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Executive Summary 
 

The deep economic crisis causing high deficits and growing debt ratios 

accompanied by the recent move towards a tightened and more coordinated 

economic governance at EU level have led to a significant reshaping of national 

competencies between layers of government. Based on six case studies, this file 

note seeks to assess the impact of the New Economic Governance on the 

autonomy of local and regional authorities (LRAS), and more generally 

speaking, on decentralisation trends across Europe, by distinguishing between 

three different aspects of decentralisation, i.e. policy and budgetary 

decentralisation, fiscal decentralisation, and political decentralisation. 

 

The analysis of the six case studies is structured around two comparable groups, 

i.e. municipalities (Copenhagen, Warsaw, and Bremen) on the one side, and 

regions/provinces (the PACA region, the province of Trento and the 

autonomous community of Catalonia) on the other side. 

 

After explaining the methodology applied to the research and the selection of the 

case studies, the authors shed light on the interlinkages of two processes, i.e. the 

progress made towards a European Fiscal Union creating a New Economic 

Governance, and the widespread decentralisation dynamic characterising Europe 

over the last decades. These two processes clearly reinforce the role of LRAs, 

although in a different way: While the former implies increased pressure in the 

conduct of sound and balanced budgetary and fiscal policy, although the 

achievement of EU budgetary targets remains the sole responsibility of central 

government, the latter gives more powers to LRAs, be it in policy, budgetary 

and/or fiscal terms. 

 

Regarding the key question of whether the New Economic Governance is likely 

to put the decentralisaiton process on hold, the authors argue that the large 

number of effects stemming from recent EU measures cannot be boiled down to 

one single trend. While some signs of re-centralisation were observed in some 

member states such as Spain and France, they did not take place in all countries 

and may, in addition, be of a temporary nature and offset by other 

countertendencies. Therefore the impact of the New Economic Governance is 

likely to vary largely among member states due to a series of factors, including 

the diverging economic and fiscal performance of each country. In fact, the local 

and regional authorities of a country under severe fiscal surveillance are more 

likely to see a reduction in fiscal and budgetary autonomy than the ones in 

balanced economies. 

 

Nevertheless and despite the limitations of the study, it is right to say that the 

economic crisis together with the New Economic Governance have had a series 
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of common consequences across Europe, including the creation of monitoring 

and enforcement mechanisms, reduced investment capacity in most cases, and 

new forms of vertical and/or horizontal negotiations. However, it remains to be 

seen what real changes these new phenomena will bring and whether they will 

last in good economic times as the effects of the economic crisis and the New 

Economic Governance are, at this stage, still deeply entangled. 
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Introduction 

 

The economic and financial crises in Europe have triggered a process of 

integrating fiscal and economic policies, which has set up milestones for the 

creation of a fiscal union. Despite the incomplete and imbalanced character of 

this fiscal union, the European Union (EU) is trying, within its New Economic 

Governance introduced in 2011, to establish a framework for better coordination 

of macro-economic policies and tighter fiscal and budgetary control. Beyond 

coordination between member states, this framework also touches upon and 

recognises the role of Local and Regional Authorities (LRAs), a new 

phenomenon which might have consequences for the decentralisation process 

and the relationship between LRAs and their central government. 

 

The objective of this note is to shed light on the preliminary impact of the New 

Economic Governance – and in particular its fiscal aspects – on decentralisation 

trends across Europe, by means of six case studies. In doing so, the authors will 

try to answer the following questions: 

 

 What are the effects of the New Economic Governance on the budgetary 

and fiscal autonomy of LRAs? 

 How does fiscal integration at EU level interact with decentralisation? 

 Is it possible to identify similar trends across Europe, despite the diversity 

of national institutional frameworks and the fundamentally new nature of a 

fiscal union at EU level? 

 

To this end, the authors of this note will adopt a two-stage approach. First, 

recent progress made at European level to build a fiscal union will be presented 

and discussed in the context of decentralisation. In addition, the concepts of 

decentralisation and autonomy will be explained from a theoretical viewpoint. 

Second, a comparative analysis of selected case studies will be carried out in 

order to compare the different effects which the new European economic 

governance might trigger. Again, this will be done in two stages: through a 

comparative study of three selected cities (Copenhagen, Warsaw and Bremen) 

and through another comparative analysis of three selected EU 

regions/provinces (the PACA region, the autonomous province of Trento and 

the autonomous community of Catalonia). 

 

This file note will therefore be structured around four main sections. The first 

one highlights the methodology applied by the authors, shedding light on 

previous research findings and explaining the case study selection. The second 

section describes both decentralisation trends in Europe and the architecture of 

the New Economic Governance, including the ongoing process of fiscal 

integration. The third and fourth ones are devoted to comparative analysis of the 
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case studies, starting with the selected cities and then the regions/provinces. 

Each case study analysis looks at the political and legal framework of the given 

country, its performance in implementing the New Economic Governance and 

its implications for the given region/province/city, ending with some policy 

conclusions. 

 

Finally, the conclusions of this note recall the main findings of the study and list 

a series of policy recommendations, which are formulated on the basis of the 

cross-case analysis. 

 

Key elements of this study were presented at the joint Committee of the Regions 

– European Investment Bank high-level conference "Investing in Europe's 

regions and cities" of 13 May 2013
1
. 

  

                                                            
1 See : http://cor.europa.eu/en/news/events/Pages/finance-conference.aspx   

http://cor.europa.eu/en/news/events/Pages/finance-conference.aspx
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1. Methodology 
 

1. Findings of previous research: 

 

In a previous EPC note entitled ‘The Implications of an EU Fiscal Union for 

Local and Regional Authorities’ and produced for the Committee of the 

Regions, the authors carried out an ex-ante analysis of the impact of further 

European fiscal integration on LRAs. In this note, the authors identified a series 

of indicative effects on LRAs, some of which are relevant to this note and taken 

as a hypothetical basis. Therefore, the objective of this note is to test the strength 

of previous findings, which are listed below, with an in-depth analysis of several 

case studies: 

 

1) The effect of the New Economic Governance on LRAs is likely to be 

twofold: on the one hand, it restricts their autonomy; on the other hand, it 

contributes to increasing regions’ bargaining power vis à vis their respective 

central states. 

2) Overall, the more autonomy a region enjoys within its national 

constitutional framework, the more likely it is that the New Economic 

Governance will directly affect its budgetary autonomy and decision-making 

process. Hence, the effects of the New Economic Governance are likely to vary 

according to member states’ internal organisation. 

3) Political negotiation between the different tiers of governance is likely to 

increase in countries where LRAs’ budgetary autonomy is high, whereas new 

measures are likely to be imposed by the central state in countries where LRAs’ 

autonomy is limited. 

4) Changes in budgetary timelines at local and regional level are likely to 

occur in all countries. However, alignment with the European cycle should be 

clearer at local and regional level when financial and budgetary autonomy is 

higher. 

 

2. Methodology and data selection: 

 

The methodology chosen to assess the previous hypotheses is threefold. 

 

First, economic data has been collected from national and local/regional 

accounts to assess both whether the given government complies with the 

indications provided by the New Economic Governance packages (presented in 

Chapter 2) and how three key parameters of autonomy at LRA level, i.e. 

revenue, expenditure, and investment capacity, have evolved since 2010. 
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Second, legal and political information has been obtained so as to provide a 

more meaningful description of local/regional autonomy, considering that the 

size of local/regional budgets represents only one indicator of autonomy (see 

Chapter 2) and needs to be complemented with further information on the 

political and institutional relationship between the central state and its sub-

national level. 

 

Third, more qualitative information, including changes in negotiation 

procedures, budgetary timelines and perceived autonomy, has been gathered by 

means of a questionnaire, which was sent to several national and regional 

experts for each case study. The answers given to in the questionnaire are 

summarised in Annex 2. 

 

3. Case study selection: 

 

The selection of the case studies to test our hypotheses is the result of a multi-

criteria approach. Overall, four criteria have been chosen: an exclusion 

criterion, an implementation criterion, a geographical criterion and an 

institutional criterion. Adopting such a multi-criteria approach is, in the EPC’s 

view, an important factor for the quality of the findings as we believe that, in a 

European context, cross-country analysis requires, simultaneously, sufficient 

comparability and some degree of heterogeneity so as to reflect the diversity 

of the impact that the New Economic Governance may have on LRAs. The 

criteria for the selection of the case studies are summarised below and detailed 

in Annex 1. 

 

With regard to the first criterion, i.e. the exclusion criterion, we have excluded 

all countries, which do not participate in the Treaty on Stability Coordination 

and Governance (TSCG) or which have not yet ratified the Treaty, in view of 

ensuring minimal comparability. Until February 2013, at the moment of the 

selection process, seven countries (BE, BG, HU, LU, MT, NL, UK) did not 

fulfil this criterion and, as a result, were excluded from our sample. 

 

Second, we have applied an implementation criterion. Given that the goal of 

the report is to test the effects of the New Economic Governance on LRAs, we 

have ranked EU member states according to their score in implementing the 

measures indicated in the fourth, fifth, and sixth part of the Directive on 

Requirements for Budgetary Frameworks
2
, which deal with numerical fiscal 

rules, medium-term budgetary frameworks, and coordination with all sub-

sectors of general government and are likely to have a direct effect on LRAs. 

The Directive represents the essential piece of legislation for the New Economic 

                                                            
2 Council Directive 2011/85/EU. 
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Governance which should be transposed into national law, while other European 

legislation has taken the form of regulations and does not need to be translated 

into implementing measures in national law. Therefore, the implementation of 

the Directive on Budgetary Frameworks is considered to be the main element to 

measure the differentiated impact that the New Economic Governance may have 

on member states. Hence, only member states with a sufficient implementation 

score
3
, i.e. between 4 and 12, have been selected in order to include countries 

where an impact assessment can be carried out. This criterion led to the 

exclusion of nine countries (BE, FI, EL, HU, LU, MT, SV, SE, UK), i.e. four 

additional countries (FI, EL, SV, SE) out of the twenty left after the first 

criterion (AT, CY, CZ, DK, EE, FR, DE, IE, IT, LV, LT, PL, PT, RO, SK, ES) 

(see Table 1.2 in Annex 1). 

 

Third, we have applied a geographical criterion to the group of countries 

resulting from the application of the two previous criteria. The aim of the 

geographical criterion is to achieve the broadest coverage of the European 

Union. The first sub-criterion is the north-south balance. The objective is here to 

have at least a Northern member state, a Southern country in crisis, an Eastern 

member state and a country from continental Europe. The second sub-criterion 

deals with euro-area membership. In order to represent the EU’s multi-speed 

integration, and provided that the New Economic Governance is particularly 

developed for euro-area countries, we have decided to select countries within 

and outside the euro-area, including one ERM II member and one euro-area 

candidate.  

 

The last criterion concerns the balance between institutional frameworks. In 

order to reflect the diversity of national institutional frameworks, a selection of 

case studies covering federal, unitary, and regionalised states is required
4
. 

                                                            
3
 The fourth, fifth, and sixth chapters of the directive include five areas of intervention: numerical fiscal rules, 

monitoring, sub-national fiscal rules, multi-annual budgeting and coordination across government tiers. Based on 

the Commission progress report on the implementation of the directive referred to below, we consider that a total 

of 12 measures are required to fully implement the aforementioned chapters. We also use the Commission report 

to assign points to member states for each of the 12 measures. We assign one point when implementation 

measures are already in place, 0.5 points when measures are foreseen at a later stage and 0 points when there is 

no reform envisaged. The countries are then clustered into three groups according to their scores: low 

implementation (score 0-3.5), average implementation (score 4-7.5) and good implementation (score 8-12). 

However, it is important to note that the methodology relies on information provided by the Commission interim 

report, which is sometimes contradictory when comparing the cross-country analysis presented in the summary 

with the more detailed country factsheets. This holds particularly true for Italy and France. Furthermore, it 

should be kept in mind that the report assesses the situation at the end of 2012 and that EU countries were still at 

that time in an ongoing process of transposing the directive. Against this background, analysing the impact of the 

New Economic Governance on the local/regional level might even be more relevant after the expiry of the 

transposition deadline of the directive. 

 See: European Commission (2012), Interim Progress Report on the implementation of Council Directive 

2011/85/EU on requirements for budgetary frameworks of the Member States. European Economy, Occasional 

Papers No. 128 
4
 We adopt here the classification produced by Dexia according to which the EU is composed of federal 

(Germany, Austria and Belgium), regionalised or quasi-federal (Italy and Spain) and unitary states (the 22 other 
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Moreover, we have also prioritised – if applicable – regions, provinces and cities 

with high autonomy. 

 

All in all, the case study sample offers a good geographical balance and reflects 

the diversity of national institutional frameworks, while at the same time 

ensuring a degree of comparability in the sense that all countries selected for 

the case studies have ratified the TSGP and have a satisfactory score with regard 

to the implementation of the directive on budgetary frameworks. 

  

                                                                                                                                                                                          
EU member states). See Hoorens, D., Chatrie, I., Cohen, P., Grau, S., and Hermenier H. (2008) Sub-National 

Governments in the European Union. Dexia Crédit Local Research Department. p.27. 
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2. Fiscal integration and fiscal decentralisation 
 

A. Progress towards a European Fiscal Union: 2010-2013 

 

Since the outbreak of the European phase
5
 of the economic crisis in 2010, it has 

become increasingly clear that European Monetary Union (EMU) governance 

was insufficient, and that the euro-area needed to make progress towards a fiscal 

and banking union. Several decisions aiming to progressively build a European 

fiscal union have already been undertaken and are now being implemented. As 

highlighted in a previous EPC note
6
, the governance structure resulting from 

important decisions taken between 2011 and 2013 is a step in the right direction. 

Nevertheless, it does not yet establish all the instruments and principles required 

for the deployment of a fully-fledged fiscal union. 

 

In a nutshell, the current governance structure of EMU is based on six pillars, 

which partially fulfill the basic functions of a fiscal union, i.e. the prevention of 

endogenous fiscal and macroeconomic shocks, and their correction. These 

pillars are summarised below. 

 

First of all, the reform of the Stability and Growth Pact and its sanction 

mechanism
7
, together with the new TSCG  (Treaty on Stability, Coordination 

and Governance, better known as the “Fiscal Compact”), establish a reinforced 

set of pro-cyclical fiscal rules for participating member states.
8
 The objective of 

these rules is to prevent an unsustainable accumulation of public debt in order to 

restore the credibility of sovereign borrowers, and to reduce implicit burdens on 

other EU countries. The progress of the member states in fulfilling their fiscal 

                                                            
5 The economic crisis comprised two phases: a global phase, from 2007 to 2009 and a European phase, from 

2010 to 2013. This second phase is unique to the euro-area since the degree of financial stress and risk 

perception dominating the EMU financial markets was unprecedented. 
6
 See: Dhéret, Claire, Nicoli, Francesco and Zuleeg, Fabian (2012) ‘The Implication of an EU Fiscal Union for 

Local and Regional Authorities’, EPC note for the Committee of the Regions. 
7
 Enshrined in regulations 1173/2011, 1174/2011, and 1176/2011, part of the so-called “six pack” approved in 

November 2011. 
8 The Stability and Growth Pact is composed of two pillars: a preventive arm (regulation 1466/97 amended) and 

a corrective arm, enshrined in article 126 of the TFEU and in regulation 1497/97 amended. Under the preventive 

arm, member states are required to ensure annual progress towards their medium-term objective. For euro-area 

and ERM2 countries, the medium-term objective cannot exceed 1% GDP structural deficit. Under the corrective 

arm, the government balance shall not exceed 3% of GDP. In addition, the corrective arm of the SGP also 

requires member states with debt above 60% GDP ratio to lower this ratio at a pace of 1/20 per year. 

 

Regulation 1173/2011 defines the reinforced set of sanctions for non-complying member states. Sanctions under 

the preventive arm of the SGP may equal 0.2% of GDP in the form of interest-bearing deposits. Sanctions under 

the corrective arm may be composed by 0.2% GDP in non-interest bearing deposits and 0.2% of GDP in fines. 

The Fiscal Compact reinforces the previous dispositions in many ways. First, the lower limit for the medium 

term objective is fixed at 0.5% GDP structural deficit (1% if the government debt is significantly below 60% 

GDP ratio). Also, the European Court of Justice may be called by a contracting party or by the Commission to 

judge on the preventive arm and on the debt-reduction criterion of the corrective arm, and eventually impose 

additional sanctions up to 0.1% of GDP. 
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obligations is assessed twice a year as part of the enhanced European Semester 

(see below). 

 

Secondly, as part of the Six Pack, the EU introduced the Macroeconomic 

Imbalance Procedure in 2011, which is also part of the European Semester 

(see below). The procedure aims to identify macro-economic imbalances within 

the EMU, correcting them as early as possible and preventing any accumulation, 

which could threaten the stability of the euro-area. The procedure is 

complemented by a sanction mechanism and represents an important component 

of the preventive arm of the European fiscal union. 

 

The aforementioned instruments are coordinated at EU level within the 

European Semester, a policy and budgetary coordination and monitoring tool, 

introduced informally in 2010 and reformed twice (in 2011 and 2013). The 

European Semester, in its Two Pack updated version (see below), covers the 

whole fiscal year and is composed of three main pillars: Europe 2020 Integrated 

Guidelines, the Excessive Imbalance Procedure and the Excessive Deficit 

Procedure. The progress of the member states towards these objectives is 

assessed in two phases each year: in June (design phase) and October (budget 

implementation phase). 

 

Each European Semester begins after concluding an "economic dialogue" with 

the European Parliament in November of the year x(-2) with a Commission 

document called the “Annual Growth Survey”, which introduces the economic 

priorities of the Union. 

 

On the basis of these priorities and their national agendas, EU countries deliver, 

in April each year, a national reform programme together with a stability 

programme containing an outline of the proposed structural reforms to achieve 

the objectives of the Europe 2020 strategy and their contribution to the overall 

financial target of the country. 

 

The European Commission then assesses the national programmes and delivers 

“country specific recommendations” (approved by the European Council) 

whereby it recommends whether countries should change, address or prioritise 

particular aspects of their national reform and stability programmes. At present, 

recommendations under different pillars of the European Semester have 

different legal bases: some recommendations may be binding and, if not duly 

implemented, may trigger sanction mechanisms (for example, recommendations 

under the Excessive Deficit Procedure or the Macroeconomic Imbalance 

Procedure). Recommendations under the Broad Economic Policy Guidelines, 

conversely, cannot be the object of sanctions. 
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With the approval of the Two Pack
9
 in March 2013, EMU countries now have to 

take into account the implementation of national reform and stability 

programmes, as well as of the country-specific recommendations, in their 

national budgets. Euro-area countries will therefore have to submit their draft 

national budgets (consolidated with sub-national expenditure figures) to the 

Commission in October each year so that the Commission can update, in 

agreement with the Eurogroup, the country-specific recommendations in order  

to address budgetary shortcomings. 

 

In addition, in March 2013, the Commission made explicit its willingness to 

further reform the European Semester, introducing strengthened coordination for 

major reform plans
10

. The aim is to support member states facing difficulties that 

may affect the entire eurozone in undertaking the necessary reforms through the 

Convergence and Competitiveness Instrument (CCI). This instrument would be 

a combination of a contractual arrangement with a mechanism for financial 

support and follows suggestions made by euro-area leaders in June 2012.
11

 

 

The fourth pillar is represented by the Directive on Budgetary Frameworks, 

also introduced in 2011 within the Six Pack. The directive, which will 

significantly affect LRAs, requires member states to put in place some kind of 

national numerical fiscal rules, introduce multi-annual financial planning, and 

coordinate expenditure across government tiers. 

 

The fifth pillar of the new governance of the EMU is the European Stability 

Mechanism (ESM), which is currently the only governance instrument 

available to correct macro-economic shocks. The ESM is designed to offer 

financial resources to crisis-stricken countries which cannot finance themselves 

on financial markets. The financial support is made conditional on the 

implementation of a number of important measures and reforms. In the future, 

the instrument might become part of the European Semester, as suggested by 

euro-area leaders in June 2012
12

. 

 

The final component of the European fiscal union is the ongoing negotiations for 

the introduction of a European Banking Union, which represents a core 

element to strengthen the stability of intra-euro-area financial flows and to 

regulate the banking sector in view of preventing future shocks. Euro-area 

                                                            
9 Draft regulations 0385/2011 and 0386/201. 
10 See: http://ec.europa.eu/economy_finance/articles/governance/pdf/2039_165_final_en.pdf  
11 Euro Area Summit Conclusion, 29 June 2012. Available at: 

http://www.google.be/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=0CCoQFjAA&url=http%3A%2F

%2Fwww.consilium.europa.eu%2Fuedocs%2Fcms_data%2Fdocs%2Fpressdata%2Fen%2Fec%2F131359.pdf&

ei=RpuDUeiUJKeu4ATZ8YCoDA&usg=AFQjCNH_2xU3QnyIww0M_aa3xhcgngDFqA&sig2=iBtt4PDEopX

1R9wYS8qpkw 
12 Ibid. 

http://ec.europa.eu/economy_finance/articles/governance/pdf/2039_165_final_en.pdf
http://www.google.be/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=0CCoQFjAA&url=http%3A%2F%2Fwww.consilium.europa.eu%2Fuedocs%2Fcms_data%2Fdocs%2Fpressdata%2Fen%2Fec%2F131359.pdf&ei=RpuDUeiUJKeu4ATZ8YCoDA&usg=AFQjCNH_2xU3QnyIww0M_aa3xhcgngDFqA&sig2=iBtt4PDEopX1R9wYS8qpkw
http://www.google.be/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=0CCoQFjAA&url=http%3A%2F%2Fwww.consilium.europa.eu%2Fuedocs%2Fcms_data%2Fdocs%2Fpressdata%2Fen%2Fec%2F131359.pdf&ei=RpuDUeiUJKeu4ATZ8YCoDA&usg=AFQjCNH_2xU3QnyIww0M_aa3xhcgngDFqA&sig2=iBtt4PDEopX1R9wYS8qpkw
http://www.google.be/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=0CCoQFjAA&url=http%3A%2F%2Fwww.consilium.europa.eu%2Fuedocs%2Fcms_data%2Fdocs%2Fpressdata%2Fen%2Fec%2F131359.pdf&ei=RpuDUeiUJKeu4ATZ8YCoDA&usg=AFQjCNH_2xU3QnyIww0M_aa3xhcgngDFqA&sig2=iBtt4PDEopX1R9wYS8qpkw
http://www.google.be/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=0CCoQFjAA&url=http%3A%2F%2Fwww.consilium.europa.eu%2Fuedocs%2Fcms_data%2Fdocs%2Fpressdata%2Fen%2Fec%2F131359.pdf&ei=RpuDUeiUJKeu4ATZ8YCoDA&usg=AFQjCNH_2xU3QnyIww0M_aa3xhcgngDFqA&sig2=iBtt4PDEopX1R9wYS8qpkw
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leaders have already agreed to introduce a Single Supervisory Mechanism, 

which will be led by the ECB. In addition, talks on the introduction of a Single 

Resolution Mechanism are currently ongoing. However, the third and most 

important component of a banking union, a Single Deposit Guarantee, is not 

being discussed at the moment, weakening the entire banking union’s structure 

and credibility. 

 

Hence and as mentioned later in this report, the description of the six pillars of 

the European New Economic Governance shows that it is still a new and 

ongoing process, which is still largely unknown among local and regional 

stakeholders. In addition and despite substantial progress towards a genuine 

fiscal union, the current governance architecture is clearly incomplete and 

imbalanced. While the preventive arm of the fiscal union is in place thanks to 

fiscal rules, policy coordination, the preliminary nature of the banking union and 

the macro-economic imbalances procedure, the corrective arm is still limited to 

the ESM, which has clear limitations in terms of size and governance. In 

addition, the entire structure still lacks coherence, transparency, and democratic 

control. 

 

It is also important to note that the New Economic Governance is composed of 

instruments and policies. While some instruments have a clear economic and 

political content (for example, the Fiscal Compact or the Excessive Imbalance 

Procedure), others (such as budgetary coordination or the European Semester) 

are procedural mechanisms. Their objective is to strengthen the effectiveness of 

European coordination and the policy making process, and the political content 

implemented through these instruments may vary over time as it greatly depends 

on the priorities of EU leaders. Thus, any evaluation of the New Economic 

Governance should carefully analyse what effects stem from the governance 

structure itself, and what depends on the contents agreed by member states. 

 

B. Fiscal and political decentralisation patterns 

 

Generally speaking, Europe has been characterised by a steady process of 

decentralisation over the last few decades
13

. Thus, the European crisis, and then 

the beginning of fiscal integration in Europe, occurred in a period when the 

decentralisation of competencies from the central state to sub-national 

authorities was already taking place. Indeed, decentralisation is not a new 

phenomenon; it is rather a long-standing process, which began well before the 

introduction of the Single Currency
14

.  

                                                            
13 See: Dhéret, Claire, Martinovici, Andreea and Zuleeg, Fabian (2012), “Division of powers between the 

European Union, the Member States and local and regional authorities – Additional Fiscal/Budgetary Elements”, 

EPC note for the Committee of the Regions. 
14 Dhéret, Claire, Nicoli, Francesco and Zuleeg, Fabian [2012] p.38-40. 
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However, the rapid development of fiscal integration at EU level has important 

implications for policies conducted at the regional/local level and the future 

nature of the decentralisation process. Thus, improving our knowledge of the 

interaction of these two processes is essential in order to ensure that current 

reforms lead to the desired results on the ground. 

 

From a theoretical point of view, EU fiscal integration and decentralisation are 

two complementary processes, which go in the same direction and lead to a 

slow but steady reduction in central states’ powers. Indeed, while the former is 

characterised by significant transfers of political and economic decision-making 

to the supranational level, the latter increases the competences and resources of 

subnational tiers of government. Therefore, the simultaneous action of these two 

processes results in a loss of national authorities’ competencies. 

 

However, such a conclusion does not hold true in Europe, even if the role of 

LRAs has been increasingly recognised at EU level
15

. Indeed, the process of 

economic and fiscal integration in Europe puts nation states at the heart of the 

process. They remain the main agents which decide on possible developments at 

EU level, and they are held accountable for their budgetary and economic 

outlook. In other words, despite substantial progresses towards decentralisation, 

nation states still represent the essential partner when economic and budgetary 

coordination is needed. As a consequence, Europe’s fiscal and economic 

integration might jeopardise future decentralisation trends, although it also 

highly depends on the content of the policies. 

 

Decentralisation has been the subject of increased research over recent decades. 

Nevertheless, the concept is not always well-defined. Many studies usually 

prefer to emphasise one particular aspect of decentralisation without taking 

others into account. For instance, some studies take sub-national responsibilities 

or the size of the sub-national public sector as a share of GDP as the main 

indicators to measure LRAs’ autonomy. However, it is important to recall that 

decentralisation is a complex and multi-dimensional concept which cannot be 

limited to one single indicator. 

 

One of the most promising indicators, according to the OECD
16

, was proposed 

by Marks, Hooghe and Shakel
17

, who identify eight dimensions of autonomy 

(see Table 1 below) and rank 42 countries on a composite statistical index built 

on the eight dimensions. Four dimensions concern self-government capacity 

                                                            
15 Dhéret, Claire, Martinovici, Andreea and Zuleeg, Fabian [2012]. 
16

 Blochliger, H. and J. Rabesona (2009), The Fiscal Autonomy of Sub-Central Governments: an update. OECD 

Network of Fiscal Relations Across Levels of Government, 9/2009. 
17 Marks, G. Hooghe, L. and A. Schakel (2008) Measuring Regional Authority. Regional and Federal Studies, 

Vol. 18, no.23, pp.111-121. 
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(also called the self-rule criterion), and the four others deal with the influence of 

LRAs on decisions of upper tiers of government (called the shared-rule 

criterion). 

 

In this report, the decentralisation process will be analysed as a multi-

dimensional concept, taking into account several concurrent aspects which 

determine the autonomy of sub-national entities. In particular, great attention 

will be paid to three aspects of the Marks-Hooghe-Schakel’s methodology: 

policy and budgetary decentralisation, fiscal decentralisation and political 

decentralisation. The autonomy of our case studies will be analysed on the basis 

of these three criteria. However, before assessing the implications of the New 

Economic Governance on the autonomy of our case studies, it is essential to 

provide a definition of the three criteria. 

 

Table 1 

Marks-Hooghe-Schakel Methodology 

 
 

Marks, G. Hooghe, L. and A. Schakel (2008) Measuring Regional Authority. Regional and Federal Studies, 

Vol. 18, no.23, p.115. 
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- Policy and budgetary decentralisation 
Policy and budgetary decentralisation represents the most widely-used criterion 

by the research when it comes to measuring sub-national autonomy. This 

criterion can be defined as the amount of resources available to LRAs in putting 

in place policies they are in charge of, without looking, however, at how these 

policies are financed. In other words, assessing policy and budgetary autonomy 

means looking at the size and functions of sub-national revenues and 

expenditures, without taking into account the structure of the revenue side. 

 

Therefore, policy and budgetary autonomy would basically depend on two 

factors: the size of the available resources (as a percentage of total public sector 

if we look at aggregate figures for a country, or as share of the aggregate figure 

if we look at one particular case study) and the actual competencies and 

functions of LRAs. In addition, we will take into account constraints in the 

budgetary procedure in order to evaluate budgetary and policy decentralisation. 

This could include, for example, the obligation to comply with internal fiscal 

rules or the prohibition of emitting debt. 

 

- Fiscal decentralisation 

Fiscal decentralisation refers to the composition of the revenue side of sub-

national budgets. A true process of fiscal decentralisation (as well as of fiscal 

integration) requires that the given tier of government acquires fiscal autonomy 

in financing all or part of its budget, regardless of its size, with independent 

taxation instruments. Therefore, a local/regional authority with a large budget 

and several competencies financed almost exclusively by transfers from its 

nation state would not have a strong degree of fiscal autonomy, whereas a small 

city financing its policies entirely with local taxes would. 

 

However, defining what an independent resource consists of is not an easy task. 

We define fiscal autonomy as “the political power of setting and modifying 

taxation instruments”
18

 and this implies considering different aspects, including 

the sources of financing for sub-national budgets. Table 2 lists the main 

theoretical sources of financing for LRA budgets, making the distinction 

between independent taxation, shared taxation and dependent taxation. While 

independent taxation (‘own taxes’, as they are referred to by Dexia) represents 

the full expression of fiscal autonomy, shared taxes are a more complex case. 

Indeed, a shared tax is a national tax that partially finances the activities of the 

local authority. The power of the regional or local authority to decide the base 

and the tax rate might be limited, although it varies greatly according to each tax 

instrument and states’ legal framework. With regard to dependent taxation, the 

                                                            
18 See: OECD [2009]. 
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fiscal autonomy of LRAs does not exist, as the central government sets the rate 

and base of the LRA’s tax. 

 

Table 2 

Taxonomy of tax power 

 
Source: EPC simplification from Blochliger, H. and J. Rabesona (2009). The Fiscal Autonomy of Sub-Central 

Governments: an update.OECD Network of Fiscal Relations Across Levels of Government, 9/2009, p.4. 

 

 

- Political decentralisation 

Political decentralisation is the final aspect of decentralisation taken into account 

in this study. It is composed of three elements: first, the presence of a directly-

elected legislative body; second, the presence of an executive authority directly-

elected or elected by the legislative body; and third, the presence of political 

negotiations (either vertical or horizontal) to set political and budgetary 

priorities/targets. While the first and second elements are, of course, very 

important, we will concentrate on the third element of political autonomy, as a 

previous EPC study clearly indicated
19

 that an increase in vertical and horizontal 

negotiations is likely to be one of the short-term effects of the new economic 

governance. 

  

                                                            
19

 Dhéret, Claire, Nicoli, Francesco and Zuleeg, Fabian [2009] p.38-40.  



  

17 
 

3. The implications of the new European Economic 

Governance for Local Authorities: the examples of 

Copenhagen, Warsaw and Bremen 
 

3.1 The example of Copenhagen 
 

1. The political and legal framework at national level 

 

Denmark is, constitutionally, a unitary state. Despite its constitutional status, this 

Nordic country is widely recognised as one of the most decentralised member 

states of the European Union. The principle of Local Autonomy is enshrined in 

Article 82 of the 1953 Constitution, which grants independence for local 

authorities in the management of local affairs “under the supervision” of the 

central state. 

 

Nevertheless, different and contrasting trends can be identified in recent years, 

especially in the 2007 reform of local authorities, and in the 2009 introduction of 

conditional transfers. 

 

On the one hand, the acknowledged decentralisation of the country is 

particularly evident when one looks at the level of sub-national public 

expenditure, indicating the level of competencies of subnational authorities in 

providing services and implementing policies. Eurostat data shows that sub-

national public expenditure accounted for 59% of total public expenditure 

between 2000 and 2003, 63.7% between 2004 and 2007, and 64.2% between 

2007 and 2011
20

. In addition, the composition of sub-national revenues indicates 

a high level of decentralisation given the significant share of own taxation (49%) 

in total revenues. 

 

According to the composite index of fiscal autonomy proposed by Cigu and 

Oprea, Denmark ranks fourth in the EU
21

. The OECD also considers Denmark 

to be among one of its most decentralised members, scoring first with regard to 

the share of tax income in total revenues of local government, and third with 

regard to the share of own taxes in total taxes
22

. 

 

On the other hand, as explained below, recent trends include the introduction of 

tightened fiscal rules, informal control over local tax rates, and making fiscal 

                                                            
20 Eurostat, government statistics. 
21 Cigu, E. and F. Oprea (2012), Method of determining the degree of autonomy of the administrative-territorial 

units. Journal of Public Administration, Finance and Law. Issue 1, 2012. 
22 OECD [2009- cf. note 14]. 
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transfers conditional on the respect of informal agreements, which are annually 

reached between the different government tiers. 

 

Overall, Danish municipalities have extended powers as regards the self-

government capacity criterion. Indeed, they have extended policy scope (which 

implies that a substantial proportion of public expenditure takes place at local 

level), large nominal fiscal autonomy (hampered however by recent regulation 

and political practice) and directly elected executive and legislative bodies. 

However, their influence on national policymaking, i.e. the shared ruling 

criterion, is limited, and mostly done through the association of municipalities, 

which deals with negotiations on fiscal issues on an annual basis. 

 

Table 3.1.1 

Competences of sub-national government tiers 

 

Municipalities Counties Regions 

Before the 

reform 

primary education, 

social welfare, local 

utilities, part of health 

services, Tax powers 

most of health 

services, secondary 

education, 

environmental 

protection, transport, 

tax powers 

/ 

After the 

reform 

primary  education, 

social welfare, local 

utilities, part of 

healthcare, transport, 

extended tax powers 

/ part of healthcare, regional 

development, part of social 

welfare and regional 

transport) 

 

Source: Dexia (2008) Subnational Government in the European Union. Dexia. 

 

 

The reform process - The evolution of the internal organisation of the state has 

been marked by three important steps. Firstly, the country undertook 

comprehensive reform of its internal structure in 1970, reorganising parishes, 

burghs and provinces into municipalities and counties. Since 1970, in addition, 

municipalities are obliged to present balanced budgets. Multi-annual budgeting 

was later introduced in 1979
23

. In 2000, the municipality and the county of three 

cities, including Copenhagen, were merged into a single entity. 

 

Later, the central government initiated a process of comprehensive reform of the 

local autonomy of municipalities and counties. The reform was approved in 

2005 and implemented in 2007. As a result, counties were merged to form five 

regions, and the number of municipalities was reduced from 271 to 98. In 

addition, the 2005-2007 reform changed the distribution of competencies 

between government tiers. As indicated in Table 3, counties’ former powers 

                                                            
23 Denmark questionnaire results. 
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were redistributed to other government levels. As a result, most of the 

municipalities in the country were affected positively by the change, acquiring 

new responsibilities and new taxation powers. The reform, however, also 

tightened national control over sub-national public expenditure (see below). 

 

Budgetary procedures 

 

Since 1979, the annual budgetary targets of municipalities (and nowadays 

regions), including the target for the total tax burden, have been defined in a 

non-binding agreement signed in June between the state and the national 

association of municipalities (and regions)
24

. Even before the 2005-2007 reform, 

however, there was a trend aiming to tighten the central government’s control 

over subnational expenditure (as shown by the OECD
25

) especially aiming to 

control capital expenditure. Capital expenditure limitations were introduced in 

2004 and a scheme on current expenditure limitation (the so-called “surplus 

liquidity reserve”) was introduced in 2007. The system was substituted by a 

simplified version in 2009 based on two instruments. 

 

First, a substantial share of central transfers (the so called “block-grant”) was 

made conditional on the implementation at local level (formally non-binding) of 

annual agreements, already in place since 1979, between the Associations of 

Municipalities and the Government. If the total spending of the sub-national 

sector does not respect the agreement, the block-grant is cut in order to reduce 

funding directed to the sub-national sector as a whole and the individual 

municipalities that do not complain with the agreement. This system aims not 

only to prevent budgetary overruns, but also to create “peers’ pressure” on non- 

complaining municipalities. 

 

Second, the government introduced a mechanism to sanction municipalities that 

raise local taxation above the level agreed annually between the Association of 

Municipalities and the Government. While the local autonomies maintain 

formally the power of raising taxes and modifying tax rates, the increment in 

revenues generated by the taxation is off-set by cuts in grants from the general 

government since 2009. Again, part of the cuts concern only the share of the 

grant directed to non-complying municipalities, while a second part applies to 

the overall transfers of the government to the municipalities. Interestingly, the 

individual part of the sanction is supposed to progressively phase out over a 

                                                            
24

European Commission (2012), Report on Public Finances in the EMU-2012 European Economy. 4. July 

2012.p.222 
25 OECD (2013), p.120. Available at:  

http://www.keepeek.com/Digital-Asset-Management/oecd/governance/measuring-fiscal-

decentralisation/measuring-decentralisation_9789264174849-10-en. 

http://www.keepeek.com/Digital-Asset-Management/oecd/governance/measuring-fiscal-decentralisation/measuring-decentralisation_9789264174849-10-en
http://www.keepeek.com/Digital-Asset-Management/oecd/governance/measuring-fiscal-decentralisation/measuring-decentralisation_9789264174849-10-en
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period of five years, being fully substituted by a collective sanction 

mechanism
26

. 

 

Therefore, while on one side the fiscal autonomy of municipalities in Denmark 

is still nominally strong, the recent measures implemented by the Government 

create a system of collective and individual sanctions and of peers’ pressure 

which practically bring major fiscal decision under the supervision of the central 

government. 

 

Overall, municipalities have three main sources of their own tax revenue: 

municipal income tax (the national parliament decides the tax base and 

municipalities decide the tax rate), land tax, and business property tax. They also 

receive 8.3% of corporate income tax collected in the constituency. 

 

According to the OECD, 90.6% of the 2005 total tax revenue was composed of 

nearly autonomous tax instruments. However, as pointed out by a later OECD 

study
27

, this figure can be misleading, as it does not fully recognise the heavy 

constraints introduced on local budgetary and fiscal processes since 2009, which 

still preserve – formally – the autonomy of the LRAs in taxation but also clearly 

link grant-based revenues to the performance of LRAs in following the central 

state’s indications. 

 

2. Performance of Denmark in adopting EU legislation: 

 

Denmark, alongside the UK, is the only country with a formal opt-out from the 

euro-area. The Danish krone, however, is a member of the European Exchange 

Rate Mechanism (ERM) II, introduced in 1999, together with Latvia and 

Lithuania. This implies that the Danish Central Bank is committed to observe a 

monetary policy strictly related to ECB decisions, and to maintain a currency 

fluctuation rate within a margin of ±2.25%. As a consequence, Denmark is 

affected by economic cycles and trends in the euro-area. As a result, the country 

has decided to participate in several instruments of the New Economic 

Governance. 

 

2.1 Fiscal Compact 

 

Denmark was the second country (after Greece) to approve the TSCG in June 

2012. However, Denmark is only partially affected by the measures of the treaty 

as its participation is made on a voluntary basis. Hence, the country can decide 

unilaterally not to be bound by any of the measures of Articles 3-11, which 

include fiscal targets, sanction mechanisms and coordination of economic 

                                                            
26 Ibid. p.121. 
27 Ibid. 



  

21 
 

policies. Nevertheless, the country has officially declared
28

 that it will be fully 

bound by the provisions of Articles 3-11. The fiscal compact was also recently 

transposed into Danish law. The New Budget Law was approved in June 2012 

and came into force in October of the same year
29

. 

 

2.2 The European Semester 

 

Denmark is bound by the European Semester even if its opt-out from the euro -

area prevents that institutional mechanism from delivering sanctions for 

excessive deficits and macroeconomic imbalances. In addition, its opt-out means 

that the country does not participate in the strengthened version of the semester 

included in the Two-Pack approved in March 2013. 

 

Preventive arm of the SGP - Since the 2012 cycle (the first with the legal 

structure of the Semester in place), Denmark has presented structural fiscal goals 

in line with the provisions of the SGP
30

. The 2011 Convergence Programme 

established a structural balance for 2011 of -0.7% and -1% for 2012. The actual 

data for 2011 was a surplus of 0.2%. The Convergence Programme of 2012 

stated a deficit of 0.9% for 2012, and a deficit of 0.3% for 2013. The actual data 

was a deficit of 0.8% in 2012. In 2013, the Danish government estimated a 

structural deficit of 0.2% and 0.3% for 2013 and 2014 (see Table 3.1.2). 

 

Table 3.1.2 

Danish accounts: structural balance and net lending/borrowing 

Structural balance 2011 2012 2013 2014 

2011 Convergence Programme 0.70% -1%   

2011 Commission Assessment 2.20% -1.80%   

2012 Convergence Programme  -0.90% -0.30%  

2012 Commission Assessment  -1.70% -1%  

2013 Convergence Programme 

2013 Convergence Programme 

  -0.20% 

0% 

-0.30% 

-0.30% 

Actual Data 0.20% -0.80%   

Government net 

lending/borrowing 

-1.8% -4% -1.6% (es) -1.7% (es) 

 

 Source: Danish Convergence Programmes, 2011, 2012 and 2013; Commission Services Working Paper, 2011, 

2012 and 2013. 

  

                                                            
28 See http://www.consilium.europa.eu/policies/agreements/search-the-agreements-

database?command=declaration&lang=en&aid=2012008&partyId=DK&doclang=en  
29

 European Commission (2012), Interim Progress Report on the implementation of Council Directive 

2011/85/EU on requirements for budgetary frameworks of the Member States. European Economy, Occasional 

Papers No. 128, p. 35. 
30 See: Danish Convergence Programmes, 2011, 2012 and 2013; Commission Services Working Paper, 2011, 

2012 and 2013. 

http://www.consilium.europa.eu/policies/agreements/search-the-agreements-database?command=declaration&lang=en&aid=2012008&partyId=DK&doclang=en
http://www.consilium.europa.eu/policies/agreements/search-the-agreements-database?command=declaration&lang=en&aid=2012008&partyId=DK&doclang=en
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Corrective Arm of the SGP - Denmark is currently under the Excessive 

Imbalance Procedure
31

. The General Government Balance was -1.8% GDP in 

2011 and -4% in 2012. The Convergence Programme 2013 states, however, a 

deficit of 1.6% of GDP in 2013, indicating a safe margin for the conclusion of 

the EDP in this year. 

 

Macroeconomic imbalance procedure - Denmark also participates in the 

macroeconomic imbalances procedure, introduced in 2011 together with the 

European Semester, even if the country cannot be sanctioned for its behaviour. 

In this respect, the Alert Mechanism Report released in February 2012 provided 

early signals of imbalances in Denmark. On this basis, the European 

Commission launched in 2012 the required in-depth review to find out if 

imbalances exist and if they are already unsustainable. As a result, the 

Commission indicated that the Danish economy is slowly losing 

competitiveness, and pointed out a macroeconomic imbalance which is not 

currently excessive but needs to be addressed quickly
32

. 

 

Recommendations affecting sub-national government - In addition, it is 

interesting to note that the main recommendations delivered in 2011 and 2012 

by the Commission (and approved by the Council) have different effects on 

local authorities. The 2011 recommendations had both a direct and indirect 

impact on LRA autonomy. Indeed, the Commission recommended introducing 

binding spending ceilings for sub-national bodies, and requested measures 

aiming to strengthen competition in local services, opening up local authorities’ 

public procurement. 

 

In comparison, the 2012 recommendations were more targeted at the national 

level. However, the Council asked for the opening up of local services and 

procurement to continue, and suggested reforming the municipal land tax 

system. Lastly, the proposed 2013 recommendations continue to call for a 

reduction of barriers to competition in public services (see Table 3.1.3). The 

Council adopted the concerned recommendations without changes. 

  

                                                            
31 See : http://ec.europa.eu/economy_finance/economic_governance/sgp/deficit/countries/denmark_en.htm   
32 Deroose, S., Kröger, J. and A. Bucher (2012) Macroeconomic Imbalances – Denmark. Occasional Papers 

102, July 2012. 

http://ec.europa.eu/economy_finance/economic_governance/sgp/deficit/countries/denmark_en.htm
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Table 3.1.3 

Danish specific recommendations 

Year Recommendations with direct effects on LRAs 

2011 - Strengthen expenditure control by adopting binding multiannual spending 

ceilings for local regional and central government. 

- Take steps to remove obstacles in competition, in particular in local services 

and retails (…) opening up procurement in municipalities and regions. 

2012 - Continue efforts to remove obstacles to competition, in particular in local 

services, the retail and construction sector, including by further opening the 

municipal and regional procurement of services 

- (...) Reviewing the property value tax system and the municipal land value 

tax system. 

2013 

 

- Continue efforts to remove obstacles to competition in the services sector 

including in the retail and construction sectors and enhance effectiveness in the 

provision of public services. 

 

 

2.3 Directive on Budgetary Frameworks 

 

According to the information provided by the Commission,
33

 Denmark is 

performing rather well with regard to the implementation of the Directive’s 

chapters on fiscal frameworks. The country has introduced an overall system of 

fiscal rules, including expenditure control through the new budget law, which 

translated the Fiscal Compact into Danish law. Also, this system is 

strengthening balanced budget requirements which will enter into force during 

2014
34

. In addition, the Commission reports that an independent body (the 

reformed Economic Council) will be in charge of assessing implementation of 

fiscal rules by the central government from January 2014 onwards
35

. Even if no 

legal fiscal rule for sub-national authorities was reported by the Commission, we 

consider that the conditionality of transfers described above meet the Directive’s 

requirements in terms of controlling sub-national expenditure. In addition, the 

new expenditure ceilings effective from 2014 will also apply to sub-national 

governments. Moreover, Denmark has introduced a multiannual budgetary 

framework of four years to comply with Chapter 5 of the Directive, which will 

also be the reference document to set expenditure ceilings and targets
36

 from 

January 2014 onwards.
37

 

  

                                                            
33 European Commission (2012), Interim Progress Report on the implementation of Council Directive 

2011/85/EU on requirements for budgetary frameworks of the Member States. European Economy, Occasional 

Papers No. 128. 
34 Ibid p.14. 
35 Ibid. p.36. 
36 Ibid. 
37 Ibid. p. 35. 
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3. Implications of the New Economic Governance for the city of 

Copenhagen 

 

Political organisation of Copenhagen - Since 2000, the City of Copenhagen 

has enjoyed the powers of both a municipality and a county. The powers are 

executed by the City Council, which is composed of 55 elected members
38

. 

Similarly to other municipalities in Denmark, the political structure of 

Copenhagen is based on seven committees: one permanent financial committee 

and six other permanent political committees. A special feature of the 

Copenhagen political administration, however, is that the financial committee 

has executive functions: it is composed of the Lord Mayor (head of the City 

Council and of the financial committee) and six other mayors, who chair the 

remaining six permanent committees. In addition, seven other members of the 

City Council are also members of the financial committee
39

. 

 

Awareness of European Decisions - The reported awareness of the European 

decision-making process is limited. The only element of the New Economic 

Governance which has been discussed (informally) is the TSCG. Furthermore, 

respondents do not relate national legislation implemented since 2011 to 

European measures. 

 

Early assessment of the impact of the New Economic Governance- 

According to the questionnaire filled in by the financial administration of the 

City of Copenhagen, the New Economic Governance has only been partially 

discussed within the local government bodies. As already mentioned, they report 

that the Fiscal Compact has been discussed at informal level. However, the 

financial administration states that the implementing measures agreed at national 

level (for example the reform of the budgetary law described above) has 

triggered several effects, including an anticipation of the budgetary cycle, a 

decrease – although limited – in direct negotiations on budgetary issues of the 

City of Copenhagen with the central government, and a sharp increase
40

 in 

negotiations and cooperation between municipalities within the national 

association of municipalities. Indeed, as a result of the automatic reductions of 

fiscal transfers included in the conditional grant system introduced in 2009, 

which hits the total envelope for municipalities, higher cooperation between 

municipalities is required. 

  

                                                            
38 Governing Statute of the City of Copenhagen (1997), Art. 1 (available in English via the following link: 

http://translate.googleusercontent.com/translate_c?depth=1&hl=it&rurl=translate.google.com&sl=auto&tl=en&u

=http://www.kk.dk/~/media/DBF4EAB7EB8841688A3C606464DD844B.ashx&usg=ALkJrhiXeddprrXU3RuW

0PTiCQEfH2gftA) 
39 Ibid., Art. 12. 
40 Denmark questionnaire results. 

http://translate.googleusercontent.com/translate_c?depth=1&hl=it&rurl=translate.google.com&sl=auto&tl=en&u=http://www.kk.dk/~/media/DBF4EAB7EB8841688A3C606464DD844B.ashx&usg=ALkJrhiXeddprrXU3RuW0PTiCQEfH2gftA
http://translate.googleusercontent.com/translate_c?depth=1&hl=it&rurl=translate.google.com&sl=auto&tl=en&u=http://www.kk.dk/~/media/DBF4EAB7EB8841688A3C606464DD844B.ashx&usg=ALkJrhiXeddprrXU3RuW0PTiCQEfH2gftA
http://translate.googleusercontent.com/translate_c?depth=1&hl=it&rurl=translate.google.com&sl=auto&tl=en&u=http://www.kk.dk/~/media/DBF4EAB7EB8841688A3C606464DD844B.ashx&usg=ALkJrhiXeddprrXU3RuW0PTiCQEfH2gftA
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With regard to budgetary cycles, the 2013 budgetary process began in August 

when the proposal for the next year’s budget was unveiled. Negotiations took 

place in the financial committee and in the other committees between August 

and September. The budget was approved in two readings, in September and 

October 2012. The financial administration reports that since 2012, the New 

Economic Governance has produced an anticipation of the budgetary cycle. 

 

The overall size of the City of Copenhagen budget has continued to increase 

since 2009, albeit at a different pace. According to 2012 and 2013 budgets, the 

City of Copenhagen has experienced a small increase in financial resources: 

Table 3.1.4 shows the evolution of current revenue between 2009 and 2013, 

indicating both an increase in tax revenues and grants. However, this will be 

counter-balanced by a decrease in refunding transfers from the central 

government. 

 

Investment capacity - Interestingly, while current expenditure has grown 

during the crisis, capital expenditure has been negatively affected in the last 

year. According to the Coalition Agreement between the parties governing the 

City, the Association of Municipalities and the Central Government of Denmark 

jointly fixed the maximum amount of municipal capital expenditure for 2013 at 

15.5 billion krone. This implied a reduction of the expected investment figures 

for Copenhagen from the 4.3 billion krone stated in the draft budget to 3.6 

billion krone in the actual budget approved by the City Council.
41

 The overall 

investment figures increased over time, peaking in 2012 and decreasing again in 

2013. The 2013 investment level is still higher than the 2009 level, with an 

overall growth rate higher than the total budget’s growth rate. Among the 

different investment headlines, we observe a radical increase (over 125%) of  

the resources devoted to improving the city’s transport networks, including 

cycle tracks, and to strengthen education facilities (+57%). Social policy 

investments, on the other side, reached their highest level in 2012 and returned 

to 2009 levels the following year. The decrease in “other investments”, finally, 

is mainly led by a sharp reduction in administration investments, while 

environmental and urban planning investment remains in 2013 at 2009 levels. 

 

The 2013 multiannual budget, covering the years 2013-2016, also provides 

information on budgetary projections for the coming years. The total budget is 

expected to increase up to 50 billion krone in 2015, and investment is expected 

to peak in 2014 both in absolute terms (5.3 billion krone) and as a percentage of 

                                                            
41 Municipality of Copenhagen (2012) Agreement on the 2013 budget between the Social Democratic Part, the 

Socialist People’s Party, the Radical Left and the Conservative People’s Party. Copenhagen, 13 September 

2012, p. 9.  Available in original language at: 

www.kk.dk/~/media/CA2DD81843A54E658E62E20E81BE8A8A.ashx   

http://www.kk.dk/~/media/CA2DD81843A54E658E62E20E81BE8A8A.ashx
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total expenditure (11%). Investment’s share of expenditure is then expected to 

decrease again the following year down to 5.3%. 

 

Table 3.1.4 

Revenues and expenditure 

Billions,  Danish krone 2009 2010 2011 2012 2013 2014 2015 % Change 

2009-2013 

Tax Revenues 23.3 23.3 24.4 25.1 27 27.7 28.6 0.16 

Grants, including block 

grants 

5.7 8.1 8.5 9.7 10.1 10.2 10.7 0.77 

State refunding for state 

functions 

// // // 5.2 3.2 // //  

User fees // // // 4.1 5 // //  

Other sources 9.9 10.1 11.1 2.3 1.4 10.3   

State refunding for 

infrastructure 

// // // 0.7 0.5 // //  

Total revenues 38.9 41.5 44* 47.1 47.2 48.2 49.2 0.21 

Total expenditures 38.9 41.3 44 47.2 47.2 48.8 50.9 0.21 

Total investment 2.9 2.4 3.7 5 3.6 5.3 2.7 0.24 

Transport 0.4 0.4 0.7 1.2 0.9 1.37 0.7 1.25 

Education 0.7 0.58 0.7 0.9 1.1 1.64 0.8 0.57 

Social policies 0.5 0.44 1.2 1.1 0.6 0.96 0.5 0.20 

Other 1.3 1.56 1.1 1.9 1.1 1.33 0.7 -0.15 

Investment as % of budget 7.5 5.8 8.4 10.6 7.6 10.9 5.3 // 
 

Source: Copenhagen budgetary resumés, 2012, and 2013 

* Accounting methodology has changed since 2011. Total gross budget figures for 2011 are not available and 

have been estimated. 
 

 

Policy conclusions - Overall, our analysis of the survey results, the measures 

implemented nationally and locally since 2010, and the budgetary process 

indicates that the fiscal autonomy of Copenhagen has been moderately affected 

by the early outcomes of the process of fiscal integration. Indeed, the 

implementation of the Fiscal Compact, as well as the introduction of conditional 

transfers and other fiscal rules, has decreased the City’s discretionary powers, 

leading to an increased negotiation process and modifications of the budgetary 

timeline. However, it should not be overlooked that such conditional agreements 

can prove useful to allow the central state to reach the European fiscal and 

macro-economic objectives. With regard to the political and institutional 

framework in which negotiations take place, interviewees have reported some 

tensions between the municipal and the regional level fighting for the same 

budget. Such tensions should be mitigated, not least through an even better 

division of competencies. 
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Table 3.1.5 

Revenues, aggregate shares 

  

 
 

Source: Copenhagen budgetary resumés, 2012, and 2013 

 

 

Table 3.1.5 

Investment composition, aggregate shares 
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3.2 The example of Warsaw 
 

1. The political and legal framework at national level 

 

Poland is, constitutionally, a unitary state. Local Autonomies are recognised in 

the post-communist Constitution, approved in 1997. It ensures the right of self-

government as one of the basic principles of the Constitution (Art.16). 

Furthermore, the organisation of subnational government is enshrined in Chapter 

IV of the basic law (Art. 163-172). Interestingly, the only tier of sub-national 

government recognised by the constitution is the municipal government. 

Additional governmental tiers can be added, following the constitution, by 

ordinary laws. Provinces and Regions were introduced in 1999 with the Local 

Government Reorganisation Act
42

. 

 

As a result, the country is today composed of 16 regions, 314 provinces, and 

2479 municipalities. 69 of them (including Warsaw) also hold provincial 

powers. The organisation of the Capital City was further modified in 2002 with 

a specific act. The system is relatively recent and has not been heavily reformed 

in recent years. 

 

Finances and competencies of sub-national authorities - In terms of 

financing, the constitutional autonomy of sub-national entities is limited. Indeed, 

the constitution does not grant fiscal autonomy to municipalities but it affirms 

that the State shall provide enough resources to fulfill their duties (Art. 167). In 

addition, the constitution also provides for the right to raise taxes, fees and 

duties within the limits of municipalities’ competencies. 

 

Overall, sub-national public expenditure accounts for around one third of total 

public expenditure: it remained stable between 2000 and 2007 (31% of total 

expenditure between 2000 and 2003, 30.8% between 2004 and 2007) and then 

increased to nearly 33% between 2008 and 2011.
43

 In terms of tax autonomy, 

Dexia reports that around 37% of sub-national expenditure is financed through 

taxation.  According to the OECD
44

, 23% of tax income comes from own-

resource taxes with restrictions set at the national level, while shared taxation 

represents 70%. 

 

In terms of competencies, municipalities have all the residual powers not 

explicitly attributed to any other tier of government. Table 3.2.1 presents the 

main competencies of the different tiers of government. Municipalities have 

particularly competencies in the fields of primary and pre-primary education, 

                                                            
42 Dexia (2008) Subnational Government in the European Union. Dexia, p. 499. 
43 Eurostat, Government Statistics. 
44 OECD [2009]. 
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local environment and local transport, and local real estate and housing. They 

also share functions in health care, social welfare and environmental protection 

with upper tiers of government. 

 

69 municipalities, including Warsaw, also acquired provincial powers in 2000. 

This implies that these entities have additional competencies in secondary 

education, the police and fire services, consumer, environmental and civil 

protection, and provincial employment services. 

 

Table 3.2.1 

Division of competencies across sub-national government tiers 

 Own competencies Shared 

competencies 

Municipalities Local planning Pre-primary and primary 

education 

Transport                           

Environmental 

protection                              

Social welfare 
 Real estate and 

public areas 

Energy 

 Housing Healthcare services 

Provinces Provincial Transport Fire protection 

 Secondary education Consumer protection 

 Police and civil 

protection 

Employment services 

Regions Economic 

development 

Labour market policy 

 EU structural funds Planning 

 Higher education  Supervision of lower 

tiers 

 Health planning  
 

Source:  CESIFO (2012)  Division of Power Between National, Regional and Local Authorities: Main 

Competences – Municipalities, Counties and Regions factsheets  

 

 

2. Performance of Poland in adopting EU legislation. 

 

Poland is not yet part of the Euro Area, even if it has a treaty commitment to 

adopt the Single Currency at a later stage. The Polish currency, the Zloty, is not 

pegged to the Euro and has substantially fluctuated over time, especially in 

2003, 2005, 2009, 2010 and 2012.
45

 However, the country has taken actions not 

to be isolated from the monetary union and it therefore participates in several 

instruments of the New Economic Governance. 

  

                                                            
45 See: http://www.ecb.int/stats/exchange/eurofxref/html/eurofxref-graph-pln.en.html  

http://www.ecb.int/stats/exchange/eurofxref/html/eurofxref-graph-pln.en.html
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2.1 Fiscal compact 

 

Poland completed the process of ratifying the Treaty on Stability, Coordination 

and Governance in February 2013, with presidential approval. However, Poland 

is only partially affected by the measures of the treaty: its participation in the 

treaty is on a voluntary basis and the country can unilaterally decide not to be 

bound by the measures of Articles 3-11 (which include fiscal targets, sanction 

mechanisms and the coordination of economic policies), as long as it does not 

acquire the euro as its own currency. At the moment, the Polish government has, 

however, not delivered any declaration stating that it will respect the measures 

provided by the treaty (as required for countries outside the Euro Area). The 

Fiscal Compact, therefore, has not been implemented in the country yet, even if 

the treaty has been signed and ratified. The Polish Constitutional Court is also 

currently evaluating the constitutional compatibility of the treaty and the 

ratification procedure adopted by the Parliament. 

 

2.2 The European Semester 

 

Poland is bound by the European Semester even if the strengthened process of 

delivering sanctions does not apply to non-euro area members. In addition, the 

country does not participate in the strengthened version of the Semester included 

in the Two-Pack approved in March 2013. 

 

Preventive arm of the SGP. Since the 2012 cycle (the first with the legal 

structure of the Semester in place), Poland has registered a structural balance 

performance partially in line with the Stability and Growth Pact dispositions.
46

 

The 2011 Convergence Programme established a structural balance for 2011 of -

5.2% and -2.5% for 2012. The actual data for 2011 was a structural deficit of -

5%. The Convergence Programme of 2012 stated a deficit of 2.5% for 2012, and 

a deficit of 1.7% for 2013. The actual data for 2012 was a structural deficit of 

3.4%. The Convergence Programme 2013 stated a structural deficit of 2.4% in 

2.4% in 2013 and 2% in 2014. Overall, the progress towards the medium-term 

objective is not satisfactory, according to the 2012 assessment carried out by the 

Commission services.
47

  

  

                                                            
46 Polish Convergence Programmes, 2011, 2012 and 2013; Commission Services Working Paper, 2011, 2012 

and 2013. 
47 Commission Services Working Paper (2012), p.22. 
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Table 3.2.2 

Polish accounts: structural balance and net lending/borrowing 

Structural balance 2011 2012 2013 2014 

2011 Convergence Programme -5.2% -2.5%   

2011 Commission Assessment -5.3% -3.1%   

2012 Convergence Programme  -2.5% -1.7%  

2012 Commission Assessment  -2.8% -1.9%  

2013 Convergence Programme 

2013 Commission Assessment 

  -2.4% 

-3.3% 

-2% 

-2.9% 

Actual Data -5% -3.4%   

Government net 

lending/borrowing 

-5% -3.9% -3.5% (es) -3.3% (es) 

 

 

 

 

Corrective arm of the SGP Poland, which is also subject to the Excessive 

Imbalance Procedure, did not fulfill the 2012 deadline for correcting the 

excessive deficit. However, just like for several other countries, the Commission 

recommended in May 2013 that the Council adopt a decision in order to give to 

Poland two additional years to bring the nominal deficit below the 3% threshold; 

Poland now has until 2014 to adopt further measures in this regard
48

. 
 

Macroeconomic imbalance procedure- Poland participates in the 

macroeconomic imbalance procedure, introduced in 2011, even if the country 

cannot be sanctioned for its behaviour. In this respect, the Alert Mechanism 

Report released in February 2012 did not identify any imbalance. Therefore, no 

in-depth review was carried out during 2012 and 2013 for this country. 

 

Recommendations affecting sub-national government - In addition, it is 

interesting to notice that the main recommendations delivered in 2011 and 2012 

by the Commission (and approved by the Council) have some effect on the 

activities of local authorities. The second 2011 recommendation (which has not 

been addressed by the government, according to the European Commission) 

explicitly required a deficit rule for local government. Other 2011 

recommendations in the fields of employment, energy and pre-school child care 

touch upon the competencies of local governments. According to the 

Commission, all these recommendations were only partially implemented during 

2012. The 2012 recommendations reiterate suggestions concerning childcare 

services (including better funding) and improving the fiscal framework, 

including sub-national expenditure rules, and so do the 2013 recommendations 

proposed by the Commission. The Council approved the concerned 

recommendation in June 2013. 

                                                            
48 European Comissions (2013) 393 Final. 
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Table 3.2.3 

Polish specific recommendations 

 

Year Recommendations with direct effects on LRAs 

2011 - Take measures to strengthen the mechanisms of coordination among the 

different levels of government in the medium-term and annual budgetary processes. 

2012 - Take measures to strengthen the mechanisms of coordination among the 

different levels of government in the medium-term and annual budgetary processes. 

2013 

 

- Take measures to strengthen annual and medium-term budgetary 

coordination mechanisms among different levels of government. 

 

 

2.3 Directive on Budgetary Frameworks 

 

According to the Commission’s analysis, Poland has not achieved an 

outstanding performance in implementing the Directive. The country currently 

has a system of fiscal rules which does not cover the entire general government, 

and does not prevent debt from increasing above EU targets. According to the 

Commission, however, the government is working to design a new fiscal rule 

which fulfils the directive’s obligations. The Supreme Audit Office will be in 

charge of monitoring the fiscal performance of the general government. 

 

Concerning Multiannual Planning, Poland had already a multiannual budgetary 

planning of four years, which serves as a basis for annual budgeting. Finally, the 

country has a weak system of coordination across sub-national governmental 

sectors. According to the Commission, the coordination system involves 

regional governments, the Ministry for Regional Development and the Ministry 

of Finance. The Ministry for Regional Development prepares regional 

development plans and the availability of central financing is provided for by 

regional contracts implemented in the multi-annual financial plan. In addition, 

the Ministry of Finance is in charge of setting out multi-annual macroeconomic 

indicators for regional governments, which have to justify any deviation. No 

further reform of the system is reported
49

. 

  

                                                            
49 European Commission [2012] p.71 
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3. Implications of the New Economic Governance for the City of 

Warsaw 

 

Political Organisation of Warsaw - The Capital City of Warsaw, as explained 

above, has the powers of both municipalities and provinces. The city has been 

subject to a special act defining is status since 2002.
50

 The City Council is 

composed of 60 councillors (Art. 2) and is divided into 18 further administrative 

units (districts) with financial means. Moreover, the City of Warsaw has its own 

statute, defining the responsibilities and roles of local institutions.
51

 The mayor 

of the city is directly elected through local elections.  

 

The Budgetary Process is also defined in the City Statute (Chapter V of the City 

Statute, Art. 49-50). The draft budget shall be unveiled no later than the 15 

November each year. 

 

Awareness of European Decisions- According with survey results awareness 

of the European decision-making process seems to be different in different 

institutions. On one side, the responses delivered by the administrative structure 

underlines a lack of knowledge of EU legislation and its impacts on the local 

fiscal autonomy. On the other hand, answers from the elected authorities in the 

City Council report a broad knowledge about EU legislation, with the European 

Semester, the Fiscal Compact and the Directive on Budgetary Frameworks 

formally discussed within the City’s executive, the Two Pack and the Directive 

on Budgetary Frameworks discussed at legislative committee level, and the 

strengthened linkage between macroeconomic governance and convergence 

funds discussed informally. 

 

Early Assessment of the Impact of the New Economic Governance -

According to our survey results and budget data, the impact of the crisis and of 

European policy responses on the City of Warsaw is twofold. On the one hand, 

constraints on budgets have increased: from 2013 onwards, the Public Finance 

Act (enacted to fulfill the Directive on Budgetary Framework’s provisions) will 

extend the maximum debt ceiling of 60% of revenue to LRAs, including the 

municipality of Warsaw. From 2014 onwards there will also be a maximum debt 

service ceiling. In terms of the multiannual financial framework, the Treasury of 

Warsaw reported that the multiannual programming for LRAs, which will be 

                                                            
50 Act of 15 March 2002 on the System of the City of Warsaw, available in English here: 

http://translate.googleusercontent.com/translate_c?act=url&depth=1&hl=en&ie=UTF8&prev=_t&rurl=translate.

google.com&sl=auto&tl=en&u=http://isap.sejm.gov.pl/Download%3Bjsessionid%3DE6B01485324555B67BD0

B7FD4E80061D%3Fid%3DWDU20020410361%26type%3D3&usg=ALkJrhjgzSsjVByidOoftL7veFON7cxw

WQ 
51 Statute of the City of Warsaw, available in English at: 

http://translate.googleusercontent.com/translate_c?act=url&depth=1&hl=en&ie=UTF8&prev=_t&rurl=translate.

google.com&sl=auto&tl=en&u=http://bip.warszawa.pl/Menu_podmiotowe/Warszawa/statut.htm&usg=ALkJrhi

yRMel84orv9f65jA8QTafl0H-oQ#Rozdzia%C5%82_III  

http://translate.googleusercontent.com/translate_c?act=url&depth=1&hl=en&ie=UTF8&prev=_t&rurl=translate.google.com&sl=auto&tl=en&u=http://isap.sejm.gov.pl/Download%3Bjsessionid%3DE6B01485324555B67BD0B7FD4E80061D%3Fid%3DWDU20020410361%26type%3D3&usg=ALkJrhjgzSsjVByidOoftL7veFON7cxwWQ
http://translate.googleusercontent.com/translate_c?act=url&depth=1&hl=en&ie=UTF8&prev=_t&rurl=translate.google.com&sl=auto&tl=en&u=http://isap.sejm.gov.pl/Download%3Bjsessionid%3DE6B01485324555B67BD0B7FD4E80061D%3Fid%3DWDU20020410361%26type%3D3&usg=ALkJrhjgzSsjVByidOoftL7veFON7cxwWQ
http://translate.googleusercontent.com/translate_c?act=url&depth=1&hl=en&ie=UTF8&prev=_t&rurl=translate.google.com&sl=auto&tl=en&u=http://isap.sejm.gov.pl/Download%3Bjsessionid%3DE6B01485324555B67BD0B7FD4E80061D%3Fid%3DWDU20020410361%26type%3D3&usg=ALkJrhjgzSsjVByidOoftL7veFON7cxwWQ
http://translate.googleusercontent.com/translate_c?act=url&depth=1&hl=en&ie=UTF8&prev=_t&rurl=translate.google.com&sl=auto&tl=en&u=http://isap.sejm.gov.pl/Download%3Bjsessionid%3DE6B01485324555B67BD0B7FD4E80061D%3Fid%3DWDU20020410361%26type%3D3&usg=ALkJrhjgzSsjVByidOoftL7veFON7cxwWQ
http://translate.googleusercontent.com/translate_c?act=url&depth=1&hl=en&ie=UTF8&prev=_t&rurl=translate.google.com&sl=auto&tl=en&u=http://bip.warszawa.pl/Menu_podmiotowe/Warszawa/statut.htm&usg=ALkJrhiyRMel84orv9f65jA8QTafl0H-oQ#Rozdzia%C5%82_III
http://translate.googleusercontent.com/translate_c?act=url&depth=1&hl=en&ie=UTF8&prev=_t&rurl=translate.google.com&sl=auto&tl=en&u=http://bip.warszawa.pl/Menu_podmiotowe/Warszawa/statut.htm&usg=ALkJrhiyRMel84orv9f65jA8QTafl0H-oQ#Rozdzia%C5%82_III
http://translate.googleusercontent.com/translate_c?act=url&depth=1&hl=en&ie=UTF8&prev=_t&rurl=translate.google.com&sl=auto&tl=en&u=http://bip.warszawa.pl/Menu_podmiotowe/Warszawa/statut.htm&usg=ALkJrhiyRMel84orv9f65jA8QTafl0H-oQ#Rozdzia%C5%82_III
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effective until 2013, was weak. This system is currently under revision and will 

be changed in 2013, but no additional information was provided. 

 

On the other hand, the Treasury of Warsaw also reports increased autonomy, 

both in terms of growing influence on upper tiers of government, and increased 

budgets. Indeed, the City of Warsaw was able to negotiate particular clauses to 

the new regulation on debt service ceilings in order to exclude from the 

accounting the bonds issued on foreign markets before the crisis. Overall, the 

treasury qualifies the increase in influence on national decisions as positive. It 

also considers the increase in constraints on the local budgetary process referred 

to above as a positive trend
52

.  

 

Overall the budget of the city has substantially increased since 2010. The 

increase in total current revenues has been mainly financed by fees and duties (+ 

41.7% in four years) and in shared taxation (+16%). All other current revenue 

sources have also increased over time, albeit at a slower pace. Transfers reached 

their peak in 2012 only to decline again in 2013. 

  

                                                            
52 Warsaw Survey results. 
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Table 3.2.4 

Revenue composition and growth rates,  million of Zloty 

 2010 2011 2012 2013 

Own taxes (directly 

collected and  collected by 

the state) 

1249 1413 1306 1379 

Fees and duties 1619 1880 1974 2294 

Shared taxes 3890 3925 4199 4514 

Transfers  1740 1821 1936 1905 

Other current revenues 976 1060 1095 1102 

Total current revenues 9475 10101 10513 11197 

Total revenues 10298 11575 12438 12984 

Total expenditure 12570 13379 13425 13901 

Deficit 2271 1803 987 917 

Of which: new debt 1749 800 0 480 
 

 

Growth rate 2010-2013  

Own taxes (directly collected and collected by the 

state) 

10,4% 

Fees and duties 41,7% 

Shared taxes 16% 

Transfers 9,5% 

Other current revenues 12,9% 

Total current revenues 18,1% 

Total revenues 26% 

Total expenditure 10,5% 

Deficit -57,2% 
 

Source: our elaboration on data provided in Warsaw Budget bills 2011, 2012, 2013 

 

 

In terms of revenue structure, Tables 3.2.4 and 3.2.5 show the share of each 

source of revenue in the total budget. The greatest part of the budget is financed 

by local shares of national taxation. The value has remained stable between 

2010 and 2013 (around 40% of the total current revenue). The share of transfers 

has slowly decreased from 19% of the total budget to 17%, and own-resource 

taxes have decreased from 13% to 12%. Finally, local fees and duties have 

constantly increased over time, from 17% in 2010 to 21% in 2013. 

 

Investment capacity - While the overall budget of the city has continued to 

increase since 2010, thus indicating a limited effect of fiscal consolidation 

measures, the investment capacity of the city government has been affected by 

the crisis. The first, immediate evidence of such a phenomenon can be found in 

the overall evolution of investment budgets. Total capital expenditure (Table 



  

36 
 

3.2.6) was 3.5 billion Zloty in 2010 and decreased to 2.5 billion in 2011 and 

2012. It eventually recovered to 3.3 billion Zloty in 2013, if the budget plan is 

respected. Interestingly, this is a second aspect indicating a strong effect of the 

crisis on the capacity of the government to effectively put in place programmed 

investment: while the total planned capital expenditure in 2010 was actually less 

than the investment total recorded at the end of the year, the budget for 2011 and 

2012 included levels of investment that were actually higher than the real 

investment expenditure recorded. 

 

Table 3.2.5 

Budget of the City of Warsaw, composition by kind of revenue 

  

 
 

 
Source: our elaboration on data provided in Warsaw Budget bills 2010, 2011, 2012, 2013. 
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Also, investment represented nearly 30% of the total budget of the City of 

Warsaw in 2010, but only 19% between 2011 and 2012 (24% in 2013), 

indicating a surge in current expenditure.  Table 3.2.6 and 3.2.7 also show how 

priorities have evolved over time. Transport infrastructure and management 

have progressively absorbed an increasing part of capital expenditure, from 1.9 

billion in 2010 (56%) to 2.6 billion in 2013 (81%). On the other side, investment 

in tourism and recreational areas has sharply decreased from 293 million in 2010 

to only six million in 2013. Education, culture, spatial planning and healthcare 

investment have followed the same trajectory, albeit with a less marked curb. 

Environmental and waste management investment has also increased sharply, 

nearly doubling between 2010 (97 million) to 2013 (180 million). 

 

This progressive shift in capital expenditure towards transport infrastructure and 

environmental policy may follow the necessity to adapt city investment budgets 

to the main priorities of the structural funds operating in Poland: a substantial 

part of the capital expenditure of the City of Warsaw is in fact financed with EU 

transfers (Table 3.2.8). The total transfers from the EU represented more than 

26% of total investment in 2010, and more than 56% in both 2011 and 2012: it 

is expected to decrease to 38.5% in 2013. This evolution indicates that transfers 

from the EU actually sustained the city’s investment budget in the two years 

when it was affected negatively by the crisis, preventing further collapse in 

investment but contributing to increasing resources invested in transport and 

environment. 

 

Table 3.2.6 

Investment expenditure, City of Warsaw (million, Zloty) 

Investment 2010 2011 2012 2013 

Financial administration 0.54 0.16 0.07 4.9 

Environmental policies 97 89 110 180 

Culture and heritage 334 106 41 57 

Local government and management 57 32 38 52 

Transport 1982 1733 1997 2686 

Spatial planning and economic development 151 151 114 116 

Education 238 143 130 126 

Public order and safety 43 31 14 11 

Healthcare and social policies 316 140 124 80 

Tourism and recreation 293 81 15 6 

Total capital expenditure 3516 2510 2588 3320 

Total planned capital expenditure 2760 3410 3038  

Investment as % of total expenditure 28% 18.8% 19.2% 23.8% 
 

Source: our elaboration on data provided in Warsaw Budget bills 2010, 2011, 2012, 2013. 
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Policy conclusions - Overall, while constraints on spending have increased over 

time, total budget figures as well as the share of revenue directly under control 

of the City Council have also risen. However, the city’s investment capacity 

seems to follow a different pattern and has been affected by the city’s reduced 

capacity to take on new debt. Hence, the effects of the introduction of the New 

Economic Governance on current expenditure seem limited, but do manifest 

themselves in relation to investment choices. 

 

On the one hand, Poland does not participate in the Two-Pack and is delaying 

the implementation of the Fiscal Compact despite ratification. On the other 

hand, control over sub-national expenditure is increasing and will be 

progressively implemented over time. In addition, positive effects – although 

moderate – are reported with regard to influence on national decisions. The 

combination of these two phenomena indicates an overall limited impact on the 

real autonomy of the city, but contributes to reducing investment and clustering 

capital expenditure around headlines where the co-financing support from the 

EU seems to be higher, as in the cases of transport and environmental 

investment. While this latest effect might be beneficial, we should also consider 

that better fiscal practices should aim to cap current expenditure allowing 

investment expenditure, rather than the opposite. 



  

 
 

Table 3.2.6 

Composition of investment budget, % of the total 

 

    
Source: our elaboration on data provided in Warsaw Budget bills 2010, 2011, 2012, 2013. 

 

Table 3.2.7 

Transfers from the European Union, million of Zloty 

 2010 2011 2012 2013 

Current revenues 59.7 65 80 85 

Capital account transfers 868 1389 1390 1196 

Total 927.7 1454 1470 1281 

Share of investment 26.3% 57.9% 56.8% 38.5% 
 

Source: our elaboration on data provided in Warsaw Budget bills 2010, 2011, 2012, 2013. 
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3.3 The example of the Free Hanseatic City of Bremen  
 

1. The political and legal framework at national level 

 

Germany is, constitutionally, a Federal State. The Constitution was adopted in 

1949 and guarantees both self-government of municipalities and partial 

sovereignty of federated entities. Federated entities (Länder) are represented at 

the federal level by the Bundesrat, the upper chamber of the German Parliament. 

 

Three City States (Berlin, Hamburg and Bremen) have the particular status of 

being simultaneously a federated state and a municipality. However, the internal 

organisation of powers, institutions and competences may differ between them. 

Art. 33 of the Constitution recognises the principle subsidiarity. However, the 

federal level is still responsible for the majority of legislative acts
53

. The German 

institutional framework has been reformed twice since 2000: a first federal 

reform was approved in 2006, focusing mainly on legislative and executive 

division of powers, and competencies between levels of governance; a second 

federal reform was voted in 2009
54

 and included financial aspects. 

 

Finances and competencies of sub-national authorities - Overall, an 

important part of Germany’s public expenditure takes place at the sub-national 

level. On average, sub-national expenditure represented 43.5% of total 

expenditure between 2000 and 2003, 44.7% between 2004 and 2007, and 45.6% 

between 2007 and 2011. With regard to financial autonomy, taxes represented 

57% of total sub-national revenues in 2005, while transfers represented 28%.
55

 

 

As for Länder, however, nearly 82% of total tax income is classified by the 

OECD as shared taxation, while only 3% is classified as own taxation. Shared 

taxation rates, however, cannot be changed without the consensus of the 

Bundesrat. Also, the amount of shared taxation going to the Länder is 

institutionally established: they receive 42.5% of personal income tax, 50% of 

corporate tax, 49.5% of turnover tax and 52% of VAT revenues.
56

 

 

In terms of competencies, the division between tiers of government follows two 

basic principles: subsidiarity and residual attribution. In addition, the 

constitution defines core competencies of each government tier, as well as 

                                                            
53 Centre For Economic Studies (2012) Division of Power Between National, Regional and Local Authorities: 

Main Competences – General Principles. Available at http://www.cesifo-group.de/ifoHome/facts/DICE/Other-

Topics/Structural-Policy/Regional-Policy/  
54 Heinz, D. (2010) Federal Reform II in Germany. Perspectives on Federalism, Vol2, Issue 2. Centro Studi sul 

Federalismo. 
55 Dexia (2008) Subnational Government in the European Union. Dexia. 
56 Centre for Economic Studies (2012) Division of Power Between National, Regional and Local Authorities: 

Main Competences-finance.  

http://www.cesifo-group.de/ifoHome/facts/DICE/Other-Topics/Structural-Policy/Regional-Policy/
http://www.cesifo-group.de/ifoHome/facts/DICE/Other-Topics/Structural-Policy/Regional-Policy/
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shared competencies (Table 3.3.1). Generally speaking, the federal level 

(including Bundesrat) is responsible for passing legislation in most areas of 

concurrent competencies, while Länder are in charge of implementation.  

Recent reforms - The federalism reform I (2006) aimed to further clarify 

division of powers, increasing exclusive competencies of the Länder in some 

areas (universities and environmental politics for example)
57

, while limiting the 

legislative powers of the Bundesrat. The share of total legislation now requiring 

approval of the Bundesrat is estimated to have decreased from 60% to 40%.
58

 In 

addition, the reform also introduced a mechanism for sharing fines under the 

preventive arm of the SGP between federal government (65%) and Länder 

(35%). 

 

Table 3.3.1 

Division of powers between federation, Länder and municipalities 

  Federation Länder Municipalities 

Exclusive 

competences 

foreign affairs, 

citizenship, immigration, 

currency, customs, air 

transport and federal 

airways, 

telecommunication, 

copyright, federal police, 

statistics 

culture, education, 

policing, local 

government, medias, 

environmental 

politics, any residual 

competence 

local economic 

development, utilities 

supply, local culture and 

social welfare, primary 

education, local ransport. 

Concurrent 

competences 

civil law, registration, social welfare, economic 

development, labour law, eudcation financing, 

natural resources, health and safety, transport 

  

 

Source: Centre For Economic Studies (2012), Division of Power Between National, Regional and Local 

Authorities: Main Competences-Municipal level 

Centre For Economic Studies (2012) Division of Power Between National, Regional and Local Authorities: 

Main Competences-Regional level 

 

 

The Federalism Reform II - A second reform of the federal system took place 

in 2009, with the main aim of modifying financial relations between the central 

state and the Länder. The reform substituted the former golden rule with a new 

prohibition of subscribing new debt under normal circumstances from 2020 

onwards. Deficits were also allowed in case of recession, with a new Stability 

Council in charge of evaluating Länder’s decisions. Finally, a consolidation 

assistance (equally financed by the Federation and the Länder) was made 

available until 2020 to some Länder (including Bremen) in order to ensure 

public deficit correction in a sustainable manner. Consolidation assistance is 

conditional on the implementation of credible plans to achieve sustainable 

                                                            
57 Dexia (2008), Subnational Government in the European Union. Dexia, p.327. 
58 Gunlicks, A. (2007), German Federalism Reform: Part One. German law Journal, Vol. 8, No. 1, p.127. 
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balanced budgets by 2020 at the latest and to accept binding guidance from the 

Stability Council.
59

 

 

2. Performance of Germany in adopting EU legislation. 

 

2.1 Fiscal Compact 

 

Germany was one of the countries in favour of the adoption of the Treaty on 

Stability, Coordination and Governance. The country completed the ratification 

process in September 2012. Several provisions of the Treaty were already part 

of the federalism reform II, referred to above, not least the balanced budget 

requirement clause. However, the Treaty required some changes at the central 

level and additional legislation has been put in place. The main provisions of the 

pact have not yet been fully implemented and will not enter into force before 

2016. 

 

2.2 The European Semester  

 

Germany fully participates in the European Semester process, including 

budgetary coordination from 2013 onwards. This implies that the country can be 

subject to sanctions for fiscal or macroeconomic imbalances. 

 

Preventive arm of the SGP - In term of fiscal targets, the stability programme 

2011 stated a structural deficit of -1.9% GDP in 2011 and -1.1% GDP in 2012; 

in the same year, the Commission estimated -1.4% GDP in 2011 and -0.8% 

GDP in 2012. The actual 2011 value was -0.8%. The stability programme of 

2012 stated a structural balance deficit of 0.5% for 2012, and of 0.3% for 2013; 

the Commission estimated, respectively, -0.4% and -0.3%
60

. The actual value for 

2012 was a surplus of 0.4%. Finally, the 2013 Stability Programme states a 

balanced structural balance for 2013 and a structural surplus of 0.5% GDP for 

2014. 

 

Corrective Arm of the SGP - Germany has been under Excessive Deficit 

Procedure between 2009 and 2012. The country showed a General Government 

Deficit of 1% in 2011, which turned into a surplus of 0.2% in 2012.
61

 For 2013, 

the German Stability Programme predicts a 0.5% deficit, which should return to 

balance in 2014. In accordance with the 2012 level of 0.2% surplus, the Council 

                                                            
59 Ibid. p. 6 
60 German Stability Programmes, 2011, 2012 and 2013; Commission Services Working Paper, 2011, 2012 and 

2013. 
61 German Stability Programme, 2013. 



  

43 
 

closed the Excessive Deficit Procedure, which had been open since December 

2009.
62

 

 

Table 3.3.2 

German accounts: structural balance and net lending/borrowing 

Structural balance 2011 2012 2013 2014 

2011 Stability Programme -1.9% -1.1%   

2011 Commission Assessment -1.4% -0.8%   

2012 Stability Programme  -0.5% -0.3%  

2012 Commission Assessment  -0.4% -0.3%  

2013 Stability Programme 

2013 Commission Assessment 

  0% 

0.4% 

0.5% 

0.3% 

Actual Data -0.8% 0.4%   

Government net 

lending/borrowing 

-1% 0.2% -0.5 (es) 0 (es) 

 

Source: German Stability Programmes, 2011, 2012 and 2013; Commission Services Working Paper, 2011, 2012 

and 2013. 

 

 

Excessive Imbalance Procedure - Germany participates in the prevention of 

macroeconomic imbalances introduced in the 2011 legislative package. 

However, the first Early Warning Scoreboard released in 2012 did not provide 

any negative indication for Germany. As a result, no in-depth review was 

launched this year.  

 

Recommendations affecting sub-national government - Some of the 

recommendations delivered in 2011 had an impact on Länder’s and municipal 

autonomy. In particular, the first recommendation in 2011 called for the 

introduction of a strengthened fiscal rule for the Länder, while the second 

recommendation called for a reform of the Landesbanken, the regional financial 

institutions controlled by Länder. In addition, recommendations on employment 

and energy policies, as well as on public services, could also have an effect on 

federated and local autonomies. In this respect, the Commission’s assessment in 

2012 reported that progress in reforming Landesbanken has been limited and 

that recommendations on energy markets have been only partially implemented, 

not least due to the lack of coordination between regional authorities. These two 

recommendations were thus reiterated by the Council in 2012, as well as the 

request for a strengthened fiscal framework at sub-national level. Finally, the 

draft recommendations proposed by the Commission in 2013 reiterate the call 

for coherently implementing the debt brake at sub-national level, and to 

liberalise public services and procurement. 

  

                                                            
62 European Commission proposal for a Council Decision, COM(2012) 274 Final. 
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Table 3.3.3 

German specific recommendations 

Year Recommendations with direct effects on LRAs 

2011 - Complete the implementation of the budgetary rule at the Länder level 

and further strengthen the corresponding monitoring and sanctioning 

mechanism.  

- Address the structural weaknesses in the financial sector, in particular 

by restructuring Landesbanken. 

2012 - Complete the implementation of the debt brake in a consistent manner 

across all Länder ensuring timely and relevant monitoring procedures and 

correction mechanisms.  

- Address the remaining structural weaknesses in the financial sector,  

inter alia by further  restructuring of those Landesbanken which are in need 

of an adequately funded viable  business model while avoiding excessive 

deleveraging.  

 

2013 

(Commission 

proposal) 

- Complete the implementation of the debt brake in a consistent manner 

across all Länder, ensuring that monitoring procedures and correction 

mechanisms are timely and relevant 

 

 

 

2.3 Directive on Budgetary Frameworks 

 

The Commission assessment stipulated that the Federalism Reform II is a 

sufficient measure to consider that the requirement of a numerical fiscal rule is 

fulfilled, even if it will enter into force in 2016 for the central state, and in 2020 

for Länder. In addition, compliance with the fiscal rule will be granted by the 

newly-established Stability Council. Also, the Constitutional Court may make 

judgments on national or regional budgets given that borrowing limitations are 

constitutionally established. Thus, a “control-account” system has been created 

to guarantee the compliance of Länder in implementing their budgets. 

Borrowing should be reduced when the account reaches a 1% GDP threshold.  

 

As regards multi-annual budgetary frameworks, the Commission reports that the 

federal government, as well as the Länder, already has an annual planning 

period of five years. The Federalism Reform II also provides, as explained 

above, coordination and control across sub-national sectors. Since 2006, there 

has also been a sharing system for fines attributed under the corrective arm of 

the Stability and Growth Pact, while the sharing of sanctions under the 

preventive arm is still under discussion.  
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3. Implications of the New Economic Governance for the city of Bremen 

 

Political System of the City-State - The City State of Bremen is a political 

organisation articulated in three components. Geographically, the City State 

covers the territory of the City of Bremen. The constituency of Bremen directly 

elects the Mayor of the City, who serves simultaneously as Mayor of Bremen 

and Head of the land executive. The Mayor represents both institutions. 

 

Budgetary process - The fourth part of the land constitution is dedicated to the 

management and budgetary process. According to the Constitution (Art. 131a), 

borrowing is only allowed for investment purposes, with the exception of 

particularly negative economic cycles. Art. 131 stipulates that the budget should 

be established for a period of one or two years, within the five-year budgetary 

forecast required by national law. According to our survey results, multi-annual 

budgetary practices have not been influenced by the New Economic 

Governance. 

 

The principles regulating the budgetary process are further developed in the 

Budget Law
63

. In terms of budgetary timeline, the only requirement is that the 

budget should be adopted before the beginning of the financial year, i.e. the first 

of January (Art. 1 and 4). Bremen experts reported in the questionnaire that the 

budgetary cycle was substantially anticipated due to the entry into force of the 

new European Economic Governance: the 2012-2013 budget was approved in 

June 2012. The budgets for the City and the State are elaborated separately and 

integrated in one single document at a later stage.   

 

Overall, the respondents from the City report that all the measures of the new 

economic governance have been discussed at executive level. The Fiscal 

Compact has also been discussed at legislative level. All regulations have been 

subject to discussions in legislative committees (with the exclusion of the 

Directive on Budgetary Frameworks) and the European Semester has also been 

discussed informally.  

 

In addition, the introduction of a new regulation, as well as the 2009 Federalism 

Reform II, has significantly increased negotiations between the City State of 

Bremen and the Federal Government.
64

 In particular, increased negotiations took 

place with regard to the setting of fiscal targets
65

 and, to some extent, the design 

and content of the policies.
66

 Interestingly, respondents from Bremen also report 

                                                            
63 Bremen Budget Law, Available at http://bremen.beck.de/default.aspx?bcid=Y-100-G-bremlho-name-inh. 

Other financial regulations are also available at: 

http://www.finanzen.bremen.de/sixcms/detail.php?gsid=bremen53.c.10485.de 
64 EPC (2012) Bremen Survey Results. Score: 5/5. 
65 Ibid. Score: 5/5. 
66 Ibid: score: 2/5. 

http://bremen.beck.de/default.aspx?bcid=Y-100-G-bremlho-name-inh
http://www.finanzen.bremen.de/sixcms/detail.php?gsid=bremen53.c.10485.de
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an increase in negotiations with other Länder in setting fiscal targets and 

designing policies. 

 

The budget 2012-2013 - The latest budget was approved in 2012 for two years, 

and updated in 2013. Table 12 details the main components of the budget for the 

City, the State, and the integrated budget. The updated budget report shows that 

the budget needed to be adapted as a consequence of the reduction of transfers. 

Thus, expenditure commitments also reduced. The consolidation process will 

also have an effect on investment capacity. According to the 2013 budget 

update, the total investment expenditure amounted to €580 million in 2010 and 

will decrease to €438 million by 2013 and €401 million by 2016. 

 

Table 3.3.4 

Revenue Composition, € million 

Forecasts 2012-2013 and update 2013 
Forecasts 2012  2010 2011 2012 2013 

Municipality Own taxes 576 611 659 687 

  Other revenues 202 194 207 293 

  Total revenues 778 805 866 980 

State Taxes 1366 1406 1561 1627 

  Transfers 572 787 1060 1088 

  Other revenues 309 301 346 356 

  Total revenues 2247 2494 2967 3071 

State and 

Municipality 

Taxes 1942 2017 2220 2314 

  Transfers 572 787 1060 1088 

  Other revenues 677 584 638 649 

  Total revenues 3191 3388 3918 4051 

  Total expenditures 4260 4297 4434 4494 

Updated  budget 

2013 

Taxes       2314 

  Transfers       788 

  Other revenues       649 

  Total revenues   3193 3610 3614 3751 

  Total expenditures 4386 4305 4397 4454 

 Investment 580 484 431 453 

  Consolitation grant   179 269 269 

  New debt 1193 512 377 434 
 

Source: City and State of Bremen, consolidated budget 2012-2013 and 2013 financial update. 
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As regards revenue composition, the main part of the budget comes from shared 

taxation revenue. However, there is no additional information available on the 

composition and degree of autonomy regarding the part of taxation which is not 

shared. The importance of taxation has decreased over time: it represented 64% 

of the total revenues in 2010 and will represent only 58% of total revenues in 

2013. The difference is mainly due to the increased significance of transfers 

(excluding consolidation grant): they represented 19% of total revenue in 2010 

and will represent over 26% (table 13) in 2013. 

 

Table 3.3.6 

Revenue Composition, € million 

Forecasts 2012-2013 and update 2013 

  

  

 
 

Source: Bremen 2012-2013 provisional Budget Bill; Bremen, 2013 financial update. 
 

 

Investment capacity - As for total budget expenditure, which was substantially 

hit by the crisis, especially in 2011, investment was also negatively affected in 

the years 2009-2013 (table 3.3.6). Interestingly, the envisaged investment 

expenditure for 2010 (€404 million) was  almost 45% higher than expected 

(€580 million according to updated 2012 figures), also as a result of additional 

61% 18% 

21% 

2010 

61% 
24% 

15% 

2011 

58% 
28% 

14% 

2012 

58% 26% 

16% 

2013 
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counter-cyclical investment expenditure attained in 2010 for a total of €117 

million partially transferred from the Federal Government
67

. As a result, from 

2010 onwards we observe a progressive decrease in actual annual investment, 

down to €484 million in 2011 and €431 million in 2012. The 2013 investment 

level was originally envisaged in the 2012-2013 budget to stabilise at the 2012 

level (€438 million). However, according to the 2013 financial update of the 

two-year budget, the actual investment expenditure has been increased again to 

€453 million. In terms of share of the total expenditure, investment has slowly 

decreased from the 13.6% level in 2010 to 10.2% in 2013. According to the 

2012 forecasts, the investment level should progressively decrease to €401 

million (8.9% of the total expenditure) by 2016, as a result of the progressive 

consolidation measures agreed with the federal level. 

 

The composition of the investment expenditure has been only moderately 

affected by the crisis.
68

 Interestingly, capital expenditure for social policy and 

youth-related initiatives has sharply increased (over 170%), as well as 

infrastructure and environmental investment (+38%) and financial-related 

capital expenditure (+27%). On the other hand, capital investment for education 

has remained stable over time, while employment and economic investment has 

decreased by 36%.  

                                                            
67 See, for instance: 

http://translate.googleusercontent.com/translate_c?depth=2&hl=it&rurl=translate.google.com&sl=auto&tl=en&u

=http://www.finanzen.bremen.de/sixcms/detail.php%3Fgsid%3Dbremen53.c.6705.de&usg=ALkJrhg6ZqHeLjL

MGCHSmBn-FQkscPnL9w  
68 The numbers, however, refer to the provisional budgets approved at the beginning of each year, and not at the 

final ex-post figures. Individual off-budget packages (such as the Economic Stimulus Package II referred to 

above) may change the reported values. 

http://translate.googleusercontent.com/translate_c?depth=2&hl=it&rurl=translate.google.com&sl=auto&tl=en&u=http://www.finanzen.bremen.de/sixcms/detail.php%3Fgsid%3Dbremen53.c.6705.de&usg=ALkJrhg6ZqHeLjLMGCHSmBn-FQkscPnL9w
http://translate.googleusercontent.com/translate_c?depth=2&hl=it&rurl=translate.google.com&sl=auto&tl=en&u=http://www.finanzen.bremen.de/sixcms/detail.php%3Fgsid%3Dbremen53.c.6705.de&usg=ALkJrhg6ZqHeLjLMGCHSmBn-FQkscPnL9w
http://translate.googleusercontent.com/translate_c?depth=2&hl=it&rurl=translate.google.com&sl=auto&tl=en&u=http://www.finanzen.bremen.de/sixcms/detail.php%3Fgsid%3Dbremen53.c.6705.de&usg=ALkJrhg6ZqHeLjLMGCHSmBn-FQkscPnL9w
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Table 3.3.6 

Composition of Investment expenditure 
 2009 2010 2011 2013 2014 

(es) 

2015 

(es) 

2016 

(es) 

Change 

% 

Sport, youth and social 

policy  

6.4 8.1 8.6 17.4    

17% 

Education, university and 

culture  

79.5 76.6 73.3 79.8    

0% 

Employment and economy 135.9 99 101 86.35    -36% 

Healthcare 29 27.9 27.1 27.1    -6% 

Infrastructure and 

environment  

133 168 207 184.7    

38% 

Finance  29 3.4 30.2 37.1    27% 

Other 24 21.5 16.8 21.25    -11% 

Total provisional 

investment* 

436.8 404.5 464 438 439 416 401  

Total actual investment 

(as for Feb.2012) 

 580 484 453.7     

Share of investment  13.6% 11.2

% 

10.2% 9.7 9.3 8.9  

 

*Composition of investment expenditure is based on provisional budgets. Actual figures may differ 

substantially from original figures. Unfortunately the final data on actual figures’ distribution was not publicly 

available yet. 

 

 

Policy conclusions - Overall, the Free Hanseatic City of Bremen seems to have 

been deeply affected by the policies implemented through the New Economic 

Governance and, most importantly, by the related measures at national level. In 

particular, control over budget expenditure has increased, investment capacity 

has been reduced, and vertical and horizontal negotiations have gained 

importance. According to the principles of the Federalism Reform II, Länder 

should achieve structurally balanced budgets by 2020. Some particular Länder 

with considerable debt and deficit problems, like Bremen, receive financial 

assistance from the federal government in order to ease the path to fiscal 

stabilisation, at the price of stricter and deeper control over budgetary 

expenditure. While this seems, on the one hand, to be effective in reducing new 

debt emission, total expenditure has been reduced only in 2011, while increasing 

again from 2012 onwards. Moreover, the share of investment on total 

expenditure is reducing over time, indicating that fiscal consolidation is not 

leading to a structural amelioration of the public spending performance but to a 

reduction in expenditures on investment. While the consolidation grant system 

seems to be an appropriate instrument to accompany sub-national authorities 

towards medium term fiscal goals, we believe that a better monitoring of 

expenditure should complement such tool. On the other side, we also consider 

that respecting sub-national autonomy requires less intrusion into territorial 

policies. As a result, monitoring should aim to provide advice and best practice 
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on how to spend and invest resources during a fiscal consolidation pattern, 

rather than direct intervention on spending choices. 

 

 
 Table 3.3.7 

Composition of the investment expenditure, share of the 

total 

 

   

 
  

1% 

18% 

31% 

7% 

30% 

7% 
6% 

2009 

2% 

16% 

22% 

6% 

44% 

6% 

4% 

2011 

4% 

17% 

19% 

6% 

41% 

8% 

5% 

2013 
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4. The implications of new European Economic 

Governance for Regional/Provincial Authorities: the 

examples of the PACA region, the autonomous province of 

Trento and the autonomous community of Catalonia  
 

4.1 The example of the PACA region  
 

1. The political and legal framework at national level 

 

France is a unitary state which recognises the principle of local government 

autonomy in Article 72 of its Constitution. This principle was consolidated 

by a revision of the Constitution, which took place in 2003 and which enacts 

the ‘decentralised organisation of the Republic’. France has three tiers of sub-

national government: 36,683 municipalities (communes), 100 departments 

(départements) and 27 regions (régions). 

 

The French regions have undergone profound changes over time. They were 

first transformed into decentralised local governments in 1986 and recognised 

by the Constitution following the 2003 revision. French regions are 

heterogeneous in demographic terms but also with regard to their economic 

output. The PACA (Provence-Alpes-Côte d’Azur) region accounts for 7.6% of 

the French population. 
 

Overall, sub-national expenditure in France is limited but has slowly increased 

over time. It represented around 19% of total expenditure between 2000 and 

2003, 20.7% between 2004 and 2007, and 21.3% between 2008 and 2011. The 

crisis has contributed to slowing down this process: while total government 

expenditure increased by €33 billion between 2011 and 2012, total subnational 

expenditure increased by only €7 billion. As a result, the share of total sub-

national expenditure in general expenditure dropped to 21% in 2012. 

 

In terms of fiscal autonomy, around 53% of total sub-national revenue in 2005 

was based on taxation, while around 34% was based on transfers
69

. According to 

the OECD, around 67.5% of local taxation is fully autonomous, around 18% is 

partially autonomous (restricted discretion only on rates or reliefs) and around 

8% is shared taxation, which can be unilaterally changed by the central 

government. 

  

                                                            
69 Dexia (2008) Subnational Government in the European Union. Dexia. 
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The reform process - Since 2000, France has been implementing significant 

reform aimed at reinforcing the decentralisation process. This reform, called Act 

II of decentralisation (Acte II de la decentralization), started with the above-

mentioned revision of the Constitution and the 28 March 2003 Act on the 

decentralised organisation of the Republic, which stipulated the position of local 

government tiers in the country’s institutional organisation and recognised the 

region as one of them. Organic laws were then enacted to translate this 

constitutional change into concrete measures pertaining to the financial 

autonomy of subnational government tiers, experimentation by local 

governments and local referendums.  

 

The second phase of Act II took place with the adoption of the 2004 Act dealing 

with new and significant transfers of responsibilities from the state to sub-

national governments (mainly pertaining to planning and economic development 

but also increased responsibilities in education, vocational training and 

transport), their cooperation structure and also the transfer of state agents. 

Financial compensation for this transfer of responsibilities primarily took the 

form of sharing fiscal receipts between the state and local governments and 

attributing a fraction of the special tax on insurance contracts and the domestic 

tax on petroleum products (TIPP). 

 

The decentralisation process continued under the presidency of Nicolas Sarkozy, 

from 2007 onwards. Major reform took place in 2010 which touched upon a 

large number of different aspects, such as the distribution of competencies, local 

democracy, the creation of inter-municipalities and metropolisation, and also 

financial aspects such as local taxation and equalisation mechanisms. The 

objective was twofold: first, to simplify territorial organisation by reducing the 

overlap of competencies and the number of territorial agents; second, to increase 

central government control over sub-national public finances at a time when the 

public deficit had risen in importance on the policy agenda.  

 

Regarding fiscal aspects, the professional tax paid by corporations and which 

was one of the four taxes levied by subnational entities was abolished and 

replaced by two shared taxes called ‘CVAE’ – cotisation sur la valeur ajoutée 

des entreprises – (25% goes to the regional budget, and its rate is fixed by the 

central state) and ‘IFER’ – impôt forfaitaire sur les entreprises de réseaux.  

 

The regions argue that this reform led to a significant loss of tax autonomy for 

local governments and some commentators even talk of “fiscal re-

centralisation”. Indeed, with the introduction of the CVAE and IFER, French 

regions’ power to set tax rates decreased. While the rate of the professional tax 

was decided at regional level, the rates of CVAE and IFER are fixed at the 

national level. However, it is important to note that in comparison to other EU 
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countries, local taxes, i.e. own-resource taxes and shared taxation, are 

predominant in France (see Chart 4.1.1). 

 

Table 4.1.1 

Budget Composition, PACA region 

  

 
 

Source: PACA, Budget primitif 2013, and PACA, Budget primitif 2012. 

 

 

One of the major promises made during the presidential campaign of François 

Hollande was to conduct further territorial reform. Thus, the Act III of 

decentralisation is currently under discussion
70

. Important measures include 

transfers of new responsibilities (employment, training, European 

policies/management of structural funds) and strengthening local tax powers. 

Therefore, a number of aspects of the 2010 reform are likely to be abrogated. 

With regard to fiscal aspects, French regions could regain some powers with the 

adoption of the reform. 

 

2. Performance of France in adopting EU legislation 
 

2.1 Fiscal compact 
 

France ratified the TSCG in October 2012. In order to adapt the national legal 

framework to the treaty, an organic law (Organic law 2012-1403) relating to the 

programming and governance of public finances was voted on and approved by 

                                                            
70 The first component of the reform entitled ‘Modernisation de l’action publique territoriale et d’affirmation 

des métropoles’ was adopted by the French Parliament in July 2013. See: http://www.collectivites-

locales.gouv.fr/decentralisation-et-reforme-laction-publique-premier-volet-reforme-adopte-par-deputes  

20% 

32% 

39% 

9% 

2012 

21% 

31% 

39% 

9% 

2013 

http://www.collectivites-locales.gouv.fr/decentralisation-et-reforme-laction-publique-premier-volet-reforme-adopte-par-deputes
http://www.collectivites-locales.gouv.fr/decentralisation-et-reforme-laction-publique-premier-volet-reforme-adopte-par-deputes
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the constitutional court in December 2012. This law created an independent 

body (Haut conseil des finances publiques), in charge of delivering opinions on 

economic forecasts made in strategic documents relating to public finances, 

including the stability programme, and on ensuring that the consolidation path of 

public finances is respected. This body is also responsible for warning the 

government and the parliament, should public finances deviate too much from 

the projected path. In such cases, some measures are envisaged to trigger 

corrective actions. 

 

However, as highlighted in the European Commission’s Staff Working Paper 

assessing France’s 2012 national reform and stability programmes, the 

Commission indicates that “specifics are also lacking on the subdued growth in 

local government spending”
71

. Moreover, no additional golden rule concerning 

LRAs has been implemented in France. The only one, which is still effective 

today, dates from the 1980s and prohibits financing current expenditure by 

debt
72

. Compliance is monitored by the Prefect, backed up by regional audit 

chambers. 
 

2.2 The European Semester  
 

France fully participates in the European Semester process and will be bound by 

the enhanced version, including the budgetary coordination, from October 2013 

onwards. 

 

Preventive arm of the SGP – France suffered a progressive worsening of its 

fiscal balance after the beginning of the crisis in 2007, particularly as a result of 

huge expenditure designed to prevent deep recession. Concerning the preventive 

arm of the SGP, France declared in its 2011 Stability Programme a structural 

balance of -3.9% GDP in 2011 and -3.2% in 2012.The actual value for 2011 was 

a deficit of 4.1%. The Stability Programme 2012 stated a structural balance goal 

of -3.1% in 2012 and -1.8% in 2013.The actual value for 2012 was -3.7%. The 

Stability Programme 2013 forecasts a structural imbalance of 2% in 2013 and 

1% in 2014 (see Table 4.1.2). 
  

                                                            
71 Commission Staff Working Paper assessing France’s national reform and stability programmes (2012), p.13. 
72 See : Code Général des collectivités Territoriales (CGCT), Art. L.1612-4. 
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Table 4.1.2 

French accounts: structural balance and net lending/borrowing 

Structural balance 2011 2012 2013 2014 

2011 Stability Programme -3.9% -3.2%   

2011 Commission Assessment -3.9% -3.7%   

2012 Stability Programme  -3.1% -1.8%  

2012 Commission Assessment  -3.2% -2.9%  

2013 Stability Programme 

2013 Commission Assessment 

  -2% 

-2,2% 

-1% 

-2.3% 

Actual Data -4.1% -3.7%   

Government net 

lending/borrowing 

-5.2% -4.8% -3.7% (es) -2.9% (es) 

 

Source: French stability programmes, 2011, 2012 and 2013. Commission Staff Working Papers, 2011, 2012 and 

2013. 

 

 

Corrective arm of the SGP - France has been under the excessive deficit 

procedure since December 2009, when the deficit reached 7.5% of GDP. Since 

then, the country has made substantial progress in reducing its excessive deficit. 

Despite harsh economic conditions, the 2012 deficit amounted to 4.8%. With 

this in mind, the Commission suggested that the Council grant France two more 

years to bring the deficit below the 3% threshold. The Council ratified the 

Commission’s proposal in June 2013 and France will now have until 2015 to 

correct its deficit
73

. 

 

Macroeconomic imbalance procedure - The Commission announced in April 

2013 that the macroeconomic imbalances of France, like those of 13 other 

member states, need to be closely monitored. Thus, the Commission will 

examine the risks involved and publish encompassing policy recommendations 

for the correction of existing imbalances and the prevention of new ones as part 

of the European Semester. The country-specific recommendations delivered by 

the Council in June 2013 indeed recommended to France to take several actions 

in order to address the existing macroeconomic imbalances. 

 

Recommendations affecting sub-national government - The country-specific 

recommendations published by the Commission in 2011 and 2012 give no 

recommendation specifically targeted at LRAs. However, the 2013 

recommendations stipulate that the efficiency of public spending, including at 

local level, should be improved and that the planned new decentralisation law 

should aim to streamline the different administrative layers and competences in 

                                                            
73 Hence, France is required to reduce its deficit to 3.9% of GDP for 2013, 3.6% of GDP for 2014 and 2.8% of 

GDP for 2015, consistent with 1.3%, 0.8% and 0.8% of GDP improvements in the structural balance 

respectively. See: Council of the European Union (2013), Press release on Excessive Deficit Procedure, 21 June 

2013. 
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order to achieve further synergies, efficiency gains and savings. Great attention 

is also paid at public expenditure on healthcare. 

 

2.3 Directive on budgetary frameworks  

 

The French stability programme of April 2013 specifies that a significant 

proportion of the provisions required by the Directive on Budgetary Framework 

are already enshrined in national law. For instance, a multi-annual budgetary 

framework has already been in place since 2008. However, some important 

additional measures have been taken to ensure the full implementation of the 

directive. The organic law mentioned earlier paves the way for some changes 

and more coherence between financial laws. Also, reports on local public 

finances will be now submitted every quarter. According to the Commission, the 

recent reforms moved in the right direction and improved the fiscal framework 

in France, although it estimates that the framework is insufficiently binding. 

 

3. Implications of the New Economic Governance for the PACA region 

 

Political organisation of the PACA region – Similarly to other regions in 

France, the PACA region has a deliberative body called the regional council. 

Since 2004, regional councillors have been elected for six-year mandates. The 

regional council is assisted by two consultative bodies composed of a 

specialised commission and the regional economic and social council. The 

executive body is represented by the president of the regional council, who is 

elected by the council. 

 

Awareness of European Decisions – The questionnaire results report a good 

knowledge of recent European measures. However, those measures were mainly 

discussed at informal level and did not lead to any legislative changes at 

regional level. The Fiscal Compact was the only instrument which was subjected 

to discussions at executive/presidential level. 

 

Early assessment of the impact of the New Economic Governance – The 

PACA experts who participated in the questionnaire mentioned that there was 

no recent change to the budgetary cycle or calendar. The Constitutional Bylaw 

on the Budget Act (Loi organique relative aux lois de finances-LOLF), adopted 

in 2001 and amended on 23 July 2008, is still valid. It gave a key role to the 

Parliament to evaluate public policies and introduced the concept of a 

multiannual planning framework for public expenditure. This expenditure 

includes that of the central state, the social insurance authorities and LRAs. 

Regarding the budget of the central state, France adopts a triennial process in 

which mandatory expenditure ceilings are set for all public policies. These 
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expenditure ceilings have to be respected for the first two years of the triennial 

budget but can be adjusted in the third year. 

 

At regional level, the budget is prepared by the executive body, i.e. the president 

of the regional council and its services/cabinet. The budget is adopted annually 

by the regional council. The vote is supposed to take place before the beginning 

of the calendar year, although the conclusion of the regional budget depends on 

the completion of the national budget and on the amount of the transfer received 

from the state level. 
 

With regard to fiscal autonomy, official documents of the PACA region confirm 

the information given above: regional fiscal autonomy has been affected by the 

2010 fiscal reforms. Therefore its ‘room for maneuver for investing in the real 

economy’
74

 has been significantly reduced. The fiscal autonomy now accounts 

for less than 10% of the region’s revenue
75

. Moreover, the region specifies that 

the region has to assume the costs of Act II of decentralisation, which are 

estimated at €72 million in 2011
76

. 

 

With regard to budgetary control of the central state over the regional authority, 

France has not implemented any additional ‘golden rule’ at the regional level, as 

mentioned earlier. The control of the central state is mainly expressed through a 

reduction of grants allocated to the regions. Indeed, the French government 

specifies in the French stability programme published in April 2013 that LRAs 

will have to contribute to the public debt adjustment effort. The debt of 

subnational authorities represents 8.3% of GDP and around 10% of public debt. 

Thus, state transfers to local and regional authorities will decrease by €1.5 

billion in 2014 and an additional €1.5 billion in 2015. Such a reduction will have 

a significant impact on regional budgets and policies. As of 2014, the exact 

amount of the contribution of LRAs to the public-finance adjustment will be 

negotiated in the framework of a pact of trust and solidarity (Pacte de confiance 

et de solidarité) (Art. 8 of the LPFP). 

 

However, it is important to note that the Act III of decentralisation is likely to 

introduce significant changes and have a direct effect on French regions. The 

regions have high hopes that it will lead to increased fiscal autonomy. 
 

Investment capacity - PACA investment expenditures have been markedly 

affected by the economic crisis and the austerity measures, as shown by the 

comparison of the 2012 and 2013 budgets in Table 4.1.3. As investment 

expenditures were mainly financed by own resources, the region explains the 

                                                            
74 Quote from PACA questionnaire. 
75 See : Budget Primitif 2013, Rapport de présentation, p.6. 
76 Ibid., p.6. 
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reduction in its investment capacity by the decreasing share of own-resources 

taxes. In order to mitigate this trend, PACA is using innovative financial 

instruments, in particular those provided by the EIB, such as JEREMIE (€20 

million). However, the region is reluctant to extend the use of Public Private 

Partnerships (PPPs)
77

. In addition, the PACA region as any other French regions 

is actively involved in the Public Investment Bank, established in 2012, to 

support SMEs and streamline investment on the local/regional level. PACA has 

already announced that it will work together with the Bank to internationalise its 

SMEs and to coordinate innovation policies, in particular with regard to the 

green economy. 

 

With regard to the composition of investment expenditure, the budget of PACA 

does not provide any breakdown by sectoral policies. However, the region 

indicates that the priorities of 2013 will be similar to the ones of 2012, i.e. 

economic development, education and training. 

 

Table 4.1.3 

Evolution of the PACA budgets: 2011-2012-2013 (in € million) 

 Budget 2011 Budget 2012 Interim budget 2013 

Operating revenue 1575.6 1 648.1 1 671.3 

Direct fiscal revenue 325.5 347.7 362.2 

Indirect fiscal revenue 493.0 550.6 546.1 

Transfers from the state 687 682.5 681.1 

Subsidies and others - 49.8 53.3 

Financial products - 17.5 23.1 

Extraordinary products - 0 5.5 

Investment revenue 87.1 87.2 67.3 

Investment expenditure 558.4 569.6 539.4 
Source: compiled information from PACA, Budget primitif 2013, and PACA, Budget primitif 2012. 

 

 

Policy conclusions – The region of PACA, in particular its fiscal autonomy and 

the size of its budget, has been deeply affected by the economic crisis and the 

2010 reform. In that context, PACA is expecting a lot from the new 

decentralisation reform currently discussed within the central government. In 

particular, the region hopes that the reform will lead to a new increase of the 

share of own resources in its budget. As more competencies have been 

progressively decentralised to the regional level through previous reforms, 

adjusting policy responsibilities with adequate financial resources would indeed 

be a very welcome step. Indeed, decentralising certain policies such as economic 

development or social policies without providing enough resources is a way to 

disengage the state from addressing acute challenges. However, it is still too 

early to assess the concrete impact the new reform will have on the organisation 

                                                            
77 PACA questionnaire results. 
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of the state and its finances. While some commentators have already underlined 

its complexity, it should be kept in mind that its absolute priority should be to 

clarify the division of competencies among government tiers and to allow public 

spending savings by simplifying the organisation of the state. 

 

 

4.2 The example of the autonomous province of Trento 
 

1. The institutional framework at national level 

 

The Italian Republic is a regional state with three levels of sub-national 

government: municipalities, provinces and regions. Each of those governance 

levels has been reformed several times since the creation of the Republic. In 

addition, some of the regions and provinces of the country enjoy preferential 

status because of their geographical position. This is the case of the Autonomous 

Province of Trento. 

 

Currently, Italy is composed of 20 regions, including Trentino-Alto Adige, the 

autonomous region, which includes the autonomous province of Trento. Italy is 

composed of 110 provinces, including the two autonomous provinces of Trento 

and Bolzano with powers comparable to regional entities, and around 8,000 

municipalities. 

 

State-regional relations are multilaterally managed by the Permanent Conference 

of State, Regions and Autonomous Provinces, which has the power to deliver 

opinions on matters of regional interest. 
 

 

Finances- Regions, provinces and municipalities are constitutionally recognised 

in the fifth chapter of the Italian Constitution (Art. 114-133), which was heavily 

modified in 2001 with the introduction of principles of fiscal federalism, and in 

2012 with the introduction of the Fiscal Compact into the constitution. Art. 116 

of the Constitution recognises the particular status of autonomous regions and 

provinces. The competencies of the regions are established in Art. 117 of the 

Constitution reformed in 2001. 

 

The financial autonomy of sub-national governments is established in Art. 119. 

In its 2012 revised version, the article establishes a “golden rule principle”, a no 

bail-out clause and a requirement for balanced budgets, and states explicitly that 

LRAs have to contribute to EU fiscal targets. 

 

Overall, Italy is considered as a country with a high level of sub-national 

autonomy. The OECD estimates that nearly 59% of regional taxation is 
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autonomous taxation and the rest is mainly shared taxation. Dexia estimates that 

taxation represents 45% of sub-national revenue. Overall, 30.8% of public 

expenditure was spent at the sub-national level between 2000 and 2003, 31.9% 

between 2004 and 2007, and 31.5% between 2008 and 2011.
78

 

 

An examination of the composition of the budget revenue of regions yields 

useful information on their level of financial autonomy. The revenue of ordinary 

regions is based on four different sources (own taxes, regional taxes decided 

centrally, shared taxes, and transfers)
79

. This resource system was modified in 

2011, with the cancellation of direct transfers and an increase in tax autonomy. 

The new system, expected to enter into force in 2013,
80

 needed legislation to be 

approved during 2012. However, this implementing legislation has not been 

approved yet. 

 

The first category of resources refers to the power of establishing local taxes on 

services of regional competence. The second category refers to regional taxation 

of economic activities, in force since 1997: the rate of this tax is centrally 

decided by the parliament and can be modified by +/- 1% by regional 

authorities. The third category, i.e. shared taxes, is composed of (but not solely)  

additional tax income (between 0.9% and 1.4% extra rate on national income 

tax, with a maximum level of 2.1% from 2015 onwards) and a share of local 

VAT income
81

. The last two revenue sources are expected to increase in the 

coming years: Law 68 of 6 May 2011 indicated an increase in regional own 

resources and a suppression
82

 of state transfers, but no implementing decision 

has been adopted yet. Regarding the fourth category, regions still enjoy some 

state transfers, in particular related (but not only) to healthcare services. Regions 

and the central government negotiate the total amount of resources available for 

health care, and the resources are shared between regions. 

 

Reforms of the system - The Italian regional system has been subjected to a 

permanent reform process since 1997. The most significant reform of the fifth 

chapter of the Italian Constitution was carried out in 1999-2001 and 

implemented through Constitutional Law, which substantially changed the 

constitutional principles referring to local autonomy, introducing the principles 

of subsidiarity, financial autonomy, and equal repartition of legal powers 

between the central government and the regions. The country also introduced an 

                                                            
78 Eurostat, Government statistics. 
79 See Camera de Deputati (2013): 

http://leg16.camera.it/465?area=19&tema=740&Il+sistema+delle+entrate+degli+enti+locali#paragrafo3504. See 

also Agenzia per le entrate regione Sardegna (2009) Il federalismo fiscale in Italia dagli anni 90 ad oggi. p. 5 
80 See Camera de Deputati (2013): 

http://leg16.camera.it/465?area=19&tema=380&Federalismo+regionale%2C+provinciale+e+costi+e+fabbisogni

+standard+sanitari#paragrafo1503 
81 The base rate is 38.55%, subject to modifications after a regional solidarity mechanism. 
82 Ibid. 

http://leg16.camera.it/465?area=19&tema=740&Il+sistema+delle+entrate+degli+enti+locali#paragrafo3504
http://leg16.camera.it/465?area=19&tema=380&Federalismo+regionale%2C+provinciale+e+costi+e+fabbisogni+standard+sanitari#paragrafo1503
http://leg16.camera.it/465?area=19&tema=380&Federalismo+regionale%2C+provinciale+e+costi+e+fabbisogni+standard+sanitari#paragrafo1503
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internal stability pact in 1999, which aims to control final expenditure in regions 

(excluding healthcare expenditure): targets are set annually. Autonomous 

provinces and regions enjoy a special status and negotiate their own targets with 

the central government. 

 

A second reform wave, aimed at fully introducing fiscal federalism in Italy, was 

launched in 2009 and approved in 2011. It was expected to enter into force in 

2013 but is currently blocked by the delayed approval of implementing 

legislation, as described above. Finally, the Monti government launched, in 

2012, comprehensive reform of the provinces, aiming to halve the number of 

institutions and to transfer most of their competencies to regions and 

municipalities. Although it has already been approved, the reform still lacks 

implementing laws which have been delayed in anticipation of the Italian 

General Elections in early 2013. In early July 2013 the Italian Constitutional 

Court declared the 2011 provinces reform illegal, stating that any cancellation or 

reduction of provinces’ competences cannot be pushed forward by ordinary law 

but requires a constitutional change. The government then stated its willingness 

to transform the previous law into a constitutional amendment. 

 

Regions and provinces with Special Status - Five out of the 20 Italian regions 

are regions with a special status which implies extended powers: autonomous 

regions act as federated entities of the Unitary State. In addition, the Trentino-

Alto Adige region, composed of the two autonomous provinces of Trento and 

Bolzano/Bozen, has an even more particular structure: the two autonomous 

provinces have, since the Constitutional Reform of regional status in 1972, 

legislative powers very similar to regional powers. As a consequence, the 

Trentino-Alto Adige region is almost a purely symbolic institution. The 

presidency of the region rotates between the two provinces and the Regional 

Council is composed of the two Provincial Councils. In addition, the two 

autonomous provinces participate directly in the Conference of the Regions. 

Also, while the main regional powers concern health care (Art. 6-7 of the 

Statute), the provinces have legislative powers on environmental matters, 

education, culture, local infrastructure, tourism, communication investments, 

industrial policy and social care. In addition, the provinces have significant 

powers over infrastructural decisions taken by the central government on their 

territory, particularly concerning railways and road communications, and 

hydroelectric production
83

. 

 

With regard to financial autonomy, provinces keep a large proportion of the 

taxation collected on their territory by the national government. The system of 

financial resources and regulations was further modified in 2009
84

. Besides 

                                                            
83 Art. 12-14 of the Statute of the Region. 
84 Law of 23 December, 2009 N0.191, Art. 107. 
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VAT, 9/10 of other national taxes belong to the provinces, as well as 9/10 of the 

tax on donations and transfers and the whole amount of duty on electricity 

consumption. In addition, Articles 73 and 80 of the Regional Statute grant 

provinces the power to create new taxes in their field of competence, and the 

right to modify rates and exemptions of national taxation within upper and lower 

limits established within national law. Furthermore, Art. 80 allows the province 

to create new taxes collected by municipalities and to modify quotas and 

exemptions for existing national municipality taxation. In terms of investment 

capacity, the statute allows provinces and regions to contract debt only for 

investment purposes, up to a maximum amount equal to current annual 

revenues. The statute also gives a special role to the two autonomous provinces 

in the Internal Stability Pact introduced in 1999: following Art. 79, the provinces 

negotiate their fiscal targets with the central government. 

 

The Milano Agreement - The autonomous provinces of Trento and Bolzano are 

not affected by the 2011 provinces reform as they have, as already mentioned, 

powers and a constitutional status comparable to regional entities. However, it is 

worth mentioning that an agreement was reached between the Ministry of 

Finance and the two provinces of Trento and Bolzano in 2009 (the so-called 

“Milano Agreement”) on the reform of the status of the two provinces in order 

to ensure their participation in the consolidation of Italian public finances (see 

below). Also, the Milano Agreement includes a one-off payment of €3.1 billion 

to the province of Trento split over the years 2010-2017 in compensation for 

missing transfers in the past. 

 

Furthermore, the Milano Agreement modified Art. 79 of the Regional Statute to 

ensure that provinces concur with the national goals of fiscal stability and 

solidarity via a series of measures, including the adoption of functions 

previously in the charge of the state (local transport from 2009 and universities 

from 2010) and the direct participation of the two entities in the Internal 

Stability Pact, whose fiscal targets are bilaterally agreed between the State and 

the two provinces. As a consequence, the province of Trento is also asked to 

participate in the process of fiscal consolidation in Italy. The total fiscal 

consolidation required for 2013 is around €1400 million, around 30% of the 

total budget of the province. However, the real effect of the consolidation 

package on the province has been much lower, as explained in the last section of 

this case study. 
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2. Performance of Italy in adopting EU legislation 

 

2.1 Fiscal Compact 

 

Italy ratified the Treaty on Stability, Coordination and Governance with a 

positive vote of the Italian Senate and Chamber of Deputies in July 2012. In 

addition, some of the measures of the Fiscal Compact were introduced into the 

Italian Constitution in April 2012, especially concerning the obligation for 

structurally-balanced budgets (reformed Art. 81 of the Constitution) and the 

obligation for public administration and sub-national governments to pursue the 

balanced budget goals prescribed by the European Union. 

 

2.2 European Semester  

 

Italy participated in the first cycles of the European Semester and will be bound 

by the enhanced version of the European Semester, which includes budgetary 

coordination, from October 2013 onwards. 

Preventive arm of the SGP - According to the SGP and the Fiscal Compact, 

the medium-term objective for Italy shall be a structural deficit within 0.5%. The 

2011 Stability Programme (Table 22) identified a structural balance of -2.6% for 

2011 (the Commission Services estimated -2.7%) and -2.3% (-2.6% for the 

Commission Services) for 2012. The real data for 2011 was a deficit of 3.6%. 

The Stability Programme of 2012 stated a structural balance deficit of 0.5% for 

2012, and a surplus of 0.5% for 2013 (the Commission Services estimated 

deficits of 0.7% and 0.1% respectively)
85

. 

 

Table 4.2.1 

Italian accounts: structural balance and net lending/borrowing 

Structural balance 2011 2012 2013 2014 

2011 Stability Programme -2.6% -2.3%   

2011 Commission Assessment -2.7% -2.6%   

2012 Stability Programme  -0.5% 0.5%  

2012 Commission Assessment  -0.7% -0.1%  

2013 Stability Programme   -0.4% -0.5% 

2013 Commission Assessment   -0.5% -0.7% 

Actual Data -3.6% -1.4%   

Government net 

lending/borrowing 

-3.8% -3% -2.9%(es) -1.5% (es) 

 

 

  

                                                            
85 Source: Italian Stability Programmes, 2011, 2012 and 2013; Commission Services Working Paper, 2011, 2012 

and 2013. 
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Corrective arm of the SGP - Italy has been under the excessive deficit 

procedure since December 2009, when the deficit reached 5.5% of GDP. 

Despite reduced economic activity, Italy managed to reduce its deficit to 3% in 

2012 and it is expected to reach 2.9% in 2013. Hence, the European 

Commission recommended to the Council in June 2013 to close the Excessive 

Imbalance Procedure for Italy.
86

 

 

Macroeconomic Imbalance Procedure - As for the European Semester, Italy 

has been bound by the macroeconomic imbalance procedure since its 

introduction at the end 2011. Like any euro-area country, Italy can be subject to 

sanctions if it fails to take timely corrective action. The Early Warning Report
87

 

of the European Commission identified preliminary imbalances in Italy, 

especially in the field of public debt and competitiveness. Therefore, the 

European Commission launched an in-depth review of the Italian economy, 

which was concluded in 2013. The review stated that Italian imbalances are not 

excessive but need to be corrected quickly, and invited the country to take them 

into account in drafting their 2013 national stability programmes and national 

reform programmes. As a result, the Council included the correction of 

macroeconomic imbalances among the goals of the country-specific 

recommendations approved in June 2013. 

 

Recommendations affecting LRAs - The 2011 set of recommendations was 

mainly aimed at ensuring fiscal sustainability and preventing a rise in 

unemployment. In addition, the Council also recommended that Italy take action 

with a direct effect on LRAs. In particular, the Council recommended making 

better use of structural funds to reduce the differences between north and south. 

The main recommendations delivered to Italy in 2012 again concerned the 

implementation of the budgetary consolidation strategy and the introduction of 

the constitutional amendment on balanced budgets, with particular reference to 

coordination across sub-national sectors. Finally, the 2013 recommendations 

proposed by the Commission included a request for a renewed effort to achieve 

better Structural Fund absorption in the southern regions, as well as a demand 

for further opening local public procurement. They were adopted by the 

Council. 

  

                                                            
86 COM (2013) 385 Final. 
87 European Commission (2012) Alert Mechanism Report. Report from the Commission, COM (2012) 68 Final. 
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 Table 4.2.2 

Country-Specific Recommendations 

Year Recommendations with direct effects on LRAs 

2011 - Take steps to accelerate in a cost-effective way growth-enhancing 

expenditure by cohesion policy funds in order to reduce the persistent disparities 

between regions 

2012 - Ensure that the specification in the implementing legislation of the key 

features of the balanced budget rule set out in the Constitution, including appropriate 

coordination across level of government, is consistent with the EU framework. 

- Pursue a durable improvement in efficiency and quality of public expenditure 

through the planned spending review and the implementation of the 2011 Cohesion 

Action Plan, leading to improving the absorption and management of EU funds, in 

particular in the South of Italy. 

2013 - Adopt structural measures to improve the management of EU funds in 

southern regions. 

- Ensure the proper implementation of the measures aiming at market opening 

in the services sector (…) and foster market access for instance in the provision of 

local public services where the use of public procurement should be advanced 

(instead of direct concessions). 
Source: Council’s Italian country-specific recommendations, 2011, 2012 and 2013. 

 

 

2.3 Directive on Budgetary Frameworks 

 

According to our analysis of the Commission results, Italy is performing well in 

implementing the Directive. First, Italy has adopted a balanced budget 

amendment in its Constitution, and has introduced expenditure rules for 

subnational authorities (golden rules). In addition, debt rules are being 

introduced for LRAs, which include limitations on maximum debt service 

expenditure and a no-bail-out principle, and limit borrowing only for capital 

expenditure. The implementation of these rules will be monitored by an 

independent body hosted by the Parliament. The Commission states, however, 

that the constitutional amendments are expected to be translated into secondary 

legislation by February 2013. Recent political events have, however, delayed the 

process. 

 

Multi-annual budgeting has also been introduced as part of the adaptation of the 

Italian budgetary process to the European Semester. The Stability Programme is 

first presented before the chamber as a piece of legislation in April each year and 

contains three-year programming. Stability Programmes are then translated 

(including their three-year perspective) into the budget transmitted to the 

Parliament in October. 

 

Finally, the Internal Stability Pact was changed in 2011, requiring local 

governments to determine their fiscal objectives alongside the fiscal objectives 
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of the central government. In the process of determining the fiscal targets of the 

internal stability pact, the permanent Conference of the state, the regions and 

autonomous provinces is consulted. 

 

3. Implications of the New Economic Governance for the Province of 

Trento 

 

Political system and budgetary process of the Province- The political system 

of the province is based on a traditional model of the separation of powers 

between the executive and legislative bodies. The President of the Province is 

directly elected and leads the local government (“Giunta”). The legislative body 

is composed of 35 elected members including the President of the Province. 

 

The budgetary process usually begins in October with the presentation of the 

draft budget to the Provincial Council. The approval process may take several 

months, usually ending in December each year. Questionnaire results from the 

City Council indicate that no change has been observed in the budgetary 

timeline. 

 

In addition, multiannual budgeting has already been applied in order to prepare 

the autonomous province’s three-year budget.  In terms of negotiations, 

respondents from the Provincial Council indicate that negotiations have 

moderately increased both with regard to contributing to policy design and 

setting fiscal targets. This increase in negotiations concerns both the nation state 

and the Conference of Regions, which the Autonomous Province of Trento is 

part of. 

 

Awareness of European Decisions - The level of awareness of the European 

decision-making process reported by the questionnaire respondents is limited 

and no measure has been formally discussed in the Provincial Council. 

 

Budget structure - The budget of the Autonomous Province has evolved since 

2010, due both to the effect of the economic crisis and the role of the province in 

participating in national and European fiscal targets, as set in Art. 79 of the 

Statute of the Trentino-Alto Adige Region. In addition, Art. 74 of the Statute, 

amended in 2009, provides for a golden rule: borrowing is allowed only for 

capital expenditure and a no bail-out clause is present. Also, the autonomous 

provinces receive a share equal to 90% of national taxation, and they are free to 

change the internal distribution of rates and exemptions, as long as upper limits 

are respected. 
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Table 4.2.3 

Budget of the Province of Trento 

 2008 2009 2010 2011 2012 2013* 2014* 2015* 

Savings from previous 

year 

495 603 550 470 426 260   

Own sources 533 514 556 515 531 541 506 526 

Shared taxes** 3146 3154 3431 3583 3625 3494 3525 3487 

Transfers 253 208 176 166 140 205 120 118 

Debt       201 237 

Total income (1), in € 

million 

4427 4479 4713 4734 4722 4500 4352 4369 

Current expenditure 2628 2788 2873 2946** 2935** 2871 2833 2820 

Investment*** 1799 1691 1840 1788 1788 1629 1519 1549 

Shares (% of total 

budget) 

        

Own sources 12.0 11.5 11,8 10,9 11,2 12 11,6 12,1 

Shared taxes 71.1 70,4 72,8 75.7 76,8 77,6 80,1 79,8 

Transfers 5.7 4,6 3,7 3,5 3 4,5 2.7 2.7 
 

Source: Provincia di Trento, budget 2009-2013, account revisions. 

* Initial budgets of the Province. 

** Shared taxation in years 2011 and 2012 includes a share to be given to municipalities as part of the broad 

reform of the Italian municipal finances system (“municipal federalism”) 

*** Investment includes the expenditure for repaying loans. 

(1) Excluding circular transfers. 

 

 

Overall, the total budget first increased from 2008 to 2010, and then the slight 

reduction starting from 2011 onwards is set to continue, as shown in Table 4.2.3. 

This effect is mainly due, according to our survey results, to spending cuts 

implemented to comply with the measures contained in the Internal Stability 

Pact. However, current expenditure is projected to remain quite stable, not least 

due to new competences over local transport and universities. 
 

Regarding the revenue composition, Table 4.2.5 shows that there is a remarkable 

predominance of shared taxation: the proportion of shared taxation revenue 

varies, from nearly 76% in 2011 to 80% in 2014. Importantly, the province 

enjoys a high level of fiscal autonomy with regard to shared taxation. Indeed, 

the provincial government (Giunta) has the authority to set internal rates and 

relief as long as the maximum rate is kept within the limits decided by the 

national government. 

 

Overall, it seems that the budgetary autonomy of the Province of Trento has not 

been excessively affected by the measures contained in the new economic 

governance structure. While the nominal reduction in expenses formally 

required by the central government is significant (€1,400 million for 2013), the 

volume of the budget has been only marginally affected.  



  

68 
 

It must be noted, however, that the relations between the central government and 

the Province of Trento concerning the contributions to the overall budgetary 

adjustment of the country are controversial. In this regard, the President of the 

Province publicly stated in October 2012
88

 that a substantial proportion of the 

€1,400 million required under national measures for budgetary consolidation in 

2013 is against the provisions of autonomous status regarding the matter of 

autonomy of fiscal decisions. Therefore, such fiscal consolidation is suspended 

pending the judgement of the Constitutional Court. According to the President 

of the Province
89

, some of the 2013 effect (€563 million) was already taken into 

account in precautionary savings from previous years; another €393 million is 

offset by the annual quota of the one-off refunding transfer included in the 

Milano Agreement, and a final amount worth €190 million is temporarily 

suspended pending the judgement of the Constitutional Court. The real 

adjustment required for the year 2013 is therefore below the €300 million 

threshold, and it has been split between actual budget reductions and savings 

included in the reserve fund under the capital expenditure headline. Overall, 

therefore, the budget seems to have suffered from the increased control over 

sub-national expenditure only to a limited extent. 

 

Investment capacity - However, looking at the structure of the expenditure 

(Table 4.2.6), one can conclude that the overall investment capacity has been 

affected by the crisis and the consolidation process. While current expenditure 

has increased since 2008 and is expected to peak in 2013 (also as an effect of the 

new competences transferred to the Province in 2009 and 2010), capital 

expenditure has fallen by 9% in six years. According to the multi-annual 

budgetary planning, the total reduction between 2008 and 2015 will reach 15%. 

In other words, a significant proportion of the required budgetary consolidation 

has been implemented through a reduction in capital expenditure rather than 

current expenditure. However, it should be noted that the level of investment 

expenditure per capita is still very high in comparison to the rest of the 

country
90

. In addition, while investment expenditure resulting from the 2007-

2013 MFF is included in the yearly budgets until 2013, from 2014 onward it is 

not. As a consequence, investment budgets should be revised as soon as the 

exact amount of European funding given to the province is defined. 

 

In this context co-financing capacity has been affected only to a limited extent. 

The transfers from the European Union (Table 4.2.4) have not been affected 

substantially by the evolution of the province’s investment capacity, decreasing 

slightly between 2008 and 2011 and increasing substantially in 2012. If we look 
                                                            
88 Dellai, L. (2012) Relazione programmatico-finanziaria relative al bilancio 2013.Provincia Autonoma di 

Trento, Ottobre 2012, p. 6. 
89 Dellai, L. (2012) Relazione programmatico-finanziaria relative al bilancio 2013.Provincia Autonoma di 

Trento, Ottobre 2012, p. 6-8. 
90 Three times higher according to the information provided by the Provincial Council. 
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at how investment budgets have been distributed over time (Table 4.2.5 and 

4.2.7), we can see that a substantial shift of resources towards research, 

university and innovation investment (the only headline with a net increase over 

the period 2008-2015 due to the new competences concerning universities 

transferred to the province in 2010) and economic development, which is 

expected to peak in 2012 and then decrease in the following years. On the other 

hand, expenditure on infrastructure and agricultural support seem to decrease 

over time. 

 

Policy conclusions - Overall, the Autonomous Province of Trento has been 

affected by the crisis and the fiscal response to it introduced at national level. In 

particular, the reform of the Province’s statute as a consequence of the Milano 

Agreement between the autonomous provinces and the nation state has led to 

some additional fiscal consolidation as a contribution to the overall national 

consolidation process. Since 2010 (the first budget since the signature of the 

agreement), expenditure has been stable and is forecast to start to decrease from 

2013 onwards. The reduction in direct transfers from the state is mainly counter-

balanced by increases in shared taxation revenue and own resources. In addition, 

despite the progressive reduction in total resources, investment share is not 

forecast to decrease significantly- from 38.3% in 2010 to 36.3% in 2013, and 

(after one year of adjustment in 2014 at 34%) again 37% in 2015. The very high 

fiscal autonomy of the Province, which can base its policies on large shared 

taxation revenues, is naturally helping the government to ease and soften the 

impact of fiscal consolidation. Also, the high share of investment granted by 

recent budgets may suggest a strong feedback effect on the economy in the 

incoming years. Finally, depending on the ruling of the Italian Court of Justice, 

additional resources might be freed for expenditure and investment. 
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Table 4.2.4 

Transfers from the EU, in € million  

 

2008 2009 2010 2011 2012 2013 

Transfers from 

the EU 14.1 12 12.4 12.5 18 14.6 
 

 
 

 

Table 4.2.5 

Investment, in € million  

 2008 2009 2010 2011 2012 2013 2014 2015 

% 

change 

Total (*) 1799 1691 1840 1788 1788 1629 1519 1549 -14% 

General services 88 69 63 76 58 41 38 29 -67% 

Local finance 287 304 313 294 186 204 177 208 -27% 

Primary,secondary 

and vocational 

education 69 65 53 65 60 39 34 28 -60% 

Tertiaryeducation 

and research 145 83 176 221 234 208 211 210 +45% 

Sport and culture 46 47 50 47 59 45 29 20 -56% 

Social policies 84 85 82 100 100 97 68 65 -22% 

Healthcare 80 116 114 96 71 41 55 62 -22% 

Agriculture 83 84 85 84 70 61 52 48 -42% 

Economic support 338 374 369 397 373 274 240 229 -32% 

Housing 77 91 92 99 111 98 99 86 +11% 

Infrastructure 185 201 221 142 153 104 129 103 -44% 

Territorial 

management 139 114 115 119 98 79 70 94 -32% 

Other, including 

reserve fund 178 57 106 48 211 338 318 364 +100% 
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Table 4.2.6 

Revenues of the Province of Trento, share of the total 

  

  

 

 
 

Source: Provincia di Trento, budget bills 2012-2014 and 2013-2015, excluding circular transfers 
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Table 4.2.7 

Composition of investment, % 

 

   

5% 

16% 

4% 

8% 

2% 5% 
4% 

5% 
19% 

4% 

10% 

8% 

10% 

2008 

3% 
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4% 
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2% 

13% 
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1% 

4% 

4% 
3% 

15% 

6% 

7% 

6% 

23% 
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4.3 The example of the autonomous community of Catalonia 
 

1. The political and legal framework at national level 

 

Spain is, constitutionally, a unitary state. However, reforms have progressively 

transformed the country into a regionalised system based on three levels of sub-

national self-government. Thus, there are 17 Autonomous Communities, two 

Autonomous Cities (special administrative units, halfway between a 

municipality and an Autonomous Community), 50 provinces (seven 

Autonomous Communities are based on single provinces) and 8111 

municipalities. 

 

Overall, sub-national expenditure in Spain has increased over time: it 

represented 48% of total expenditure between 2000 and 2003, 53.3% between 

2004 and 2007, and 54% between 2008 and 2011. However, the most recent 

effects of the crisis seem to have put an end to this trend: while total government 

expenditure increased by €13 billion between 2011 and 2012, total subnational 

expenditure decreased by €11 billion. As a result, total sub-national expenditure 

dropped to 50% of general expenditure in 2012, the lowest level since 2002
91

. 

 

With regard to fiscal autonomy, around 50% of total sub-national revenue in 

2005 was based on taxation, while around 42% was based on transfers
92

. 

According to the OECD, around 60% of regional taxation is fully autonomous, 

while around 38% is shared taxation, which cannot be changed without regional 

consensus. 

 

The constitutional and political framework - The Autonomous Communities 

(ACs) represent the core level of territorial self-governance in Spain. The 1978 

Constitution provided “the right of self-government to the nationalities and 

regions” (Art. 2) and guarantees their autonomy (Art. 137). Exclusive 

competencies of the state are listed in chapter 3 (Art. 149). The transfer of 

responsibilities to the ACs is based on the principle whereby all responsibilities 

not expressly attributed to the State by the Constitution are devolved to them, 

which is why the ACs have gradually undertaken more administrative 

responsibilities. At present, ACs have competencies in urban and regional 

spatial planning, organisation of the institutions of the autonomous government, 

economic development, transport, agriculture, forestry and fisheries, culture, 

social welfare and social services, environment, health and education. 

 

                                                            
91 Eurostat government statistics. 
92Dexia (2008) Subnational Government in the European Union. Dexia. 
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Every AC has a parliamentary system comprising a legislative assembly
93

, 

elected by universal suffrage for a four-year period, and a government 

commission, chaired by a President who is elected by the legislative assembly 

and has the executive power of the autonomous government. 

 

Revenue System - Although the Constitution allows for a great level of 

autonomy, there are big asymmetries in regional powers. For example, there are 

two systems of revenue assignments at the ACs’ level. The first, i.e. the 

common revenue assignment (applying for the vast majority of the ACs 

including Catalonia), was established by the Organic Law on Regional 

Financing in 1980 (LOFCA
94

) and was reformed in 2009. It is based on the 

assignment of specific revenues to fund a given level of spending
95

. Overall the 

funding for the common revenue assignment comes from three main sources: 

regional taxes, national grants and subsidies, and allocations from the inter-

territorial equalisation fund. According to an agreement with the central state, 

ACs receive 50 % from the VAT collected in the region, 50 % from the Personal 

Income Tax (PIT)
96

 collected in the region, and 58% from excise taxes. The 

second system, known as the “foral” tax, which is applied in Navarre and the 

Basque Country, provides a higher fiscal autonomy as all taxes are collected at 

the regional level and only part of it is sent to the central government after 

negotiations between the central state and the ACs’ authorities. However, 

generally speaking, it should be noted that ACs have gained more powers on the 

expenditure side than on the revenue side of their budget
97

, in the sense that they 

have more freedom to decide on how to allocate their budget rather than on 

taking decisions on revenues. 

 

Trends before the crisis - The Spanish government approved the SGP and 

translated some of the measures in its own 2001 budgetary stability (repealed in 

2008)
98

. With this act, the Spanish government established some 

intergovernmental decision making and controls over budgetary balance as well 

as some limitations to regional borrowing
99

. However and despite these 

measures, the structural deficit of Spanish regions increased due to demographic 

growth and population ageing generating an increase in healthcare and education 

expenditure, easy credit access leading to the housing bubble, and excessive 

regional government borrowing allowed by Central government’s flexibility
 100

. 

                                                            
93 Called  Parlamento in Andalucía, Islas Baleares, Canarias, Cataluña, Galicia, La Rioja, Navarra and País 

Vasco; Cortes in Aragón, Castilla La mancha, Castilla y León and  Comunidad Valenciana; Asamblea in 

Extremadura, Comunidad de Madrid and Región de Murcia; and Junta General in Principado de Asturias. 
94 Ley Orgánica de financiación de las Comunidades Autónomas. 
95 Ibid. p. 18. 
96 Impuesto Sobre la Renta de las Personas Físicas (IRPF). 
97 Lopez Laborda J.;Martínez-Vázquez J.; and Monasterio C., (2006), p. 32-33. 
98 General Law 18/2001, on 12 December, of Budgetary Stability. 
99 Colino C., (2013), p.7. 
100  Ibid. pp.7-8 
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The impact of the crisis - The crisis started with the burst of the housing 

bubble, which had a direct effect on the solvency of Spanish banks, employment 

rate, production and access to credit, resulting in a reduction in revenues, a fall 

in investment and a budgetary deterioration. During the first two years of the 

crisis, the government introduced countercyclical measures and increased 

spending in the public sector. The ACs followed the countercyclical measures 

and increased their expenditure despite the fact that their revenue had decreased, 

showing a great level of cooperation between the central government and the 

ACs. 

 

Hence, within three years, the Spanish economy went from having a surplus of 

1.9% in 2007, to a deficit of 9.2% in 2010. The regional deficits amounted to 

2.83% of GDP. Total public debt increased from 36.1% in 2007 to 60.1% in 

2010 and regional debt grew from 5.7% to 12.6%. Nevertheless, it is worth 

noting that regional deficits, investment and regional public debt vary greatly 

depending on the ACs
101

. Therefore, ACs started to face a growing divergence 

of risk premia between them and their yield spreads with the central government 

increased significantly. As a consequence, credits markets closed for them. 

 

2. Performance of Spain in adopting EU legislation 

 

Overall response to the debt crisis - One of the direct consequences of the debt 

crisis and Spain’s difficulties to gain access to credits markets has been the 

application of measures of fiscal austerity and budget consolidation targets 

required by the Eurozone. 

 

At national level, the socialist government started to cut back on public spending 

and pensions in 2010. The new conservative government, which won the 

elections in November 2011, raised personal income taxes, university fees and 

VAT, and cut back on sectors such as education and health. 

 

The central government also put pressure on the ACs to raise their regional 

taxes, to cut spending in public services and to implement the national plan in 

view of improving the sustainability of public spending in the health and 

education systems
102

. Thus, the crisis led to a ‘re-centralisation’ process, 

whereby the central government tried to strengthen its coordination with the 

ACs and to put limits on regional expenditure, debt and borrowing. 

  

                                                            
101 Ibid. p. 12 
102 Royal Decree act 14/2012 and 16/2012. 
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2.1 Fiscal Compact 

 

Spain ratified the Fiscal Compact in July 2012. The implementation required an 

amendment to Art. 135 of the Spanish Constitution. The reform was approved 

by the Spanish Parliament through an agreement between the two major Spanish 

parties, i.e. the socialist PSOE and the conservative PP. The first article of the 

amendment states that “all public administrations will conform to the principle 

of budgetary stability” (Art. 135.1). To this end, it introduced a debt limit and 

the explicit priority of paying the debt and loans before any other expenditure 

(Art. 153.3). Also, the reform established a limit in debt and deficit of the ACs 

and imposed a balanced budget on local authorities (Art. 153.2). 

 

This Constitutional change was implemented through the Organic law 2/2012 on 

Budgetary Stability and Financial Sustainability (reformed by the Organic law 

4/2012 of September, 28th), which mainly determines the structural zero deficit 

targets, the debt ceilings correction mechanisms and a system of sanctions for 

ACs and municipalities. Spain has now presented fiscal goals in line with the 

dispositions of the SGP. 

 

2.2 The European Semester 

 

As any other Euro Area countries, Spain is bound by the reformed version of the 

SGP and by the European Semester. 

 

Preventive arm of the SGP - Since the 2012 cycle, Spain has presented 

structural fiscal goals in line with the provisions of the SGP. The 2011 

Convergence Programme established a structural balance for 2011 of -4.1% and 

-3.2% for 2012. The real data for 2011 has been a deficit of -7.3%. Furthermore, 

the Stability Programme of 2012 stated a deficit of 4.4% for 2012 and a deficit 

of 2.2% for 2013. Finally, the 2013 Stability Programme stated a structural 

balance of -2.3% for 2013 and -1.7% for 2014.The actual data was a deficit of 

4.3% in 2012 (see Table 4.3.1)
103

. 

 

Corrective Arm of the SGP - Spain is under the Excessive Deficit Procedure. 

The European Commission has given Spain an additional two years to meet its 

deficit target. Thus, Spain must ensure that its excessive deficit is corrected by 

2016. 

  

                                                            
103 Source: Spanish Stability Programmes, 2011, 2012 and 2013: Commission Service Working Paper, 2011 and 

2012. 
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Table 4.3.1 

Spanish accounts: structural balance and net lending/borrowing 

Structural balance 2011 2012 2013 2014 

2011 Stability Programme -4.1% -3.2%   

2011 Commission Assessment -4.3% -3.9%   

2012 Stability Programme  -4.4% -2.2%  

2012 Commission Assessment  -4.8% -4.8%  

2013 Stability Programme 

2013 Commission Assessment 

  -2.3% 

-4.4% 

-1.7% 

-5.5% 

Actual Data -7.3% -4.3%   

Government net 

lending/borrowing 

-9.4% -10.6% -6.3% (es) -5.5% (es) 

 

 

 

The Excessive Imbalance Procedure - The European Commission launched an 

in-depth review of the Spanish economy following the results of the Alert 

Mechanism Report, delivered in 2012. The results of the in-depth review 

identified significant imbalances in the Spanish economy, which are considered 

excessive, especially in the field of external debt. 

 

Recommendations affecting sub-national government - In the context of the 

European Semester, the Commission delivered some recommendations with 

strong effects on the ACs’ government and autonomy. In particular, the 

Commission explicitly asked for stricter deficit and debt control over local and 

regional expenditure in 2011 (see Table 4.3.2) and required administrative 

innovation and coordination between government tiers to improve the business 

environment and reduce the administrative burden on the private sector. In 2012, 

the Commission recommended that Spain reduce delays in obtaining business 

licences and eliminate existing barriers to businesses, in particular concerning 

numerous requirements by different levels of government. Finally, the 2013 

recommendations advise that Spain improve and reinforce the efficiency and 

quality of public administration, including at the ACs’ level. 
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 Table 4.3.2 

Country Specific Recommendations 

Year Recommendations with direct effects on ACs 

2011 - Implement the budgetary strategy in 2011 and 2012 and correct the 

excessive deficit in the year 2013 in line with the Council Recommendation 

under the EDP, ensuring the achievement of deficit targets at all  levels of 

government, including by strictly applying the existing deficit and debt 

control mechanisms for regional governments; adopt further measures in case 

budgetary and economic developments do not turn out as expected (…).Keep 

public expenditure growth below the rate of medium-term GDP growth, by 

introducing a binding expenditure rule at all levels of government, as 

envisaged. Further improve the provision of information in relation to regional 

and local government budgets and their execution. 

- Implement the Law on Sustainable Economy, notably measures aimed 

at improving the business environment and enhancing competition in the 

product and service markets, at all levels of government; and improve 

coordination between regional and national administrations to reduce the 

administrative burden for enterprises. 

2012 - Reduce delays in obtaining business licences and eliminate barriers to 

doing business resulting from overlapping and multiple regulations by 

different levels of government. 

2013 

(Commission 

proposal) 

- Implement the measures adopted in the 2013 budget plans atall levels 

ofgovernment, reinforce the medium-term budgetary strategy with 

sufficientlyspecified structural measures for the years 2014-16. (…) Improve 

the efficiency and quality of public expenditureat all levels of government, 

and conduct a systematic review of major spendingitems by March 2014. 

- Define by October 2013 a plan to enhance the efficiency of the overall 

public administration. 

 

 

2.3 Directive on Budgetary Frameworks 

 

With regard to numerical fiscal rules, Spain has put in place expenditure rules, 

as well as rules concerning maximal debt thresholds for regional authorities.  

Multi-annual budgetary procedures have also been implemented. However, they 

are currently being reformed in order to meet the requirements of the new 

European legislation. Regarding the coordination between government sectors, 

Spain has two mechanisms in place: a Council to coordinate central and regional 

government, and a Council to coordinate the government with local authorities.  

With the adoption of the organic law mentioned earlier, ACs must now submit 

income and expenditure information monthly, and quarterly in the case of the 

local authorities. 
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3. Implications of the New Economic Governance for the Autonomous 

Community of Catalonia 

 

Political Organisation - Catalonia is one of the three “historic nationalities” in 

Spain. The 1978 Spanish constitution gave Catalonia the fastest route right to 

achieve its autonomy (Art. 151). In 1979, Catalonia made its first Statute of 

Autonomy (its basic institutional regulations), but the current Statute of 

Autonomy of Catalonia was approved in on 19 July 2006 by the Organic Law 

6/2006. The reform modified the institutional relations between the Generalitat 

of Catalonia and the remaining national and European stakeholders (the Spanish 

central government, other ACs and the European Union). 

 

The Generalitat of Catalonia is the main institution under which the 

Autonomous Community of Catalonia is politically organised. This institutional 

framework is based on the Parliament of Catalonia (legislative institution 

formed by 135 members who are elected every four years by universal suffrage), 

the President of the Generalitat of Catalonia, who is elected by the Parliament 

and represents the executive power of the autonomous government, and the 

Government of Catalonia (composed of the President and his ministers). In 

addition, the local administration in Catalonia is formed by four provinces
104

 

(supralocal entities governed by the diputacions); 946 municipalities (local 

government) and 41 comarques (for inter-municipal cooperation). 

 

The relationship between the government of Catalonia and the Spanish central 

government are mediated by the sectorial conferences and the bilateral 

commission. In the sectorial conferences, the ministers from the central 

government meet with their AC colleagues to discuss policies, whereas the 

bilateral commission is “the general and permanent framework for relations 

between the Government of the Generalitat and the Government of the State” 

(Art. 183 of the Statute of Catalonia). 

 

Budgetary Process - The Spanish central government recently approved some 

state-level laws, which have a direct impact on the Catalan budget and on 

Catalan institutions
105

. The Parliament of Catalonia also approved the Law 

6/2012 of budgetary stability on 17 May 2012. This law stipulates that structural 

deficit should not exceed 0.14% of GDP by 2018 and that the Generalitat should 

implement budgets aiming to achieve this objective during the transitional 

period (2012-2017). 

 

                                                            
104 Barcelona, Girona, Lleida and Tarragona. 
105 These laws include the constitutional reform of article 135; the Organic Law 2/2012, on 27 April, of 

Budgetary Stability and Financial Sustainability and the Organic Law 4/2012, on 28 September, reforming the 

previous law. 
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In addition, the law creates a reserve fund with the purpose of improving the 

Generalitat’s public finances and increasing the transparency of Public 

Administration by publishing economic financial information. The new law also 

reforms the Catalan budgetary process. The government should now present the 

next year’s spending limits to the national parliament by 31 July each year. By 

`1 August each year, the ACs must forward the information to the Fiscal and 

Financial Council. Moreover, the government should also present a medium-

term budgetary framework covering a minimum period of three years. Despite 

all of these improvements on paper, the central government and each AC 

government have not reached agreement on the amount of deficit that the ACs 

can incur
106

. For this reason, the current Catalan President, Artur Mas, has 

decided to extend the 2012 budget until agreement on the amount of deficit has 

been reached by the different authorities
107

. This measure has significantly 

increased the tension between the Catalonian and the Spanish central 

government, and no agreement on the 2013 Catalan budget is expected until at 

least August 2013. 

 

Finances - Catalonia has one of the highest levels of debt among the ACs, with 

debts accounting to 21.1% of the total regional debt in 2011 and 25.4% in 

2012
108

. 

 

With regard to the composition of its budget, Catalonia has increased the taxes 

in transfer of property, in some legal acts, in retail for certain hydrocarbon, and 

in heritage. Catalonia has also created new fees, such as the fee on stays in 

tourist accommodation and the fee for the issuance of prescription drugs or 

medical devices
109

. The creation of new local taxes directly results from the 

significant cut in transfers from the central state (see Table 4.3.4) and aims to 

counteract the growing financial dependency, which has reduced Catalonia’s 

negotiation capacity with the central state. 

  

                                                            
106 Such an agreement would imply the Spanish central state to assign targets to sub-national public 

administrations, and individual objectives to each AC. This agreement would be presented to the Council on 

Fiscal and Financial Politics (Consejo de Política Fiscal y Financiera). 50% of the votes in the Council go to the 

central government and the rest is divided equally between ACs. 
107

 See Decree Act 170/2012, on 27 December, that outlines the criteria for applying an extension on the 2012 

Catalonia budget and Decree Act 164/2013, on 14 May, that modifies the Decree Act 170/2012. 
108 Data from the Bank of Spain. 
109 The constitutional court has suspended the enactment of this fee to review if it abides by the constitution. 
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Table 4.3.4 

 Budget, Revenue, in € million
110

 

Non-financial revenues of Catalonia, in € million   

  Budget 2010
111

  Budget 2011 Budget 2012  

Own sources 3628,4 2553,2 2728,4 

Shared taxes 9375,9 14747,4 15356,9
112

 

Transfers 6316,7 343,8 1247,1 

Other revenues 3778,9 4660,3 5000,4 

Total 23099,9 22304,7 24332,9 
 

Source: Pressupostosde la Generalitat de Catalunya 2012 (Projecte) (Generalitat de Catalunya) 

 

 

Overall, both Catalonia’s revenues and expenditures have significantly 

decreased since 2010. However, even though revenues decreased between 2010 

and 2011, this changed in 2012, due to the increase in shared tax revenue and 

other revenues, as well as a partial recovery of transfers. However, Catalan own 

sources of revenue sharply declined between 2010 and 2011, and despite slightly 

rising in 2012, they are still significantly lower than in 2010 (Table 4.3.5). The 

chart below (Chart 4.3.6) clearly indicates that the share of shared taxes was 

already significant in 2010, and they have become the most important revenue 

source in the last three annual budgets. They reached their peak in 2011 (66%) 

and remained almost constant during 2012 (63%). On the other hand, transfers 

significantly decreased from 27% in the 2010 budget to 2% in the 2011 budget, 

and 5% in the 2012 budget. Finally, income from other revenue increased from 

16% in 2010 to 21% in 2011 and 2012, and revenue from own resources 

decreased from 16% in 2010 to 11% in 2011 and 2012. 

  

                                                            
110 Initial Budget Data. 
111 2010 data is not strictly comparable with that of 2011 and 2012, due to the change in the funding system. 

From 2011, there are increased taxes and a decrease in the transfers from the central state. 
112 This figure ended up being €13780.2 million. 
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Table 4.3.5 

2012 Budget, Expenditure, in € million
113

 

 

  Generalitat 

Budget 

Spending by 

non-financial 

resources 

Public 

Sector 

Budget 

Non-financial resources expenditure 23559 23559 23559 

Resources finalist spending 3660 - 3660 

Other non-financial public sector spending  - - 4055 

Financial assets 834 - 2257 

Change in financial liabilities 1675 - 3494 

Total expenditure 29727 - 37024 

Non-financial expenditure by general 

resources  

- 23942 - 

2011 Generalitat of Catalonia Budget, 

millions of Euros  

32630 24112,5 39354 

2010 Generalitat of Catalonia Budget, 

millions of Euros  

32518,7 26792,5 39699,3 

 

Source: Pressupostosde la Generalitat de Catalunya 2012 (Projecte) (Generalitat de Catalunya) 

 

Chart 4.3.6 

Budget of the Catalonia, composition by kind of revenues 

  

 

 
Source: EPC elaboration on data provided in Pressupostos 2010, 2011 and 2012 (Generalitat de Catalunya) 

                                                            
113 Initial Budget data. 

16% 

41% 
27% 

16% 

2010 

11% 

66% 
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  2011 

11% 

63% 

5% 

21% 

 2012  
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All in all, the crisis required increased cooperation between the EU, the central 

state and the ACs. The rescue of the Catalan government by the central 

government has led to a reduction in the fiscal and political (in terms of 

negotiation capacity) autonomy of Catalonia. The central government now has 

more powers to supervise Catalan public spending and to impose corrective 

measures, therefore pressure is increasing on the Catalan government to cut 

spending and achieve the targets set by the central government. In addition, the 

composition of the revenue (mainly composed of shared taxes and characterised 

by a strong decline in transfers since 2010), as well as the debt crisis, has 

increased the mutual dependency of the two government tiers. This dependency 

and the increase in the central state’s power have resulted in mounting tensions 

between the central and Catalan governments. These tensions are reflected in the 

recent development of the Catalonia secessionist movement. 

 

Investment capacity - The economic crisis, together with the strengthening of 

European fiscal goals, have negatively affected Catalonia’s investment capacity. 

Catalonia’s investments have significantly decreased since 2009, when the 

investment was more than €4481 million. In 2012, (2013 data is not available) 

investments dropped to €1900 million. Looking at how the budget for 

investments has been distributed over time, one can see that, in 2011, the 

Generalitat changed the methodology applied to classify investment by sectoral 

categories. This change hampers, of course, comparison over time. However, 

Table 4.3.7 indicates that the significant financial constraints faced by the 

Generalitat have affected its investment capacity in many fields. Some of them 

have lost more weight in relation to others (see Chart 4.3.8). 
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Table 4.3.7 

Investment Distribution 

Investment Distribution, in € million 

Old departmental groups 2009 2010 Current departmental 

groups 

2011 2012 

Total 4581.516 4163.641 Total 2228.956 1900.826 

Political Bodies 14.083 10.867 Political Bodies 6.147 1.447 

Presidency 8.842 7.33 Presidency 93.042 79.726 

Vice-presidency 28.415 32.173 Governance and 

Institutional Relations 

4.5 3.906 

Institutional Relations and 

Participation 

71.93 55.435 Economy and 

knowledge 

970.01 998.38 

Economy and finances 254.947 264.413 Education 190.708 176.631 

Governance and Public 

Administration 

79.903 80.949 Healthcare 217.056 224.461 

Territorial politics and 

Infrastructure 

2700.821 2246.99 Domestic Politics 26.954 13.837 

Justice 26.378 30.356 Territorial Politics and 

sustainability 

1094.667 947.861 

Education 233.597 264.913 Culture 9.565 11.021 

Culture and Communication 123.903 106.925 Agriculture, 

Alimentation, Rural 

Affairs and Fishing 

61.393 131.292 

Healthcare 290.924 334.792 Family and Social 

Welfare 

26.365 24.683 

Agriculture, Alimentation 

and Rural Affairs 

251.991 244.994 Business and Work 48.221 51.878 

Work 20.219 15.392 Justice 17.476 14.498 

Innovation, University and 

Business 

56.026 48.391 Others 69.601 68.646 

Social Action 51.682 53.686     

Environment and Housing 629.711 630.216     

Others 73.183 71.755       

Source: Pressupostos de la Generalitat de Catalunya 2019-2010-2011-2012 (Projecte). Annex d’inversions reals 

(Generalitat de Catalunya) 

 

 

Policy conclusions – As mentioned earlier, the political climate between the 

Spanish central government and Catalonia is characterised by fierce opposition, 

which does not facilitate the collaborative achievement of the European fiscal 

targets. This is reflected in the fact that the 2013 budget has not yet been agreed, 

which is likely to have critical consequences on the design of policies at a time 

when the country and the Catalonian region would need to put in place 

innovative policies in order to exit the economic crisis. In other words, the 

political tensions create a climate of uncertainty, which is not conducive to 

foreign or national investment. Furthermore, the composition of the budget for 

regional investments and its recent evolution have shown that policies which not 

only have a direct effect on citizens but are also key for the future 

competitiveness of the country, such as education and healthcare, have been 

significantly cut. On the other hand, the amount spent on all kinds of political 
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bodies, including presidencies, has tremendously increased. This financial shift 

raises the question of whether the region should not rather focus its investment 

in policies oriented towards the future and find ways to reduce other cost 
 

 

Source: Pressupostos de la Generalitat de Catalunya 2019-2010-2011-2012 (Projecte). Annex d’inversions reals 

(Generalitat de Catalunya) 

  

Table 4.3.7 

Investment Distribution, % 
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Conclusions 
 

The qualitative work carried out in this file note gives an indication of the 

preliminary impact of the New Economic Governance on LRAs (see Annex 3 

for a comparative table of the different impacts, both at national and sub-

national level). However, as already mentioned in the study, it should be kept in 

mind that it is still rather early to develop an impact assessment of the new EU 

measures, some of which are still in the process of being implemented. 

Moreover, it should be noted that this analysis was a qualitative exercise based 

on six case studies enjoying, generally speaking, relatively high autonomy. 

Thus, the conclusions presented below are indicative of possible developments 

and should not serve as a basis for the development of general trends. 

 

Nevertheless and despite the aforementioned limitations, a series of preliminary, 

cross-case conclusions can be drawn regarding the following aspects: 

 

Knowledge about EU legislation at sub-national level 

 

 The questionnaire results showed that the degree of knowledge about EU 

legislation at subnational level varies greatly between stakeholders. Generally 

speaking, local/regional experts have limited knowledge. 

 

Decentralisation trends and autonomy of sub-national authorities 

 

 Decentralisation trends differ significantly between countries, not only 

due to differences in national institutional frameworks but also as a result of 

internal developments over time. 

 Generally speaking, policy decentralisation is much more advanced than 

fiscal decentralisation. 

 The autonomy of sub-national authorities is a complex and multi-

dimensional phenomenon, which cannot be reduced to one single indicator. It 

includes policy, budgetary, fiscal and political aspects. 

 The size of the sub-national budget does not necessarily indicate the 

degree of fiscal autonomy. 

 Measuring fiscal autonomy is a complicated exercise, in particular when 

the proportion of shared taxation is high. Indeed, LRAs’ capacity to set tax rates 

and tax bases within shared taxation depends on each tax. 

 Our selected case studies seem to confirm the literature. Fiscal autonomy 

is more advanced at municipal than regional level. 
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 Given that political and budgetary decentralisation is more advanced in 

federal and quasi-federal states, there is more pressure on regions to achieve 

fiscal targets. This pressure can often take the form of binding mechanisms. 

 Transfers from the central state are not necessarily lower in federal states. 

 

Interaction between the New Economic Governance and decentralisation 

 

 An impact assessment of the New Economic Governance should 

distinguish between the instrument/procedure and the policy content. While the 

instrument/procedure does not necessarily lead to less sub-national autonomy, 

policies currently being put in place through the New Economic Governance 

clearly increase the pressure on sub-national budgets. 

 Vertical negotiations between government tiers seem to have increased in 

states with strong political autonomy for regions (Bremen, Catalonia, and 

Trento). On the other side, horizontal cooperation between peers or with 

institutional associations seems to have increased when fiscal autonomy is high 

(Copenhagen, Bremen and Trento). However, the research base is too restricted 

to formulate a final evaluation of these preliminary results. 

 Changes in budgetary cycles do not seem to be related to the Two Pack as 

previously expected, but rather to the central state’s increased control over the 

budgetary process. In fact, changes have been reported in Catalonia, which is 

under heavy fiscal stress, Bremen, which is subject to a Consolidation Grant 

monitored by the Federal Government, and Copenhagen, which is now obliged 

to take its peers into account due to the introduction of collective sanctioning 

mechanisms. However, the Two Pack has not completed its first cycle yet and 

shifts in sub-national budgetary frameworks are likely to appear in the future. 

 The definitive impact on decentralization of strengthened economic 

coordination at EU level and the creation of a fiscal union is still uncertain, due 

to the new nature of the phenomenon. However, there are signs of the central 

state’s increased control over sub-national budgets, although this control can 

take different forms (a reduction in transfers from the central state, the 

introduction of fiscal rules/targets, less negotiating power). 

 As a preliminary result, budgetary timelines seem to be more affected 

when the role of sub-national authorities in the national budgetary process is 

significant. 

 Subnational budgets will be significantly affected by the New Economic 

Governance, in particular when the share of transfers from the central state is 

high, due to the need for fiscal consolidation. However, as stated above, it is 

important to distinguish the effect of austerity policies from the effect of 

economic governance. 
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 Some budgetary measures required by European legislation, including 

multi-annual budgeting and the debt brake, were already in place beforehand. 

However, EU legislation has led to a clear acceleration of the reforms. 

 

Investment capacity 

 

 The investment capacity of most of our case studies has decreased both as 

a result of the economic crisis and the budgetary constraints imposed by 

European legislation. 

 Although we observe significant changes in the investment capacity of all 

case studies, the scope of the changes differs significantly. However, it is 

impossible, at this stage, to determine which factors drove the changes in 

investment patterns, whether the economic and financial crisis, the New 

Economic Governance, specific political and institutional settings, or a 

combination of several of these factors. 

 

On the basis of the aforementioned conclusions, some policy recommendations 

can be developed and taken into account for the future work of the European 

Union in general, and the Committee of the Regions in particular. These 

recommendations include: 

 

 Better informing local and regional stakeholders about EU legislation so 

that they can also take ownership of its measures and targets. 

 Balancing the budgetary constraints imposed by the New Economic 

Governance with measures and instruments allowing local and regional 

authorities to invest and revive growth. Easy access to innovative financial 

instruments and to credit, implying a more engaged role of the banking sector in 

the territorial economy, is essential. 

 Investment expenditures have been in some cases much more seriously 

affected than current expenditures. Both national and sub-national authorities 

should pay greater attention to focusing spending on policies/sectors that are 

likely to deliver high returns on investment in view of achieving sustainable 

growth. 

 The economic crisis and the implementation of the New Economic 

Governance have revived tensions between different levels of governance in 

some countries. However, others have managed both to increase awareness 

among LRAs of the need for fiscal consolidation and to encourage more fiscal 

responsibility without intruding too much on policy autonomy. The right 

balance therefore needs to be struck within each member state and best practices 

in Europe should be better taken into account. 

 A later and larger impact assessment of the New Economic Governance 

would be useful to obtain more tangible and definitive results.  
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 The production of a follow-up to the Dexia report on sub-national public 

finances in the EU would build on research which has already been carried out. 

Continued and more in-depth research on the state of play of sub-national 

finance and its development, as well as on the investment and co-financing 

capacity of LRAs, is essential to identify current challenges and the right policy 

answers. This could also be used to provide a regular analysis of the use of new 

financial instruments at local and regional level. 
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Annex 1- Case study selection 
 

Table 1.1 

Summary table, case study selection 

 

V= fiscal compact 

approved and 

implemented 8-11: good performance 

o = fiscal compact 

approved but not 

implemented yet 

4-7: average 

perfomance 

x= fiscal compact not 

approved 0-3: bad performance 
 

  

Primary implementation 

criterion: fiscal compact

Secondary Implementation 

criterion: Directive on 

budgetary frameworks (1)

Geographical 

balance criterion

Istitutional 

Balance criterion

Sub-national 

government's 

tiers

Austria v 9 Western Federal 2

Belgium x 1 Western Federal 3

Bulgaria x 10.5 Eastern Unitary 1

Cyprus v 6 Southern Unitary 1

Czech Republic x 7 Eastern Unitary 2

Denmark v 6.5 Northen Unitary 2

Estonia o 7 Eastern Unitary 1

Finland v 1 Northern Unitary 1

France v 4 Western Unitary 3

Germany o 6 Western Federal 3

Greece o 1.5 Southern Unitary 2

Hungary x 1 Eastern Unitary 2

Ireland v 5.5 Western Unitary 2

Italy v 6 Southern Regional 3

Latvia v 5.5 Eastern Unitary 2

Lithuania v 4.5 Eastern Unitary 1

Luxembourg x 1.5 Western Unitary 1

Malta x 0 Southern Unitary 1

Netherlands x 5.5 Western Unitary 2

Poland v 6.5 Eastern Unitary 3

Portugal v 5.5 Southern Unitary 2*

Romania o 5 Eastern Unitary 2

Slovakia v 8 Eastern Unitary 2

Slovenia o 3.5 Eastern Unitary 1

Spain o 7.5 Southern Regional 3

Sw eden o 2.5 Northern Unitary 2

United Kingdom x 1 Western Unitary various
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Table 1.2 

Implementation criterion score calculations 

 
Source: European Commission (2012), Interim Progress Report on the implementation of Council Directive 

2011/85/EU on requirements for budgetary frameworks of the Member States. European Economy, Occasional 

Papers No. 128 

  

COORDINATION  

balanced 

budget rules

strenghting of 

ba lanced 

budget rules

expenditure 

rules debt rules

monitoring 

insti tutions escape clauses

Sub national : 

ba lanced 

budget rules

Sub 

national : 

debt rules

Sub national : 

expenditure 

rules

Multi  annual  

frameworks binding mechanisms

coordination across  

gov. sub-sectors total  score

Austria 0.5 1 1 1 1 1 1 1 0.5 1 9

Belgium 1 1

Bulgaria 1 1 1 1 1 1 1 1 1 0.5 1 10.5

Cyprus 1 1 1 1 1 1 6

Czech Republic 1 1 1 1 1 1 1 7

Denmark 1 1 1 1 1 0.5 1 6.5

Estonia 1 1 1 1 1 1 1 7

Finland 0.5 0.5 1

France 1 1 1 0.5 0.5 4

Germany 0.5 1 1 1 1 1.5 6

Greece 1 0.5 1.5

Hungary 1 1

Ireland 1 1 1 1 1 0.5 5.5

Italy 1 1 1 1 1 1 6

Latvia 1 1 1 1 1 0.5 5.5

Lithuania 1 1 1 1 0.5 4.5

Luxembourg 1 0.5 1.5

Malta 0

Netherlands 1 1 1 1 0.5 1 5.5

Poland 1 1 1 1 1 1 0.5 6.5

Portugal 1 1 1 1 1 0.5 5.5

Romania 1 1 1 1 1 5

Slovakia 1 1 1 1 1 1 1 0.5 0.5 8

Slovenia 1 1 1 0.5 3.5

Spain 0.5 1 1 1 1 1 1 1 7.5

Sw eden 1 1 0.5 2.5

United Kingdom 1 1

NUMERICAL FISCAL RULES SUB-NATIONAL FISCAL RULES

REQUIREMENTS OF THE SECOND PART OF THE DIRECTIVE ON BUDGETARY FRAMEWORKS 2011/85/EU

MONITORING  MULTI-ANNUAL PROGRAMMING
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Annex 2: Survey results  
 

Table 2.1 

Summary of survey results 
 

Case 

study 

Autonomous 

province of 

Trento 

Autonomous 

Community 

of Catalonia 

City-

State of 

Bremen 

PACA 

Region 

Capital City 

Copenhagen 

Capital 

City 

Warsaw 

Acronym APT ACC CSB PAR CCC CCW 
 

First part: knowledge about EU legislation and national reform 

 All case studies except the APT report existing discussions within their 

institution about the New Economic Governance. 

 ACC reports discussions for all the measures at executive level; 

 CCW reports discussions at executive level for the Directive on 

Budgetary Frameworks, for the European Semester, and for the Fiscal 

Compact; discussions at Committee level for the Directive on Budgetary 

Frameworks and the Two Pack, and informal discussions for the stronger link 

between macroeconomic governance and structural funds in the new MFF. 

 CSB reports discussions at executive level for all the measures, at 

assembly level for the Fiscal Compact, at Committee level for all the measures 

except the Directive on Budgetary Frameworks, and at informal level for the 

European Semester. 

Second part: effects on budgetary procedure. 

 ACC, CSB and CCC report changes in their annual budgetary cycle. PA 

and CCC report that the EU legislation may affect their budgetary cycle in the 

near future. 

 All the case studies report the introduction of new measures impacting on 

their budgetary autonomy since 2011. 

 CBS, ACC, APT report a sharp increase in vertical negotiations with 

their respective nation states. APT and CCW also report a moderate increase in 

vertical negotiations with the Assembly of Regions
114

 while ACC reports a 

sharp increase in vertical negotiations with the EU. Finally, CCC reports a 

decrease in vertical negotiations with their provincial level,  

 PAR reports the introduction of new multi-annual budgetary 

frameworks; APT reports the change of existing procedures. From CCW 

questionnaires it is unclear if new multiannual frameworks have been 

introduced, or if existing frameworks have been reformed. Finally, information 

contained in ACC questionnaires is contradictory, as both the introduction of 

multiannual frameworks and the absence of changes are reported.
115

 
  

                                                            
114 Note that this result may be misleading, as in some case the indicated case study might be part of one of these 

organs and thus such negotiation should be considered as “horizontal”. 
115 This may depend by differences in the reference year assumed by the different respondents. 
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Third part: control over budgets and policies 

 CCC reports a moderate decrease in vertical cooperation with upper tiers 

of government in setting fiscal target, and no effect concerning policy design; 

APT reports a (not quantified) increase in vertical cooperation both concerning 

fiscal targets and policy design; CSB reports a sharp increase in cooperation 

with upper tiers concerning fiscal targets, and only a moderate increase 

concerning policy design. Finally, ACC indicates a sharp decrease in 

cooperation with upper tiers of government both on fiscal and policy design. 

 CCC, CSB, APT report a quite sharp increase in horizontal negotiations 

(same institutional level) on setting fiscal targets, while CCW report a moderate 

increase; CCW and CSB also report a moderate increase in horizontal 

cooperation concerning policy design. 

 Overall, most of the respondents do not take a position on the changes 

concerning the change in the political influence of their institutions. APT 

reports a negative change without quantifying it, while different answers from 

CCW provide contradictory visions: respondents from the administration report 

moderate increase in influence, while respondents from political bodies report 

moderate decrease in influence. 

Fourth part: effects of the new measures on fiscal autonomy 

 APT reports moderate decrease in total budgets. CCW reports a moderate 

increase in total budget, total competences, power of levying local taxes and 

influence on national decisions, but also a sharp increase in constraints on 

spending. PAR reports increase in total budgets, total competences and 

constraint on spending, and a decrease in political and institutional autonomy.  

ACC finally reports a sharp decrease in budgets and political autonomy, a 

moderate decrease in total competences, and a sharp Increase in constraints on 

spending; also, the different questionnaires provide very contradictory 

information on the changes concerning the power to levy local taxes and the 

influence on national decisions. CCC reports a decrease in total budget and in 

constraints on spending, as well as CBS.
116

 

 All the case studies declare to be subject to some kind of spending rule 

and, with the exception of PA, to the obligation to present balanced budgets. 

CBS ACC and CCW also mention that golden rules have been put in place to 

finance investment. PAR, ACC, APT and CCC report having multiannual 

frameworks, while the information provided by CCW in this regard is 

contradictory.  APT, CSB and ACC indicate an obligation to consult upper tiers 

of government to vote the budget. ACC finally indicates a formal prohibition to 

borrow, while the information provided by APT and CCW is contradictory in 

this regard 
  

                                                            
116 However, this is clear contradiction with previous survey information and legal and economic data in both 

case studies, suggesting some degree of wrong interpretation of the question. 



  

95 
 

Fifth part: open questions 

 CBS, APT, ACC and PAR reports a reduction of their investment 

capacity as a consequence of EU or national legislation. CCC states that its 

investment capacity has not changed as a consequence of regulation, while 

CCW states that there has not been any visible effect yet. 

 ACC considers that budgetary consolidation should be achieved at a 

slower pace. Other ACC respondents underline that spending choices should be 

fully autonomous. CCW considers that more flexibility should be allowed 

without harming the necessary system of fiscal and debt rules. Also, other 

CCW respondents from political bodies underline that additional flexibility is 

needed concerning the possibility to subscribe loans and the different fiscal 

targets.  CSB considers that investment in education, employment, 

infrastructure and social services should not be constrained at all in case of 

healthy economies, while some flexibility needs to be available also for 

economies with structural problems in order to allow them to exit the crisis. 

APT considers that a general framework for certain main parameters should be 

precisely defined allowing them flexibility concerning instruments and 

strategies to achieve such goals. Finally, CCC considers that flexibility is not 

needed as fiscal rules are essential in keeping public expenditure under control. 

 APT reports that there is some use of innovative financial instruments, 

but full evaluation is not possible yet. ACC reports that the Commission is 

pushing for innovative financial instruments but they would have a minimal 

impact on Spain in the next future. CCC reports that they do not plan to use any 

innovative financial instrument. CCW reports that they expect increase in their 

use only for certain categories which do not add additional burden on local 

finances. 

 APT, PAR and ACC report decreases in transfers. CCC reports increases 

in Block Grants when other revenue sources decrease. 

 ACC indicates a limitation in the actual capacity to impose taxes, but not 

on legal provisions. PAR reports increases in fiscal autonomy. 
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Annex 3: Comparative tables  
 

Table 3.1 

Comparative Summary of the main measures affecting national and local fiscal autonomy since 2009 

 
 Copenhagen Warsaw Bremen Trento  PACA Catalonia 

Measures 

having an 

effect on 

national 

level 

- Approval of the fiscal 

compact and related 

national legislation. 

- Approval of the 

multiannual budgetary 

framework including 

expenditure ceilings. 

- Approval of the 

Fiscal Compact, 

but without 

immediate effect. 

- Work in 

progress for a new 

system of fiscal 

rules (Public 

Finances Act). 

- Work in 

progress for a new 

multiannual 

budgetary 

framework. 

- Approval of the Fiscal 

Compact. Several 

measures applying to 

national level were 

already in force in the 

Federalism Reform II, 

including a binding fiscal 

rule from 2016 onwards. 

- Creation of the Stability 

Council 

- Extension of the role of 

the Constitutional Court. 

- Approval of the Fiscal Compact and 

introduction of the fiscal rule in the 

Constitution. 

-Introduction of the non-binding 

multiannual budget in the form of the 

European Semester’s Stability 

Programme. 

 

- Approval of the Fiscal 

Compact and of the 

related fiscal rules in the 

Constitution. 

- Creation of High 

Council for Public 

Finances in charge of 

corrective measures if 

needed. 

 

- Approval of the Fiscal 

Compact and related 

amendment of the 

Constitution with effect 

from 2020 onwards. 

- Reform of the Organic 

Law on Budgetary 

Stability. 

- Introduction of a 

coordinated budgetary 

system between regions 

and the State. 

- Creation of the Fiscal 

and Financial Council. 

Measures 

having an 

effect on 

sub-

national 

level 

-Introduction of the block-

grant system, putting 

overall expenditure of 

municipalities under 

indirect control of the 

government thanks to a 

collective and individual 

sanction mechanism. 

-Introduction of the 

Income Tax Act putting 

overall taxation increases 

at local level under the 

indirect control of the 

government thanks to a 

collective and individual 

sanction mechanism. 

-Introduction of 

limitations 

concerning 

maximum service 

debt ceilings. 

-Introduction of 

limitations on the 

debt (60% of the 

revenues). 

-Federalism Reform II, 

including balanced 

budget rule for länder 

from 2020 onwards, and 

of the Consolidation 

Assistance system until 

2020, which applies to 

Bremen as well. 

 

- Introduction of the principle of 

responsibility of sub-national tiers in 

achieving European goals. 

-2009-2012 reform process leading to 

constitutional changes in the status 

and responsibilities of regions, 

provinces and municipalities.  

-Still non-adopted implementation 

laws transferring additional resources 

to regions but cancelling transfers. 

- Bi-lateral agreements between the 

autonomous provinces and the state 

leading to a reform of the Statute of 

the Province. 

- Decentralisation act II, 

increasing central 

control over sub-national 

fiscal measures. 

- Decentralisation act III 

under discussion, 

strengthening fiscal 

powers of subnational 

autonomies and 

management of 

structural funds 

-Progressive reduction of 

grants to regions 

between 2013 and 2015 

(“Pact of Trust and 

Solidarity”) 

- 2009 reform of the 

Revenue system. 

- 2012 reform of the 

Constitution, including 

implementation 

measures. 

-2012 Catalan Law on 

Budgetary Stability. 
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