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The Traditional theory of Fiscal
Feder al I s mgeharationiihfeory st
of fi scal federal i s me

5

The foundations of Public Finance were placed by Richard A.
Musgrave (1959) and the foundations of the fiscal
decentralization theory by Wallace E. Oates (1972).

The heart of fiscal federalism:ineé t he policies of
Branch should be permitted to differ between states, depending

on the preferences of their citizens. The objectives of the

Distribution and Stabilization Branches, however, require
primary responsibility at the <c

The Decentrali zation Theorem (O
good-the consumption of which is defined over geographical

subsets of the total population, and for which the costs of

providing each level of output of the good in each jurisdiction

are the same for the central or the respective local government-

it will always be more efficient (or at least as efficient) for local
governments to provide the Pareto-efficient levels of output for

their respective jurisdictions than for the central government to
provide any specified and uniform level of output across all
jurisdictionso.



New theoretical perspectives on Fiscal
Federalism

OCates (2008), nOn the evol
Theory and I nstitutionso.
NSecond generation theory
( Remy Prudohomme, 1995, T:
Weingast, 1997, Barry R. Weingast, 2008). Basic

elementof t he theory nAnsoft bl
NThe political economy ap
federali smo. (Lockwood 200:

Coate, 2003, Oates, 2008, etc). It drops the 2
assumptions of nThe Decent



Definitions of Decentralization
N

Definitions of Decentralization:

NThe transfer of authority
functions from the central government to

Intermediate and local governments or quasi i
Independent government organizations and / or the
private sectoro(World Bank

NThe transfer of authority
capital whether by deconcentration (i.e delegation) to
field offices or by devolution to local authorities or

ot her | ocal bodi eso (Unite



Types of Decentralization
N

Word Bank

i Administrative decentralization
Deconcentration
Delegation
Devolution

i Political decentralization
i Fiscal Decentralization
i Market Decentralization

Richard Bird & Francois Vaillancourt (2006)
T Deconcentration
i Delegation
i Devolution

Prudo homme (1994)
i Spatial
i Market
i Administrative
Deconcentration

Delegation
Devolution



Measurement of fiscal decentralization
]

Common Measures (Stegarescu, 2004)

Sub-central government expenditures/revenues relative to consolidated general government
expenditures/revenues L
Direct expenditure indicator ED]_: SCG tOtaEXp endItUEI t r Si(ﬂ)tﬁdﬂ@Df gOV

GG totakxpendituei intergov.Transfers

SCG totakxpendituei grantsfromotherlev.of gov.
GG totakxpendituei intergov.Grants

Self-financed expenditure indicator ED2=

SCG totatevenud grantsfromotherlev.of gov.
GG totatevenud intergov.Grants

Alternative own revenue indicator RD3=

Indicator of revenue autonomy or Self-reliance Indicators

The share of subnational governmentés own revenues i
2003).

The ratio of revenue from taxes, which are controlled by sub-central governments to total subnational

revenue.

Indicator of expenditure autonomy (vertical fiscal imbalance)

The share of intergovernmental transfers in the subnational expenditures, (Stegarescu, 2004, World Bank,
2004)

Indicator of borrowing autonomy
The extent to which sub-central governments are allowed to raise debt, (Rodden, 2004)




List of Indicators from World Bank
N

Main Indicators:
Sub-national expenditures (% of total expenditures)
Sub-national revenues (% of total revenues)
Vertical imbalance (%)
Sub-national expenditures (% of GDP)
Sub-national revenues (% of GDP)

Composition of sub-national revenues and grants:
Tax revenue (% of total sub-national revenues and grants)
Transfers from other levels of Government (% of total sub-national revenues and grants)

Composition of sub-national expenditures:
General public services (% of total sub-national expenditures):
Defense (% of total sub-national expenditures)
Public order and safety (% of total sub-national expenditures)
Education (% of total sub-national expenditures)
Health (% of total sub-national expenditures) etc.




Non-fiscal measures of Decentralization

Dimension

Indicator

Political decentralization

Municipal elections, State elections

Vertical decentralization

The number of tiers in the system

Decisionmaking
Decentralization
(decisionmaking autonomy)

% of countries in which subnational legislatures have
Aweak autonomyo and resi

dua

Personnel decentralization

Share of subnational governments in total government
administration employees

Electoral decentralization

% of subnational tiers at which the executive was chos
by direct election or selected by a directly elected
legislature

bEN




Corrected Indicators of Revenue
Decentl’a| | Zat| on (Stegarescu, 2004)

Three (3) measures of tax decentralization
Taxed revenue: own
TD1 = SCG own tax revenue (a) to (c) / GG total tax revenue
Taxed revenue: shared

TD2 = SCG own tax revenue (a) to (c) + shared tax rev. (d.1) to (d.2) / GG total tax
revenue

Taxed revenue: total
TD3 = SCG total tax revenue (a) to (e) / GG total tax revenue

Three (3) measures of revenue decentralization
Revenue: own

RD1 = SCG own tax revenue (a) to (c) + non-tax & capital rev. / GG total tax revenue+
non-tax & capital rev.

Revenue: shared

RD2 = SCG o.t.r. (a) to (c) + sh.t.r. (d.1) to (d.2) + n.-t. & c.r. / GG total tax revenue
+ non-tax & capital rev.

Revenue: total

RD3 = SCG total tax revenue (a) to (e) + non-tax & capital rev. / GG total tax revenue +
non-tax & capital rev.




Corrected Indicators of tax autonomy

(Stegarescu, 2004)

SCGown taxrevenuda)to(c)
SCG totataxrevenue

TAl=

SCGown taxrevenuda)to(c) + sharedaxrev.(d.1)to(d.2)
SCG totataxrevenue

TA2=




The Legislative Basis of Greek Local
Government

1 The administration of Greek government is organized according to the
decentralization system

1 The administration of local affairs belongs to the first and second level
of local government agencies

1 Four important legislative reforms:
- Laws 2218/1994 & 2240/1994

- Law 2503/1997
- Law 2539/1997,i.IK a p o d i @rogrammes 0O
- Law 3852/2010, i Ka | | iprograaineé s 0O

First level local government:
Central municipalities (900) & communities (133)

Government
\ Second level local government:

prefectural self-administrations (50)




Financing of the First Level of Local
Government in Greece

Revenue Sources of First Level of Local Government:

. Ordinary revenues:

Revenues from State budget as provided in law

Revenues, which come from movable and immovable property
of Local Government.

Fees and charges.
Taxes and rates
Other potential fees and rates.

. Extraordinary revenues:

Loans, donations, legacies and inheritance.

Sale of assets.

Local government participation in business activities.
Charges and administrative sanctions

Any other source.



Central government grants

Central
government grants

<

Ordinary grants from Central
government budget (Central
Autonomous Funds)

Extraordinary grants (SATA for
municipal investments, other grants
etc.)




The structure of the 1st level of Local
Governmentsoé reven

Source: National Statistical Service of Greece, Revenues of Municipalities and Communities and my calculations

* Mainly revenues from State budget as provided in law (article 37 Law 4260/1962 & article 16 Law 703/1970)

Category - Subcategory of revenues 1998 1999 2000 2001 2002 2003 2004
Ordinary Revenues 59.64 59.15 51.83 50.79 51.41 51.05 49.42
Revenuedrom immovableproperty 3.79 3.94 3.19 3.03 2.86 2.85 1.98
Revenue$rom movableproperty 0.26 0.28 0.31 0.18 0.15 0.16 0.18
Revenued$rom feesandcharges 24.56 25.09 22.72 20.80 20.73 20.78 19.84
Taxesandrates 3.10 3.00 2.64 2.49 2.18 2.49 2.43
Otherordinaryrevenues* 27.94 26.84 22.97 24.29 25.48 24.77 24.99
Extraordinary revenues 26.51 30.37 37.31 37.77 35.27 36.44 34.81
Revenued$rom saleof assets 0.54 0.33 0.68 0.59 0.39 0.79 0.61
Revenued$rom loans 2.74 2.08 6.75 2.66 2.92 6.50 5.37
Grantsi Personalabor 18.92 23.42 25.76 30.07 27.06 23.46 22.75
Donations)egaciesandinheritance 0.25 0.17 0.17 0.29 0.13 0.12 0.12
Additionalincrease$ ChargesDeposits 0.95 1.11 1.08 0.99 1.45 1.83 1.62
Otherordinaryrevenues 3.12 3.27 2.86 3.17 3.32 3.74 4.35
Revenuedrom previous economicyears 3.67 4.38 3.70 3.59 4.01 4.50 4.59
Cashbalance 10.17 6.10 7.16 7.85 9.31 8.02 11.18
TOTAL 100.00 100.00 100.00 100.00 100.00 100.00 100.00




Financing of First Level of Local

Government, 2004

2%

25%

O Revenues from immovable property

B Revenues from movable property

O Revenues from fees and charges

O Taxes and rates

B Other ordinary revenues*

O Revenues from sale of assets

B Revenues from loans

O Grants - Personal labor

B Donations, legacies and inheritance

BAddi ti onal increi
Deposits

O Other ordinary revenues

O Revenues from previous economic

years
@ Cash Balance



Financing of Local Government in
other Countries (situation in 2006)

Source: Revenue Statistics, 1965-2001, Paris, 2008, (calculations are mine)

*This category comprises current non - tax revenue and other social contributions

Countries Tax Revenue Grants Other taxes* Total

Denmark 50.75 39.25 10.00 100.00

Finland 47.15 28.61 24.24 100.00

France 45.96 28.33 25.71 100.00

Greece! 11.29 55.05 33.66 100.00

Hungary 99.67 0.25 0.08 100.00

Iceland 72.88 8.77 18.35 100.00

Ireland 9.67 59.35 30.98 100.00

Italy 44.82 43.01 12.18 100.00

Luxembourg 31.65 46.47 21.87 100.00

Netherlands 8.53 68.09 23.38 100.00

New Zealand 55.47 11.05 33.48 100.00

Norway 44.32 36.64 19.04 100.00

Poland 31.15 51.61 17.24 100.00 L grants are from data of the
Portugal? 37.03 41.29 21.68 100.00 e

Spain 50.14 33.95 15.90 100.00 2 grants are from data of the
Sweden 64.52 19.88 15.60 100.00 Jeai2008

United Kingdom? 14.06 68.83 17.11 100.00 3 other taxes are from data of
Average 45.50 35.58 18.92 100.00 MR AL



Fiscal decentralization trends in OECD
countries

Degree of expenditure and revenue decentralization. OECD countries, 1970-2001, (common indicators)

Country Total Expenditure, ED2  Own Revenue, RD3 ITA 11.7 17.2 9.1 16.1
1970-75 | 1996-01 | 1970-75 | 1996-01 JAP 28.4 27.6 34.6 38.3
AUS 27.4 31.6 24 32.9 LUX 14.3 17.5 11.7 13.3
AUT 34.9 33.8 35.1 334 NED 11.6 13.7 5.9 16.2
BEL 10 33.8 10.2 35.4 NEZ 10.4a 10 11.3a 10.1
CAN 49.6 56.5 49.3 55.8 NOR 42.2 32.7b 40.9 27.2b
DEN 30.7 36.1 30.3 33.8 POR 4.7 9 6 8.7
FIN 30.3 34.7 30.3 34.7 SPA 8.7 30.8 8.2 26.6
FRA 18 215 135 22.3 SWE 35.8 34.8 35.9 34.4
GER 59.3 60.2 54.5 54.9 SWI 63.3 62.2 62.3 63
GRE 4.8 4.9 UK 22.4 19.3b 17.9 18.6b
ICL 21.9 30.1 19.7 25.6 USA 42.8 49.9 46.8 51.5
IRL 18.1 7.4 15.4 7.8 Median c:
OECD 24.9c 31.2c 21.9 30
Note: Total expenditure and lending minus repayments (local EU15 18.1c 26.2¢ 145 244
revenue and grants) of sub-central government in % of

consolidated general government expenditure (revenue), without
social security and EU payments. Six-year averages, a 1978-80,
b 1988-90, c without GRE, d 1973, e 1970.

Source: D. Stegarescu, 2004




Degree of revenue and tax decentralization,
OECD countries, (improved indicators)

JAP 284 | 276 28.6 375
Revenue Tax Revenue
Total Expenditure*,  Decentralisation**, Decentralization**, LUX 14.3 175 105 12.9 10 79
Country ED2 RD1, (1) TD1, (2) NED 11.6 | 13.7 7.6 13.7 2.1d 5.1
1970-75 | 1996-01 | 1975-77 | 1999-01 | 1965-67 | 1999-01 NEZ |104al 10 12 98 58 59

AUS [ 27.4 316 23.9 308 19.6d 191 NOR | 422 | 3270 | 272 | 251 | 310d | 214
AUT 34.9 33.8 13.3 13.2 3.2d 3.2 POR 47 9 a1 74 0 33
BEL 10 33.8 7.2 25 6.6 24.6 SPA 87 | 308 | 118 | 247 | 51d | 223
CAN 49.6 56.5 54.7 56.6 52.1 51.8 SWE | 358 | 348 129 385 3 128
DEN 30.7 36.1 31.8 32.7 27.4d 32.2 SWI 633 | 622 63.8 60 1 54 53
FIN 30.3 34.7 33.1 30 23.4 24.2 UK 224 | 1930 | 188 91 136 5
FRA 18 215 6.2 22.8 lle 18.4 USA | 428 | 499 | 411 | 458 | 345 | 356

GER | 59.3 60.2 21.7 20.8 7.6d 7.2 Median:

GRE 4.8 0.3d 0.3 OECD |24.9c| 31.2c | 188 24.7 12.8 19.1
ICL 21.9 30.1 18.9 26.2 19.2d 25.3 Euls |18.1c| 26.2¢ | 125 17.3 6.6 7.9
IRL 18.1 7.4 14.3 9.1 12.8 2.2 Mean:

ITA 11.7 17.2 6.2 10 6.3 11.2 OECD 22.4 25 17.4 20
Note: (1) RD1 = SCG own tax revenue (a) to (c) + non-tax & capital —— 16.4 193 101 14

rev. / GG total tax revenue+ non-tax & capital rev., (2) TD1 = SCG own

tax revenue (a) to (c) / GG total tax revenue, excluded social security

and EU payments, a 1978-80, b 1988-90, c without GRE, d 1973, e

1970.

*Six-year-averages, ** Three-year-averages
Source: D. Stegarescu, 2004




The Degree of Fiscal decentralization
In Greece

Total Local Authorities Total Local Authorities
Revenues as % of total Expenditure as % of total
General government revenues  General government expenditure
1980 4.37 3.94
1985 5.32 3.64
1990 4.48 3.2
1995 4.59 3.48
2000 4.87 4.54
2001 5.39 4.68
2002 5.32 4.85
2003* 5.02 4.44
2004* 5.29 4.84
2005* 5.49 5.15
2006* 5.54 5.44
2007* 5.31 5.08

*Provisional data Source: National Accounts of Greece, data 2000-2007



The Degree of fiscal decentralization In
Greece

total General government revenues

—8— Total Local Authorities Expeniture as % of
total General government expenditure

6
4 -W —&— Total Local Authorities Revenues as % of
2
0

fiscal decentralisation
indicator

A During the period 1980-2007, the degree of fiscal decentralization in Greece was very low.
Greece is a very ncentralizedo country.

A The lowest degree of expenditure decentralization was in 1990 (3.2%) and the lowest degree of
revenue decentralization in 1980 (4.37%). The peak of fiscal decentralization, both in terms of
expenditure and revenue, was in 2006 (rev. indicator: 5.54%, exp. indicator. 5.44%).

A Generally, the degree of fiscal decentralization starts to increase in the year 1995, it drops in
2003 (both in revenue and expenditure terms) and then starts rising again during the period
2004-2006. In 2007 the degree of fiscal decentralization drops again.
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Not available data

National Averange: 25,1%







