


Appendix

Table A1 - Descriptive statistics, municipalities in Ordinary Statute Regions (n = 6565)
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Legal definition of financial distress of local governments according to Italian legislation

In Italy, the legal framework (Legislative decree 267/2000) provides for three different insolvency regimes for municipalities: financial default (dissesto), intermediate pre-default (pre-dissesto) and pluriannual re-equilibrium procedure (deficitarietà strutturale). The different procedures of resolution of subnational financial crises usually comprises some form of debt restructuring, supplemented with subnational fiscal adjustment plans, administrative intervention by a higher level of government, or judicial procedures for insolvency and bankruptcy.
In particular, local governments under “pluriannual re-equilibrium procedure” are those where there is evidence of “severe and incontrovertible conditions of disequilibrium” as signalled by a set of specific financial indicators monitored each year. When more than half of these parameters (referred to past final accounts and not to the budget) are out of the acceptable ranges, local governments are subject to controls by the Department of the Interior in order to prevent insolvency. Controls concern personnel expenditures, including hiring of new staff, and coverage of costs for services provision by means of fees and tariffs. In the case of failing in meeting the rules, a reduction in funds from central government is inflicted. Controls cease as soon as the local government restores its sound financial condition according to the set of indicators mentioned above, which are checked at the end of each year. This means that after a single year, a formerly structurally distressed local government can get rid of central controls by reducing to four the number of parameters out of acceptable ranges, whatever they are. The criteria to identify the “structurally distressed” local governments, first applied in 2010, have been recently reviewed (2018) in order to maintain an adequate ability to capture Municipalities in conditions of serious financial distress.
The " intermediate pre-default" is a procedure that the Municipalities can decide to implement in case of structural imbalances able to put the budget at risk of financial default. Introduced in 2012, this procedure is a sort of a tool for the self-reorganization of the Municipality since the management of the crisis remains entrusted to its ordinary bodies on the basis of an array of measures envisaged by a multiyear financial rebalance plan. The experience of the implementation of the "intermediate pre-default" procedure shows that Municipalities sometimes adopt unnecessary dilatory interventions, based on the remodulation and reformulation of the plans, exclusively aimed at putting off the final acknowledgement of the default (in this sense " intermediate pre-default" is sometimes viewed as a sort of non-declared “financial default” situation).
Lastly, the default case (formally defined as local government in “financial default”), Introduced in 1989 in the Italian legislation, is the most severe situation of fiscal distress: it occurs when the Municipality it is no longer able to assure the provision of essential services and functions, or when its liquid liabilities cannot be fulfilled. When these conditions occur, the city council votes a formal default resolution. Subsequently, the central government appoints an extraordinary board charged with managing the paying off of past debts, whereas the ordinary municipal bodies are left the task of dealing with “good loans” but under severe limitations (in terms of obligations to increase their own taxes and service fees, to reduce staff, etc.).
A reform of the different procedures of fiscal distress above illustrated is currently under discussion in Italy. The main elements of the reform envisage to unify "financial rebalance" and default procedures, to exclude financial distressed Municipalities from fiscal consolidation measures implemented by the central government, to assign financial support to those entities which incurred financial distress outside the direct responsibility of local policy-makers.
In particular, Table A2 reports all official cases of financial default and of intermediate pre-default from 19898 to 2023.



Table A2 – Italian municipalities in financial distress 1989-2023
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no. % no. %

1989 133 18.10% 0 -

1990 68 9.20% 0 -

1991 66 9.00% 0 -

1992 36 4.90% 0 -

1993 37 5.00% 0 -

1994 33 4.50% 0 -

1995 21 2.90% 0 -

1996 4 0.50% 0 -

1997 3 0.40% 0 -

1998 4 0.50% 0 -

1999 5 0.70% 0 -

2001 4 0.50% 0 -

2002 2 0.30% 0 -

2003 2 0.30% 0 -

2004 2 0.30% 0 -

2005 4 0.50% 0 -

2006 3 0.40% 0 -

2007 1 0.10% 0 -

2008 6 0.80% 0 -

2009 6 0.80% 0 -

2010 5 0.70% 0 -

2011 13 1.80% 0 -

2012 15 2.00% 47 9.20%

2013 19 2.60% 64 12.50%

2014 22 3.00% 48 9.40%

2015 18 2.40% 30 5.90%

2016 32 4.30% 55 10.70%

2017 28 3.80% 48 9.40%

2018 30 4.10% 45 8.80%

2019 35 4.80% 53 10.40%

2020 27 3.70% 29 5.70%

2021 22 3.00% 44 8.60%

2022 27 3.70% 47 9.20%

2023 3 0.40% 2 0.40%

Total 736 512

Year

Financial default  Pluriannual re-equilibrium 
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Variable Mean Std. dev. Min Max

Financial Rating Index (0-10) average 2016-2019 4.8979 2.7073 0 10

Structural Current Equilibrium, average 2016-2019 1.0208 0.0851 -0.0250 2.6800

Use of Cash Advances, average 2016-2019 0.1173 0.2540 0.0000 2.3225

Transfer Cut Effect (2014-15, % of historical resources) 10.3328 2.0766 0.0000 22.9008

Equalization Gap Effect (% of historical resources) -4.8332 25.0117 -90.929 230.156

Expenditure Gap % (Historical - Standard) -3.4041 37.4722 -86.691 2035.46

Output Gap % (Historical - Standard) 5.2805 43.1095 -99.546 427.231

Fiscal effort (2015), euro per capita 200.19 336.58 0.00 10131.74

Expenditure rigidity, average 2016-2019 0.2284 0.0740 0.0000 0.6925

Population x 1000 7.7806 45.7732 0.0290 2872.8000

Electoral Cycle (2015) 3.2888 1.1697 1 5

Mayor's party is left  (2015) 0.0938 0.2916 0 1

Mayor's party is right (2015) 0.0954 0.2938 0 1

Mayor's party is center (2015) 0.0052 0.0721 0 1

Margin of victory of the incumbent (2015) 19.976 17.271 0 98

Incumbent at the second term (2015) 0.3838 0.4864 0 1

Seismic risk 2.7339 1.2432 1 5

Mountain degree 1.8893 0.9537 1 3

Altimetric zone 2.9202 1.5387 1 5

Population 0-2 % of total population (2015) 2.5471 0.7353 0.0000 6.1728

Population 3-14 % of total population (2015) 10.5486 2.1937 0.0000 17.8438

Population over 65 % of total population (2015) 22.8455 5.8257 5.7096 62.6374

Control variables

Outcome variables

Main independent variables


