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1.The pr

Double devolution processin E
*Upwards towards the Europ
*Downwards toward Local Go
e.g.
Belgium (1992);
Spain (2003);
France (2003)
Italy (2001)
Germany
UK (2000)




May threaten financial

*Eroding central government’s
*Stimulating free-rider behaviour

e.g. Stability and Growth Pact for
e Constraints on General Gov

behaviour;
e But sanctions only on Central

“Decentralization may soften Lo
budget constraint and threaten ov
stability”




Questio

1. What theory suggests?
*What isa SBC probl
*When SBC problemsa

*| s decentralization bou
problems?

2. What isthe available eviden
In Europe?




3. Which arethe dangers, |
decentralization processin

4. \What isthe evidenceon t
Stability Pact?




2. The

Threefeaturesof any SB

1. Two hierarchical levels
willing to play the SBC

- Central g
- Local go




2. Dynamic framework

Timeinc

“EX post, after some action
threatened by local g
government is forced to
not want to take ex ante”




2.1 Why ex po
Incentives of central
diff

2.2 \Why central go
*commit"




3. Expectations are
probl

Local governments mi
expect to affect c
behaviour b




Commit

Private sector can commit...
there is a Public sector..

*Governments find it much
they are sovereign bodies)..

* Constitutional rules need to
Interpreted...

*Sanctions are difficult to ap
democratically elected bodi




Ex ante / ex po

- externalities
..al other resident

- direct blame on central gov.

..no
com
shifti




...... both features point to
defined allocation of fu
resources across govern

...violations of correspon

...overlapping of compet




*Decentralization does not
constraints......it may ha

1. more autonomy at local level
IS spent on public goods whic
government.......

2. other local governments may
than central government....




*But badly done decentraliza

*not clearly defined allocatio
.blur

* 1 nsufficient own resources a

* discretionary transfers..no




3. Empirical

Expectations key of the pro
but expectations cannot be o
.Difficult to find testable |

*Not all bailouts are exampl
problems..

..external causes..
..may not expected (fi




*SBC problems may bet
formal bailouts..

..Excessive transfer
local levels...

..Distortions in publ
local level..




Anecdotic evidence plenty

.Largevariety of instrume
finance...

1. Market contro
2. Constitutional
3. Hierarchical cc




Even larger variety of r

Same instruments work |
don’t in others...

Financial relationships ac
embedded in the tradition
cultural, etc.) of a countr

Difficult to find general r
solutions to different insti




3.2 Economet

..Unsolved techni

..Some evidence of
countr

(Italy, Germany,

.Difficult tofind g




*Blurring of responsibility m
* Past bailouts matter;

*Vertica imbalance matter:

*Size matters but in the oppo little

too fail”)

*Political affinity matters,

* External constraints may shi




4.Decentralizati

Large differences in Europe.

Institutional (Federal, R
Level of decentralizatio
Pattern of local expendi
Sources of financing
Degree of tax autonomy

ok wDdEF




But some common trend

1. Increase in local functi

2. Substitution of transfer

3. Substitution of ear-mar
grants




Dange

1. Decentralization mainly t
(nationally) politically
Education, Social Welfar

Overlapping, blu




2. Local finance may not b

Need |arge tax resour
National taxes (Vat, Per
Tax sharing rather th

...Little budget flexibility,
less accountability, perver




5. National Sta

But iIsthere evidence of alo
finance?

- Two main strategies.

1. Consensual agreements
cooperation..

Austria, Germany, Belgiu




2. Fiscal rules and administrati

France, Italy, Sweden, (
.All cases difficult to enforce
Need unanimity, delayed in G
..But no evidence of loss of co

low level 0




Italian

1. National Pact introduced
changed every year SIin

2. Poor monitoring..

3. Harsh sanctions on paper
...hever




Y et, it mostly worked..

.Basically al R
80-90% of Provinces and
respected the Pact...

..Moral suasion,
agreements..

.Inanth best w
mechanisms may be the




6. Conclusions andi policy.
recommendations

Summing up

« Empirical evidence on
variance of tools and resul

 Nouniversal recipes, r




 Decentralization does
Increase SBC, badly don
might;

« Someworriesfor Euro
France ?, Germany) justi
empirical evidence (yet)




Policy recom

 Build correct financial réel
of gover nments;

(taxes, functions, grants..), cl
budget flexibility

. Avoid too strict controls

(e.g. cellings on expenditure, h
mar ked grants)

May be counter productive
local gover nments, more SB




Exception someborro
(in place almost ever

L arge externalities, altern
controls) poor ..

Sear ch for consensual

Sanctions difficult to enfo
alter native




