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Resumen 

La descentralización de la gestión pública es una política de 
Estado que ha sido adoptada en grados diversos por los países de la 
región. Este movimiento ha sido parte integrante de los procesos de 
democratización, pero también ha perseguido objetivos de eficiencia 
económica y de equidad distributiva. A más de diez años de iniciados 
los primeros procesos, el balance parece positivo en cuanto a los 
avances en la democratización de las sociedades. Respecto a la provisión 
de servicios públicos, la salud y la educación, el resultado es menos 
alentador. En algunos casos, incluso se transfirieron los gastos, pero no 
el monto de recursos necesario para asegurar una adecuada calidad de 
las prestaciones. 

Las restricciones emanadas de la promulgación de leyes de 
responsabilidad fiscal han generado significativos impactos sobre el 
manejo de las finanzas públicas de los gobiernos subnacionales. La 
observancia de estas leyes no sólo descansa en las responsabilidades 
penales que recaen sobre las autoridades, sino que también en el 
desarrollo de una capacidad institucional y en la participación de la 
ciudadanía en el proceso de control de cuentas. 

Aunque se espera que estas leyes permitan a los gobiernos 
subnacionales morigerar los desequilibrios fiscales inherentes al enorme 
volumen de gastos que enfrentan y a las menguadas fuentes de 
financiamiento local, subsisten dos desafíos. Uno, la búsqueda de un 
adecuado balance entre las transferencias del gobierno central y los 
ingresos propios, y otro, la elaboración de mecanismos de solidaridad 
territorial que compensen, al menos en parte, las enormes disparidades 
regionales. Parecen surgir evidencias de que estos contrastes hasta se 
habrían acentuado en la década de los noventa. 
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En el ámbito subnacional, los sistemas de transferencias resultan extremadamente 
procíclicos, al propiciar un mayor gasto cuando hay ingresos fiscales crecientes y obligar a hacer 
ajustes cuando éstos disminuyen. Los sistemas en que se establecen “derechos” sobre la base de 
una proporción de los ingresos nacionales o del PIB terminan amplificando los ciclos fiscales al 
nivel subnacional.  

Se examinan las experiencias de reglas fiscales subnacionales en el caso de la Unión 
Europea y de Canadá, y las iniciativas en distintos países de América Latina para estabilizar las 
transferencias. En el caso de Brasil, se enfatiza el papel que cumplen los Tribunales de Cuenta 
Estaduales en la nueva ley de responsabilidad fiscal y se analiza el impacto de la descentralización 
en las políticas sociales. Asimismo, se aborda la crisis del federalismo en Argentina y las 
iniciativas recientes en el caso de México. 
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I. Fiscal Rules for Subnational 
Governments in the EMU 
Context1 

Fabrizio Balassone, Daniele Franco, Stefania Zotteri2 

Summary 

The paper analyses the interaction between fiscal rules applying 
to European Union (EU) member states and fiscal decentralisation, a 
process which has gained momentum in some European countries 
since the early ‘90s. Three critical areas are identified. First, while 
compliance with European rules depends on the behaviour of all levels 
of government, it is the central government that is held accountable at 
the EU level; this asymmetry increases the need for rules applying to 
lower government tiers. Second, European rules demand that the 
overall budget (both current and capital) be balanced over the medium 
term; applying this rule at the subnational level may unduly reduce 
capital outlays. Third, European rules allow margins to deal with the 
budgetary effects of the economic cycle; replicating this feature at the 
subnational level, although desirable, may prove difficult.  The paper 

                                                      
1 Paper prepared for the conference “Rules-Based Macroeconomic Policies in Emerging Market Economies,” jointly organised by the 

IMF and the World Bank, Oaxaca, Mexico, February 14-16, 2002. The views expressed in the paper are those of the authors and do 
not commit the Banca d’Italia. We are grateful to Pablo Hernandez, Anton Matzinger, and Karsten Wendorff for useful comments 
on previous versions of the paper and to David Colmenares and Jaime Rene Jimenez for their valuable discussion of the paper at the 
conference mentioned above. 

2  Banca d’Italia, Research Department. 
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examines the solutions available in principle to deal with these problems and compares them with 
those actually adopted by five European countries. It is argued that since European rules call for 
clear accountability and rapid adjustment, in theory the introduction of explicit domestic rules, 
mimicking the European ones, has marked advantages over purely co-operative mechanisms. 
However, in practice the strengthening of consensus-based institutions and procedures has been 
privileged, with little recourse to formal rules. While cooperation has proved effective in terms of 
general government deficit reduction, it may be sub-optimal in terms of allocation of resources and 
it may not withstand stress-testing in terms of both economic and institutional developments. 

A. Introduction 

The fiscal framework of the European Economic and Monetary Union (EMU) is historically 
a new development.3 For the first time, sovereign countries have adopted common fiscal rules and a 
complex multilateral surveillance mechanism.4 The new institutional setting has extensive 
implications for the European economies. It affects the conduct of fiscal policy and influences the 
allocation and distribution of government functions. This paper focuses on the impact of EMU 
fiscal rules on the relationship between central and subnational governments. Three critical areas 
can be identified. 

First, as EMU fiscal rules apply to general government balances, compliance depends on the 
behaviour of all levels of government. However, it is the central government that is held 
accountable at the European Union (EU) level. This asymmetry weakens the central government 
position vis-à-vis subnational governments concerning the responsibility for compliance with the 
rules and, therefore, increases the need for rules applying to lower government tiers within each 
country. 

Second, EMU fiscal rules demand that the overall budget (both current and capital) be 
balanced over the medium term. However, providing an adequate level of public infrastructure at 
the subnational level may be difficult without subnational authorities’ using deficit finance. 

Third, in order to reconcile fiscal soundness and budgetary flexibility in bad times, EMU 
fiscal rules rely on cyclically adjusted fiscal balances. At the subnational level, such measurement 
may be difficult to obtain; moreover, other devices designed to allow for budgetary flexibility may 
prove inconsistent with EMU fiscal framework. 

This paper examines some solutions for making fiscal decentralization compatible with EMU 
fiscal rules and compares these possible solutions with the approaches of five European countries. 
The countries considered are extremely diversified in terms of institutional tradition, as well as 
size, population, and economic development. Three countries, Austria, Belgium and Germany, have 
a federal institutional structure – in Belgium a relatively recent development. Italy and Spain have 
substantially increased decentralization in recent years. 

The structure of the paper is as follows. Section 2 examines European budgetary rules and 
their implications for the interactions among government tiers. Solutions for making 
decentralisation compatible with EMU rules are analysed in Section 3 from a theoretical point of 
view, and in Section 4 with reference to the experience of Austria, Belgium, Germany, Italy and 
Spain. Section 5 compares theory and practice and draws conclusions. 
                                                      
3 European fiscal rules apply to the fifteen European Union member states. Nevertheless, they are even more binding on the twelve 

countries which have so far joined the EMU. 
4 For a review of the justifications put forward for this framework and for an analysis of its potential macroeconomic implications, see 

European Commission (1997), Artis and Winkler (1997), Eichengreen and Wyplosz (1998), and Cabral (2001). On the genesis of 
the framework, see Costello (2001) and Stark (2001). Balassone and Franco (2001b) examine EMU rules against the background of 
the past debate on fiscal rules. 
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