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:LWK�LWV�WKLUG�4XDUWHUO\�5HSRUW�GHYRWHG�WR�QDWLRQDO�SULRULWLHV��,6$(
FRQWLQXHV�LWV�DQDO\VLV�RI� WKH�PDMRU�VWUXFWXUDO�SUREOHPV�ZKLFK�KDYH�D
VWURQJ� LQIOXHQFH� RQ� WKH� ,WDOLDQ� HFRQRP\�� $V� KDSSHQHG� LQ� WKH� WZR
SUHYLRXV�5HSRUWV�RI�WKH�VDPH�QDWXUH��WKH�PHWKRG�DGRSWHG�LV�EDVHG�RQ
WKH�H[DPLQDWLRQ�RI�WKH�H[LVWLQJ�UXOHV�DQG�UHJXODWLRQV��RQ�WKHLU�DELOLW\�WR
UHVSRQG�WR�SROLF\�PDNHUV
�LQWHQWLRQV��RQ�WKHLU��PRUH�RU�OHVV�H[SHFWHG�
LPSDFW�RQ�HFRQRPLF�DJHQWV
�DQG�PDUNHWV
�EHKDYLRXUV�

7KH�VXEMHFW�RI�WKH�SUHVHQW�4XDUWHUO\�5HSRUW�LV�KRZHYHU�GLIIHUHQW��DV
WKH� ILUVW� ,6$(� 4XDUWHUO\� 5HSRUW� RQ� QDWLRQDO� SULRULWLHV� �$SULO� �����
GHDOW� ZLWK� WKH� JHQHUDO� UHJXODWLRQ� SUREOHP� �� PDLQO\� LQ� WHUPV� RI
FRQVWUDLQWV��REVWDFOHV��GLVLQFHQWLYHV���DQG�ZLWK�LWV�FORVH�UHODWLRQ�ZLWK
HIILFLHQF\�� 7KH� � VHFRQG� 4XDUWHUO\� 5HSRUW� �$SULO� ������ WDFNOHG� WKH
SUREOHP� RI� WKH� H[LVWLQJ� OLQNV� EHWZHHQ� UHJXODWLRQ� LQWHQWLRQV� DQG
RXWFRPH� �ZLWK� UHIHUHQFH� WR� ILYH� FDVH�VWXGLHV��� 7KH� SUHVHQW� 5HSRUW�
WKRXJK�UHPDLQLQJ�FORVH�WR�WKH�SRLQW�RI�YLHZ�RI�WKH�HFRQRPLF�HYDOXDWLRQ
RI� UXOHV� DQG� UHJXODWLRQV�� FDUULHV� RXW� LWV� DQDO\VLV� WKURXJK� WKUHH
SDUDPHWHUV���WUDQVSDUHQF\��IOH[LELOLW\�DQG�RSSRUWXQLW\����ZKLFK��LQ�RXU
RSLQLRQ��DUH�YHU\�KHOSIXO�LQ�WKH�RYHUDOO�DVVHVVPHQW�RI�WKH�,WDOLDQ�SXEOLF
SROLFLHV�

,Q� SDUWLFXODU�� WUDQVSDUHQF\� LV� IXQGDPHQWDO� LQ� �ILOWHULQJ�� WKH� ILYH
FDVH�VWXGLHV�GHDOW�ZLWK�LQ�WKH�SUHVHQW�5HSRUW�

,Q�VSLWH�RI�LWV�ZLGH�VSUHDG�XVH�LQ�WKH�VFLHQWLILF�GHEDWH��DV�ZHOO�DV�LQ
HFRQRPLF� SROLF\� GLVFXVVLRQV�� QR� SUHFLVH� DQG� JHQHUDOO\�DFFHSWHG
GHILQLWLRQ� LV� DVVRFLDWHG� WR� WKH� ZRUG� WUDQVSDUHQF\�� DW� OHDVW� LQ� WKH
HFRQRPLF�DQDO\VLV�RI�UXOHV�DQG�UHJXODWLRQV��7R�RXU�NQRZOHGJH�� WKHUH
DUH�QR�V\VWHPDWLF�DQG� WKRURXJK� LQYHVWLJDWLRQV�RI� WKDW�FRQFHSW�ZLWKLQ
WKLV� FRQWH[W�� $� SRVVLEOH� H[SODQDWLRQ� � PLJKW� EH� WKH� FORVH
LQWHUGHSHQGHQFH� H[LVWLQJ� EHWZHHQ� WUDQVSDUHQF\� DQG� WKH� ZD\� WKH
GHFLVLRQ�PDNLQJ� SURFHVV� LV� FDUULHG� RXW� ZKLOH� SODQQLQJ� DQG
LPSOHPHQWLQJ�WKH�UXOHV�JRYHUQLQJ�PDUNHWV�DQG�WKH�HFRQRP\��*LYHQ�WKDW
LQ� ,WDO\� �� ZLWK� IHZ� H[FHSWLRQV� �� WKHUH� LV� QR� V\VWHPDWLF� WHVWLQJ� RI� WKH
HIILFLHQF\�DQG�HIIHFWLYHQHVV�RI�HFRQRPLF�SROLF\�SURYLVLRQV�LPSOHPHQWHG
WKURXJK� UHJXODWLRQ�� VPDOO� ZRQGHU� WKDW� QR� WKRURXJK� DQG� ULJRURXV
GHILQLWLRQ�RI�WKH�WHUP�WUDQVSDUHQF\�KDV�HPHUJHG�VR�IDU��DV�DQ�HOHPHQW
ZKLFK�PLJKW�EH�RQH�RI�WKH��ex ante��in itinere�DQG ex post��HYDOXDWLRQ
FULWHULD�RI�SXEOLF�LQWHUYHQWLRQ�RQ�WKH�SDUW�RI�SROLF\�PDNHUV�WKHPVHOYHV��

7KHUH� LV�� KRZHYHU�� D� FRPPRQ� LQWHUSUHWDWLRQ� RI� WKH� ZRUG
WUDQVSDUHQF\� ZKLFK� LV� V\VWHPDWLFDOO\� XVHG� �LQ� LWV� QHJDWLYH� PHDQLQJ�
ZLWK� UHIHUHQFH� WR� VRPH� HYLGHQW� SDWKRORJLHV� RI� WKH� ,WDOLDQ� HFRQRPLF
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$EULGJHG�4XDUWHUO\�5HSRUW
V\VWHP�LQ�RUGHU�WR�GHQRXQFH�VHULRXV�IRUPV�RI�DOWHUDWLRQV�RI�WKH�SULYDWH�
SXEOLF�VHFWRU�UHODWLRQVKLS��VXFK�DV�FRUUXSWLRQ��PLVDSSURSULDWLRQ�RU�WD[
HYDVLRQ��7KH�ODFN�RI�WUDQVSDUHQF\�ZLWKLQ�WKDW�UHODWLRQ�LV�FRQVLGHUHG�DV
D� SUHUHTXLVLWH� IRU� HSLVRGHV� RI� GHJHQHUDWLRQ� DQG� LOOHJDOLW\�� OHW� DORQH
FULPLQDOLW\�

7KRXJK�RQH�6HFWLRQ�RI�WKH�SUHVHQW�5HSRUW�GHDOV�ZLWK�VXEMHFWV�VXFK
DV� WKH� XQGHUJURXQG� HFRQRP\�� ZKLFK� LV� FORVHO\� OLQNHG� WR� WKH� LGHD� RI
WUDQVSDUHQF\��WKDW�GHILQLWLRQ�RI�WKH�WHUP�VHHPV�LQVXIILFLHQW�DQG�OLPLWHG
IRU�WKH�HFRQRPLF�DQDO\VLV�RI�UXOHV�DQG�UHJXODWLRQV��7R�SURYLGH�D�PRUH
H[KDXVWLYH� DQG� VXLWDEOH� GHILQLWLRQ� RI� WUDQVSDUHQF\�� ZH� VKDOO� ODEHO�DV
�WUDQVSDUHQW�� DOO� UXOHV� DQG� UHJXODWLRQV� VWHPPLQJ� IURP� OHJLVODWLRQ�
FRQWUDFWV� RU� DGPLQLVWUDWLYH� SURFHGXUHV� ZKLFK� SRVVHVV� WKUHH
FKDUDFWHULVWLFV��QDPHO\�D� FOHDU�DQG� JHQHUDOLVHG� LQIRUPDWLRQ��D�QRQ�
DPELJXRXV�LQWHUSUHWDWLRQ�DSSOLFDEOH�WR�DOO�VXEMHFWV�DQG�PDUNHWV�RQ�DQ
HTXDO� IRRWLQJ�� DQG� HYLGHQW� FRQVHTXHQFHV� LQ� WHUPV� RI� ULJKWV�
REOLJDWLRQV�� UHVSRQVLELOLWLHV�� GHIDXOWV� � DQG� VDQFWLRQV�� � 3HQGLQJ� WKRVH
FKDUDFWHULVWLFV�� ZRXOG� WKHUH� EH� WKH� FHUWDLQW\� RI� ODZ"� ,QGHHG�� LI� WKH\
ZHUH�DOO�SHUIHFWO\�FRPELQHG��ZKDW�ZRXOG�WKHQ�EH�WKH�UROH�RI�WKH�OHJDO
V\VWHP"�7KLV� DUWLFXODWLRQ� RI� WKH� WKUHH� IHDWXUHV� RI� D� WUDQVSDUHQW� UXOH
PD\�EH�HYHQ�VPRRWKHU�LI�WUDQVSDUHQF\�LV�GHILQHG�DV�WKH�conditio sine
qua non� IRU� D� IXOO� DQG� SHUIHFW� LQIRUPDWLRQ� IRU� FLWL]HQV� DQG� PDUNHW
RSHUDWRUV��ZKRVH�FKRLFHV�DUH�EDVHG�RQ�LW��0D\EH�WKH�FRQFHSW�LV�RQO\�DQ
LGHDO� EHQFKPDUN� DJDLQVW� ZKLFK� DFWXDO� GHJUHHV� RI� WUDQVSDUHQF\� DUH
PHDVXUHG�� MXVW� DV� HFRQRPLVWV� GR� ZLWK� WKH� WKHRUHWLFDO� FRQFHSW� RI
FRPSHWLWLRQ�LQ�HFRQRPLF�WKHRU\��,Q�WKLV�FDVH��RQH�PLJKW�XVH�SDUDPHWHUV
FRQVLGHULQJ�WKH�SURYLVLRQV
�feasibility��ZKHWKHU�WKH\�DUH�GLIIXVHG�erga
omnes� DQG� DYDLODEOH� ZLWKRXW� DGPLQLVWUDWLYH� REVWDFOHV� RI� DQ\� NLQG��
WKHLU� comprehensibility to everybody� �ZKHWKHU� UXOHV� DUH� FOHDU� DQG
FRQWDLQ�QR�DPELJXLWLHV�FRPSUHKHQVLEOH�RQO\�WR�IHZ�H[SHUWV��WKXV�PD\
EH� GLVFUHWLRQDULO\� DSSOLHG� E\� VRPH� DQG� LQWHUSUHWHG� E\� RWKHUV��� WKHLU
accountability �QDPHO\� WKH� DFFRXQWDELOLW\� RI� WKH� VXEMHFWV� ZKRP� WKH
UXOHV�UHIHU�WR��VR�WKDW�WKHLU���HYHQ�ILQDQFLDO���HIIHFWLYHQHVV�PD\�DOZD\V
EH�WHVWHG����,Q�YDULRXV�FDVHV��DOVR�H[DPLQHG�LQ�WKH�SUHVHQW�5HSRUW��QRW
RQO\� YHU\� FRPSOH[� SULPDU\� UXOHV� �� RIWHQ� VXEPHUJHG� E\� D� P\ULDG� RI
FRPSOLFDWHG�VHFRQGDU\�DGPLQLVWUDWLYH�SURYLVLRQV���GR�QRW�SRVVHVV�WKH
LGHDO� FKDUDFWHULVWLFV��EXW� WKH\�DUH�QRW� HYHQ� LPPXQH�IURP�WKH�VXVSHFW
WKDW� WKHLU� VFDUFH� FRPSUHKHQVLELOLW\� HYHQWXDOO\� VDIHJXDUGV� YHVWHG
LQWHUHVWV��:LWKLQ�D� IUDPHZRUN� LQ�ZKLFK� WKH�UHODWLRQV�EHWZHHQ�SROLF\�
PDNHUV�DQG�VHFWRU�OREELHV�KDYH�QRW�EHHQ�FKDUDFWHULVHG�E\�D�VXIILFLHQW
GHJUHH� RI� WUDQVSDUHQF\� IRU� D� ORQJ� WLPH�� WKH� ILQDO� UHVXOW� PLJKW� EH� D
UHGXFWLRQ�LQ�WKH�GHJUHH�RI�UHJXODWLRQ�FOHDUQHVV�DQG�DZDUHQHVV�RQ�WKH
SDUW� RI� SXEOLF� RSLQLRQ�� 7KXV�� WKH� RYHUDOO� LPSDFW� RI� D� SURYLVLRQ�PD\
HYHQ� EH� �REVFXUHG��� ZKLOH� VRPH� YHVWHG� LQWHUHVWV� SUHYDLO�� WKXV
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$EULGJHG�4XDUWHUO\�5HSRUW
WUDQVIRUPLQJ�D�SURYLVLRQ�PHDQW�IRU�D�IHZ�DV�D�QHFHVVDU\�PHDVXUH�IRU
WKH� ZKROH� SRSXODWLRQ� DQG� RIIHULQJ� WR� WKRVH� IHZ� WKH� SRVVLELOLW\� WR
LQWHUSUHW�LW�WR�WKHLU�DGYDWDQJH��

7KLV�LV�QRW�RQO\�D�SUREOHP�RI�HTXLW\��EXW�DOVR�RI�HFRQRPLF�HIILFLHQF\�
7KH�QDWXUH�RI�WKRVH�SURYLVLRQV�LV�DOO�WRR�HYLGHQW��7KH�SRRU�LQIRUPDWLRQ
TXDOLW\� DQG� IHDVLELOLW\� RI� WKH� LQWHUYHQWLRQ� LQVWUXPHQWV� LGHQWLILHG� E\
SROLF\�PDNHUV� OHDG� WR� FRVWV� LQ� WHUPV�RI�VPDOOHU� FRPSHWLWLRQ�DQG� OHVV
RSSRUWXQLWLHV� IRU� WHFKQRORJLFDO� SURJUHVV�� 7KH� HFRQRPLF� SROLFLHV
HYHQWXDOO\� UHGXFH� WKH� UDQJH� RI� FKRLFHV� DJHQWV� �FRQVXPHUV�
HQWUHSUHQHXUV�� ILQDQFLDO� LQYHVWRUV�«�� KDYH�� WKXV� UHGXFLQJ� WKH
IUDPHZRUN�ZLWKLQ�ZKLFK�WKH\�FDQ�IOH[LEO\�PRYH�LQ�WKH�DZDUHQHVV�DQG
FHUWDLQW\�RI� WKHLU� ULJKWV�DQG�GXWLHV�� WKXV�RI� WKHLU�HFRQRPLF�FRVWV�DQG
EHQHILWV�� 7KH� ODFN� RI� WUDQVSDUHQF\� GHSUHVVHV� WKH� HQWUHSUHQHXUV

�DQLPDO�VSLULWV���DV�ZHOO�DV�ZRUNHUV
�LQLWLDWLYHV�DQG�FRQVXPHUV
�GHVLUH
WR� KDYH� QHZ� SURGXFWV�� 3HQGLQJ� FOHDUQHVV�� DJHQWV� GHHP� LW� EHWWHU� WR
�DYRLG� GRLQJ�� UDWKHU� WKDQ� �GRLQJ�� DQG� WKH\� SUHIHU� WR� DGMXVW� WR� SDVW
EHKDYLRXUV��� WKH�FRQVHTXHQFHV�RI�ZKLFK�DUH�DOUHDG\�ZHOO�NQRZQ���VR
WKDW� WKH� SULQFLSOH� RI� �WKH�SUHFHGHQW��EHFRPHV�D� UHDVVXULQJ� VROXWLRQ�
7KXV��UHJXODWLRQ�RSDFLW\�FUHDWHV�ULJLGLW\�DQG�OLPLWV�WKH�RSSRUWXQLWLHV�E\
UHGXFLQJ�WKH�SRWHQWLDOLWLHV�IRU�JURZWK�DQG�VRFLDO�PRELOLW\��

$GPLWWHGO\�� ULJLGLWLHV� PD\� QHJDWLYHO\� LQIOXHQFH� ZHOOEHLQJ� DQG
FRPSHWLWLRQ�DOVR�WKURXJK�PHFKDQLVPV�ZKLFK�GR�QRW�GHULYH�IURP�ODFN�RI
WUDQVSDUHQF\���$�SRRU�PDUNHW�IOH[LELOLW\�PD\�LQGHHG�DOVR�HPHUJH�ZKHQ
UXOHV� DUH� WUDQVSDUHQW�� $Q� H[DPSOH� LV� SURYLGHG� LQ� WKH� 6HFWLRQ� RI� WKH
SUHVHQW�5HSRUW�GHYRWHG�WR�UXOHV�DQG�UHJXODWLRQV�RQ�SXEOLF�HPSOR\PHQW�
ZKHUH�VWURQJ�ULJLGLWLHV�DUH�DVVRFLDWHG�WR�DQ�H[FHVV�RI�WUDQVSDUHQF\��,Q
SDUWLFXODU�� ,WDOLDQ� UXOHV� DUH� LQH[RUDEOH� LQ� EDQQLQJ� DQ\� IRUP� RI
MXGJHPHQW� LQ� WKH� FKRLFHV� RI� SXEOLF� HPSOR\HHV� WKURXJK� FRPSHWLWLYH
H[DPLQDWLRQV��XQGHU�WKH�DVVXPSWLRQ���ZKLFK�LV�RQO\�UDUHO\�JURXQGHG��
WKDW�DQ\�SRVVLEOH�URRP�IRU�GLVFUHWLRQ�OHIW�WR�WKH�H[DPLQLQJ�FRPPLVVLRQV
ZRXOG�EH�XVHG�WR�VHOHFW�UHFRPPHQGHG�RU�IULHQG�FDQGLGDWHV��UDWKHU�WKDQ
WKH� EHVW� RQHV�� ZLWK� WKH� ILQDO� HIIHFW� RI� SHQDOLVLQJ� WKH� *HQHUDO
*RYHUQPHQW��,QGHHG��ex ante�ULJLG�UXOHV�FDQQRW�FRYHU�E\�GHILQLWLRQ�DOO
SRVVLEOH� VLWXDWLRQV� ZKLFK� PLJKW� HPHUJH� ex post� ZLWK� UHIHUHQFH� WR
FDQGLGDWHV�� 7KHUHIRUH� �� DV� HFRQRPLF� H[SHUWV� ZHOO� NQRZ� �� LQ� WKDW
VLWXDWLRQ� RSWLPDO� UHVXOWV� UHTXLUH� DQ� DGHTXDWH� PL[� RI� UXOHV� DQG
GLVFUHWLRQ��

&RPSDUDWLYH� LQWHUQDWLRQDO� LQYHVWLJDWLRQV� KDYH� EHHQ� FRQVWDQWO\
VKRZLQJ� IRU� \HDUV� KRZ�EDFNZDUG� WKH� ,WDOLDQ� VLWXDWLRQ� LV� LQ� WHUPV� RI
UHJXODWLRQ� WUDQVSDUHQF\�DQG� IOH[LELOLW\�� 7KH� LQGLFDWRUV� HODERUDWHG�E\
WKH�2(&'� �DQG� WKH�:RUOG�(FRQRPLF�)RUXP�HYLGHQWO\� VKRZ� WKH�JDS
EHWZHHQ�,WDO\�DQG�LWV�PDMRU�(XURSHDQ�SDUWQHUV���HYHQ�FRXQWULHV�ZLWK�D
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$EULGJHG�4XDUWHUO\�5HSRUW
PXFK� VORZHU� GHYHORSPHQW� � �� LQ� WHUPV� RI� ULJLGLW\� RI� WKH� UHJXODWLRQ
VWDQGDUGV��DGPLQLVWUDWLYH�SURWHFWLRQ�IRU�QHZ�HQWUHSUHQHXULDO�DFWLYLWLHV�
LQGHSHQGHQFH�RI�WKH�*HQHUDO�*RYHUQPHQW�IURP�WKH�SROLWLFDO�SRZHU��EXW
DOVR�RI�DYDLODELOLW\�RI� LQIRUPDWLRQ�RQ� WKH� HFRQRPLF�DFWLYLWLHV�� ,Q� WKLV

VHQVH��DFFRUGLQJ�WR�WKH�:RUOG�(FRQRPLF�)RUXP���,WDO\�UDQNV���WK��DIWHU
FRXQWULHV�VXFK�DV�0DOD\VLD��WKH�3KLOLSSLQHV�DQG�WKH�0DXULWLXV�,VODQGV��

,W�LV�DOO�WRR�QDWXUDO�WR�ZRQGHU�ZK\�WKH�FRQVHTXHQFHV�RI�UHJXODWLRQ
WUDQVSDUHQF\�DUH�QRW�DGHTXDWHO\�SHUFHLYHG�DQG�HYDOXDWHG� LQ� ,WDO\�� ,Q
WKLV�SDUWLFXODU�FDVH��WKH�DQVZHU�WR�WKDW�TXHVWLRQ�PD\�EH�JLYHQ�ZLWKRXW
UHIHUHQFH� WR� HFRQRPLF� GXDOLVP�� $V� D� PDWWHU� RI� IDFW�� WKRXJK� ZLWK
GLIIHUHQW� FKDUDFWHULVWLFV�� WKH� HFRQRPLF� SUREOHPV� GHULYLQJ� IURP
UHJXODWLRQ� RSDFLW\� HPHUJH� ERWK� LQ� 6RXWKHUQ� UHJLRQV� �ZKHUH� WKH
XQGHUJURXQG�HFRQRP\�� LQ�SDUWLFXODU�� UHSUHVHQWV�DQ� HQRUPRXV� VHFRQG
PDUNHW��� DQG� LQ� WKH�1RUWKHUQ�&HQWUDO�RQHV� �ZKHUH� VLJQDOV�RI� ODFN�RI
WUDQVSDUHQF\� DUH� REVHUYHG� LQ� YDULRXV� FRPSDQ\� VWUXFWXUHV� DQG
EHKDYLRXUV��

7KH�TXHVWLRQ���UHIHUULQJ�WR�D�SUREOHP�RI�VWUXFWXUDO�QDWXUH���PDNHV
UHIHUHQFH�WR�ORQJ�SHULRG�IHDWXUHV�RI�WKH�,WDOLDQ�KLVWRU\�ZKLFK�FDQQRW�EH
REYLRXVO\� GHDOW� ZLWK� LQ� WKLV� FRQWH[W�� :KDW� KDV� KRZHYHU� EHHQ
V\VWHPDWLFDOO\�FRQILUPHG�DV�WLPH�JRHV�E\��� WKRXJK� WKH�,WDOLDQ�V\VWHP
KDV�EHHQ�ZLWQHVVLQJ�D�SURJUHVVLYH�RSHQLQJ�WR�LQWHUQDWLRQDO�WUDGH�DQG
WUDQVDFWLRQV���LV�D�VRUW�RI�ZLGH�VSUHDG�IHDU�WRZDUGV�PDUNHW�UXOHV�DQG
WKH� FRQGLWLRQV� JXDUDQWHHLQJ� LWV� HIILFLHQW� IXQFWLRQLQJ�� ,W� LV� QRW�RQO\� D
PHUH� GHIHQFH� RI� SRVLWLRQ� UHQWV� RU� � RI� PRQRSRO\� RU� ROLJRSRO\� VWDQGV
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�ZKLFK� DUH� SUHVHQW� DOVR� LQ� RWKHU� FRXQWULHV��� DQG� LW� LV� QRW� RQO\� WKH
W\SLFDOO\�,WDOLDQ�IHDU�IRU�FRPSHWLWLRQ�HIIHFWV���UDQJLQJ�IURP�'DUZLQLDQ
VXUYLYDO� RI� WKH� EHVW� WR� DQ\� IRUP� RI� PHULW�EDVHG� DZDUG�� WR
HQWUHSUHQHXULDO�IDLOXUH����,W�LV�D�JHQHUDO�DSSURDFK�ZKLFK�VHHPV�WR�EH�D
SHFXOLDU� IHDWXUH�RI� WKH� ,WDOLDQ� FXOWXUH� �DQG�QRW�RQO\� LQ� WKH� HFRQRPLF
ILHOG���,W�LV�D�VRUW�RI�UHTXHVW�IRU�SURWHFWLRQ�ZKLFK�LQ�PDQ\�FDVHV�SURYHV
VWURQJHU�WKDQ�WKH�HYLGHQW�EHQHILWV�IRU�VRFLHW\�DV�D�ZKROH�ZKLFK�ZRXOG
EH�GUDZQ�E\�D�PRUH�RSHQ�DQG�LQWHQVH�FRPSHWLWLRQ�

7KH� UHDVRQV� IRU� WKDW� �QDWXUDO� DYHUVLRQ�� WR� WKH� IXOO� GHSOR\PHQW� RI
FRPSHWLWLRQ�PHFKDQLVPV�DQG�RI�WKH�UHODWHG�RSSRUWXQLWLHV�IRU�ZHOOEHLQJ
DQG�GHYHORSPHQW� �� DWWDLQDEOH� WKURXJK�YDULRXV� LQVWUXPHQWV�� LQFOXGLQJ
UHJXODWLRQ�WUDQVSDUHQF\�DQG�IOH[LELOLW\���PD\�SHUKDSV�EH�WUDFHG�EDFN�WR
WKH� RULJLQ� RI� RWKHU� DQRPDOLHV� RI� WKH� ,WDOLDQ� HFRQRP\�� QDPHO\� WKH
UHVWULFWHG�GLPHQVLRQV�ZKLFK�KDYH�EHHQ�FKDUDFWHULVLQJ�,WDOLDQ�ILUPV�IRU
FHQWXULHV�� 7KH� KLJK� IUDJPHQWDWLRQ� �FOHDU� WUDFHV� RI� ZKLFK� DUH� WR� EH
IRXQG�LQ�UHWDLO�WUDGH�GLVWULEXWLRQ��DQG�WKH�FUHDWLRQ�RQ�WKH�WHUULWRU\�RI
PDQ\� VPDOO� IDPLO\�UXQ� ROLJRSROLHV� VHHP� WR� KDYH� FUHDWHG� D� VRUW� RI
VSRQWDQHRXV�EDUULHU��VXSSRUWHG�E\�WKH�JHQHUDO�SXEOLF��WR�DQ\�HOHPHQW
XSVHWWLQJ�WKH�FRQVROLGDWHG�SRVLWLRQV��VXFK�DV�WKH�HQWU\�RI�QHZ�ILUPV��RU
FRVW�UHGXFLQJ�SURFHVV�DQG�SURGXFW�LQQRYDWLRQV�RU�WKH�IXOO�FLUFXODWLRQ�RI
LQIRUPDWLRQ��,Q�WKLV�VHQVH��KHDY\�DQG�FRPSOLFDWHG�UXOHV��IUDXJKW�ZLWK
FRQVWUDLQWV�RU�KDUGO\�WUDQVSDUHQW��PD\�EH�FRQVLGHUHG�QRW�VR�PXFK�WKH
UHVXOW� RI� DQ� LQYDVLYH� DQG� VKRUW�VLJKWHG� UHG�WDSH� EXW� WKH� LQHYLWDEOH
FRQVHTXHQFH�RI�D�FXOWXUH�DLPLQJ�DW�VRFLDO�FRKHVLRQ�PRUH�WKURXJK�WKH
�DSSDUHQW�� VDIHJXDUGLQJ� RI� ZHDN� EUDFNHWV� �� VRPHWLPHV� �de facto�
H[FHVVLYHO\� SURWHFWHG� �� WKDQ� WKURXJK� G\QDPLF� EHKDYLRXUV�� RU� KLJK
ILUPV
� ELUWK� DQG� GHDWK� UDWHV�� WHFKQRORJLFDO� SURJUHVV� RU� PDUNHW
RSSRUWXQLWLHV�

7KH�GHJUHH�RI�GLIIXVLRQ�RI�VXVSLFLRXV��OHW�DORQH�DYHUVH��DSSURDFKHV
WR�FRPSHWLWLRQ���GLVJXLVHG�DV�DSSUDLVDOV�ZKLFK�HYHQWXDOO\�SURYHV�WR�EH
PHUH� OLS� VHUYLFH� ��PDNHV� LW� HYHQ�PRUH� GLIILFXOW� WR� LQWURGXFH� SROLFLHV
SURPRWLQJ� PDUNHW� OLEHUDOLVDWLRQ�� 7KH� VFDUFH� WUDQVSDUHQF\� DQG
IOH[LELOLW\�RI�PDUNHW�UHJXODWLQJ�UXOHV�DQG�UHJXODWLRQV�EHFRPH�WKH�FDXVH
DQG��DW�WKH�VDPH�WLPH��WKH�HIIHFW�RI�WKHLU�QRQ�FRPSHWLWLYH�IXQFWLRQLQJ��,W
LV� KRZHYHU� VHOI�HYLGHQW� WKDW�� LQ� WKH� VKRUW� UXQ�� SXEOLF� LQWHUYHQWLRQV
FDQQRW� SXUVXH� DPELWLRXV� DQG� DEVXUG� WDUJHWV�� VXFK� DV� D� FKDQJH� RI
FHQWXU\�ORQJ�DWWLWXGHV�DQG�SUD[HV��+RZHYHU��WKH\�PD\�FHUWDLQO\�DLP��
DV�LW�LV�UHFHQWO\�KDSSHQLQJ�IRU�GHFLVLRQV�RQ�HQHUJ\�DQG�SXEOLF�VHUYLFHV��
DW� JUDGXDOO\� ZHDNHQ� IDFWRUV� FDXVLQJ� WKH� SHUVLVWHQFH� RI� DQWL�
FRPSHWLWLRQ� SHUIRUPDQFHV�� 7KXV�� UHJXODWLRQ� WUDQVSDUHQF\� DQG
IOH[LELOLW\�EHFRPH�IXQGDPHQWDO�LQVWUXPHQWV��WR�IDYRXU�JURZWK��QRW�RQO\
HFRQRPLF�JURZWK��EXW�DOVR�FXOWXUDO�DQG�LQGHHG�PRUDO�JURZWK��JLYHQ�WKH
LPSOLFDWLRQV�RI�D�VRXQG�FRPSHWLWLRQ�LQ�WHUPV�RI�IUHHGRP��HTXDOLW\�DQG
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VROLGDULW\�EURXJKW�DERXW�E\�ZHOOEHLQJ��

7KH� VWHSV� WR� WDNH� DORQJ� WKH� SDWK� RI� UHJXODWLRQ� WUDQVSDUHQF\� DQG
IOH[LELOLW\� � DUH� PXOWL�IROG�� )LUVWO\�� LW� LV� IXQGDPHQWDO� WR� SURFHHG� ZLWK
UHQHZHG�VWUHQJWK�WRZDUGV�GH�OHJLVODWLRQ�DQG�ODZ�VLPSOLILFDWLRQ��5XOHV
DQG�UHJXODWLRQV�VKRXOG�EH�HDVLHU�DQG�FOHDUHU��IRUPDO�SURJUHVV�VKRXOG
JR�DORQJVLGH�ZLWK�D�VXEVWDQWLDO�RQH��7KH�P\ULDG�RI�H[LVWLQJ�SURYLVLRQV
VKRXOG� IXUWKHU� FRQYHUJH� WRZDUGV� D� IHZ� DQG� HVVHQWLDO� DGPLQLVWUDWLYH
SURFHGXUHV�� ZKLFK� WRGD\� DUH� VWLOO� ERUQH� E\� ILUPV�� ZRUNHUV� DQG
FRQVXPHUV��,Q�WKLV�FRQWH[W��WKH�UHJXODWLRQ�LPSDFW�DQDO\VLV��5,$����L�H�
WKH� H[SOLFLW� OLVWLQJ� RI� WKH� WDUJHWV� RI� QHZ� UXOHV� DQG� RI� WKHLU� SRWHQWLDO
FRQVHTXHQFHV� RQ� WKH� GLIIHUHQW� FDWHJRULHV� RI� FLWL]HQV� �� VKRXOG� EH
LQWURGXFHG� LQ�SXEOLF�GHFLVLRQ�WDNLQJ�SURFHVVHV��DV� LQGHHG� IRUHVHHQ� LQ
UHFHQW� SURYLVLRQV�� ZLWK� WKH� WDVN�� DPRQJ� RWKHUV�� WR� YHULI\� ZKHWKHU
FKDQJLQJ�WKH�H[LVWLQJ�UXOHV�LV�LQ�IDFW�QHFHVVDU\�DQG�VXLWDEOH��

6HFRQGO\��UXOHV�DVVRFLDWHG�WR�DOORFDWLRQV�RI�WD[�UHVRXUFHV��HVSHFLDOO\
LI�RI�FRQVLGHUDEOH�DPRXQW�� de minimis non curat pretor� ��� VKRXOG�EH
VXEMHFW� WR� FRQWLQXRXV�PRQLWRULQJ�ZLWK� UHJDUG� WR� WKHLU�DGPLQLVWUDWLYH
DVSHFWV� DQG� HFRQRPLF� HIIHFWV�� 7KRVH� �in itinere� DQG� ex post�
HYDOXDWLRQV� VKRXOG� VRPHKRZ� EHFRPH� LQVWLWXWLRQDO�� ,W� LV� QHFHVVDU\� WR
LQYHVWLJDWH�RQ�ZKDW�WKH�$QJOR�6D[RQ�FDOO��WKH�YDOXH�IRU�PRQH\���WKXV
DEDQGRQLQJ� WKH� DVVXPSWLRQ� XQGHUO\LQJ� QDWLRQDO� DFFRXQWDELOLW\� �
UHFHQWO\�UHIRUPHG�E\�(6$�������ZKHUHE\�WKH�YDOXH�RI�SXEOLF�VSHQGLQJ
FRLQFLGHV�ZLWK�LWV�FRVWV��7KH�SUREOHP�ZDV�DOUHDG\�VXFFHVVIXOO\�IDFHG�LQ
FRPSOHWHO\�GLIIHUHQW�VLWXDWLRQV��DOZD\V�JXDUDQWHHLQJ�WKH�LPSDUWLDOLW\�RI
WKH� LQVWLWXWLRQV� UHVSRQVLEOH� IRU� WKLV� REMHFWLYH�� 7KH� WDVN�RI� WHVWLQJ� WKH
HIIHFWLYHQHVV� �DQG� LPSDFW�� RI� UHJXODWLRQ� PLJKW� EH� OHIW� WR� WKH� $XGLW
2IILFH�(Corte dei Conti)���DV�LQGHHG�LW�DOUHDG\�FDUULHV�RXW��WKH�IRUPDO
DFFRXQWLQJ� FRQWUROV� �DV� LQ� WKH� H[SHULHQFH� RI� WKH� 8�6�� *HQHUDO
$FFRXQWLQJ�2IILFH�� ��� RU� WR�DXWRQRPRXV�ERGLHV� IDU� IURP� WKH� OHJDO�RU
H[HFXWLYH�SRZHU�RU� WR� VSHFLDO�3DUOLDPHQWDU\�RIILFHV��3XEOLF�RSLQLRQ�
EXW�DOVR�WKH�6WDWH�DGPLQLVWUDWLRQV��SDUWLFXODUO\�LI�,WDO\�JRHV�WRZDUG�D
VWURQJ� IHGHUDOLVP� �� DV� LQGHHG� LV� JRLQJ� ��� � ZRXOG� JDLQ� LQ� WHUPV� RI
LQIRUPDWLRQ�� FDSDELOLW\� DQG� VXFFHVV�� 7KHVH� QHHGV� DUH� LQ� IDFW
SDUWLFXODUO\�SUHVVLQJ�JLYHQ� WKH�RQJRLQJ�GHFHQWUDOLVDWLRQ�RI� IXQFWLRQV
DQG�FRPSHWHQFLHV��DV�WKRURXJKO\�LQGLFDWHG�E\�D�6HFWLRQ�RI�WKH�SUHVHQW
5HSRUW�RQ�WKH�LPSOHPHQWDWLRQ�RI�&RQVWLWXWLRQDO�IHGHUDOLVP��

7KLUGO\�� REVHUYLQJ� WKH� HIIHFWV� RI� UXOHV� DQG� UHJXODWLRQV� DQG� WKH
HQGHPLF� WUHQG�RI� ,WDO\� WR� HYDGH� WKHP�� UHJXODWLRQ� VKRXOG� LQFUHDVLQJO\
UHO\�RQ�WKH�DZDUHQHVV�RI�WKH�FRQYHQLHQFH��WKH�FRVWV��WKH�WUDGH�RIIV�DQG
WKH��WD[�DQG�FRQWULEXWLRQ��LQFHQWLYHV�IRU�PDUNHW�RSHUDWRUV��&RQYHUVHO\�
LQ� WKH� EHVW� RI� FDVHV�� JRRG� UXOHV� LJQRULQJ� WKH� DGYDQWDJHV� DQG
GLVDGYDQWDJHV� FUHDWHG� E\� SULYDWH� LQWHUHVWV�� ZKLFK� WKH\� SHQDOLVH� RU
- 8 -
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IDYRXU�� DUH� RIWHQ� LPPDWHULDO�� LI� QRW� HYHQ� GDPDJLQJ�� DQG� DUH� RIWHQ
DFFRPSDQLHG�E\�VDQFWLRQV�ZKLFK�DUH�DW�WKH�VDPH�WLPH�LQVXIILFLHQW��DV�LI
LQGLYLGXDOV�ZHUH�DOZD\V�YLUWXRXV�DQG�JHQHURXV��RU�H[FHVVLYH��DV�LI�WKH
*HQHUDO�*RYHUQPHQW�PLJKW�SURGXFH��FUHGLEOH�WKUHDWV���

)LQDOO\��ZLWK�UHJDUG�WR�FRQWHQWV��UXOHV�RYHUSURWHFWLQJ��DQG�QRW�LQ�WKH
EHVW�SRVVLEOH�ZD\��PDQ\�HFRQRPLF�VHFWRUV�PXVW�EH�UHYLHZHG��DV�WKH\
FUHDWH�EDUULHUV�WR�HQWU\��/HVV�ELQGLQJ�ZD\V�RI�PDUNHW�DFFHVV���L�H��OHVV
�LQWHUIHUHG�� E\� SXEOLF� UHG� WDSH� DQG� OHVV� IUR]HQ� E\� UXOHV� DQG� SUD[HV
PDLQWDLQLQJ� WKH� status quo� LPSRVHG� E\� LQVLGHUV� �� FUHDWH� PRUH
RSSRUWXQLWLHV�DQG�GHYHORSPHQW��DV�VXJJHVWHG�LQ�WKH�SUHVHQW�5HSRUW�E\
WKH�6HFWLRQ�GHYRWHG� WR� WKH��HYHQ�SDUWLDO��OLEHUDOLVDWLRQ�RI�UHWDLO�WUDGH
DQG�WKDW�DLPHG�DW�VKRZLQJ�WKH�HPSOR\PHQW�SURJUHVV�UHDFKHG�WKURXJK
IOH[LELOLW\� DQG� IL[HG�WHUP� FRQWUDFWV�� 7KH� OLVW� RI� VHFWRUV� QHHGLQJ
LQWHUYHQWLRQ���WKXV�FRQWLQXLQJ�RU�VWUHQJWKHQLQJ�DOUHDG\�VWDUWHG�SDWKV��
ZRXOG�EH�YHU\�ORQJ��IURP�SURIHVVLRQV�WR�WKH�SULYDWH�ODERXU�PDUNHW�WR
SXEOLF�HPSOR\PHQW�

*  *  *

The present Report starts with two Sections aimed at showing the
levels and variations of the Italian labour market rigidities.  The first
Section, on public employment, marks a new field of research where
nobody else ventured but ISAE, as it tries to define rigidity parameters
comparable with other countries, similar to those OECD tried to
introduce with reference to the private sector, in an attempt to estimate
the correlation with the General Government performance. The second
Section, mainly concerning the private sector, hinges on the efficiency
and equity gains induced by the flexibility growth introduced through
fixed-term contracts.

The first Section shows the existence of a strong relation between
rules and regulation on public employment and General Government
performance. In particular, the relevant aspects of regulation are three:
candidate selection, the introduction of merit-based awarding
standards in career progression and wage rises; flexibility in staff
management. 

Alongside  with  a comparative analysis  of the various rules,
according to the three parameters listed above, the Section presents a
comparison between countries obtained through indicators revealing
public employment flexibility. They translate the existing rules on
single aspects relative to the three groups of qualitative variables  into
 - 9 -
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quantity indicators, i.e. into synthetic indicators referring to the whole
of rules and regulations. The adoption of the public employment

flexibility indicator - whereby in 2000 Italy ranked third from bottom
among the EU countries - shows a strong positive correlation with
General Government performance.

Source: elaborations on data from ISAE, EIPA (2001), IMD (2001), Fraser Institute (2001), EUROSTAT. 
- 10 -
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INCIDENCE ON TOTAL EMPLOYMENT AND CONTRIBUTION TO EMPLOYMENT
GROWTH  OF FIXED-TERM JOBS

YEARS 1995-2001 (APRIL)
(percentage values)

Source: ISAE elaborations on ISTAT data.

The second Section of the present Quarterly Report deals with the
innovations introduced over the past few years in the (mainly private)
Italian labour market in terms of vacancies, adaptability, opportunities,
in particular for the weakest population brackets, through the rapid
diffusion of fixed-term contracts. Data clearly indicate that the Italian
experience is getting closer to that of other countries, as shown by the
recent literature on labour market. Fixed-term contracts - particularly if
adequate guarantees for workers are matched with margins of
convenience for firms - proved to be a successful instrument to have a
positive impact on employment dynamics.

In the Italian experience, which has been characterised for a long
time by forms of dualism by geographical partitions, gender and age
brackets,  fixed-term contracts seem to be one of the feasible solutions
to "capture" groups of people (females, young people, Southern
workers) who so far have played a marginal role or have been often
compelled to resort to those kinds of hardly transparent  jobs, offering
no social security, safety or health care guarantees whatsoever, which
are typical of the underground economy. At the same time, as shown
by the recent experience of 2001 and by the first data on 2002, fixed-

Incidence
1995

Incidence
2001

Contribution of 
fixed-term jobs
to employment

growth

Contribution of non 
fixed-term jobs
to employment

growth 

Overall 
employment
growth rate 

Males 6.0 8.2 2.5 0.8 3.2

Females 9.2 11.5 4.3 13.7 18.0

15 - 24 18.7 23.3 1.2 -15.8 -14.5

25 - 34 8.5 12.2 4.3 1.4 5.8

35 - 54 4.2 6.2 3.1 14.4 17.5

55 - 64 4.2 6.2 2.0 -2.4 -0.4

North-West 4.8 6.4 2.0 4.9 6.9

North-East 7.0 8.5 2.3 7.5 9.8

Centre 5.8 8.4 3.4 6.2 9.6

South 11.1 14.6 4.8 4.7 9.5

Agriculture 36.3 38.7 -3.6 -11.8 -15.4

Industry 4.3 5.9 1.4 -3.3 -1.9

Construction 10.7 12.8 3.0 4.4 7.4

Trade - Hotels 9.2 11.2 5.0 22.0 27.0

Sundry services 5.9 9.0 4.4 8.8 13.2

Total 7.2 9.5 3.2 5.6 8.8
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term contracts proves to be by far the most effective, less expensive
and more transparent solution to obtain a better matching between
needs of employers and employees, by obtaining in perspective a better
employment stability. Far from being a new form of temporary
employment, fixed-term contracts  proved to be an instrument
prompting equity and wellbeing for the active population as well as an
effective thrust for economic development. This is confirmed by the
high likelihood for temporary jobs to become new employment
opportunities. In 20001/01 that probability equalled 86%, with an
eight-point rise compared to 1993/94. Besides, it is necessary to add
that, in spite of the rise observed over the past few years, in Italy the
incidence of fixed-term contracts on total employment continues to
remain on levels three percentage points lower than the European
average.

On the other hand,  more flexible contracts may (only apparently
paradoxically) mirror the degree of rigidity  of the rules and regulations
on labour, so that a larger diffusion of fixed-term contracts (or for
private sector part-time jobs) is also the signal for more persistent and
deeper imbalances in the relation between labour demand and supply.
It is no coincidence - as shown by the data elaborated by ISAE - that
fixed-term contracts be adopted more intensively in the very segments
where the lower productivity makes the presence of rules and
regulations on labour even heavier, as rules are rigid just because they
are identical for all sectors and areas, irrespective of their differences. 

The third Section of the present Report  faces the question of the
underground economy in Italy. The importance and deep rooting of the
phenomenon seems to be inversely proportional to the attention
devoted to the problem by scientific literature and by public policies.
Only recently research studies as well as policy-making are converging

PERCEPTION OF THE UNDERGROUND ECONOMY BY GEOGRAPHICAL PARTITION
INCIDENCE OF THE UNDERGROUND TURNOVER

Source: ISAE Survey.

Geographical 
partitions

Non-
existent

Less than 
10% 11-30% 31-70%

More than 
70%

Don’t 
know

North-West 41.0 33.0 14.4 1.6 0.9 9.0

North-East 35.4 36.0 15.6 2.6 0.4 10.1

Centre 25.6 33.0 24.3 6.4 0.5 10.1

South 22.2 27.9 27.0 8.3 0.7 13.9

Total 29.1 33.0 21.6 5.4 0.6 10.4
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towards a better understanding of the underground (or "black")
economy, with the identification of policies to fight the phenomenon
or, at least, to reduce the levels of illegality and irregularity in the
country.

The present Report illustrates three new empirical exercises
carried out by ISAE to analyse in detail the underground economy. The
first exercise consists of an international comparison aimed at better
understanding the reasons for the presence  of considerable portions of
underground economy in environments which are very different one
from the other. Though being aware that, for example, the underground
economy emerging in a country such as Finland is by no means similar
to that emerging in Southern Europe (which is characterised by a
strong incidence of black economy), data show everywhere the
presence of variables somehow connected to the rules and behaviours
of the General Government and  labour market.

With its second empirical exercise, ISAE provides an estimate
explaining the different incidence of the underground economy in the
twenty Italian administrative Regions. For the time gap considered -
about twenty years -  a ranking among Regions is created, showing
both the diffusion of the phenomenon throughout the country (though
it is particularly evident in the 0H]]RJLRUQR of Italy), and the
prevailing cause - in this case too - of institutional variables. This is a
further (almost superfluous) evidence of the extent to which quality
and transparency of the rules and regulations and of the General
Government performance do contribute to the definition of a "sound"
environment, where economic development finds a fertile ground.

Finally, the third Section of the Report also presents the results of
an DG�KRF survey on the underground economy, carried out by ISAE in
February 2002 on a sample of 6,000 respondents comprising
manufacturing firms, service firms and consumers, normally surveyed
by ISAE on a monthly basis so as to evaluate the Italian operators’
expectations and confidence climate. The Survey offers precious
information on the perception of the underground economy on the part
of firms and households, but sheds light also on aspects so far
neglected by empirical analyses, such as costs in terms of unfair
competition deriving from the presence of the phenomenon, the
average dimension of underground firms, the effectiveness of the
policies implemented over the past few years, (policies which are
 - 13 -
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thoroughly described in a specific part of the Section). From this point
of view, respondents state that the provisions introducing new
flexibility in the labour market (part-time, temporary and fixed-term
contracts), as well as the rules on tax credit for newly-hired workers
and tax allowances for new investments (7UHPRQWL�Law, new 7UHPRQWL
Law, Law n. 448 of 1992) are the most effective institutional
interventions to prompt the emergence of underground firms.

The picture coming from the three empirical indicates that the
underground economy represents a true "second system", very close to
the official economy, the rooting and persistence of which seem to be
linked to many causes, mainly to the quality of the regulation and of
the institutional environment. The effort made by public policies in the
face of an element which is at the same time cause and effect of
distortions, but which also accounts for a considerable share of
national income, is indeed complex and  delicate. It is thus difficult to
find a balance between repression of irregularities and incentives to
emersion. In any case, the existence of hundreds of thousands of
entrepreneurs operating in conditions of total or partial illegality
represents an opportunity to exploit in order to raise the quantity of
firms regularly operating and the number of workers employed under
the official rules. Given the  many reasons determining the existence of
the underground economy and the prevailing role played by
environmental and system variables, public interventions inevitably
consist of a whole set of DG�KRF provisions  (mainly tax incentives) and
of more general initiatives (aimed at obtaining a smoother General
Government functioning, more flexible rules on labour market, an
improved infrastructure endowment).

PERCEPTION OF THE UNDERGROUND ECONOMY BY GEOGRAPHICAL PARTITION
TYPICAL DIMENSIONS OF IRREGULAR FIRMS

Source: ISAE Survey.

Geographical
partitions

1-5
employees

6-9
employees

10-15
employees

16-19
employees

20
employees

or more
Don’t know

North-West 38.5 11.9 3.6 8.0 1.7 36.2

North-East 39.4 12.0 6.6 8.5 2.7 30.8

Centre 41.1 16.3 8.5 7.0 3.3 23.9

South 42.6 14.0 6.4 5.8 2.0 29.1

Total 40.9 14.4 6.6 7.8 2.6 27.8
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The fourth Section is devoted to the recent reform of Title V, Part
II of the Italian Constitution. That reform (and in perspective the
approval of the draft law on devolution presented by the Government)
will introduce fundamental changes triggering a wide transfer of
competencies, thus completing a long process of enhancement of the
legislative power and of the administrative functions of decentralised
government bodies. 

Under many aspects, the new text of the Italian Constitution
foresees a set of principles which are at the basis of a system of even
more advanced fiscal federalism than that envisaged in Legislative
Decree n. 56 of 2000, identifying fundaments and specific operational
modalities on the fiscal competencies of Regions and Local
Authorities. In particular, the reform envisages the financial autonomy
in allocating revenue and expenditure for Municipalities, Provinces,
Città Metropolitane (urban areas comprising big cities and their
surroundings) and administrative Regions, which decide and impose
their own taxes and revenues, thus confirming - as against Legislative

TAX DECENTRALISATION INDEX
(tax revenue of decentralised bodies on total tax revenue)

Years 1975 - 1999

Source: OECD (2001).

1975 1985 1989

EU countries
Austria (federal country) 23.0 23.8 19.5
Belgium (federal country) 4.7 5.0 28.3
Denmark 29.8 28.4 31.9
Finland 23.6 22.4 21.6
France 7.6 8.7 10.2
Germany (federal country) 31.3 30.9 30.0
Greece 3.4 1.3 1.1
Ireland 7.3 2.3 1.9
,WDO\ ��� ��� ���

Luxembourg 6.5 6.5 5.8
Netherlands 1.2 2.4 3.0
Portugal 0.0 3.5 6.7
United Kingdom 11.1 10.3 4.1
Spain 4.3 11.2 17.0
Sweden 29.2 30.4 30.6

1RQ�ZHLJKWHG�PHDQ ���� ���� ����

Non-EU countries 
Australia (federal country) 19.9 18.6 21.1
Canada (federal country) 42.4 45.3 45.1
Japan 25.6 26.0 26.1
United States (federal country) 34.2 32.8 31.1
Switzerland (federal country) 43.8 39.5 35.1

1RQ�ZHLJKWHG�PHDQ�RI�IHGHUDO�FRXQWULHV ���� ���� ����

1RQ�ZHLJKWHG�PHDQ�RI�RWKHU�FRXQWULHV ���� ���� ����
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Decree n. 56 of 2000 as well as the old art. 19 of the Italian
Constitution - the right to share the fiscal revenue, enlarged from
Regions to Municipalities, Provinces and  Città Metropolitane.

The resources which, according to the ISAE estimates, would
involved in the operation of federal decentralisation would amoun
more than 90 billion euros. The constitutional reform, once fu
implemented, might lead the Italian model close to those of the m
federal States, whose institutional characteristics are investigated i
Report.

The role of the General Government is bound to deeply cha
within the new constitutional array. No doubt the State and 
administrative apparatus shall loose many relevant competencies
functions, but it is also clear that, in the new framework, they are b
called to play a delicate mission in directing, co-ordinating a
representing the interests of the country, thus safeguarding the ov
constitutional cohesion, which is patrimony of the new Constituti
Indeed, the Italian Constitution apparently does not discuss one o
inspiring principles of co-operative federalism, namely a St
maintaining its own role in safeguarding the overall interests and
legal and economic unity of the country, as well as guaranteeing
standards of civil and social rights, irrespective of the geograph
boundaries of local governments (in particular, see art. 120 of the
Constitutional text). Indeed, the State also maintains its role in
distribution of financial resources (art. 117, letter e) with the possib
to allocate additional resources and special interventions in favou
some decentralised bodies, so as to promote economic develop
cohesion and social solidarity (art. 119, point 5).

In the next few years, the institutional array of public policies w
be characterised  by deep changes, owing to the shift of State func
not only to local bodies, but also to that "super-national confederat
of States which is the European Union. The General Governm
deprived of part of its administrative and managing responsibilit
shall act as a sort of "sift" or "institutional intermediary" between 
decision-taking centre (which will be gradually moving to Brussels
Strasbourg) and the place where implementation is carried out, w
is increasingly moving towards the local level. 

The role played by the State as against local Authorities, on
one side, and the European Union on the other, is a novelty for 
- 16 -
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and indeed, it is difficult everywhere; but it is altogether necessary,
because undesirable effects might arise, such as a new rekindling of
solidarity, of economic and financial instability and of public finance
imbalances.

In particular, it is necessary to avoid  that the wide shifting of
competencies to decentralised bodies means a worsening of the public
accounts. In this perspective, the rigour of the Internal Stability Pact -
which in turn is linked to serious and credible (by no means soft)
budget constraint applied to administrative Regions and to Local
Administrations - becomes a pre-requisite of the respect of the Stability
and Growth Pact signed at European level.

The last Section of the Report presents  an LQ�LWLQHUH evaluation of
Legislative Decree n. 114 of March 31, 1998 on the liberalisation of
retail trade. The provision as a whole tries to introduce elements of
transparency and competition in a market which had been
characterised for decades by strict rules. The ISAE analysis hinges
both on the evaluation of the innovation potential contained in the
provision and on the verification of the actual implementation of the
law on the part of local Autonomies. From this viewpoint, Legislative

DEGREE OF RESISTANCE OF ITALIAN REGIONS TO THE IMPLEMENTATION OF 
LEGISLATIVE DECREE N. 114/98 ON THE LIBERALISATION OF RETAIL TRADE

Source: ISAE elaborations.
(1) Synthetic indicator created on the basis of the slowness and incompleteness in the implementation of
Legislative Decree n. 114/98 and on the presence of a system of quotas on large trade concerns.

Italian administrative Regions Degree of resistance to liberalisation (1)

Lazio 0.90

Molise 0.88

Friuli-Venezia Giulia 0.65

Sardegna 0.64

Campania 0.62

Sicilia 0.60

Abruzzo 0.52

Veneto 0.50

Puglia 0.49

Umbria 0.46

Basilicata 0.44

Lombardia 0.44

Liguria 0.40

Calabria 0.39

Valle d’Aosta 0.37

Toscana 0.31

Piemonte 0.25

Marche 0.23

Emilia Romagna 0.10
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Decree n. 114 presents two specific points of interest: on the one hand,
it is a sort of litmus paper of the Regions’ will to pursue a liberalisation
policy of a traditionally protected sector; on the other hand, it is an
example of the future evolution of the economy and of the economic
policy in Italy under federalism.

With regard to the former aspect, the examination of the initial
effects of the implementation of the new law reveals a very asymmetric
impact. "Central" regulation, with a generalised implementation
throughout the whole country, seems to positively impact on the
competitive conditions of the sector, particularly in the segment
concerning smaller firms, while the same favourable evaluation does
not hold for large concerns, where the larger diffusion the reform tried
to prompt was disappointing. The analysis of regional case-studies
shows, with few exceptions, some resistance, mainly in Southern areas,
to competitive thrusts coming from central Government.

With regard to the latter aspect, namely the evaluation of the
degree of implementation of the new law, an accentuated
"fragmentation" emerges. Admittedly, with regard to retail trade, a
"multi-speed federalism" has been existing for a long time. Regions
sharing the liberalisation will of Legislative Decree n. 114 co-exist
with regions favouring the maintenance of the VWDWXV� TXR. Thus,
"central" economic policy initiatives reach their targets with very
different speeds  and impacts. One might wonder whether - given that
the new Constitution maintains the responsibility for competition
among the central State’s tasks - a new General Government
intervention for the further promotion of liberalisation is suitable in
this sector.

All in all, within a framework recently characterised by important
decisions on market liberalisation and openings, the results emerging
from the present Report provide a picture of Italy as a country still
excessively shy in introducing transparency and flexibility in its
regulation. Policy-making has several needs and indeed many
opportunities to improve the wellbeing and prompt the development of
Italian firms and households through a wise mix of innovative
regulation and deregulation.
- 18 -
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