably not very strong. At the same time the prerequisites for growth are found to a major 
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degree at the regional and local level. In order to set the right incentives in this conflict it 
would be helpful to search for a compromise. 
 
Such compromise one could in principle try to find by centralizing all growth instruments in 
order to force the central government to look at both objectives at the same time. This is 
technically impossible, because enterprises as the places where growth occurs are dependent 
on regional infrastructure, regional support for their various enterprise-specific interests etc., 
all of which are needs which cannot be served by a central government. So the compromise 
might be found along a different line, namely to transfer more social expenditure 
responsibilities to the subnational levels. The national level might remain responsible for 
some major social policy norms in some fields, so that the differences are kept within an 
acceptable range, but at the end of the day this still means that regional deviations are 
permitted. The American experience of giving some of the social policy instruments back to 
the states, even if not all of these changes are palatable to the European mind, could serve as a 
field from which to gather experience. In this sense a federal system is a laboratory (Oates 
1999, p. 32), where the different states choose their specific solutions, from which then the 
best practices can be derived. At least in the end it means that a state or a Land would care for 
growth as well as for social expenditure, because only that way it will be able to balance its 
budget in the long run. 
 
But federalism might also induce additional growth directly. This second line of thought is 
much easier. Oates emphasized already in 1972 that a federal system should lead to “greater 
experimentation and innovation” (Oates 1972, p. 12). This is another facet of his laboratory 
federalism argument, and later he spoke of “market-preserving federalism” (Oates 1999, p. 
38f.). And innovation is in modern growth theory the central variable to explain growth 
differences between high-income countries. 
 
These hypotheses are empirically testable in principle. Feld/Zimmermann/Döring (2007) 
survey the theory and empirical work on the relation between “fiscal federalism, 
decentralization and economic growth” and conclude that “the result that fiscal 
decentralization leads to higher growth is more and more strongly supported”4, but that “the 
cross country studies still lack proper measures of fiscal autonomy” (ibid., p. 127)5. As fiscal 
autonomy, in our case of the middle level, is crucial for the degree of true federalism, 
apparently much work needs to be done. 
 
III. Roles of federations (2): Horizontal relations 
 
The first-mentioned two roles saw the middle level as a whole and posed it against the central 
level. These are vertical relations. But there are at least two further roles which aim at the 
relation between the individual entities on the middle level. In this sense these are horizontal 
relations in a federal system. 
 
a. Preservation of the unity of the country  
 
This is a controversial subject, because it contains arguments in both directions, namely that 
federalism avoids secession and that it induces it6. On the one hand nobody would deny that 

                                                
4 Today an interesting question would be, whether federations are better prepared to fight a recession than 
unitary states. 
5 As to the pros, but also the cons (“the dark side”) of federalism with regard to direct foreign investment see 
Kessing et al 2007. For a summary statement see ibid., p. 57ff. 
6 To this Matthias Wrede noted in a later comment that in his lectures he argues with respect to secession: 
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Switzerland would not be one country today if it had not established early a very strong 
middle level which permitted the four languages and their respective ethnic groups to live 
according to their own preferences, with having a relatively weak central government for 
those functions which are beyond the reach of the individual canton. Similar arguments can be 
put forward for Spain with respect to Catalunya and the Basque country as well as for 
Belgium and its Flemish-French controversy7. 
 
On the other hand the author has experienced in two large countries that the term federalism 
was informally strictly forbidden in discussions concerning the respective country, and it was 
expected to be avoided by any foreign consultant working there. These countries are 
Indonesia and Ukraine. The feeling there is that permitting the middle level to be established 
formally with self-determined decision-making in major fields would lead to secession of 
parts of the country. In Indonesia it would be Aceh (on Sumatra) and in Ukraine some of the 
Eastern oblasts. Whether such secession would really occur, has not been tested of course. But 
the general atmosphere among the elite of the two countries is that the preservation of the 
unity of the country is no longer assured if true federalism is introduced. 
 
Behind this lies most probably a misinterpretation of what true federalism can achieve. 
Federalism is understood there as a system in which the middle level entities can do what they 
want, and the central level has no effective instrument to move them towards the common 
interest. But if the federal system has strong instruments at the federal level to keep the 
country together and to assure the deliverance of the national public goods, and at the same 
time allows the middle level to act freely in fields like education, language, culture or 
economic development, which are important for regional identity, then the country profits 
from both, the larger economic area with uninhibited exchange of labor, capital, and goods 
and services, as well as from the chances to live one’s regional life (see next section). If 
Russia had introduced such true federalism early, maybe Belarus and even Ukraine would 
have stayed in the union. 
 
As to the growth aspects it is apparent that if parts of the country secede from the federation, 
this reduces the size of the economy, which in other countries is an argument to possibly 
integrate into one more integrated system like the European Union or at least to reap the 
profits of some kind of free trade area. However, if the secession trends are very strong, with 
subsequent efforts to harm each other, up to the degree of fighting each other, it may be better 
to give up on unity and permit an organized side-by-side of two separate countries. 
 
b. Caring for increasingly diverse preferences 
 
The last 20 years have seen a rise in ethnic cleavages, in religious fundamentalism (not only 
in the islamic world, but also in the USA), and even in countries with rather homogenous 
ethnic groups, but with language differences (like in Spain and Belgium). This indicates that 
in major parts of the modern world the preferences have sharpened, becoming more diverse 
than they had been before. Part of this argument had been underlying the role of preserving 
the unity of the country. But beside of these hard cases the argument can be generalized. 
 
This difference in preferences as a general argument in shaping a federal system is well 
established in the economics literature. Pennock in 1959 already wrote about “Disharmony 

                                                                                                                                                   
“(1) Federalism reduces heterogeneity costs for the minority (-) 
  (2) Federalism increases power of seceding movements (+)”. 
7 Boadway/Shah mention this as an argument to introduce the federal system (66f.). They reserve the term 
“overall roles” however for specific functions which in reality are mostly central government functions (93ff.). 
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and frustration” and gave a good example how in a country with regional differences in 
people’s preferences their frustration of being outvoted in large units can be considerably 
reduced if they are permitted to decide matters in a smaller unit with similar preferences. And 
his argument can also be seen as underlying Tiebout’s famous model of 1956. Oates in 1972 
notes for the central government “a probable insensitivity to varying preferences” in the 
various regional entities (Oates 1972, p. 11). And with respect to more recent developments 
Dennis C. Mueller wrote in 2001: “Given the increasingly heterogeneous nature of individual 
preferences, more decentralized, federalist structures are deemed likely to be optimal” (p. 
161). 
 
All of the arguments in the last two sections mean that the tendency towards federal systems 
may increase over time, especially if the many cases of post-conflict countries are taken into 
account, where the underlying regional differences can be a reason to prefer a federal 
structure8. In cases of strong regional antagonism devolution as an abrupt turn to more federal 
structures may be the answer. In other cases the strengthening of the middle level functions, 
which are the subject of the following section, may be sufficient. 
 
 
C. Functions for the middle level: A vague notion 
 
Taking the four cases of over-arching “roles” in the previous sections together, they form a 
body of arguments of its own. Some specific functions can be derived from them, like keeping 
the military at the central level, to preserve in case of conflict the unity of the country, or 
assigning more social functions to the middle level. But in general the roles are somehow 
above the functions, because they enter the decision for the federal system as such. It is only 
after that decision has been taken, that the specific functions enter the picture and have to be 
assigned.  
 
I. Typical assignment of middle level functions 
 
As opposed to the previous sections of the paper, this is a classical field of fiscal federalism. 
Looking at typical texts like Oates already in 1972, Fisher 2007 or Boadway/Shah 2009, they 
all have references to, resp. chapters on, the assignment of functions9. This assignment is easy 
if it refers to either the local governments or the central government. Local government 
functions are mostly those which are characterized by direct personal use by the citizen or 
enterprise, and therefore functions like streets, water supply and sewers, kindergarten and 
elementary school are omnipresent examples in international comparisons. The same occurs 
with the central level, for which defense, foreign policy or monetary policy clearly lend 
themselves as central functions. Therefore, on a scale from central to local functions both 
ends are well-defined.  
 
In Table 1 such a scale was developed. Three indicators are used to characterize each function. 
The term “user area” is self-explaining. In the literature it is often posed against the term 
“benefit area”, which may coincide with the user area of a small government unit, but often 
transcends it, and the service is then possibly supported from a state or central government 
perspective, for instance by compensating financially for the central place function of a 
community. This is called a merit good component of a function, because insofar it does not 
                                                
8 Anderson 2008, p. 11. He also provides examples of successful and failing post-conflict federal solutions. 
9 They need not be expenditure-intensive so that the terms “expenditure assignment” or “expenditure 
responsibilities” (Boadway/Shah 2009, p. 124 and 134) are not very helpful, in particular if the subsequent list of 
all functions is more than half of a non-fiscal nature. 
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stem from local decision and instead takes into account the preferences of the upper level. The 
last column addresses the well-known fact that the “provision” for a function may differ from 
the “production”. Here, “provision” means that the respective level of governments is 
responsible that the function is fulfilled somehow, with the more technical “production” 
possibly being handled by another level.  
 
The two ends of the scale are intuitively acceptable, but the middle of the list is vague. The 
same result can be found in the recent “new definite treatment of the principles of fiscal 
federalism” (Oates on Boadway/Shah 2009, there on back cover). In their “representative 
assignment of expenditure responsibilities among various orders of government” in their 
Table 3.1 (p. 134-135) they note many national (or international) functions and a purely local 
assignment in only one line for “water, sewer, refuse, and fire protection”. All functions in-
between are characterized as multi-level, i.e. part of a function or the whole function can be 
carried out by more than one level. This section of their table comprises10:  

 natural resources,  
 education, health, and social welfare,  
 highways,  
 parks and recreation, and 
 police. 

 
 
II. Functions with varying benefit areas 
 
The various lists of functions, which were mentioned before, seem to assemble for a possible 
middle level a number of functions which do not seem to have any common characteristic, 
except for the fact, that their benefit area is neither national nor purely local. But it seems that 
at least some of them have something in common. There are some functions which, though 
they lead to the same type of service, are provided within benefit areas of a different radius. 

 To take the case of roads, there simply do exist roads of national, state or local scope, 
measured for instance by the average trip length of the passing vehicles. Consequently, 
different levels of government should provide this service, meaning that they 
determine separately how dense the respective grid should be and what quality each 
road should have. To hold the central government responsible for each local road, 
would be inefficient. 

 Similar arguments pertain to education. The institutions range from the local primary 
school all the way to a specialized national university, for instance for the military. 
Whereas for roads the specifications for what an appropriate road should be, are rather 
similar for the various levels, this is not so evident for education. The primary school, 
where children from different social backgrounds are to be introduced to the learning 
environment of a society, and designing a university which will be competitive among 
international students, is a totally different subject. 

 The third field is health care. Though the overall function is the same, namely to care 
for people's health, its provision is very different between a local healthcare post in a 
village and a national hospital for rare diseases. 

 Basically, police is of the same type. In the above-mentioned lists police is typically 
assigned to the state or local level. In Germany police was, after the foundation of the 
Federal Republic in 1949, to a large degree a local function, mainly in the cities. Over 
time it has become a 100% state function, whereas in a Washington, DC suburb the 

                                                
10 There are two more functions listed in that multi-level section. But ”regulation” is less a function than an 
instrument, and “fiscal policy” is a function, where an even partial local “provision” is difficult to imagine. 
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state, county, and city police exist side by side. Thus in Germany police could be a 
candidate for local activity, assigned to county and city governments. 

 
For such functions with varying benefit areas the middle level is assigned the middle level 
elements. The boundaries to the central and local level may sometimes not be very clear, but 
that that there exists something like a middle level function, is easy to see. In addition, the 
higher levels should at the same time coordinate the next-lower level so that the roads of both 
levels form an efficient grid and the educational and health institutions do not leave holes in 
the regional pattern. 
 
III. Exclusive middle level functions? 
 
If the federation is to have a strong federal content, the strength of the middle level functions 
is a crucial issue. Thus, the degree of being federal is measured here by the strength of the 
middle level, as the discussion on roles has shown 11 . For this strength the degree of 
independence from the central level is the test, because the lesser this independence, the more 
the system moves to the unitary type12.  
 
This means that it would be desirable to find functions which belong to this level exclusively. 
But looking over the above-mentioned elements of middle level functions altogether, it is 
evident that this is difficult to do. Mostly either the central or the local level partake in the 
function in various ways13.  
 
This makes it difficult to write down the middle level functions in high level documents like 
the constitution. In Germany a particular way out was selected. Federal functions were listed 
precisely (Art. 73), and local functions were mentioned at least summarily (Art. 28). For the 
middle level, the Lander, it was established that all functions in the Federal Republic were to 
be Land affairs, except if the function was specified as central or local (Art. 70). Theoretically 
this sounds like a strong argument, meaning that the middle level can do almost everything. In 
the reality over the past 60 years a clear erosion of state functions occurred, mainly by 
“assumption” to the federal level. This happened through Article 72 which said that the 
federal level can assume a function if the objective of similar living conditions or the 
maintenance of legal and economic unity demand this. This was originally meant as an 
exception for very strong cases, but it was then used to take over many previous Land 
functions. The middle level has agreed to each of these assumptions by voting for them in 
their chamber, the Bundesrat, often because of hoped-for fiscal alleviation. But in reality it 
meant erosion of the federal content of the Federal Republic after 1949. 
 
Recently a small rollback occurred, giving back to the middle level few selected functions. It 
again showed that for the middle level it is very difficult to assign functions well-defined and 
once and for all. Therefore middle level functions remain a demanding issue not only at the 
time of founding a federation, but as an ongoing task. 
 
 

                                                
11 There exists a second definition of federalism which measures the decentral content of a country on a scale, 
not emphasizing the special role of the middle level for the system.  
12 As opposed to this, it is not so important for the federal content, if the separation of a function vis-à-vis the 
local level is not very strict, though this touches upon the special subject of local fiscal autonomy. For the local 
part in fiscal federalism and the facets of local fiscal autonomy see Zimmermann 2009. 
13 Questions like mandating and other forms of ruling into an assigned lower-level function are not dealt with 
here, see for instance Boadway/Shah 2009, p. 68-85, and Huber/Lichtblau 2005). 
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Table 1: Proximity of public functions to local versus central provision 
 
 
 
Proxi-
mity 

Characteristics 
 
Public 
function 

User area: 
Out-of-town 
users 

Benefit area: 
Federal or 
state interest 

Size of unit: 
Economies 
of scale 

 
rather 
local 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
rather 
state or 
federal 
 

Sewers, street lighting 
 
Local roads 
 
Waste collection and processing 
 
Gas, water, electricity 
 
Culture, recreation 
 
Firefighting 
 
Schools 
 
Police 
 
Local public transportation 
 
Health 
 
Higher education 
 
Long distance roads 
 
Income redistribution 
 
Unemployment policy 
 
Anti-inflation policy 
 
Legal system, monetary system, 
     passports 
Foreign policy, defense, foreign aid 
 

small 
 
transit traffic 
 
none 
 
none 
 
often 
considerable 
with big fire 
 
depends on 
school type 
small 
 
considerable 
 
depends on 
service 
predominant 
 
predominant 
 
predominant 
 
predominant 
 
all citizens 
 
 
all citizens 
all citizens 

small 
 
small 
 
small 
 
small 
 
small 
 
small 
 
considerable 
 
small 
 
small 
 
considerable 
 
considerable 
 
considerable 
 
high 
 
high 
 
high 
 
 
high 
high 
 

none 
 
none 
 
waste 
processing 
partly with 
production 
e.g. theater, 
concert hall 
if big fire 
 
some 
 
if large-scale 
operation 
exist partly 
 
special 
hospitals 
exist partly 
 
exist 
 
exist partly 
 
exist 
 
exist 
 
 
exist 
exist 

 

Source: Translated from: Zimmermann 2009, p. 74f. 
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