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1. With the 2001 reform of the Italian Constitution and in particular Title V thereof dealing with relations between central and local government, Italy has taken its first steps towards a federal system. In fact, Italy has gone from a regional system in which central government enjoyed all the powers combined with  a limited role for local government to a system that can best be defined as 'federalist like' because the federalisation process has not yet been completed, especially in terms of establishing a house of parliament representing the interests of the regions, provinces and municipalities as such.

 A significant step towards the development and growth of the federal system in Italy will undoubtedly occur through implementation of fiscal federalism governed by article 119 of the Constitution. The fact is that up to now there has been a structural anomaly: the federal system has been achieved only in part relating to administrative functions (Bassanini Law) and legislative powers (reform of Title V of the Constitution) while the whole issue of funding has remained where it was before, based essentially on a model of grants made by central government. The effect of this asymmetry is that public spending (excluding pensions and interest) is at this point in time divided equally between central government on the one hand and the regions/local authorities on the other hand but the latter raise less than 18% of tax revenues. There is thus a weak link between taxation and spending. Centralised government may well have been checked but federalism has not been created.

From this perspective the Italian situation is similar to that which reigned in Spain in the 1980s when the new constitution granted greater legislative and administrative functions to the autonomous communities there but not the power to levy taxes. This lack of association between spending and taxation led to public spending spiralling out of control and the remedy was fiscal federalism, which was quickly and resolutely introduced shortly afterwards.

By contrast in Italy central government continues to be the paymaster of last resort. It is clear that a federal system which does not also incorporate fiscal federalism will not be very effective. Maintaining a model essentially based on grants from central government in a country that has witnessed a decentralisation of significant legislative powers since 2001 creates serious confusion, disassociates spending from taxation, generates an institutional situation that makes it nigh impossible to keep public accounts under control and fosters duplication of facilities, inefficiencies and little accountability. This defect damages the system like a virus as the figures on public spending by central and local government over the past few years demonstrate.
2. Briefly, and before examining the issues associated with fiscal federalism and its implementation, it is worth explaining the 'federalist like' system that operates in Italy today. The constitutional reforms of 2001 significantly overhauled the relationship between the legislative powers of the State and those of the regions. Article 117 of the Constitution sets out the exclusive competencies of the State (for example, foreign policy, defence and armed forces, the administration of justice, immigration, etc.) and the concurrent competencies of the State and regions whereby the former lays down the basic principles in a national law and the latter specify the contents in more detail through regional laws (for example, foreign trade, health care, scientific research, etc.). All of the other matters not specified in the Constitution fall within the competence of the regions, which in effect amounts to a residual competence in their favour. 

The 2001 constitutional changes did not just concern the distribution of legislative powers between the State and the regions. Other issues were addressed too, the most important of which and quite representative of the entire system is the principle enshrined in the first paragraph of article 114 of the Constitution: «The Republic is composed of Municipalities, the Provinces, the Metropolitan Cities, the Regions and the State». Whereby the State, regions, metropolitan cities, provinces and municipalities are all at the same level thereby overturning the previous approach that saw the State as being above everyone and everything.

3. The implementation of fiscal federalism, the details of which are explained shortly, will witness an essential aspect of the functioning of the constitutional reforms of 2001 taking shape, i.e. the independent raising of financial resources by local government within the framework of coordinating principles laid down by national law as provided for in the first paragraph of article 119 of the Constitution: «Municipalities, Provinces, Metropolitan Cities and Regions shall have financial autonomy with respect to revenues and expenditures». 

The second, third and fourth paragraphs of article 119 of the Constitution then go on to provide as follows respectively: a) local authorities, from this standpoint equivalent to the regions, may set and levy their own taxes and revenues («Municipalities, Provinces, Metropolitan Cities and Regions shall have independent financial resources. They set and levy taxes and collect revenues of their own, in compliance with the Constitution and according to the principles of co-ordination of State finances and the tax system. They share in the tax revenues related to their respective territories»); b) national laws must establish equalisation funds without restrictions as to how they may be used («State legislation shall provide for an equalisation fund, with no allocation constraints, for the territories having lower per capita taxable capacity»); c) the overall resources raised from the foregoing sources must be such as to fully fund the functions of the regions and local authorities («Revenues raised from the above-mentioned sources shall enable Municipalities, Provinces, Metropolitan Cities and regions to finance fully the public functions attributed to them»). 

The principles that govern local taxation have thus been significantly modified in light not only of the wording of the new article 119 but also the indispensable link that Title V establishes between that same article 119 and article 117 of the Constitution granting the State exclusive legislative power over national taxes (paragraph 2, subparagraph e) and granting the State and the regions concurrent competency in relation to "coordination of the public finances and taxation system" (paragraph 3), evidently granting the regions residual exclusive competence over regional and local taxes. 

It must be said that, from the standpoint of the method, implementing article 119 within the framework of the new Title V of the Constitution calls for a deep transformation of the State, perhaps the most radical one in decades. It means committing a vast number of regions and local authorities to be able to rigorously manage resources, increase the efficiency and productivity of their facilities for providing services, assess performance, and adopt 'carrot and stick' policies capable of fostering ability, merit, quality and productivity. It means in substance putting in place an essential tool to attain the revolution of the institutional and administrative system which has often been announced in the past (and to some degree commenced) but which has never been fully achieved up to now.

Also because the question of fiscal federalism, i.e. the allocation of resources among different levels of government, raises a constitutional issue of paramount importance that goes to the very heart of the form of State because it concerns the relationship between central and local politics, the common need to have resources to fund public services and above all the guarantee that all citizens can enjoy their civil and social rights equally.

4. Article 119 of the Constitution and hence Italian fiscal federalism is to be implemented through delegated legislation whereby parliament entrusts the national government - through Law No. 42 of 5 May 2009 – “Delegation to the government in the matter of fiscal federalism further to article 119 of the Constitution” – with the task of adopting legislation to establish and organise fiscal federalism. It should be said that the principle that informs the law is “institutional loyalty among all levels of government”, which applies to the whole process of implementation of fiscal federalism, as well as the principle of “participation by all public administrations in attaining the objective of the national public finances consistent with the restrictions imposed by the European Union and international treaties”.

The federalism in the Constitution is thus a 'joint' one, in which healthy competition among areas is not a bellum omnium contra omnes (war of everyone against everyone) but a system of cooperation-emulation-subsidiarity aimed at creating the best conditions for the effective protection of the entirety of citizens' rights, securing sustainable growth for the nation as a whole through harnessing the energy and resources of each regional and local community, adapting management choices and mechanisms to the peculiarities of each community, re-establishing political accountability for resources and spending, fostering the productivity and efficiency of public facilities and enhancing the synergy between private initiatives and public action, all within the logic of horizontal subsidiarity.
5. Given the complexity of the law that has been passed, summarised in ten points hereunder are its main criteria and principles:

1. financial independence and accountability for all levels of government;

2. granting of independent resources to regions and local authorities in accordance with the principle of territoriality; 

3. regional law may, in relation to a taxable base not subject to taxation by the State: a) introduce regional and local taxes; b) decide the changes to tax rates or tax relief that municipalities, provinces and metropolitan cities may adopt in the exercise of their own autonomy;

4. a region may share the revenue from regional taxes and its part of national taxes with local authorities;

5. prohibition against adopting measures in relation to the taxable base and rates for taxes that do not pertain to one's own level of government; 

6. guarantee of maintaining an adequate degree of fiscal flexibility through establishing a basket of taxes and shares of taxes payable to the regions and local authorities, the composition of which is made up to a significant extent by taxes that allow room for manoeuvre; 

7. fiscal flexibility spread over a number of taxes with a stable taxable base and distributed in a generally uniform manner throughout the country so as to enable all the regions and local authorities (including those with the lowest revenue generating capacity) to fund – through harnessing their own potential –  spending levels beyond merely the essential services and functions associated with local authorities;

8. reduction of national taxation commensurate with the greater taxation powers of the regions and local authorities allied to a corresponding reduction in the central government's human resources and facilities; 

9. regulation of local taxes in a way that allows horizontal subsidiarity to be exploited in full; 

10. territoriality of taxes, neutrality of taxation and ban on the exporting of taxes.

6. In short, the new structure of economic-financial relations between central and local government seeks to overcome the grant system of funding and endow regions, provinces, municipalities and metropolitan cities with greater independence in levying taxes and spending resources subject to observing the principles of solidarity and social cohesion. Key principles of fiscal federalism are, firstly, coordination of taxation centres with spending centres thereby automatically ensuring that bodies will be more accountable for their spending and, secondly, replacement of historical spending based on continuity with spending levels reached the previous year with standard spending.

To become operative fiscal federalism requires a series of measures that will take seven years: two years for implementation and five years of transition. The law makes provision above all for an ad hoc commission to draft the contents of the implementing decrees, to be ready within two years after the entry into force of the law. Provision also exists for a permanent commission to be set up to coordinate public finances. 

The funding of the functions transferred to the regions through the implementation of fiscal federalism will obviously lead to the cancellation of the relevant appropriations from the State's budget including personnel and operating costs.

An equalisation fund with no restrictions as to use will be set up in favour of regions with reduced revenue raising capacity  as required by article 119 of the Constitution.

Fiscal federalism introduces a rewards type system for bodies that assure high quality services and impose a tax burden below the average for that of other bodies at its own level of government providing equal services. Vice versa for bodies whose performance is wanting, sanctions can be imposed in the form of a ban on hiring personnel and making discretionary spending. At the same time those bodies have to clean up their balance sheets through disposing of part of their real and personal property and resorting to their taxation powers to the maximum allowed. 

Automatic sanctions are also imposed on executive and administrative organs should a region or local authority fail to achieve the economic-financial balance and objectives set for it. Specifically, management in charge of a local authority which is declared to be insolvent will be disqualified from office. 

Turin, Milan, Venice, Genoa, Bologna, Florence, Bari, Naples and Reggio Calabria will become metropolitan cities. Rome, the capital of Italy, already enjoys special legislative, administrative and financial autonomy within the limits prescribed by the Constitution. 

The implementation of fiscal federalism must be compatible with the financial commitments undertaken with the stability and growth pact. To conclude, the implementation of fiscal federalism is a gamble that needs to pay off for the sake of progress in the Italian economy and institutions.
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