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Dutch summary / Nederlandse samenvatting 

De gemeenteraadsverkiezingen van 14 oktober 2012 zorgden voor heel wat media-aandacht. Reden 

hiervoor was de mogelijke doorbraak van de N-VA op lokaal niveau. Tegen deze achtergrond leek het 

een uitgelezen moment om te onderzoeken wat de mogelijke impact van het gemeentelijk niveau is op 

de winstgevendheid van ondernemingen. De impact van gemeenten kan natuurlijk veel breder gaan 

omdat overheden in relatie staan met vele stakeholders zoals de burgers, bedrijven, multinationals, 

andere overheden... In dit onderzoek hebben we er voor gekozen om de invloed op de bedrijven na te 

gaan. Dit gebeurt aan de hand van een regressieanalyse waarbij het gemeentelijk beleid wordt 

gekoppeld aan de winstgevendheid van Vlaamse ondernemingen. De masterproef is opgebouwd uit 

twee grote stukken. In het eerste deel wordt er nagegaan wat de redenering is achter het toekennen 

van autonomie aan de gemeenten. Dit gebeurt door de decentralisatietheorie onder de loep te nemen. 

Daarbij samengaand worden de evolutie, de karakteristieken en de organisatie van de Vlaamse 

gemeenten bekeken. In het tweede deel wordt dan het eigenlijke onderzoek van het fixed effects 

regressiemodel uitgevoerd. 

Voorgaande literatuur situeert zich vooral in de Verenigde Staten (zie o.a. Bartik, 1985; Helms, 1985; 

Denaux, 2007). De keuze om gebruik te maken van Vlaamse data wordt verantwoord door het grote 

belang dat het gemeentelijk bestuursniveau heeft in de Belgische politiek. Ondanks het feit dat de 

Belgische gemeenten opereren op een kleinere schaal dan in de omringende landen hebben ze een niet 

te onderschatten aandeel van 45,2% in de totale publieke bestedingen. De Vlaamse gemeenten nemen 

hiervan 56,9% voor hun rekening (Belfius, 2012). De Vlaamse gemeenten staan sinds het 

Lambermontakkoord van 2001 onder de voogdij van de Vlaamse overheid. Deze organiseert haar 

gemeentelijk beleid op basis van het subsidiariteitsprincipe. Dit houdt in dat zoveel mogelijk 

bevoegdheden op een zo laag mogelijk niveau, zo dicht mogelijk bij de burger, moeten worden 

uitgeoefend. De taken van de Vlaamse gemeenten kunnen worden onderverdeeld in twee categorieën 

(Agentschap Binnenlands Bestuur, 2013). Enerzijds zijn er de opdrachten van zelfbestuur. Dit zijn de 

activiteiten waarbij de gemeentelijke autonomie ten volle speelt. De gemeenten mogen zelf beslissen 

hoe ze deze opdrachten en taken organiseren. Vele van deze initiatieven staan in verband met stads- of 

wijkontwikkeling. Anderzijds zijn er de opdrachten die van hogere overheden worden opgelegd. Daarbij 

zijn er de zuivere uitvoeringsopdrachten waar de gemeentebesturen geen enkele beslissingsruimte voor 

hebben. Het klassieke voorbeeld hiervan is het afleveren van rijbewijzen en documenten van de 

burgerlijke stand. Daarnaast zijn er ook nog de opdrachten van ‘gemengd belang’ waarbij het 

gemeentebestuur nog enige beleidsruimte krijgt bij de door hogere overheden opgelegde taken. 

Voorbeelden hiervan zijn ruimtelijke ordening en milieubeleid. 
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Vervolgens werd de financiële impact van deze taken nader onderzocht. Hiervoor werd gekeken naar de 

begrotingen van de Vlaamse gemeenten voor het boekjaar 2010 (Agentschap Binnenlands Bestuur, 

2013). Hierbij wordt een onderscheid gemaakt tussen een gewone dienst (met de courante uitgaven en 

ontvangsten) en een buitengewone dienst (met vooral de investeringen en hun financiering). De 

gewone uitgaven bestaan uit vier groepen: personeelsuitgaven (41,9%), subsidies aan derden 

waaronder het OCMW en de politie (29,2%), werkingsuitgaven (17,8%) en aflossingen en intresten 

(11,1%). Deze uitgaven worden gefinancierd met de gewone ontvangsten. Deze zijn opgebouwd uit drie 

inkomstenbronnen. Ten eerste zijn er de ontvangsten uit de aangeboden diensten (5,9%) zoals de 

inkomtickets van het stedelijk zwembad of de verkoop van vuilniszakken. Ten tweede zijn er de 

ontvangsten uit intresten en dividenden (7,4%). Dit zijn de intresten uit de belegging van liquide 

middelen en dividenden van uit aandelen van intercommunales en de Gemeentelijke Holding. Ten slotte 

zijn er de inkomsten van overdrachten. Dit zijn enerzijds de belastingontvangsten (47,8%) en anderzijds 

de subsidies van het Vlaamse Gemeentefonds (23,1%) en diverse specifieke subsidies vanwege 

verschillende hogere overheden (15,8%).  

De buitengewone uitgaven zijn hoofdzakelijke de investeringen van de gemeente. Hierbij zijn de 

belangrijkste categorieën wegen en verkeer (23,7%), netheid en stedenbouw (22,7%). De investeringen 

in de lokale economie nemen een aandeel van 9,0% in. De financiering hiervan komt van opgebouwde 

overschotten uit het verleden (34,9%), leningen (30,8%), de verkoop van patrimonium (12,6%) en 

kapitaalsubsidies (12,6%). 

De belastingontvangsten zijn met 47,8% de belangrijkste financieringsbron voor de gemeenten. Gezien 

het grote belang van deze categorie, werd ze verder onder de loep genomen. De belastingontvangsten 

worden gedomineerd door de aanvullende personenbelasting en de opcentiemen op de onroerende 

voorheffing. Samen vertegenwoordigen ze 85,7% van de totale gemeentelijke belastingontvangsten. 

Daarnaast hebben de gemeenten een zeer ruime bevoegdheid gekregen voor het heffen van eigen 

belastingen. Alles wat niet expliciet door de wet is verboden, mag getaxeerd worden. Sinds ons 

onderzoek gericht is op de Vlaamse ondernemingen, werd de impact die de gemeentelijke belastingen 

op hen uitoefent, nader onderzocht. De ondernemingen betalen over heel Vlaanderen bijna één miljard 

van de gemeentelijke belastingen. Dit is goed voor ongeveer een vierde van de gemeentelijke 

belastingontvangsten. Omdat de ondernemingen ook kunnen genieten van de gemeentelijke diensten 

en infrastructuur is het normaal dat zij hiervoor ook een stuk moeten aan bijdragen. 

Zelfstandigenorganisaties zoals UNIZO en Voka zijn zich hier ook van bewust. Toch heerst er één grote 

frustratie bij hen: de wildgroei aan lokale belastingen. Door de grote vrijheid waarover gemeenten 

beschikken in het heffen van eigen belastingen, zijn er met de loop der jaren 100 verschillende soorten 
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gemeentelijke belastingen in voege getreden. De organisaties hopen dat er op korte termijn hierin zal 

worden ingegrepen door de Vlaamse en gemeentelijke overheden (UNIZO, 2012).  

Het tweede deel van de masterproef bestaat uit het onderzoek naar de impact van het gemeentelijk 

beleid op de winstgevendheid van de Vlaamse ondernemingen. Voorgaande literatuur was voornamelijk 

gefocust op de invloed van de lokale overheid op de lokale economische groei (o.a. Helms, 1985; De 

Mello, 2002; Denaux, 2007) of de impact van de lokale belastingen op de vestigingsbeslissing van 

ondernemers (o.a. Bartik, 1985; Gabe en Bell, 2004). Deze nieuwe invalshoek kan een eerste aanzet zijn 

om het onderzoeksveld van de gemeentelijke invloed te verruimen. De winstgevendheid van de 

ondernemingen wordt gemeten aan de hand van de rendabiliteit van de activa. Op basis van 

voorgaande literatuur (o.a. Goddard, Tavakoli en Wilson, 2005; Nunes, Serrasqueiro en Sequeira, 2009) 

werden zes controlevariabelen voor winstgevendheid geselecteerd uit de database BELFIRST. Deze zijn: 

solvabiliteit, liquiditeit, grootte van de onderneming, leeftijd, groei en industrie en werden verzameld 

voor 34.056 Vlaamse ondernemingen. Om de invloed van het gemeentelijk beleid na te gaan, werd 

gebruik gemaakt van de gemeentelijke begrotingen van alle 308 Vlaamse gemeenten voor de periode 

van 2000 tot 2009. Hieruit werden de belastingontvangsten en zeventien gemeentelijke uitgaven die de 

ondernemingen zouden kunnen beïnvloeden, geselecteerd. Deze werden vervolgens geschaald naar het 

aantal tewerkgestelden in de gemeente. Na uitvoeren van de Hausman test werd duidelijk dat deze 

ongebalanceerde panel dataset uitgevoerd mocht worden aan de hand van het fixed effects model. Uit 

het model kunnen volgende conclusies genomen worden: (I) in lijn met voorgaande onderzoeken heeft 

de solvabiliteit een negatieve invloed op de winstgevendheid. Solvabiliteit werd gemeten door de 

schuldgraad van de onderneming. Hoe hoger de schuldgraad, hoe groter het financiële risico van de 

onderneming en bijgevolg een lagere winstgevendheid; (II) hoe meer liquide een onderneming, hoe 

hoger de winstgevendheid; (III) er wordt een negatieve invloed van grootte op winstgevendheid 

gevonden terwijl er een positieve invloed is van groei; (IV) de industrie waarin een bedrijf actief is heeft 

een hoge significante invloed op de winstgevendheid van dat bedrijf; (V) hogere belastingen per 

tewerkgestelde in een gemeente wordt geassocieerd met een hogere winstgevendheid voor bedrijven 

die actief zijn in die gemeente. Een mogelijke verklaring hiervoor is dat bedrijven die winstgevender zijn, 

geclusterd zijn in dezelfde gemeenten; (VI) algemeen kan worden gesteld dat de gemeentelijke 

variabelen economisch weinig significant zijn. 

Deze laatste conclusie mag niet verkeerd geïnterpreteerd worden. De vraag of een individueel bedrijf 

door een gemeente kan beïnvloed worden, blijft bestaan. Het is echter niet omdat er geen economisch 

significant effect wordt gevonden tussen winstgevendheid van bedrijven en het gemeentelijk beleid in 

de vestigingslocatie dat de gemeenten hun uitgaven drastisch moeten verminderen. De bedoeling van 

deze studie was om een eerste aanzet te geven om de relatie tussen gemeentelijk beleid en 
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ondernemingen vanuit een ander perspectief te onderzoeken. Naast winstgevendheid bestaan er nog 

andere relevante ondernemingskarakteristieken, zoals groei en tewerkstelling, die tot andere resultaten 

kunnen leiden. Zoals in het onderzoek ook vermeld wordt, hebben voorgaande studies wel significante 

effecten gevonden tussen gemeentelijke uitgaven en lokale economische groei. We zijn er ons ook van 

bewust dat in dit onderzoek de gemeentelijke variabelen enkel op een kwantitatieve basis zijn gemeten. 

Ondanks het feit dat onze data zeer gedetailleerd zijn, zijn ze niet in staat om de kwaliteit van de 

aangeboden gemeentelijke diensten te meten. Het is bijvoorbeeld niet omdat een gemeente meer 

spendeert aan onderwijs per tewerkgestelde dat de kwaliteit ervan beter zal zijn dan in andere 

gemeenten. Desondanks kan deze nieuwe invalshoek ervoor zorgen dat de kennis over het gemeentelijk 

beleid groter wordt en de beleidsmakers helpen bij de uitwerking van hun beleid. 
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1 Introduction 

On January 1st of 2013 7.464 Flemish local councillors started their (new) mandate after the elections of 

2012-10-14. Only eight percent of the previous coalitions formed in the Flemish municipalities were able 

to keep their power (Reynaert et al., 2013). These renewed municipal authorities will be confronted 

with the aftereffects from the financial and economic crisis of 2007-2008. The European sovereign debt 

crisis that followed has weakened all public governments. During 2011 the total outstanding debt of the 

Flemish municipalities rose to 8,2 billion Euros, which is more than the outstanding debt of the Flemish 

region (Bourgeois, 2013). Municipalities are now facing the challenge to get their finances back on track 

and to realize durable balanced budgets. Since it is unlikely that the local tax receipts will increase 

quickly nor that the Flemish government will increase its donations, municipalities will be forced to work 

more efficiently with their current finances. At the same time the municipalities must try to guarantee 

qualitative public services. Yet they will be confronted with some challenges that will weigh heavily on 

the municipal expenditures (Belfius, 2013). Firstly, the Flemish government has decided that the 

production of waste may not increase after 2015. Despite the fact that the municipalities have increased 

the prices for the waste collection, they still pay 77 Euros per resident on average. Secondly, the strong 

increase in the percentage of senior citizens creates tasks that are often shouldered by the municipality 

or the local Public Centre for Social Welfare (OCMW). These include, amongst others, home-delivered 

meals or medical support and services. At the same time more old people’s homes will be necessary. 

With more stringent standards for these homes and an increasing demand for quality, the development 

of these homes will be more expensive. Since not all the elderly people will be able to pay a place in an 

old people’s home, a part of these costs will end up at the OCMW and indirectly at the municipalities. 

More retired persons also result in lower tax incomes for the municipalities. Retirement is accompanied 

with a substantial loss in gross income. The difference between the pension and the gross income of 

older employees in Belgium is one of the biggest in the European countries. This sharp decrease in 

income will thus decrease the taxable amounts and accordingly the supplementary municipal taxes on 

the income taxes. Another side effect of the population ageing is the pension cost. Municipalities are 

obliged to pay the pensions of their public servants. Furthermore the municipalities will be confronted 

with a higher donation to the OCMW’s and police departments because these will also have more 

pension cost. Thirdly, a European directive has stated that the quality of the surface- and groundwater 

should improve towards 2015. The investment in the maintenance and/or replacement of the existing 

sewer systems that the municipalities will have to do in the coming government period, is estimated to 

be about 5 to 6 billion Euros. This selection is certainly not all-embracing but indicates that local 
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governments will have to think about how they are going to combine the budgetary requirements with 

the necessary investments.  

As from this legislative period the municipal rulers have more freedom to determine their policy. The 

Flemish government leaves its policy where municipalities were obliged to make up detailed plans for 

every line of policy (from culture to town planning). Municipalities are now forced to work out a plan for 

their policy concerning the whole legislative session of six years. Local policymakers will have to think 

about the costs of their actions for the whole term. They will also receive more autonomy to lay down 

their own local priorities. By this new system, called 'Beleids- en beheerscyclus' (BBC), municipalities will 

be able to follow up the progress in their plans and the financial impact of their decisions. The control 

from the Flemish government on the finances will become more severe. If a local college is not able to 

keep its financing on track, their budget will not be approved and they will be obliged to reorganize their 

plans. 

It will be interesting to see if the municipalities will be able to react, together with these new rules, to 

the wishes of several private company representatives (UNIZO, Voka…) about the local economic policy. 

Karel Van Eetvelt, administrator of UNIZO (Union of Self-Employed Entrepreneurs), states that “The city 

or municipality is the second most important political level for entrepreneurs. This is logical since every 

entrepreneur, from local companies to big multinationals, needs the municipal government to be 

enterprising.” A research done by UNIZO (2012) before the municipal elections made it clear that there 

is still room for improvement. More than 35 percent of the SMEs is not satisfied about the local 

entrepreneurial policy. Local, smaller entrepreneurs find accessibility the most important topic in their 

relationship with the municipal governments. The meaning of accessibility is threefold: firstly, 

entrepreneurs would like less hindrance from public works. Therefore they would like to receive more 

information and most of all delivered on time, a good spread over time of the works and more 

consultation. Secondly, companies would like an efficient parking place policy. This means enough 

parking places and smooth access. Thirdly, there should be sufficient attention for the organization of 

industrial estates (better signposting to and in the estates). Another topic that local entrepreneurs 

would like to be improved is the municipal service. UNIZO would like to see that more municipalities 

introduce a central contact for companies. Currently there is a public servant for the local economy in 

only 77 of the 308 Flemish cities and municipalities. SMEs are mostly concerned about the local tax 

policy. Both UNIZO and Voka (Flanders' Chamber of Commerce and Industry) have expressed their wish 

that local governments will not raise taxes or add new levies. The appeal is followed up by most of 

them. Only 22 of the 308 Flemish municipalities increased their tax rate at the beginning of 2013. A 

major problem indicated by UNIZO, is the lack of coherence in the local fiscal policy. From a legal point 

of view there are barely limits on the authority and creativity to impose levies. The amount of levies a 
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company has to pay depends on the municipality where it is settled as well as on the type of activity it 

does. UNIZO hopes that the debate about a more harmonized local taxability will be held in the near 

future. 

The municipal government level is a matter of high importance for the companies. In this research the 

connection between both is investigated.  This is done by exploring the relationship between the 

profitability of companies and the local policy applied in the municipalities. Previous research was 

mostly focused on the relationship between economic growth and local policy. This line of approach is 

an attempt to investigate the impact of local governments on the entrepreneurs on a more direct basis. 

This paper consists of two parts: in the first part we take a closer look at the organization of the Flemish 

municipalities and in the second part the relation between profitability and municipal policy is 

investigated by using a regression analysis. 
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2 The role of the Flemish municipalities in Belgium 

In this section we take a closer look at the way municipalities are organized in Flanders. Therefore we 

give a deeper insight in the idea of decentralization: why are municipalities given so many 

responsibilities? Then we give an outline of the evolution of the municipal level in Belgium, followed by 

the plans for the future. We continue by giving the characteristics of Flemish municipalities and explain 

what their responsibilities are and how they are financed. Hereby we will take a closer look at the main 

form of finance: the tax receipts. Finally we will link those taxes with the business community.  

2.1 The theory of decentralization 

The decentralization theorem (Oates, 1972) provides a basis to decide which authorities should be 

centralized and which ones decentralized. If there are different preferences and requirements between 

population groups of a country, then a decentralized policy is the more correct method to fulfill these 

needs. On the contrary, economies of scale are easier to realize with a centralized policy. Both ideas 

should be weighed against each other when decisions about decentralization are made. Municipalities 

make up the level of governance that is nearest to the citizens and entrepreneurs. Consequently, they 

are best informed about the needs of their region and should be able to provide an answer to these 

needs in their local policy. 

Another argument for the implementing of decentralization is provided by Brennan and Buchanan 

(1980). According to their hypothesis, a decentralized government will result in a competition between 

the different sub-national units - in this case the municipalities – that will aim to carry out the most 

effective and most efficient policy. The hypothesis makes one important assumption: both tax and 

expenditure authorities are decentralized. In reality this is not the case for almost all of the 

decentralized countries. Most of the local governments’ expenditures get funded by intergovernmental 

grants or centrally controlled funds. This is also the case in Flanders (infra p. 10). As a result, this type of 

decentralization is will probably not be able to provoke the expected competition between the sub-

national units. Moreover, this may result in a competition between the municipalities for higher 

intergovernmental grants, leading to higher overall government spending than necessary. 

Other dangers of decentralization are the horizontal and vertical externalities. Horizontal externalities 

mean that there is competition amongst governments of the same level, especially on the fiscal level. 

This may end up in a so-called “race to the bottom” (Brülhart and Jametti, 2006). Municipalities are then 

in tax-competition, trying to welcome more taxpayers in their town by offering lower municipal tax 

rates. This may result in a more efficient usage of the municipal’s resources but may also tip into such a 

loss of financial means that the local services can no longer be satisfied in a decent way. This situation is 
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especially relevant in a Tiebout-local government setting (Smolders, Goeminne, 2005). These are 

countries where the local governments form a competitive market for public services (Tiebout, 1956). 

Citizens are then looking for the municipality that is able to meet their needs in the best way. In other 

words, the demand for local public services is very elastic. Another effect from the horizontal 

externalities is the so-called “tax-mimicking”. The inhabitants of municipalities compare the fiscal policy 

of their town with that of the neighbouring towns. The local policymakers are aware of this and tend 

their tariffs towards those of their neighbours. This situation is confirmed for Belgian municipalities by 

Heyndels and Vuchelen (1998). Vertical externalities on the other hand, are situated between the 

different levels of governments. When the municipalities levy taxes on the same base as the upper-level 

federal government (which is the case in Belgium for the surcharges, infra p. 11), they will not take the 

impact of the height of their tax rate fully into account (Golem, 2010). Both government levels will try to 

maximize their own welfare, resulting in a potential increase of the broad fiscal pressure. This was also a 

concern of the Voka’s administrator, Jo Libeer, after the 2012 municipal elections: “We do not deny that 

municipalities do not have an easy time. But an increase of taxes would not be a sensible choice. We are 

in the absurd situation that the federal government creates some breathing space for the companies, 

after which that extra oxygen is immediately grabbed by the municipal level.”  

2.2 Evolution of the municipal level 

The municipal government level already existed before the establishment of the Belgian state in 1830. 

The administration of it was organized by the law of 1836 (art. 41 of the constitution). This law gave 

autonomy to the local councils to regulate the municipal interests on the basis of the principles of article 

162. These principles, which are still in existence, are the municipal self-government, the administrative 

supervision and the public nature of the municipal matters. The law of 1836 was the basis of the 

municipal law for a long time.  

After the establishment of Belgium, municipalities wanted to keep their individuality. A lot of them that 

had lost their independence during the French and Dutch regime were re-established. Between 1830 

and 1928 the number of municipalities reached its peak with a maximum of 2675. Since then this 

number has decreased slowly over the years. In 1976 there was a big reversal with the municipal 

regrouping enforced by the law of 30 December 1975. This resulted in the replacement of the 2359 

municipalities by 596 new or bigger municipalities. (Mast, Dujardin, Van Damme, Vande Lanotte, 2006). 

In 1983 the city of Antwerp joined with seven surrounding municipalities and the current number of 589 

municipalities was reached. Flanders evolved from 906 to 308 municipalities while Wallonia decreased 

from 1434 to 262 municipalities. Brussels remained its 19 municipalities. The average number of 

inhabitants in a Belgian municipality increased from 4.136 to 16.565. The reasons behind the fusions 
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were threefold (De Ceuninck, 2009). The smallest municipalities were joined to make them financially 

livable and to overcome the shortage of skilled personnel. These were necessary to fulfill the many tasks 

that had increased in size and complexity. The medium-sized municipalities had been increased in size 

so they could play a regional role. The regrouping for the larger municipalities and cities was done to 

achieve a more integrated policy. Until then there had been a lack of coordination and cooperation in 

many fields in the cities. In 2001 Belgium had a major institutional reform with the Lambermont-

agreement. Part of this agreement was the transfer of the organization of local governments, which 

came almost entirely in hands of the regions. Since then the regions have been authorized to regulate 

the organization and functioning of the provincial and municipal institutions. In Flanders this is done by 

means of the municipal decree of 2005. The Flemish government holds on to the principle of 

decentralization. This reveals itself through the principle of subsidiarity, which was one of the basic 

assumptions made for the Flemish coalition agreement of 2009. This principle states that as many 

powers as possible should be exercised by the governmental level that stands the closest with the 

citizens. To exercise this principle entirely, this governmental level should have a reasonable size.   

Future 

In the coalition agreement of 2009, the Flemish government stressed the fact that the municipalities 

play an important role in the Flemish governmental framework (Bourgeois, 2010). Strong municipalities 

can wield more power in an efficient and effective way, which is necessary to bring government closer 

to the citizens. Because of the social developments of the last decades, local governments have been 

confronted with a strong increase in the number of assignments and challenges with a growing 

complexity. However, municipalities do often not have the possibilities nor the capacity to meet with 

the needs of their inhabitants. Therefore, stronger municipalities are a crucial objective of the Flemish 

internal state reform. The merger of municipalities can be a way to meet this objective. A merger should 

result in a better organization of the local services and cause a reduction in costs. Centralization of local 

services to a larger scale should result in an optimization of the used resources. These savings could be 

invested in a better and more efficient service to the citizens. However, the Flemish government does 

not want to impose this. They are of the opinion that the local policymakers are better placed to take 

their responsibility in this matter. Therefore the municipal decree has made it possible for municipalities 

to take the initiative for a voluntary merger. The Flemish government will support this. In addition to 

guidance, a financial bonus, based on the scope of the merger, is offered to the participating 

municipalities. The Flemish government requested the municipalities that wanted to take this step, to 

let this be known – with a view to the municipal elections in 2012 - ultimately in spring 2011. Yet, 

voluntary mergers will still be possible after this date. 
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This method has not been very successful. In the beginning of 2013, not a single merger was realized. 

Still the Flemish government does not want to enforce them. They will investigate if the financial bonus 

is high enough and see if other measures are necessary. Local policymakers may be aware of the fact 

that an increase in scale is necessary, but the execution of such plans is a sore subject. Not many mayors 

are willing to admit that they have had explorative talks with others. The very few mayors who admit 

the negotiations have indicated that the reasons for failure are financially and emotionally (Justaert, 

2013).  

2.3 Characteristics 

The small scale of the Flemish municipalities is confirmed by the figures. The Flemish municipalities have 

an average area of 43,9 km2 and an average number of 20.476 inhabitants. But this number is overrated 

because of the large number of residents in the major cities. It is more correct to look at the median 

number of inhabitants, which is 14.000. Slightly more than half of the municipalities have less than 

15.000 inhabitants (table 1). In comparison with the Netherlands, Denmark and the German state of 

North Rhine-Westphalia, Flanders has a very small number of inhabitants per municipality (table 2) and 

works on a small level of scale (figure 1). In a European perspective the total expenditures of the Belgian 

municipalities represent only a small fracture of the GDP: 7% against a European average of 13,7% in 

2010 (Belfius, 2012). But the financial interest of the Belgian local governments is larger on the basis of 

other standards. In 2010 they had a contribution of 45,2% in the total public investments. The biggest 

part of this share was made by Flanders, namely 56,9% (Belfius, 2012). At the same time the outstanding 

debt of the Belgian municipalities was only 5,2% of the total government debt (Belfius, 2012). 

 

Number of inhabitants Number of municipalities Cumulative % number of municipalities 

0 to 10.000 86 27,92 

10.000 to 15.000 80 53,9 

15.000 to 20.000 53 71,1 

20.000 to 25.000 31 81,17 

25.000 to 30.000 12 85,06 

30.000 to 40.000 27 93,83 

40.000 to 100.000 16 99,03 

More than 100.000 3 100 

Table 1: Scale of Flemish municipalities in 2011 according to number of inhabitants 
Source: Vlaamse profielschets, 2012. Agentschap Binnenlands Bestuur 
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 Flanders The Netherlands North Rhine-
Westphalia  

Denmark 

Mean 20.000 38.000 45.000 56.000 

Median 14.000 24.000 21.000 42.000 

Table 2: Mean and median number of inhabitants in a municipality – international comparison 
Source: Witboek interne staatshervorming, 2011. Agentschap Binnenlands Bestuur 

2.4 Responsibilities of the municipalities 

The assignments of the municipalities can be distinguished into two main categories (Agentschap 

Binnenlands Bestuur, 2013). Firstly, there are the assignments of municipal interest. This is a whole 

range of activities where the municipal governments can take initiatives in favour of the local residents 

or in the municipal concern. This category covers a lot of activities for the development of the 

municipality or areas of it like the municipal road system. The scope for municipal policymaking is fully 

playing here. Policymakers themselves decide if and how they organize tasks and assignments. The 

second category is the assignments of public interest entrusted by the higher levels of government. This 

category consists of two parts. The bare implementation assignments are imposed on the municipalities 

by the higher governments. The local level has no scope for policymaking and is used as a continuation 

of the higher level. Typical examples are the administration of the civil registration and the delivery of 

driving licenses and other certificates. The assignments of ‘mixed interest’ on the other hand are also 

entrusted by the higher levels but the municipalities have some scope for policymaking. Some typical 

examples are town planning, environmental policy and education.  

Figure 1: Scale of Flemish municipalities in an international perspective 
Source: Witboek interne staatshervorming, 2011. Agentschap Binnenlands Bestuur. 
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These assignments are financially expressed in the municipal budgets. These are built up out of two 

different accounts (Leroy, 2010). The revenue account consists of the receipts and expenditures that are 

related to the daily functioning of the municipality. The capital account contains the expenditures and 

receipts that influence the municipal patrimony, which are mainly the investments and their financing. 

This distinction between both accounts is a very specific feature of the budget of municipalities with 

regard to the budgets of the higher levels of government that have only one account.  This system will 

disappear with the introduction of the BBC in 2014. The revenue expenditures can be classified into four 

economic groups (Figure 2). The expenditures for personnel, which include those for the local 

politicians, represent 41,9% of the local Flemish revenue expenditures. These are followed by the 

transfers, which are expenditures for which nothing is done in return. These are mainly subsidies for the 

OCMW (the working shortage of the OCMW), the police department, socio-cultural associations and 

church governments, which receive a very small part. The transfers take 29,2% of the total expenditures. 

The third economic group are the operational costs (17,8%). This is a very diverse category with all costs 

that are needed to let the municipality function like: service agreements, purchases of books for the 

library, costs for heating… Finally there are the repayments and interests payments of the contracted 

loans, which represent 11,1%. The capital expenditures are mainly the investments the municipality 

does. The biggest amounts go to investments in roads and traffic (23,7%), public cleanness and urban 

development (22,7%), general management (16,0%) and culture (13,5%). The investments in the 

economy represent 9,0% (Figure 3).  

Figure 2: Flemish municipal revenue expenditures in 2010 
Source: Vlaamse profielschets, ABB, 2012. 
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2.5 Financing of the municipalities 

To fulfill their assignments, municipalities need money. The revenue expenditures are financed with 

revenue receipts. These consist of three sources of finance (figure 4). Firstly, there are the performance 

receipts. These are revenues resulting from the supply of municipal services like: the entrance fees for 

the municipal swimming pool, the sale of refuse bags, the renting of materials… The performance 

receipts represent only 5,9% in the total municipal receipts. The second source of financing is the 

transfers. With a share of 86,7% in the total receipts, this is the most important source of finance. It can 

be split up into two components: tax receipts and subsidies. The tax receipts represent 47,8% of the 

revenue receipts. This is the most important source of finance for the municipalities and will therefore 

be discussed in more detail further down (infra p. 13). The subsidies are transfers from other 

governments. On the one hand, the municipalities receive general transfers without any conditions 

(23,1%). This is a general subsidy from the Flemish municipal fund. This is a yearly increasing amount (a 

nominal growth of 3,5%) divided by the Flemish government to the Flemish municipalities and their 

OCMW. In 2010 this was 1,958 billion Euros. The municipality and their local OCMW make an agreement 

about the part they have received. The OCMW will get eight percent if no agreement with the 

Figure 3: Structure of the Flemish municipal capital expenditures in 2010 
Source: Belfius, Lokale financiën 2012: Gemeenten en Provincies, 2012. 
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municipality can be found. The division of the fund to the municipalities is based on a list of objective 

criteria like: the number of inhabitants, the number of active people in the municipality, the number of 

students, the financial strength of the municipality… In this way municipalities that have lower tax 

receipts (because of lower incomes or lower values of the cadastral incomes) or that are confronted 

with a lot of expenses for non-residents (the central cities and the municipalities by the sea) are 

compensated. On the other hand, there are the specific subsidies (15,8%). These are a dozen subsidies 

that municipalities can receive if they fulfill the requirements imposed by the provincial, Flemish, federal 

or European government. Examples are the subsidies for education, environment and mobility, culture… 

The third and last source of financing is receipts from debt. This includes the interests from investments 

in liquid assets and the dividends (profit sharing) of municipal associations in the public utilities and the 

Holding Communal. This represents about 7,4% of the total revenue receipts. This number will probably 

decrease in the following years because of the financial crisis and the settlement of the Holding 

Communal1.  

The capital expenditures are financed by capital receipts. There are four sources of finance (figure 5). 

Most of the money comes from surpluses built up in the past (34,9%), followed by contracted loans 

(30,8%). Municipalities are not restricted in the amount of the loans as long as they can repay the 

interests and payments with their revenue receipts. The third source of finance is the sale of municipal 

patrimony (12,6%) and the fourth source are investment subsidies which are intended mainly for school 

buildings, the installation of sewers and for municipal housing.  

 

 

 

 

 

 

 

                                                           
1
 The Holding Communal is a Belgian holding. It was founded in 1996 and all Belgian municipalities and provinces 

were shareholder. In 2011 the Flemish municipalities owned 39,8% of the shares. The Holding Communal 
participated in different sectors. Most of the money was participated in Dexia. With the financial crisis of 2008 and 
the nationalization of Dexia, the Holding Communal started to have liquidity problems. In 2011 an extraordinary 
general meeting decided to settle the holding.  
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Figure 5: Structure of the Flemish municipal capital receipts in 2010 
Source: Startersboek voor gemeenteraadsleden, ABB, 2013. 
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Figure 4: Structure of the Flemish municipal revenue receipts in 2010 
Source: Startersboek voor gemeenteraadsleden, ABB, 2013. 
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Tax receipts 

The local taxes represent 7,6% in the total amount of taxes that are paid in Belgium (Dexia, 2012). Yet, 

as noted in the previous part, this represents 47,8% of the municipal receipts. This means that the tax 

receipts are the main source of finance for the municipalities. Therefore, together with the fact that 

these taxes are collected from both the citizens and entrepreneurs, it is interesting to investigate this 

more closely. The tax receipts can be divided into two groups of taxes. Firstly, there are the municipal 

surtaxes which are taxes that the municipalities levy based on taxes levied by other levels of 

government. There are three types of surtaxes. The municipal surtax on the income tax (41,5%) is a 

percentage that is charged to every taxpayer on top of the amount of his/her income tax. If someone 

has an income of 35.000 Euros, pays an income tax of 12.000 Euros and lives in a municipality that 

charges a tariff of 7%, he has to pay an additional 700 Euros to his/her municipality. The role of the 

municipality with the surtax collection is restricted to the approval of the percentage by the local 

council. There are no limits to the percentage that a local council can approve. The actual collection is 

done by the Federal Public Service Finance, which transfers the applicable amount to the municipalities. 

In 2012 the average tax rate was 7,16% while the median tax rate measured 7,50%. Three municipalities 

levied no surtax. The highest rate was 9%, which was levied in four municipalities. The final amount of 

the surtax on the income tax for the municipality depends not only on the height of the tax rate but also 

on the number of inhabitants and the incomes of the residents. The municipal surtax on the withholding 

tax on real estate (44,2%) is a tax that every owner-taxpayer pays for the property (land or buildings) 

that he/she owns. In Belgium, every immovable asset has a so-called cadastral value which indexes 

automatically every year. The Flemish government levies a withholding tax of 2,5% on this real estate. 

The municipalities then levy a surtax on this amount. This surtax is expressed in surcharges, by which a 

surcharge of 100 centimes is equal to one time the Flemish tax. With a cadastral value of 1.000 Euros 

applies a Flemish withholding tax on real estate of 25 Euros. If a municipality would levy a surcharge of 

1400 centimes, it will receive 14 times 25 Euros or 350 Euros in total. Again, it is the local council that 

decides on the number of centimes and it can do this without any limits. The collection of the tax (the 

Flemish part and the municipal as well as the provincial part) is done by the Flemish tax department. In 

2012 the Flemish municipalities levied a mean number of 1340 centimes. The number varied between  

700 (in three municipalities) and 2250 (in Alveringem). The median number is 1313 centimes. The total 

amount of this surtax depends on the amount of real estate in the municipality, their cadastral valuation 

and the municipal tariff. These two municipal surtaxes are the most important tax receipts and in 2010 

they were worth 85,7% of the total municipal tax receipts. Apart from these two there are other 

surtaxes (2,2%) like a surtax on the regional levy on vacant industrial buildings, the surtax on the 
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regional refuse levy and the surtax on the federal vehicle excise duty. However, these are financially less 

important than the previous ones.  

The second group of taxes is the municipal taxes created by the municipality (12,1%). The 

municipalities have a very broad authority for the levy of taxes. They are allowed to tax everything in 

Belgium as long as it is not forbidden by law. The Flemish municipalities levy about one hundred 

different kinds of taxes but only a few generate a significant amount.  In 2009 the most important ones 

were the tax on motive power (2,2%), the tax on second residences (1,4%), the tax on household refuse 

(1,2%) and the general municipal tax (1,1%) (VRIND, 2011). Figure 6 gives an oversight of the structure 

of the Flemish municipal tax receipts. 

 

  Municipal surtaxes on the income tax Municipal surtaxes on the withholding tax on real estate 

Mean 7,16% 1340 

Median 7,50% 1313 

Min 0,00% 700 

Max 9,00% 2250 

Table 3: Tariffs of the municipal surtaxes on the income tax and  
on the immovable withholding tax on real estate 

Source: AAB, Lokale statistieken, 2012. 

 

The municipal surtax 
on the withholding 
tax on real estate  

44% municipal surtax on 
the income tax 

42% 

other surtaxes  
2% 

taxes created 
by the 

municipality  
12% 

Figure 6: Structure of the Flemish municipal tax receipts in 2010 
Source: Studiedienst van de Vlaamse regering, 2012. 
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From figure 7 it is clear that the amount of money gathered from the different types of tax varies from 

municipality to municipality. The figure shows the proportion of the different types of tax receipts for 

three different kinds of areas: the cities, towns and rural areas. These areas are selected from the 

‘Ruimtelijk Structuurplan Vlaanderen (RSV)’ (Town and Country Planning Flanders), which is a study 

ordered by the Flemish government as a basis for their environmental policy for the Flemish region. In 

this study, the Flemish municipalities are divided into different areas. The ‘big cities’ are Antwerp and 

Ghent - which are the two biggest Flemish cities in number of inhabitants, the ‘cities’ are eleven cities 

that have a central function for their vicinity for amongst others employment, education and culture. On 

the other side there are the ‘rural areas’ which represent 101 of the 308 municipalities that can be 

defined as smaller municipalities which are situated between the big cities and their vicinity. The figure 

shows that the cities get most of their tax receipts from the municipal surtax on the withholding tax on 

real estate while the municipalities situated in the rural areas get most from the municipal surtax on the 

income tax. The difference between the cities and smaller municipalities is not only from different tariffs 

but mainly from different cadastral values, which are traditionally higher in the cities (Leroy, 2005). 

Figure 7: Structure of the Flemish municipal tax receipts in 2010 according to RSV-area 
Source: Studiedienst van de Vlaamse regering, 2012. 
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2.6 The impact of municipal taxes on companies 

From the previous part we have learnt that municipalities get about 50% of their receipts from taxes. 

Now we will present how much of these taxes are paid by the companies. From figure 8 we can see that 

companies pay 22% of the municipal taxes that are levied on them only. Next to that there is still 8,7% 

levied on them as well as on citizens. From figure 9 it is clear that the amount of local tax receipts from 

companies differs for different municipalities. We used the three different RSV-areas again to make this 

clear. The part of companies in the tax receipts are considerably lower in the rural area than in the cities 

namely 13,2% versus 26,1%. Research carried out by Voka in 2010 points out that companies paid 

almost one billion Euros of municipal taxes in 2009. 700 million of this comes from the municipal surtax 

on the withholding tax on real estate. This is about 40% of the amount the municipalities collect with 

this surtax. Another 200 million comes from taxes that the municipalities have created themselves. The 

great freedom that municipalities have in the creation of their own tax levies has resulted in more than 

100 different kinds of levies. A comparison with the neighbouring countries shows the uniqueness of 

this regulation. The French local governments have four levies of their own, the German three, the 

British one and the Dutch nine (Smolders, Goeminne and Bloemen, 2006). On top of that municipal 

levies that are only applied on companies, only exist in France and Germany while all over Flanders 

about 50 levies have been created that only apply on the enterprises. An average municipality levies 

about six different taxes on companies.  

Figure 8: Division of the Flemish municipal taxes in 2010 
Source: Studiedienst van de Vlaamse regering, 2012. 
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In a survey, the members of UNIZO have indicated that they see the local taxes as unjust and 

aggravating (UNIZO, 2012). The Flemish government had a local pact with the municipalities between 

2008 and 2012. With this pact the Flemish government engaged itself to take over debts of the 

municipalities and give financial compensations for the reduction and abolition of some levies. In return, 

the municipalities had to engage themselves for some fiscal measures. This included the abolition of 

three municipal taxes, the promise not to increase their taxes during 2009 and to implement a business 

friendly and transparent tax system (Agentschap Binnenlands Bestuur, 2008). Except for the abolition of 

the taxes on personnel and office space, which still existed in only a few municipalities, the engagement 

did not improve the situation for the companies. The main problem, the jumble of local taxes, was not 

handled. UNIZO hoped that the pact would be extended or a new one would be created after the 

municipal elections of 2012 but the Flemish government did not do this because of budgetary problems. 

Although both the Flemish government and the municipalities are aware of the problem, they do not 

Figure 9: Division of the Flemish municipal taxes in 2010 according to RSV-area 
Source: Studiedienst van de Vlaamse regering, 2012. 
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come any further than promises and engagements without much result. It will be interesting to see if 

this is going to change in the legislative session that started in 2013. The introduction of the BBC might 

make a difference. Municipalities will be forced to develop a vision about their economic policy. With 

the BBC the municipalities will have to make a plan for the whole legislative period. In this way they will 

execute an integral policy where the economy domain makes up a synergy with other relevant domains 

of policy like mobility, employment and taxability. Municipalities will have to think about their economic 

policy and be able to follow up their objectives and realizations in this domain. In this way the 

engagement for a business friendly municipality may be realized. 
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3 Effect of municipal policy on profitability of companies 

In this section we investigate the impact of a municipality on the profitability of companies. This is done 

by the analysis of the impact of different types of municipal expenditures and the municipal tax receipts 

on the profitability of companies.  Previous studies were focused rather on the impact of municipal 

policy on the local economic growth (amongst others Helms, 1985; De Mello, 2002; Denaux, 2007) or 

the impact of local taxes on the business location decision (amongst others Bartik, 1985; Gabe and Bell, 

2004). This new perspective may be a first step to analyze the influence of local governments in a 

broader perspective. The study is based on the quantitative aspects of the municipal policy. This means 

that the tax receipts and the municipal expenses are used and not qualitative variables like: the 

standards in the municipal education or the accessibility of parking places. The used variables will be 

explained first, followed by a description of the used data, the model and the results. 

3.1 Dependent variable 

Our dependent variable is the profitability of companies. This is measured by the return on assets (ROA) 

of a company. Different possibilities can be found in the literature to define this concept. For example, 

Goddard, Tavakoli, and Wilson (2005) used net profit before tax plus interest divided by total assets 

while Asimakopoulos, Samitas, and Papadogonas (2009) used Pre-tax profit divided by total assets. In 

this research, the sum of the profit or loss for the year before taxes and the financial charges divided by 

total assets is used to measure this concept. The financial charges are added back because the assets 

are financed with both equity and liabilities. By doing this, the ratio takes the financial structure of a 

company into account (Ooghe and Van Wymeersch, 2008). 

3.2 Explanatory variables 

The explanatory variables consist of six controlled variables for profitability and the various municipality 

variables that are tested. 

Leverage 

The first independent variable in the model is leverage. This is measured by the debt-to-equity ratio. It 

represents the proportion of equity and debt that a company is using to finance its assets. Goddard et 

al. (2005) and Nunes, Serrasqueiro and Sequeira (2009) have found a negative relation between 

leverage and ROA: lower debts were associated with higher profitability. A higher debt-to-equity ratio 

represents higher financial risk for the company due to higher fixed financial costs and higher debt 

payments (Ooghe and Van Wymeersch, 2008). Therefore we expect a negative relation between 

leverage and ROA.  
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Liquidity 

Liquidity is measured by the current ratio (current assets divided by current liabilities). It represents the 

ability of a company to pay off its short-term debts with its cash, inventory and receivables (Ooghe and 

Van Wymeersch, 2008). Previous research has found different results for the relation between liquidity 

and profitability. Adams and Buckle (2003) find that greater liquidity leads to lower profits in the 

Bermuda insurance market due to the agency theory. In firms with high liquidity, managers start 

investing excess cash flows in their own interest rather than in the shareholders’ interests, which leads 

to lower profitability. Nunes et al. (2009) find no relation between these variables in the Portuguese 

service industry. Goddard et al. (2005) on the other hand, find a positive relation in European 

manufacturing and services. They conclude that companies with greater liquidity succeed to take 

advantage of growth opportunities, resulting in higher profitability. It is also interesting to notice that 

Deloof (2003) finds a negative relation between profitability and the liquidity ratios days’ receivable, 

days’ inventory and days’ payable of Belgian companies. 

Because our sample contains companies from a broad range of industries (infra p. 25) and investigates 

Flemish companies, we expect, in line with Deloof (2003) and Goddard et al. (2005), a positive relation 

between liquidity and ROA. 

Size 

Previous research has come up with different possibilities to define the variable size. Both Serrasqueiro 

and Nunes (2008) and Honjo and Harada (2006) used the natural logarithm of sales, assets and number 

of employees as representatives of size. In Belgium, SMEs are allowed to use an abbreviated scheme of 

their annual report. This gives them some privileges about which financial information they share. This 

contains, among others things, that they are not obliged to share their number of sales. If the number of 

sales would be used, the used database BELFIRST (infra p. 25) would generate a sample with a lot of 

missing values for this number. Using the number of employees would generate a similar problem. This 

number isn’t available for all companies in the database. Belfirst can estimate it when there aren’t any 

values, but this would give uncertainty about the correctness of this variable. Therefore, in line with 

Gschwandtner (2005) and Goddard et al. (2005), the logarithm of assets is used to represent size.  

Previous research has found no conclusive result about the impact of size on profitability. Adams and 

Buckle (2003) found no relationship between size and profits in the Bermuda insurance market. On the 

other hand, a positive relation was found by Gschwandtner (2005) and Serrasqueiro and Nunes (2008). 

This is explained by the fact that larger firms are able to develop economies of scale or scope.  A 

reasoning for a negative relation is the agency theory of Jensen and Meckling (1976). They argument 
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that in bigger companies managers often have less incentives to look for profitable investments because 

they are less tied to their company than managers of smaller companies. This results in a lower value of 

the company. This theory was supported in the research of Goddard et al. (2005) 

Age 

To measure the relation between age and profitability, the natural logarithm of the difference between 

the year of establishment and the different examined years is taken. A positive relation between age 

and profitability might be due to the fact that older firms are more experienced and are able to benefit 

from economies of scale. It is also possible that they can profit from their reputation because they are 

better known. On the other hand, it is also possible that older firms are rooted in old and established 

habits. As a consequence they react less quickly to market changes. If this is the case, we could observe, 

in line with Cowling (2004), a negative relation between age and profitability. 

Growth 

The variable growth is defined, in line with previous studies (e.g. Bottazzi, Secchi and Tamagni (2007); 

Coad (2007)) as the differences of the logarithms of size. A positive relation between profits and growth 

seems logic because firms that are able to generate profits can invest those profits into new projects. 

These projects generate more profits in their turn and so you get into a vicious circle. This result was 

also found by Cowling (2004) and Nunes et al. (2009). In his paper, Coad (2007) gives various reasons 

why this isn’t always the case. For example, a negative relation can be found when a firm is able to 

generate a higher profit rate due to efficiency gains by downsizing and concentrating on its core 

competence.  

Industry 

The last control variable used in this research is a proxy variable for the industry in which a company is 

active. This proxy variable is measured by the median ROA per industry. The different industries are 

determined by the NACE-BEL 2008 code of the company. The strength of this variable is that it not only 

measures the influence of the industry, but it is also able to capture nationwide time-specific economic 

factors such as the business cycle. 

Municipality variables 

The purpose of this research is to find out which municipality measures have an impact on the 

profitability of companies. Previous studies have covered the impact of municipal taxes and 

expenditures – variables that the local politicians can influence – on local economic growth or the 
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business location decision, but the direct impact of it on the profits of companies has never been 

investigated. This research paper will cover this perspective. Therefore, three main components are 

investigated: the contribution a municipality gives to its OCMW, the amount of taxes that a municipality 

collects from companies and sixteen municipal expenditures, which can be seen as services that the 

municipality delivers towards the companies. To preserve the comparability of these variables between 

the different municipalities, they are all scaled with the number of people that are employed in that 

municipality. For a complete oversight of all the municipality variables, we refer to table 4.  

The contribution to the OCMW can be seen as an indicator for the prosperity and financial capacity of 

the municipality. We suspect that a higher contribution is an indication for a higher risk for poverty in 

that municipality. This also means that there is less financing available for other expenditures that might 

influence companies. Therefore we expect a negative relation between OCMW contribution and 

profitability. 

The tax variable used in this research represents the municipal levies that apply to the Flemish 

companies. Firstly, the tax revenues from 2000 till 2009 from all the Flemish municipalities were 

collected. This represents about 45 percent of the total municipal receipts. Then the taxes levied from 

the companies were selected. This represents about 30 percent of the municipal tax revenues.2 The 

influence of taxes on the business location was investigated by Due (1961), Grieson, Hamovitch, 

Levenson and Morgenstern (1977), Carlton (1983) and Bartik (1985). They found a significant but small 

negative relation or no relation at all. It is argued that the small relation between taxes and business 

location is due to the fact that the local taxes represent only a relatively small proportion in the total 

costs of a company. Another argument is that the differences in tax rate between the local entities are 

too small to influence the decision. However, Helms (1985) notices that the influence of the taxes can 

be counterbalanced by the public investments that are financed by these local taxes.  Indeed, Bartik 

(1991) found that a negative impact of taxes on economic activity was more likely to be discovered 

when such studies had variables controlling for state and local public services. In a more recent study – 

controlling for local public services - Gabe (2001) found a negative relation between local taxes and the 

number of startups. A recent remarkable result was found by Gabe and Bell (2004). They discovered 

that businesses favour municipalities with high local taxes if these are used to spend high amounts on 

public goods and services.  It is clear that more research on the influence of local taxes is welcome. 

Nevertheless we expect, in line with most previous studies, a negative relation between the taxes and 

profitability of companies. 

                                                           
2
 For a complete oversight of all the selected levies (Dutch) you can contact the writer at the following e-mail 

address: sam.vandervennet@ugent.be 
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For the municipal expenditures we looked at the different expense accounts that might influence the 

profitability of companies directly or indirectly. These represent about 40 percent of the total municipal 

expenditures. Previous research3 has found different local spending categories that might have an 

impact on the economic development. The most important ones are traffic facilities (Jones, 1990; Mofidi 

and Stone, 1990), public safety (Luce, 1994; Tannenwald, 1996) and education (Evans and Karras, 1994; 

Dalenberg and Partridge, 1995). These variables represent respectively eight, twelve and eleven percent 

of the total municipal expenditures in this research. Another considerable expenditure variable included 

in this study is the refuse collection (six percent). 

The sixteen municipal spending variables are assumed to have a positive influence on the profitability of 

companies.  This vision can be explained from three perspectives (Fisher, 1997). Firstly, firms can be 

seen as passive receivers of public services. Here the idea is that the public expenditures reduce the 

production costs of the companies directly or increase the productivity of the companies, either way 

resulting in an increase of the output. This may occur in three ways (Bartik, 1991): public services may (i) 

be an unpriced input to production (e.g. traffic roads, parking spaces), (ii) come along with a price 

reduction paid by the firms for those services (e.g. an expansion of a public harbour may reduce the full 

price firms must pay for shipping traffic and (iii) may reduce the cost of private inputs that firms use (e.g. 

better education may increase the average skills of workers or may attract additional workers to the 

municipality). A second perspective is that firms can be seen as active receivers, who pay a certain input 

price – the taxes they pay - for those public services. An increase in public inputs is then seen as a 

substitution for private inputs which changes the costs and output of the companies. Finally, public 

expenditures may also lead to new private consumption patterns. For example, making investments for 

a good road system can influence the demand for cars, investments in camping sites can attract more 

tourists and in that way generate extra customers for the local catering industry…  

This last example makes it clear that not all public expenditure will influence every type of industry to 

the same extent. Therefore, industry dummies were added to three of the expenditure variables. In 

particular, a catering industry dummy was added to the municipal expenditures for local festivities and 

for the tourism expenses and an agriculture dummy was added for the municipal expenditure for 

agriculture. 

 

 

 

                                                           
3
 For an oversight of previous studies we refer to Fisher, 1997. 
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Variable Description 

Dependent variable 

Return On Assets (ROA) (Profit or loss of the year before tax + financial charges)/ Total Assets 

Independent variables 

LEVERAGE Debt-to-equity ratio 

LIQUIDITY Current ratio 

AGE The natural logarithm of the difference between the examined year 

and the year of establishment 

SIZE The natural logarithm of total assets 

GROWTH The differences of the logarithms of size 

INDUSTRY Median ROA by NACE-BEL 2008 

CONTRIBUTION_OCWM Expenditure account 831 OCMW; this is the municipal contribution to 

their local OCMW 

TAXES The sum of all the municipal receipts from taxes that apply to 

companies 

AGRICULTURE Expenditure account 6 Agriculture; this is the total contribution to the 

local agriculture 

COMMODITY_EXCH Expenditure account 521 

EDUCATION Sum of the expenditure accounts 70 to 75; this includes the 

expenditures for primary, secondary, higher and special education   

ENVIRONMENT Expenditure account 879 Environment 

FESTIVITY_CEREMONY Expenditure account 763 Festivities and ceremonies 

FIRE_DEPART_AND_OTH Expenditure account 35; Fire department and other auxiliary services 

(except police which is separately addressed) 

IMAGE_FOREIGN Expenditure accounts 151 and 152; these represent the expenditures 

a municipality makes for a representations in foreign countries and 

participations on international organizations and conferences 

INVESTSUBS Asset category III.A. Investments subsidies for private companies 

POLICE Expenditure account 33 

REFUSE_COLLECTION Expenditure account 876 

SHIPPING  Sum of the expenditure accounts 441 to 444; expenditures for among 

others constructions and maintenance, inland navigation, ocean 

shipping… 

STUDIES_TRADE Expenditure account 511; Studies that a municipality does (or 

delegates to economic councils) for trade and industry 

TOURISM Sum of the expenditure accounts 561, 562 and 563; expenditures 

related to tourism like promoting the municipality and camping sites 

TRAFFIC Sum of the expenditure accounts 421 to 427; all kinds of investments 

e.g. infrastructure, parking spaces, sign posts, subway, tram, bus… 

WASTE_WATER Expenditure account 877 

WATER_SUPPLY Expenditure account 874 

Table 4: Description of the variables 
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3.3 Data 

The sample used in this research is collected from the BELFIRST database of Bureau van Dijk. This is a 

database that contains information about the financial statements of more than 390.000 companies 

from Belgium and Luxemburg. This research covers a period from 2000 until 2009. Therefore the data of 

non-consolidated financial statements from companies in the Flemish region was collected.  All 

companies with less than five employees were excluded. This is because a lot of the financial statements 

of these companies would not contain enough useful information. Companies whose activities are 

defined under the NACE-BEL-code 35-39, 64-68, 84-88 and 90-99 were excluded. These codes represent 

companies from industries such as financial institutions, public utilities, health care and cultural 

activities. They were removed from the sample because most of these companies are not profit seeking 

and have different financial statements schemes compared to the other companies. This results in the 

collection of financial information of 34.056 companies. The sample contains non-bankrupt as well as 

bankrupt companies, resulting in an unbalanced panel dataset. This also reduces the potential 

survivorship bias.  

The data collected from BELFIRST is matched with data obtained from the dataset ‘Gemeentefinanciën 

Agentschap voor Binnenlands Bestuur’ (Flemish government). This dataset contains the accounts, 

budgets and income statements from all 308 Flemish municipalities starting from 1999. Some 

municipalities had no data for certain years4. These years were removed for those municipalities. To 

scale the municipal variables, the datasets ‘Bezoldigde tewerkstelling Vlg. NACE 2003 (RSZ)’ and 

‘Bezoldigde tewerkstelling Vlg. NACE 2008 (RSZ)’ are used. These datasets contain the number of active 

people per municipality for the years 2000 until 2010. Another adjustment was made to the data 

collected from Belfirst. The companies in this dataset are ordered by ‘deelgemeente’5 whereas the 

dataset ‘Gemeentefinanciën’ is ordered by municipality. In order to match both datasets, the postal 

codes from the deelgemeenten that differ from the main municipality they are part of, were replaced by 

the postal code from that main municipality. This was done with the dataset ‘Gemeenten gerangschikt 

per postcode’ (bpost).  

  

                                                           
4
 Niel for 2003; Kortemark for 2005 and 2006; Beersel, Begijnendijk, Hasselt, Hoegaarden, Malle and Wellen for 

2009; Dilsen-Stokkem for the amount of tax receipts in 2004. 
5
 After the municipal joints consolidation of 1976 the original smaller municipalities who that became part of a 

bigger one or joined a bigger one are named ‘deelgemeente’ in Dutch. 
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3.4 Empirical model 

The static model used to analyze the impact of the municipal policy on the profitability of firms is as 

follows: 

ROAit = β0i + β1LEVERAGEit + β2LIQUIDITYit + β3lnAGEit + β4lnSIZEit + β5GROWTHit + β6INDUSTRY_MEDIANjit 

+ β7CONTRIBUTION_OCWMjit + β8TAXESjit + β9DUMMY_AGRICULTURE*AGRICULTUREjit + 

β10COMMODITY_EXCHjit + β11EDUCATIONjit + β12ENVIRONMENTjit + 

β13DUMMY_CATERING*FESTIVITY_CEREMONYjit + β14FIRE_DEPART_AND_OTHjit + β15IMAGE_FOREIGNjit + 

β16INVESTSUBSjit + β17POLICEjit + β18REFUSE_COLLECTIONjit + β19SHIPPINGjit + β20STUDIES_TRADEjit + 

β21DUMMY_CATERING*TOURISMjit + β22TRAFFICjit + β23WASTE_WATERjit + β24WATER_SUPPLYjit + μit 

With  (it) company i in year t, 

 (jit) municipality j where company i is located in year t 

 β0i are the unobserved fixed effects 

μit is the error term 

As stated before, we are working with an unbalanced panel dataset (supra p. 25). The use of panel data 

provides many advantages in favour of standard cross-section or time-series data (Baltagi, 1995). These 

include an increase in the number of degrees of freedom - due to the fact that the number of 

observations is higher - and reduced multicollinearity resulting in improved efficiency of the parameter 

estimates. Additionally, by using panel data it is possible to include time effects and to control for firm-

specific heterogeneity. This is done by the introduction of firm-specific fixed or random effects 

components. Hereby we allow the intercept of our regression model to vary across units. The difference 

between a fixed effects model and a random effects model is that the company-specific components 

may be correlated with the explanatory variables in the first model whereas in the latter this is not the 

case. There the company-specific components are absorbed by the error-term. The choice between 

both models can be made by the Hausman (1978) test. This tests both models for the possible 

correlation between the company-specific components and the independent variables. The null 

hypothesis hereby is that there is no correlation. If the hypothesis is not rejected, then the random 

effects model is the appropriate one. In the other case, the fixed effects model should be used to 

determine the relationships between profitability and our municipal variables. 

To prevent that the empirical estimates would be influenced by outliers, the sample is trimmed by 

dropping the observations from the top and bottom percentiles of the variables profitability, leverage 

and liquidity. As a result of this we use the information of 31.862 companies in our final dataset. The 
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model is also controlled for heterskedasticity (and autocorrelation) by using White period robust 

standard errors. 

3.5 Empirical results 

Table 5 gives an oversight of the descriptive statistics of all the variables considered in this study, 

including the number of taxes and the total of the selected municipal expenditures. From these 

descriptive statistics we can conclude that the profitability among the Belgian companies is liable to 

some volatility, since the standard deviation is above the mean. The same can be said about the 

explanatory variables leverage, liquidity and growth. This is a confirmation of the fact that our dataset 

contains companies from a wide range of industries. The average company in this sample has the age of 

fourteen years, which indicates that the sample consists of rather mature companies. The logarithmic 

growth rate is positive which indicates that the average company was able to invest in its assets during 

the examined period. The average municipality in our sample levies seventeen different kinds of taxes, 

which is an average receipt of 553,81 Euros per employed person. Next to that, the average Flemish 

municipality spends 1.822,66 Euros per employed person on measures that might influence local 

entrepreneurship. In the descriptive statistics it is also confirmed that the most important municipal 

expenditures are traffic facilities, education and public safety. The other smaller expenditures are more 

volatile across the different municipalities. 

Table 6 provides the correlation matrix, where the correlation between the different explanatory 

variables is investigated. The highest correlation can be found between the police expenditures and tax 

receipts and between the police and fire department expenditures, the two determinants of public 

safety. For the rest there is rather mediocre and low to very low correlation between the variables.  

Table 7 gives the results from the fixed effects regression analysis. The Hausman test pointed out that 

this model should be opted in favour of the random effects model (see Appendix A). Since the industry 

variable captures nationwide time-specific economic factors, only cross-section dummy variables (and 

no time-series dummy) were used in the analysis. 
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   Mean  Median  Minimum  Maximum  Std. Dev.  Observations 

ROA_ 0,0824 0,0661 -0,4238 0,5351 0,1049 227386 

LEVERAGE_ 3,6597 1,9480 -34,3523 8,1181 7,8763 227386 

LIQUIDITY_ 1,8923 1,3194 0,0543 24,4242 2,1144 227386 

LNAGE 2,6329 2,7081 0,0000 4,8122 0,8167 227386 

LNSIZE 7,3033 7,1755 0,0000 17,7095 1,4563 227386 

GROWTH 0,0858 0,0402 -4,6795 8,9318 0,3423 227386 

INDUSTRY_MEDIAN 0,0663 0,0643 -6,9616 0,6113 0,0268 227386 

CONTRIBUTION_OCWM 327,1824 301,5408 0,0000 1.733,5834 163,8479 227386 

TAXES 553,8097 485,6383 13,9184 3.185,3151 330,5643 227386 

AGRICULTURE 1,7339 0,2539 0,0000 890,7017 12,0663 227386 

COMMODITY_EXCH 2,8516 0,3489 0,0000 590,3252 19,0082 227386 

EDUCATION 435,6024 305,3947 0,0000 3.330,6060 425,5560 227386 

ENVIRONMENT 10,5042 6,0003 0,0000 416,5383 14,8787 227386 

FESTIVITY_CEREMONY 17,6914 14,3235 0,0000 239,0935 20,8914 227386 

FIRE_DEPART_AND_OTH 117,8614 96,6918 0,0000 659,6896 72,2589 227386 

IMAGE_FOREIGN 0,0620 0,0000 0,0000 56,9656 1,1409 227386 

INVESTSUBS 12,2640 0,0000 -8,1529 412,1913 34,9210 227386 

POLICE 333,2786 287,9402 0,0000 1.718,2236 174,2126 227386 

REFUSE_COLLECTION 42,9201 27,7994 0,0000 454,2203 47,9585 227386 

SHIPPING 0,7880 0,0000 0,0000 90,7725 6,3024 227386 

STUDIES_TRADE 1,8425 0,0000 0,0000 60,1389 4,2836 227386 

TOURISM 19,4758 8,5170 0,0000 797,1805 44,9977 227386 

TRAFFIC 328,5287 260,8466 15,9089 3.831,9550 257,1562 227386 

WASTE_WATER 25,1727 2,5038 0,0000 629,1099 51,4916 227386 

WATER_SUPPLY 20,9442 10,2413 0,0000 1.137,1648 36,7487 227386 

EXPENDITURES 1.822,6613 1.588,4424 287,4327 8.057,5539 905,4597 227386 

NUMBER_OF_TAXES 17,6050 17,0000 3,0000 37,0000 6,7946 227386 

Table 5: Descriptive statistics 
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Probability LEVERAGE_  LIQUIDITY_  LNAGE  LNSIZE  GROWTH  INDUSTRY_MEDIAN CONTRIBUTION_OCWM TAXES  AGRICULTURE 

LEVERAGE_  1,0000 
        LIQUIDITY_  -0,1490 1,0000 

       LNAGE  -0,1351 0,1392 1,0000 
      LNSIZE  0,0584 0,0306 0,3046 1,0000 

     GROWTH  0,1005 -0,0370 -0,1508 0,0205 1,0000 
    INDUSTRY_MEDIAN  0,0020 0,0325 -0,0082 0,0042 0,0309 1,0000 

   CONTRIBUTION_OCWM  0,0044 0,0030 -0,0192 -0,0931 0,0000 -0,0139 1,0000 
  TAXES  -0,0024 0,0001 -0,0259 -0,0887 0,0038 -0,0363 0,4954 1,0000 

 AGRICULTURE  -0,0046 -0,0036 -0,0018 -0,0161 0,0007 -0,0068 0,0924 0,0585 1,0000 

COMMODITY_EXCH  0,0020 0,0056 -0,0017 -0,0111 0,0011 -0,0033 0,0461 0,1414 0,0322 

EDUCATION  0,0168 -0,0012 0,0020 -0,0234 0,0033 -0,0024 0,3226 0,1936 -0,0047 

ENVIRONMENT  -0,0102 0,0153 -0,0086 -0,0483 0,0053 0,0080 0,2147 0,1961 0,0101 

FESTIVITY_CEREMONY  -0,0067 0,0056 -0,0039 -0,0417 -0,0006 -0,0330 0,1722 0,6231 0,0289 

FIRE_DEPART_AND_OTH  0,0205 -0,0124 -0,0106 -0,0204 0,0065 -0,0219 0,2732 0,4129 0,1200 

IMAGE_FOREIGN  -0,0011 -0,0012 -0,0002 -0,0040 -0,0023 -0,0039 0,0270 -0,0051 -0,0047 

INVESTSUBS  -0,0094 -0,0020 -0,0122 -0,0089 0,0014 -0,0206 0,0320 0,2550 0,0734 

POLICE  0,0234 -0,0099 -0,0126 -0,0803 0,0035 -0,0327 0,5462 0,6702 0,0599 

REFUSE_COLLECTION  0,0118 0,0103 0,0114 -0,0196 0,0021 0,0077 0,3055 0,1404 0,0406 

SHIPPING  -0,0030 -0,0128 0,0013 -0,0139 -0,0052 -0,0228 0,0166 0,0268 0,2751 

STUDIES_TRADE  0,0089 -0,0002 -0,0016 0,0223 0,0073 -0,0020 0,0044 -0,0480 -0,0408 

TOURISM  -0,0030 -0,0080 -0,0246 -0,0566 0,0014 -0,0355 0,1838 0,6533 0,1083 

TRAFFIC  -0,0231 0,0206 -0,0201 -0,1053 0,0048 -0,0100 0,4824 0,4911 0,1222 

WASTE_WATER  -0,0104 0,0283 0,0406 0,0219 -0,0092 -0,0082 0,1991 0,1368 0,0022 

WATER_SUPPLY  0,0097 0,0012 0,0066 -0,0202 0,0025 -0,0071 0,1842 0,2492 -0,0032 

Table 6: Correlation matrix – part 1 
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Probability COMMODITY_EXCH  EDUCATION  ENVIRONMENT  FESTIVITY_CEREMONY  FIRE_DEPART_AND_OTH  IMAGE_FOREIGN  INVESTSUBS  

COMMODITY_EXCH  1,0000 
      EDUCATION  -0,0481 1,0000 

     ENVIRONMENT  -0,0295 0,0967 1,0000 
    FESTIVITY_CEREMONY  0,2725 0,0096 0,0250 1,0000 

   FIRE_DEPART_AND_OTH  0,0737 0,2919 -0,0167 0,3951 1,0000 
  IMAGE_FOREIGN  -0,0039 -0,0019 0,0156 0,0044 0,0000 1,0000 

 INVESTSUBS  0,0255 -0,0157 0,0089 0,2811 0,2939 -0,0155 1,0000 

POLICE  0,0949 0,3850 0,0816 0,5008 0,6647 0,0045 0,1904 

REFUSE_COLLECTION  0,0781 0,2413 0,1324 0,0267 0,2221 0,0492 -0,0500 

SHIPPING  -0,0019 -0,0122 -0,0570 -0,0442 0,2262 -0,0050 0,2596 

STUDIES_TRADE  -0,0365 0,1748 -0,0728 0,0641 0,3358 0,0045 -0,0499 

TOURISM  0,2275 -0,0021 0,1157 0,5399 0,3980 0,0009 0,2949 

TRAFFIC  -0,0444 0,2164 0,4077 0,0578 -0,0135 0,0094 -0,0141 

WASTE_WATER  0,0473 0,0132 0,2236 0,1085 0,0235 -0,0038 -0,0036 

WATER_SUPPLY  0,0507 0,0727 0,0248 0,1748 0,2086 0,0157 -0,0218 

Table 6: Correlation matrix – part 2 
 

Probability POLICE  REFUSE_COLLECTION  SHIPPING  STUDIES_TRADE  TOURISM  TRAFFIC  WASTE_WATER  WATER_SUPPLY  

POLICE  1,0000 
       REFUSE_COLLECTION  0,3080 1,0000 

      SHIPPING  0,1248 -0,0362 1,0000 
     STUDIES_TRADE  0,2100 0,0428 -0,0350 1,0000 

    TOURISM  0,4732 0,1408 0,1962 -0,0248 1,0000 
   TRAFFIC  0,2481 0,2280 -0,0875 -0,1992 0,1751 1,0000 

  WASTE_WATER  0,0686 0,1117 -0,0431 -0,0287 0,0327 0,2471 1,0000 
 WATER_SUPPLY  0,3319 0,1413 0,0246 0,0310 0,2087 0,1286 -0,0403 1,0000 

Table 6: Correlation matrix – part 3 
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Dependent Variable: ROA_         

Method: Panel Least Squares 
   

  

Sample: 2000 2009 
   

  

Periods included: 9 
   

  

Cross-sections included: 31.862 
   

  

Total panel (unbalanced) observations: 227.386 
  

  

White period standard errors & covariance (d.f. corrected) 
 

  

Variable Coefficient 
Std. 

Error t-Statistic Prob. 

C 0,0843 0,0150 5,6319 0,0000 

LEVERAGE_ -0,0001 4,51E-05 -2,5641 0,0103 

LIQUIDITY_ 0,0035 0,0002 14,3814 0,0000 

LNAGE -0,0008 0,0015 -0,5752 0,5651 

LNSIZE -0,0042 0,0011 -3,8468 0,0001 

GROWTH 0,0171 0,0011 15,8784 0,0000 

INDUSTRY_MEDIAN 0,4326 0,2205 1,9619 0,0498 

CONTRIBUTION_OCWM -7,42E-06 4,04E-06 -1,8376 0,0661 

TAXES 9,58E-06 3,80E-06 2,5203 0,0117 

DUMMY_AGRICULTURE*AGRICULTURE 0,0005 0,0009 0,5471 0,5843 

COMMODITY_EXCH 6,06E-05 3,72E-05 1,6280 0,1035 

EDUCATION -3,02E-06 3,26E-06 -0,9247 0,3551 

ENVIRONMENT 5,59E-05 2,25E-05 2,4823 0,0131 

DUMMY_CATERING*FESTIVITY_CEREMONY -0,0002 0,0001 -1,3687 0,1711 

FIRE_DEPART_AND_OTH -3,22E-05 1,57E-05 -2,0554 0,0398 

IMAGE_FOREIGN -0,0001 0,0003 -0,1963 0,8444 

INVESTSUBS -1,01E-06 1,24E-05 -0,0810 0,9354 

POLICE -1,28E-05 5,73E-06 -2,2366 0,0253 

REFUSE_COLLECTION -4,71E-06 8,39E-06 -0,5615 0,5744 

SHIPPING -0,0001 0,0001 -0,8746 0,3818 

STUDIES_TRADE -0,0004 0,0002 -2,1782 0,0294 

DUMMY_CATERING*TOURISM 8,14E-05 8,26E-05 0,9849 0,3247 

TRAFFIC 4,18E-06 4,98E-06 0,8380 0,4020 

WASTE_WATER -8,42E-06 5,63E-06 -1,4947 0,1350 

WATER_SUPPLY 1,09E-05 1,22E-05 0,8907 0,3731 

Effects Specification 

Cross-section fixed (dummy variables) 

R-squared 0,46955 
  

  

Adjusted R-squared 0,38303 
  

  

F-statistic 5,42743 
  

  

Prob(F-statistic) 0,00000 
  

  

Durbin-Watson stat 1,67677       

Table 7: Results from the fixed effects regression model 
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The controlled variables for profitability are all significantly different from zero on the 5% significance 

level, except for age. Three of the relations between the explanatory variables and profitability found by 

Goddard et al. (2005) are confirmed in this research. These are the relationships with leverage (negative 

relation), size (negative) and liquidity (positive). Growth and industry both have positive influence on 

profitability.  

The main purpose of this research was to investigate the relation between the municipality variables 

and profitability. From the 18 variables, only five are significant on the 5% level. These results are 

remarkable and unexpected.  Firstly, we find a positive influence of the collected taxes on the 

profitability of companies. A possible reasoning for this finding is that municipalities who collect more 

taxes from the local companies per active person are simply able to do so because those companies are 

more profitable than in other municipalities. This could indicate that more profitable companies are 

clustered in the same municipalities, pushing each other towards higher return on assets.  Secondly, 

from the most important municipal expenditures, only the two public safety accounts (police and fire 

department and other auxiliary services) are significant. From the smaller municipal expenditures, only 

those for environment and studies for trade and industry are significant. Thirdly, contrary to our 

expectations, from those significant municipal variables only the environment spending has a positive 

relation with profitability. Finally, it should be noted that it is hard to state that any of the municipal 

variables is economically significant. Take for example the two municipal variables used in the first 

regression, namely taxes and expenditures. They both have a high coefficient compared with those 

found in the second regression for the municipal variables. An increase of one standard error from taxes 

or expenditures leads ceteris paribus to an increase/decrease respectively of the return on assets with 

4,06343E-10 and 6,77502E-11 standard errors. It’s clear that, because of these findings, the municipal 

spending in different categories should not be reduced substantially or be eliminated entirely. It might 

be that those variables affect other relevant company characteristics like growth or employment. 

Besides, previous studies already found relations between municipal spending and taxes and local 

economic growth. 
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4 Conclusion 

In this research the impact of local authorities on companies is placed central. Most previous studies 

were carried out in the United States. This one is situated in Belgium, which makes a good research 

location because of the way the local governmental level is organized here. For example, in 2010 the 

Belgian municipalities were responsible for 45,2% of the total public investments. The Flemish 

municipalities were responsible for 56,9% of this share. Our research takes a closer look at these Flemish 

municipalities. Since the 2001 Lambermont-agreement they have been operating under the authority of 

the Flemish government. The Flemish government organizes the local governmental level according to 

the principle of subsidiarity. This means that it tries to give as much powers as possible to the 

governmental level that stands the closest to the citizens: the municipal level. Therefore the 

municipalities are officially recognized as the most important governmental level in Flanders. The reason 

for this constitutional authority is inspired by the theory of decentralization. Because municipalities 

stand the nearest to the citizens and entrepreneurs, they are able to adapt their policies to the local 

needs. Next to that, the handing over of responsibilities to the municipalities could result in a 

competition between the local governments to carry out the most effective and efficient policy. In this 

way the municipal services will be offered at the right price. 

To get more familiar with the Flemish municipalities, their responsibilities are investigated in this 

research. Therefore the municipal budgets were analyzed. From this we found that the municipal 

expenditures for personnel, transfers, operational costs and interest payments are financed with 

performance receipts, general transfers, specific subsidies, receipts from debt and tax receipts. These 

tax receipts represent 47,8% of the total municipal receipts, which makes it the most important source 

of finance. The tax receipts are made up of two main categories: municipal surtax on the income tax and 

the municipal surtax on the withholding tax on real estate. Together these stand for 85,7% of the total 

municipal tax receipts. Next to these surtaxes, municipalities are allowed to levy on everything as long 

as it is not forbidden by law.  

The main purpose of the research paper was to investigate the influence of the local governmental level 

on the companies. The companies pay almost one billion Euros of the municipal taxes, which is about a 

fourth of the total municipal tax receipts. Since the companies may also enjoy the municipal services, it 

is only fair that they have to carry a part of the municipal taxes. This also compensates for the 

externalities that they cause. Entrepreneurial organizations have no problem with this principle but are 

unhappy with one situation: the considerable freedom that the municipalities have for the creation of 

their own levies. Over the years the Flemish municipal taxes have proliferated, resulting in about 100 

different municipal taxes. The entrepreneurial organizations hope that the municipal and Flemish 

governments will undertake something against this jumble of taxes. 
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In contrast with most of previous research – which investigated the impact of municipal policy on local 

economic growth or the impact of local taxes on the business location decision – this study introduces a 

new perspective to investigate the influence of the local governmental level. This is done by looking at 

the impact of the local government level on the profitability of companies. The profitability is measured 

by the ROA. Based on previous research leverage, liquidity, size, age, growth and industry are used as 

controlled variables for profitability. Next to that eighteen municipal variables coming from the budgets 

of all 308 Flemish municipalities were added to investigate the influence of the municipal policy on the 

profitability of companies. From our fixed effects regression analysis we can conclude the following: (I) 

as was expected, leverage has a negative influence on the profitability of companies. A higher debt-to-

equity ratio stands for higher fixed financial costs and higher debt payments resulting in a lower 

profitability of the company; (II) the more liquid a company is, the higher its profitability; (III) we find 

evidence of a negative size-profitability relation, but the relationship between growth and profitability is 

positive; (IV) the type of industry where a company is active has a highly significant influence on its 

profitability; (V) higher taxes per active person in a municipality are associated with a higher profitability 

of the companies active in that municipality. A possible reasoning for this is that more profitable 

companies are clustered in the same municipalities; (VI) in general the municipal variables are not 

economically significant, which indicates that the municipal policy does not influence the profitability of 

companies in strongly. 

This last conclusion should not be interpreted in a wrong way. The question whether a municipality can 

influence an individual company by its policy, remains. It is not because we did not find an economically 

significant relation between the municipal policy and profitability that the municipal spending should be 

reduced substantially. This research gave an initial impetus to investigate the relation between the local 

governmental level and companies in a different way. It is not because the profitability of companies is 

not or only little affected by the municipal variables that other relevant company characteristics like 

growth or employment will lead to the same outcome. Previous studies have already indicated that the 

spending and tax policy of local governments influence the local economic growth. We are also aware 

that in this research the municipal variables are measured on a quantitative basis. Despite the fact that 

these figures are very detailed, they do not measure the quality of the public spending. It is not because 

a municipality spends more money per active person for the public safety that it will be safer in that 

municipality than in other municipalities. Yet this research contributes to the existing literature by using 

the Flemish setting and investigating a new perspective of the possible influence of local governments. 

New research can only help to improve the knowledge about the local government level and try to help 

the decision makers with the development of their policy. 

  



35 
 

References 

Adams, M., Buckle, M., 2003. The determinants of corporate financial performance in the Bermuda 

insurance market, Applied Financial Economics, Vol. 13, pp. 133–143. 

Agentschap Binnenlands Bestuur, 2008. Lokaal Pact tussen de Vlaamse Regering, de Vlaamse 

gemeenten en de Vlaamse provincies. 

Agentschap Binnenlands Bestuur, 2011. Witboek interne staatshervorming. 

Agentschap Binnenlands Bestuur, 2012. Vlaamse profielschets, Binnenband, Vol. 77. 

Agentschap Binnenlands Bestuur, 2013. Startersboek voor gemeenteraadsleden. 

Asimakopoulos, I., Samitas, A., Papadogonas, T., 2009. Firm-specific and economy wide determinants of 

firm profitability: Greek evidence using panel data, Managerial Finance, Vol. 35, pp. 930-939. 

Baltagi, B., 1995. Econometric Analysis of Panel Data, Wiley, Chichester.  

Bartik, T., 1985. Business Location Decisions in the United States: Estimates of the Effects of 

Unionization, Taxes, and other Characteristics of States, Journal of Business and Economic Statistics, Vol. 

3, pp. 14-22. 

Bartik, T. J., 1991. Who Benefits from State and Local Economic Development Policies?, Kalmazoo, MI: 

W.E. Upjohn Institute. 

Belfius, 2012. Gemeentefinanciën: Balans van de bestuursperiode 2007-2012 - 10 vragen over de 

gemeentefinanciën,URL: 

<https://www.belfius.be/NoCMS/doccenter/Research_DossierPresse_20120626_nl.pdf?document.refer

er=https%3A%2F%2Fwww%2Ebelfius%2Ebe%2Fpublicsocial%2FNL%2FExpertise%2FStudies%2FBudgett

aireAnalyse%2Findex%2Easpx>. (06/04/2013). 

Belfius, 2012. Lokale financiën 2012: Gemeenten en Provincies, URL: 

<https://www.belfius.be/www.dexia.be/nl/smallsites/research/publicfinance/com/>. (06/04/2013). 

Belfius, 2012. Een thematische benadering van de lokale financiën, URL: 

<https://www.belfius.be/publicsocial/NL/Expertise/Studies/LokaleFinancien/index.aspx>. (06/04/2013). 

Belfius, 2013. Financiële uitdagingen voor gemeenten, URL: 

<https://www.belfius.be/publicsocial/NL/Expertise/Studies/FinancieleUitdagingen/index.aspx>. 

(03/04/2013). 

https://www.belfius.be/NoCMS/doccenter/Research_DossierPresse_20120626_nl.pdf?document.referer=https%3A%2F%2Fwww%2Ebelfius%2Ebe%2Fpublicsocial%2FNL%2FExpertise%2FStudies%2FBudgettaireAnalyse%2Findex%2Easpx
https://www.belfius.be/NoCMS/doccenter/Research_DossierPresse_20120626_nl.pdf?document.referer=https%3A%2F%2Fwww%2Ebelfius%2Ebe%2Fpublicsocial%2FNL%2FExpertise%2FStudies%2FBudgettaireAnalyse%2Findex%2Easpx
https://www.belfius.be/NoCMS/doccenter/Research_DossierPresse_20120626_nl.pdf?document.referer=https%3A%2F%2Fwww%2Ebelfius%2Ebe%2Fpublicsocial%2FNL%2FExpertise%2FStudies%2FBudgettaireAnalyse%2Findex%2Easpx
https://www.belfius.be/www.dexia.be/nl/smallsites/research/publicfinance/com/
https://www.belfius.be/publicsocial/NL/Expertise/Studies/LokaleFinancien/index.aspx
https://www.belfius.be/publicsocial/NL/Expertise/Studies/FinancieleUitdagingen/index.aspx


36 
 

Bottazzi G., Secchi A., Tamagni F., 2007. Productivity, Profitability and Financial Fragility: Empirical 

Evidence from Italian Business Firms, DIME Working paper 2007.01 in the series on “Dynamics of 

Knowledge Accumulation, Competitiveness, Regional Cohesion and Economic Policies” (DIME Working 

Package 34). 

Bourgeois, G., 2010. Nota aan de Vlaamse Regering. Betreft: Uitvoering Vlaams regeerakkoord - 

Vaststelling van een kader ter ondersteuning van vrijwillige fusies van gemeenten - Financiële en 

organisatorische ondersteuning. 

Bourgeois, G., 2013. Lokale besturen – Financiële toestand, Antwoord op vraag nr. 285 van 8 februari 

2013 van Lode Vereeck 

Brennan, G., Buchanan, J., 1980. The Power to Tax: Analytical Foundations of a Fiscal Constitution, New 

York: Cambridge University Press. 

Brülhart, M., Jametti, M., 2006. Vertical versus horizontal tax externalities: An empirical test, Journal of 

Public Economics, Vol. 90, pp. 2027–2062 

Carlton, D., 1983. The Location and Employment Choices of New Firms: An Econometric Model with 

Discrete and Continuous Endogenous Variables, Review of Economics and Statistics, Vol. 65, pp. 440-

449. 

Coad, A., 2007. Testing the principle of ‘growth of the fitter’: The relationship between profits and firm 

growth, Structural Change and Economic Dynamics, Vol. 18, pp. 370–386. 

Cowling, M., 2004.  The Growth - Profit nexus, Small Business Economics, Vol. 22, pp. 1-9 

Carlton, D., 1983. The Location and Employment Choices of New Firms: An Econometric Model with 

Discrete and Continuous Endogenous Variables, Review of Economics and Statistics, Vol. 65, pp. 440-

449. 

Dalenberg, D. R., Partridge, M. D, 1995. The Effects of Taxes, Expenditures, and Public Infrastructure on 

Metropolitan Area Employment, Journal of Regional Science, Vol. 35, pp. 617-640. 

De Ceuninck, K., 2009. De gemeentelijke fusies van 1976 – Een mijlpaal voor de lokale besturen in België, 

Vanden Broele. 

Deloof, M., 2003. Does working capital management affect profitability of Belgian firms?, Journal of 

Business Finance and Accounting, Vol. 30, pp. 573-588. 



37 
 

De Mello, L. R., 2002. Public finance, government spending and economic growth: the case of local 

governments in Brazil, Applied Economics, Vol. 34, pp. 1871-1883. 

Denaux, Z. S., 2007. Endogenous Growth, Taxes and Government Spending: Theory and Evidence, 

Review of Development Economics, Vol. 11, pp. 124-138. 

Dexia, 2012. Chiffres clés 2010 de l'Europe locale et régionale. URL : <http://public-dexia-

clf.dexwired.net/collectivites-locales/expertise/europe-international/Documents/Nuancier%202011-

2012%20-%20FR/p12.pdf>. (08/04/2013). 

Due, J., 1961. Studies of state-local tax influences on location of industry, National Tax Journal, Vol. 19, 

pp. 163-173. 

Evans, P. D., Karras, G., 1994. Are Government Activities Productive? Evidence from a Panel of U.S. 

States, The Review of Economics and Statistics, Vol. 76, pp. 1-11. 

Fisher, R., 1997. The Effects of State and Local Public Services on Economic Development, New England 

Economic Review, pp. 53-67. 

Gabe, T., 2001. The Effects of Local Taxes and Spending on Business Startups, To be presented at the 

2001 Annual Meetings of the American Agricultural and Applied Economics Association in Chicago, 

Illinois, August 5 – 8, 2001. 

Gabe, T., Bell, K., 2004. Tradeoffs between Local Taxes and Government Spending as Determinants of 

Business Location, Journal of Regional Science, Vol. 44, pp. 21–41. 

Goddard, J., Tavakoli, M., Wilson, J., 2005. Determinants of profitability in European manufacturing and 

services: evidence from a dynamic panel model, Applied Financial Economics, Vol. 15, pp. 1269–1282. 

Golem, S., 2010. Fiscal decentralisation and the size of government: a review of the empirical literature, 

Financial Theory and Practice, Vol. 34, pp. 53-69 

Grieson, R. E., Hamovitch, W., Levenson, A. M., and Morgenstern, R. D., 1977. The Effect of Business 

Taxation on the Location of industry, Journal Of Urban Economics, Vol. 4, pp. 170-185. 

Gschwandtner, A., 2005. Profit persistence in the 'very' long run: evidence from survivors and exiters, 

Applied economics, Vol. 37, pp. 793-806. 

Hausman, J., 1978. Specifications tests in econometrics, Econometrica, Vol. 46, pp. 1251-1271. 

http://public-dexia-clf.dexwired.net/collectivites-locales/expertise/europe-international/Documents/Nuancier%202011-2012%20-%20FR/p12.pdf
http://public-dexia-clf.dexwired.net/collectivites-locales/expertise/europe-international/Documents/Nuancier%202011-2012%20-%20FR/p12.pdf
http://public-dexia-clf.dexwired.net/collectivites-locales/expertise/europe-international/Documents/Nuancier%202011-2012%20-%20FR/p12.pdf


38 
 

Helms, J., 1985. The Effect of State and Local Taxes on Economic Growth: A Time Series-Cross Section 

Approach, The Review of Economics and Statistics, Vol. 67, pp. 574-582. 

Heyndels, B., Vuchelen, J., 1998. Tax mimicking among Belgian municipalities, National Tax Journal,  

Vol. 51, pp. 89-101 

Honjo, Y., Harada, N., 2006. SME policy, financial structure and firm growth: Evidence from Japan, Small 

Business Economics, Vol. 27, pp. 289-300. 

Jensen, M. C., Meckling, W. H., 1976. Theory of the Firm: Managerial behavior, agency costs and 

ownership structure, Journal of Financial Economics, Vol. 3, pp. 305-360 

Jones, B., 1990. Public Policies and Economic Growth in the American States, Journal of Politics, Vol. 52, 

pp. 219-233. 

Justaert, M., 3 januari 2013. 'Geen politicus die graag zijn job afschaft', De Standaard, p. 4. 

Leroy, J., 2005, Recente evolutie van de gemeentelijke fiscaliteit in Vlaanderen, Studie- en 

Documentatiedienst & Hoge Raad van Financiën, Federale Overheidsdienst Financiën. 

Leroy, J., 2010, Gemeentefinanciën voor niet-specialisten, Vlaamse Vereniging voor Steden en 

Gemeenten en Politeia press. 

Luce, T. F., 1994. Local Taxes, Public Services, and the Intrametropolitan Location of Firms and 

Households. Public Finance Quarterly, Vol. 22, pp. 139-167.  

Mast, A., Dujardin, J., Van Damme, M., Vande Lanotte, J., 2006. Overzicht van het Belgisch Administratief 

Recht, Kluwer. 

Mofidi, A., Stone, J., 1990. Do State and Local Taxes Affect Economic Growth?, The Review of Economics 

and Statistics, Vol. 72, pp. 686-691. 

Nunes, P.J., Serrasqueiro, Z.M., Sequeira, T.N., 2009. Profitability in Portuguese service industries: a 

panel data approach, The Service Industries Journal, Vol. 29, Nr. 5, pp. 693-707. 

Oates, W.E., 1972. Fiscal Federalism, New York: Harcourt Brace Jovanovich. 

Ooghe, H., Van Wymeersch, C., 2008. Handboek financiële analyse van de onderneming Deel 1, 

Intersentia. 



39 
 

Reynaert H., Olislagers E., De Ceuninck K., Steyvers K., Valcke T., 2013. De bolletjeskermis van 14 

oktober 2012: politiek is een kaartspel, Samenleving en Politiek (Brussel), Vol. 20, pp. 51-64. 

Serrasqueiro, Z.S., Nunes, P.M., 2008. Performance and size: empirical evidence from Portuguese SMEs, 

Small Business Economics, Vol. 31, pp. 195-217. 

Smolders, C., Goeminne, S., 2005. Impact van de bovenbestuurlijke beslissingen op de lokale fiscaliteit in 

Vlaanderen, SBOV, Spoor Fiscaliteit B-project 2005, Eindrapport. 

Smolders, C., Goeminne, S., Bloemen, L.,2006. Lokale bedrijfsbelastingen: vormen, zin en wenselijkheid, 

SBOV, Spoor Fiscaliteit B-project 2005. 

Tannenwald, R., 1996. State Business Tax Climate: How Should It Be Measured and How Important Is It?, 

New England Economic Review (1996), pp. 23-38 

Tiebout, C. M., 1956. A Pure Theory of Local Expenditures, Journal of Political Economy, Vol. 64, pp. 416-

424 

UNIZO, 2012. 270 UNIZO Lokale Ondernemersverenigingen formuleerden prioriteiten voor hun 

gemeente. URL: <http://www.unizo.be/uwzaakleiden/viewobj.jsp?id=4832680>. (11/04/2013) 

UNIZO, 2012. Ondernemersbelastingen in de 13 Vlaamse centrumsteden en de stad Brussel. URL: 

<http://www.unizo.be/geldenbelastingen/viewobj.jsp?&id=4813952>. (02/10/2012). 

VRIND, 2011. Een slagkrachtige overheid, URL: 

<http://www4dar.vlaanderen.be/sites/svr/afbeeldingennieuwtjes/algemeen/bijlagen/vrind2011/2011-

10-06-vrind2011-hfdst06.pdf>. (13/04/2013). 

 

 

 

  

http://www.unizo.be/uwzaakleiden/viewobj.jsp?id=4832680
http://www.unizo.be/geldenbelastingen/viewobj.jsp?&id=4813952
http://www4dar.vlaanderen.be/sites/svr/afbeeldingennieuwtjes/algemeen/bijlagen/vrind2011/2011-10-06-vrind2011-hfdst06.pdf
http://www4dar.vlaanderen.be/sites/svr/afbeeldingennieuwtjes/algemeen/bijlagen/vrind2011/2011-10-06-vrind2011-hfdst06.pdf


40 
 

Appendix A: Hausman Test 

 

 

Correlated Random Effects - Hausman Test       
  

Equation: Untitled 

   
  

Test cross-section random effects       
  

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.  
  

Cross-section random 869,9284 24 0,0000 
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