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Standard Expenditure Needs in Italy (1)
Background

In 2009-2010 a reform of fiscal federalism took place
Municipalities already had quite large tax autonomy (since 1998)
* Real estate tax
* Municipal personal income tax (as a surtax on national PIT)

* On both taxes the rate could be manoeuvred around the standard national
rate

Grants from the State where determined according to past legislation
and practices, with no precise connection to the actual needs

The reform intended to introduce an estimation system for the
expenditure needs, and upon them build an equalisation system
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Standard Expenditure Needs in Italy (2)

A tentative approach

* The «ministerial» approach

* Calculate average per-capita expenditures for the various functions
performed by the municipalities

* Correct them through the addition of cost variables, weighted with
«a priori» parameters
e Shortcomings of the «ministerial» approach

* Technical level: too few additional variables considered; parameters

were poorly founded, no cluster analysis and methodologies were
obscure

 |nstitutional-political level: no involvement of municipalities
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Standard Expenditure Needs in Italy (3)

The actual approach

Technical level
e Collect a large number of variables
e Calculate parameters using statistical methodologies
e Cluster analysis
* Regression of cost and expenditure functions

Institutional-political level

* The methodology and the calcultion of the expenditure needs was devolved
to technical «third party» : SOSE (a company owned and controlled by the

Italian Ministry of Economy and Finance) and IFEL (Association of
Municipalities)

* Endorsement of the methodologies and of the results by a special
Commission (including representatives of Ministries and of municipalities)
* Opinion of Parliament (Committee on Fiscal Federalism)

* Entry into force: a Decree of the President of the Council of Ministers
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The actual approach

SOSE elaborated and implemented a system for the evaluation of Standard
Expenditure Needs of Italian Local Governments, with the goal
of distributing intergovernmental funds in an equitable and transparent way.

...in a shared process with Institutions
@ =i MINISTRY OF ECONOMY AND FINANCE
IFEL |FEL REPRESENTING THE MUNICIPALITIES

% UPI REPRESENTING THE PROVINCES

] Istat ITALIAN NATIONAL INSTITUTE OF STATISTICS


http://www.google.it/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.comuniverso.it/index.cfm?tipo=notizie&id=1122&ei=yNqbVb_bDqGHygPOuYKwCw&bvm=bv.96952980,d.bGg&psig=AFQjCNE30nqKyZ5ou1GhR1FCqVtirE3Khg&ust=1436363842754237
http://www.google.it/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.sassilive.it/tag/upi-basilicata/&ei=5tqbVeu9GKbCywOQybjgCg&bvm=bv.96952980,d.bGg&psig=AFQjCNF_uThKT3bluaMZv4NH93ZqEGH-Dw&ust=1436363874748706
http://www.google.it/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.retecaad.it/news/253&ei=CdubVbbPNOvXygOexqjgCg&bvm=bv.96952980,d.bGg&psig=AFQjCNHYdDO6yB-ky7btu06vdDS9r_e1JQ&ust=1436363906852445

1l
Standard Expenditure Needs in Italy (5)

The procedural steps

* Technical level

 |dentification of the functions performed by municipalities and their
organizational setting

* |dentification of the relevant variables (cost function model and
support from local experts)

» Collection of data (official data and special questionnaire)
* Selection of the clusters
» Estimate parameters of expenditure through regression analysis

* |nstitutional-political level

* Endorsement of the methodologies and of the results by the special
Commission

e Opinion of Parliament (Committee on Fiscal Federalism)
* Decree of the President of the Council of Ministers
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The equalisation process

Calculation of standard expenditure needs (SEN)

Calculation of standard fiscal capacity (SFC)
 Revenues attainable from the own taxes, at standard rates

Fiscal Gap = difference between SFC and SEN

Calculation of the equalisation subsidies based on the fiscal
gap
e Determination of grants to municipalities

e Transitional period (2015-2030) as a weighted average of
historical needs and equalisation subsidies
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The indicators of performance

Calculation of standard expenditure needs (SEN)

Calculation of standard level of outputs (SLO)

Determination of expenditure gap (historical expenditures - SEN)

Determination of output gap (historical outputs - SLO) local

Mapping each municipality into a four quadrants model

Assessment of the performance of each municipality



Performance analysis
Segmentation of municipalities in four quadrants

Service levels (Actual — Standard)

Quandrant Il — EFFICIENT

Actual output greater than
Standard output

Actual expenditure lower than
Standard expenditure

A

Quandrant | — OVER STANDARD
Actual output greater than
Standard output

Actual expenditure greater than
Standard expenditure

Current Expenditures

Quandrant | — UNDER STANDARD
Actual output lower than Standard
output

Actual expenditure lower than
Standard expenditure

(Actual — Standard)

Quandrant | — NON EFFICIENT
Actual output lower than Standard
output

Actual expenditure greater than
Standard expenditure




Performance analysis of Italian municipalities
Function: Waste Management
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Open Civitas

Standard expenditure needs analysis of performance of municipalities in Italy
are available on-line at:

i-l OpenCivitas IS\Q/E@ o

ose =

Online publication of municipal data on expenditures and
performances in the provision of public services

Open access to all citizens

More information for local administrations

Stimulating higher electoral accountability and citizens’
partecipation



http://www.opencivitas.it/

OpenCivitas

Know, compare, evaluate Local Governments
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Muntelpalicy of
Roma (Rm)

ﬁ Total of Functions

Pzpulatian 21/12/2018

2.820.219
Historical expenditure

£2.996.521.208
Standard expenditure

£2.816.410.208
Difference €

€ +181.520.899
Difference %

+5,45%
Expenditurs level

0000000 (7,00

Lewvel on 0:10 seale
Service level

D000 s s (s,00)
Level on 0:10 scale

Indicator - Total of Functions

Indicator

Standard exgperditure- Eura ger inhatitant
Standard wependiture- Eura

Historical expendturs - Curn perinhasitant
Historical ependiturs - Euro
Historical vz Standard sarvica lavel -%
#verage labour cast - Euro per amolope
Arverage labour cast - Euro per nkabitant

Municipatity ot
Milano (Mi)

5 Total of Functions

Papulatian 21/12/2018
1.395.980
Historical expenditure
£1.458.470.702
Standard expenditure
£1.231.503.660
Difference €
€+126.967.042
Difference %
+8,54%
Expenditure level

0000000 (7,00)

Level on 0:10 seale

Service level

DOC o0 (s,00)
Level on 0:10 seale

Comune of Rama (RM)
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ﬁ Total of Functions

Pzpulatian 21/12/2018
954.318
Historical expenditure
£740.407.237
Standard expenditure
£ B05.2689.681
Difference €
€-64.982.344
Difference %
B,07%
Expenditurs level

0000 (4,00)
Level on 0:10 scale

Service level

IS0 4,00
Level on 0:10 scale
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Masielpaticy of
Torino (To)

Total of Functions

Papulstian 31/12/2018

860.793
Historical expenditure

£ B08.820.962
Standard expenditure

£ 784.058.231
Difference €

£424.761.732
Difference %

+3,16%
Expenditurs level

000000 (e,00)

Level on 0:10 scale
Service level

D000 (s,00)
Level on 0:10 scale

Comuna of Tering (TO)
o1988
78425823851
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588.52.963.28
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Muridpalities are visulis=a only if tey are interms of
Municpalities are positioned in four quadrants based on the expenaditure level and the guantity of services proviced. Aggregating the two dimensions:
- Municipalities in the lower right quadrant record a historical expenditure higher than standard and offer a lower service level than f municipalities with the same number of i i Onthe
N and aservice level nigner than of E ies with the same number of i

‘opposite sioe, municpalities in the top left quacrant recora a iture lower tn

- Municipaiities in the lower left quadrant record a nisterical expenciture lower than the standard and a service level lower than the municipalities with the same number of inhabitants. On the opposite side,
municipalities in tne top Agnt quacrant record a historical expenditure nigher than the stancasn ana a service kevel nigner than the average of muricipalities wit the same number of innabitants.



Standard Expenditure Needs in Lithuania (1)
Background

* |n 2018, the Lithuanian government requested support from the
European Commission under Regulation (EU) 2017/825 (Structural
Reform Support Programme), in order to introduce an equalisation
system for municipalities

* Following the request, the European Commission considered several
options and selected SOSE to deliver the requested technical support

* From December 2018, SOSE worked in strict cooperation with the
Lithuanian authorities and under the supervision of the Structural
Reform Support Service of the European Commission (now DG Reform)

* The final report was delivered in December 2020 and is available at:

https://ppplietuva.lt/uploads/documents/files/Projekto%20ataskaita Savivaldy
biu%20paskoly%20restruktirizavimas%20ir%20efektyvaus%20turto%20valdy
Mo0%20priemoniy%20sukdrimas.pdf



https://ppplietuva.lt/uploads/documents/files/Projekto%20ataskaita_Savivaldybių%20paskolų%20restruktūrizavimas%20ir%20efektyvaus%20turto%20valdymo%20priemonių%20sukūrimas.pdf
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Procedural steps

Definition of the services to be analysed

Definition of the dataset and collection of data

Definition of the methodology and estimation of SEN

Calculation of the standard level of output (SLO)

Determination of the expenditure gap (historical expenditures — SEN)
Determination of the output gap (historical outputs — SLO) local
Assessment of the performance of each municipality

Calculation of standard fiscal capacity

Calculation of fiscal gaps and analysis of the results

. Policy scenarios for future reform of the Lithuanian intergovernmental
fiscal relations and the fiscal equalisation system

O oo N ;e W
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11. Technical/Econometrics training of Lithuanian officials



Standard Expenditure Needs in Lithuania (5)

Procedural steps: Definition of the services estimated

Transportation* Waste
* GENERAL STATE SERVICES " 43% management**;  Sewage General
. Health  Fueland 3,8% treatment™;  3dministration;
(incl. part of defence, rotection®*; ENTgy**; 0,1% 15 2%
public procedure and 12% 01 Housing and
public protection, S°Cial'j§‘;‘”t.” \ ltes; 6%
economy, environmental \ B _— oo
protection) ' n;7,1%

* HOUSING AND UTILITIES

* RECREATION, CULTURE
AND RELIGION

* EDUCATION
* SOCIAL SECURITY Education;

** not included in standard expenditure needs 49,2%




Standard Expenditure Needs in Lithuania (7)
Data by Municipality

Context data

Structural data of inputs and outputs

) Expenditure data

/
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Overall Database
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Procedural steps: Definition of the clusters

e Cluster analysis identifies
homogeneous groups, using all
available variables

* Minimizes the differences between
municipalities in the same cluster
(intra-cluster variance) and maximizes
the difference between clusters (inter-
cluster variance)

* In the end 4 clusters identified:
* Big cities (6)
° Predomlnantly urban (12) I Big city Predominantly urban HE Predominantty rural H Resort

* Predominantly rural (38)
* Resort (4)



Standard Expenditure Needs in Lithuania (17)

Performance of the municipalities (four quadrants model)
Function: Education

Expenditure score
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Performance of the municipalities (clusters)
Function: education

Big cities Predominantly urban

Performance Performance

Efficient
Non efficient
Over Standard

Under standard

Efficient
Non efficient
Over Standard

Under standard

m E

Predominantly rural Resort

Performance Performance

Efficient
Non efficient
Over Standard

Under standard

Efficient

Non efficient
Over Standard

Under standard
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