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		Abstract

		We evaluate the effect of relaxing fiscal rules on policy outcomes applying a quasi-experimental research design. In 1999, the Italian central government introduced fiscal rules aimed at imposing fiscal discipline on municipal governments, and in 2001 the rules were relaxed for municipalities below 5,000 inhabitants. This institutional change allows us to implement a "difference-in-discontinuities" design by combining the before/after with the discontinuous policy variation. Our estimates show that relaxing fiscal rules triggers a substantial deficit bias, captured by a shift from a balanced budget to a deficit that amounts to 2 percent of the total budget. The deficit comes primarily from reduced revenues as unconstrained municipalities have lower real estate and income tax rates. Finally, we investigate the heterogeneity in policy responses across municipalities to provide new evidence about the costs and benefits of restricting fiscal policy. The impact is larger if the mayor can run for reelection, the number of political parties seated in the city council is higher, voters are older, the performance of the mayor in providing public good is lower, and cities are characterized by historical deficit, consistently with models on the political economy of fiscal adjustment. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: fiscal rules, local government finance, difference-in-discontinuities

	
	

	
    

    
	

	
	
		JEL Classification: C21, C23, H62, H72, H77

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	

























    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Grembi,  Veronica and Nannicini,  Tommaso and Troiano,  Ugo antonio, Policy Responses to Fiscal Restraints: A Difference-in-Discontinuities Design. IZA Discussion Paper No. 6952,  Available at SSRN: https://ssrn.com/abstract=2167614 or http://dx.doi.org/10.2139/ssrn.2167614 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Veronica Grembi (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Sapienza University of Rome - Department of Earth Sciences and Forecasting Research Center,  Prevention and Control of Geological Risks  ( email )

			

			
			
				
				
				
					Rome
Italy

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Tommaso Nannicini

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Bocconi University - Department of Economics  ( email )

			

			
			
				
				
				
					Via Gobbi 5
Milan, 20136
Italy

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				IZA Institute of Labor Economics 

			

			
			
				
				
				
					P.O. Box 7240
Bonn, D-53072
Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Ugo antonio Troiano

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of California, Riverside (UCR)  ( email )

			

			
			
				
				
				
					900 University Avenue
Riverside, CA CA 92521
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       94

			

		
		
		
			Abstract Views

			      867

		

		
		 
		
			Rank

			   15,041

		

		
	


	

	
		
			
				       76 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    IZA Institute of Labor Economics Discussion Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IZA Institute of Labor Economics Discussion Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            7,212

                                    

                                    
                                        PAPERS

                                           16,378

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Klaus F. Zimmermann at Global Labor Organization (GLO), Marco Caliendo at University of Potsdam

                                    

                                
                            

                        

                    

                
	
                    Macroeconomics: Monetary & Fiscal Policies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Monetary & Fiscal Policies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,570

                                    

                                    
                                        PAPERS

                                           18,513

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Public Economics: Fiscal Policies & Behavior of Economic Agents eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Public Economics: Fiscal Policies & Behavior of Economic Agents eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,316

                                    

                                    
                                        PAPERS

                                            3,076

                                    

                                

                                
                            

                        

                    

                
	
                    European Economics: Political Economy & Public Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Economics: Political Economy & Public Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,118

                                    

                                    
                                        PAPERS

                                           11,408

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marco Da Rin at Tilburg University, Department of Finance, Francesco Giavazzi at University of Bocconi - Innocenzo Gasparini Institute for Economic Research (IGIER)National Bureau of Economic Research (NBER)

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Budget Institutions and Fiscal Performance in Latin America

                        
                            By
                                
                                
                                    
                                    Alberto F. Alesina, 
                                    
                                
                                    
                                    Ricardo Hausmann, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Comparative Politics and Public Finance

                        
                            By
                                
                                
                                    
                                    Torsten Persson, 
                                    
                                
                                    
                                    GÃ©rard Roland, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Separation of Powers and Accountability: Towards a Formal Approach to Comparative Politics

                        
                            By
                                
                                
                                    
                                    Torsten Persson, 
                                    
                                
                                    
                                    GÃ©rard Roland, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Size and Scope of Government:  Comparative Politics with Rational Politicians

                            
                                By
                                    
                                    
                                        
                                        Torsten Persson
                                         and 
                                    
                                        
                                        Guido Tabellini
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Endogenous Political Institutions

                            
                                By
                                    
                                    
                                        
                                        Philippe Aghion, 
                                        
                                    
                                        
                                        Alberto F. Alesina, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Endogenous Political Institutions

                            
                                By
                                    
                                    
                                        
                                        Philippe Aghion, 
                                        
                                    
                                        
                                        Alberto F. Alesina, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Endogenous Political Institutions

                            
                                By
                                    
                                    
                                        
                                        Philippe Aghion, 
                                        
                                    
                                        
                                        Alberto F. Alesina, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Political Economy of Budget Deficits

                            
                                By
                                    
                                    
                                        
                                        Alberto F. Alesina
                                         and 
                                    
                                        
                                        Roberto Perotti
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Budget Institutions and Fiscal Performance in Latin America

                            
                                By
                                    
                                    
                                        
                                        Alberto F. Alesina, 
                                        
                                    
                                        
                                        Ricardo Hausmann, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Electoral Systems and Public Spending

                            
                                By
                                    
                                    
                                        
                                        Gian Maria Milesi-ferretti, 
                                        
                                    
                                        
                                        Roberto Perotti, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.126 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
