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Abstract

We empirically analyse the financial role of the amending power of the parliament in Italy from 1979 to 2002.

The data support the thesis that the amending power of the parliament has determined neither the abnormal growth of the Italian national deficit and debt nor perverse effects on the aggregate budgetary equilibria. 

With a seemingly unrelated bivariate probit model we study the determinants of the financial effects of the amendments. We show that the institutional constraints imposed by budgetary reforms of 1988 and of the end of the ‘90s  together with the regulatory norms of the branches of the parliament had the most remarkable  impact in shaping the Italian fiscal performance, whereas the change of the electoral law does not appear relevant. In other words, a democratic discussion on the state budget by the parliament, under proper budgetary rules, should not be considered an obstacle to fiscal soundness.
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1.Introduction

Among the causes of the anomalous growth of the Italian public debt and deficit, the amending power of the parliament and the proportional electoral system have been considered the most important. It is argued that the enormous number of amendments proposed and discussed during the budget sessions made the parliament able to condition the proposals of the government, thus increasing deficits and debts. This was facilitated by the proportional electoral law, which, per se, encourages the fiscal laxity of the parliament. With such an approach to the Italian political economy of public budget, Tabellini and Alesina (1990 and 1996), Alesina e Perotti (1997), Masciandaro (1996) believe that the amending power of the parliament, joint to the political fragmentation caused by the proportional voting system, was spurring systematically a parliament’s fiscal profligacy line. This occurred, in particular, from 1978 with the introduction of the financial law, which during the budgetary session offered the parliament the possibility of heavily using the amending power and made the Italian governments unable to control the fiscal policy: a change of the voting system (from proportional to plurality) and a reduced power of the parliament during the budget session, would have contained the excess of deficit. On the same line, Monorchio and Tivelli (1999) believe that the amending power of the parliament has the effect of biasing the fiscal policy planned by the executive, thus, reducing the government responsibility of its own budgetary choices. In order to allow the realization of the government budget plan, the executive should have the power of veto on each amendment proposed by the parliament, according to the view considered “standard” for western countries.
 Contrary to this received wisdom, Heller (2000) reports evidence that Italian governments during the ’70s, as for the ordinary laws, strongly controlled the fiscal agenda, particularly by means of their own amending power. Heller did not extend his analysis beyond the ‘70s and did not consider the amending power of the parliament and of the government during the budgetary sessions, which are the main places of the Italian fiscal policy since the budgetary reforms occurred in 1978. 

 
Indeed, after 1978, the year of the introduction of the financial law in the budgetary session, both the Italian deficit and debt experienced a relevant growth. The reason of the growth was found in the broadened possibility for the parliament of increasing the deficit by simply exerting its amending power via the financial law. In 1994, the Italian voting system changed from a proportional to a plurality electoral system moderated by a proportional component. One of the main reasons of the change was that the plurality system would have reduced “the parliamentarism” that, among others, had produced a perverse fiscal indiscipline during the budgetary sessions. However, the claim that the amending power of the parliament has been constantly the main cause of the growth of deficit and debt and of the fact that the process of reduction of their ratio to GDP is related to it and to the change of the electoral system has never been supported with empirical evidence.

We empirically test the scope and effects of the amending power on the financial law. The data do not support the thesis that the amending power of the parliament, per se, has determined the abnormal growth of the Italian national deficit and debt. This occurred, to a limited extent, only for the period from 1979 up to the  reform of the budgetary procedures in 1988 (e.g., the years of introduction, respectively, of the financial law and the Document of Economic and Financial Planning, DPEF, in the budgetary process). While, on average, the deficit of the general government was 10.83% of GDP, the average year increase of the deficit due to the amendments in the budgetary process (see Table 1 below) from 1979 to 1989 is 0.75% of GDP in the first year of the triennium of the financial law, which is the only binding. It goes to 1.02 % if one considers the aggregate effect in the triennium. But over the 15 years period under the proportional electoral law, from 1989 on, it emerges an important change in the fiscal effects of the amendments to the financial law. This change persists in an almost identical way in the subsequent period under the new electoral system. Therefore, other major causes of the growth of the Italian deficit and debt should be found. Actually, since the beginning of the ’80s, in Italy there has been a separation between the Central Bank and the Treasury, so that all the public debt previously financed by the Central Bank fell on the state budget. The interest rate on public debt rose. The inflation rate, because of the escalator clause in the wages determination, was quite high. The general government deficit was, almost always, higher than 10% until 1994. Moreover, among the causes that deteriorated the Italian fiscal performance, in the last thirty years, there has been also the growth of the “off-budget” deficit not controlled by the parliament.
 A slow process of reduction of the primary deficit took place in the second half of the ’80s and the ratio of the deficit to GDP ceased to increase in 1992, during a period still characterized by a proportional electoral law and  a multiparty regime.

The institutional change of the budgetary procedures in 1988 had a clear positive impact on the improvement of the Italian  general government budget. And a similar impact was determined by the introduction of the Maastricht treaty new fiscal rules. There is no evidence of any impact of the new electoral law. On the other hand, it is true that the introduction of the financial law has increased the scope for the amending activity of the parliament. Yet, after the 1988 reform, the fiscal effect had a minor role on the Italian performance as for the deficit and debt ratios to GDP. We argue that in the observed period, the institutional constraints had a very important impact on the Italian fiscal performance, while the change of the electoral law does not appear relevant. Moreover, under the proper institutional constraint on the budget, i.e. ad hoc rules of fiscal constitution, the amending power of the Italian parliament does not show any perverse effect on the aggregate budgetary performance and may even have a beneficial effect. Finally, a democratic discussion of the budget of the general government in parliament, with proper budgetary rules, does not contrasts  fiscal soundness.


The paper proceeds as follows. In section 2, we analyse the data set on the amending activity from 1979 to 2002. In section 3 we study the determinants of the financial effects of the amendments on the budget equilibrium. Section 4 explores the empirical results in the light of the Italian institutional reforms. Section 5 concludes.

2. The use of the amending power in Italy: fiscal and economic effects

For the period 1979-2002, we collected all the individual amendments approved in each budgetary session, distinguishing each amendment by the institutional proponent (government or members of the parliament), by the reference to the article of the (ordinary) laws and the tables of the financial law on which it impinges, by its quantitative impact on the revenue or expenditure either in the binding year or in the future. On this basis we know, not only the number, but also the net financial effect in the first, second and third years and aggregate effect in the triennium of each individual amendment approved. With this purpose, for each amendment, we have disentangled the increases of expenditures and reduction of taxes and of other revenues, on the one side, from the reduction of expenditures and increase of revenues, on the other side. Moreover, for each individual amendment approved, we can, further, distinguish according to whether the amendments were approved in the budget committee or in the assembly, in the chamber of deputies or in the senate. The latter distinction is important for different reasons. The first relates to the different electoral systems of the chamber of deputies and of the senate. In the senate, there has been always a sort of mix of proportionality and plurality and the new electoral law, introducing the (quasi) plurality system in 1994, mainly changed the election of the representatives of the chamber of deputies. The second is related to the different procedural norms on the use of the amending power in the two branches.

Actually, the scope for the amending power in financial law is quite broad due to its three years’ planning period, the procedural length for its approval and the institutions financially involved (directly all the governments included in the definition of “central government sector” and indirectly also regional and local governments and, therefore, the whole “general government”). For this reason, it is not surprising that the number of amendments discussed in every session of budget is generally very high. It should be noted, however, that, according to budetary norms of 1978, after the approval of the article 1 in which the aggregate deficit is stated, every amendment increasing some expenditure or reducing some source of revenues needs to be covered by a corresponding increase in other revenues or by a reduction of other expenditures. Until 1988, however, it was possible for the parliament to vote article 1 after all the other articles so as to change the deficit set by the government and have a bigger room for amendments not covered. With the budgetary reform of 1988, the deficit stated in the article 1 of the financial law must conform to the level previoulsy determined in the document of fiscal planning, so that the approval in parliament of uncovered amendments is precluded.

Table 1. Total impact of the approved amendments to the financial law over the triennium of competence as compared to the deficit and total debt of the General Government (percentage of GDP)

	Year of the financial law 
	Deficit/GDP (General Government)
	1st year effect of the amendments  (percentage of GDP)
	2nd year effect of the amendments  (percentage of GDP)
	3rd year effect of the amendments  (percentage of GDP)
	triennium effect of the amendments  (percentage of GDP1

	1979
	9.9%
	1.67%
	1.92%
	0.16%
	2.41%

	1980
	7.1%
	1.71%
	0.03%
	-0.01%
	1.73%

	1981
	11.1%
	1.00%
	-0.45%
	-0.20%
	0.20%

	1982
	10.2%
	0.66%
	0.25%
	-0.01%
	0.94%

	1983
	10.3%
	0.89%
	0.25%
	0.08%
	1.27%

	1984
	11.7%
	0.60%
	-0.04%
	0.04%
	0.61%

	1985
	12.7%
	1.24%
	0.59%
	0.53%
	2.54%

	1986
	12.2%
	-0.72%
	0.30%
	0.68%
	0.43%

	1987
	11.8%
	0.23%
	0.48%
	0.55%
	1.43%

	1988
	11.3%
	0.23%
	-0.70%
	-0.66%
	-1.33%

	1989
	11.7%
	-0.44%
	-0.67%
	-0.71%
	-2.04%

	1990
	11.8%
	0.05%
	-0.47%
	-0.90%
	-1.50%

	1991
	11.7%
	0.02%
	-0.12%
	-0.77%
	-0.95%

	1992
	10.7%
	-0.13%
	-0.50%
	-0.10%
	-0.75%

	1993
	10.3%
	-0.12%
	-0.06%
	-0.05%
	-0.23%

	1994
	9.3%
	-0.36%
	-0.25%
	-0.26%
	-0.93%

	1995
	7.6%
	-0.01%
	-0.03%
	-0.02%
	-0.07%

	1996
	7.1%
	-0.23%
	-0.17%
	-0.15%
	-0.57%

	1997
	2.7%
	-0.22%
	-0.15%
	-0.14%
	-0.53%

	1998
	3.1%
	0.05%
	0.02%
	-0.01%
	0.05%

	1999
	1.8%
	-0.19%
	-0.08%
	-0.03%
	-0.31%

	2000
	0.6%
	-0.07%
	-0.06%
	-0.01%
	-0.14%

	2001
	2.2%
	-0.09%
	-0.14%
	-0.14%
	-0.38%

	2002
	2.3%
	0.05%
	0.01%
	0.00%
	0.06%


Table 1 shows the total impact of the approved amendments to the financial law over the triennium as compared to the deficit and total debt of the General Government as percentage of GDP (see also figure 1). It is clear that before the 1988 reform: a) the negative impact of the amendments to the financial law, on the ratio of the budget of the “general government” on GDP, was quite relevant before the 1988 budgetary reform, particularly in the two years of 1980 and 1985; b) as for the planning triennium of each financial law considered, the aggregate budgetary effect of the amendments was an average yearly increase of the deficit/GDP ratio of 1.02 % with a cumulative value of 10.23%; c) as for the first year, the aggregate budgetary effect of the amendments was an average increase of the deficit/GDP ratio of 0.75%.

Figure 1. Total impact of the approved amendments to the financial law (first year and global effect over the triennium) as compared to the government deficit (percentage of GDP)
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After the 1988 budgetary reform: a) as for the aggregate result of the planning period of each of the 14 financial laws, the effect of the amendments to the financial law, on average, was a reduction of the the deficit/GDP ratio of -0.59% with a cumulative value of  -8.3% of GDP for the considered fifteen  years period; b) as for the first year of each of the 15 financial law, the effect of the amendments, on average was a reduction of the deficit of -0.12% of GDP, with a cumulative effect of reduction -1.69% of GDP for the considered 14 years period; c) only in four of the fourteen years under consideration the net effect of the amendments was an increase of the deficit of the first year.

It is clear that the 1988 reform of the budgetary legislation had a decisive impact on the fiscal effect of the amending power of the parliament on the financial law. As for the first year, it practically eliminated the possibility of increasing the deficit over the planned level, confining it to the second decimal of the deficit/GDP ratio. As for the three years cumulative period, the 1988 reform, on average, switched the fiscal effect of the amendments from a relevant increase of the deficit/GDP ratio to a modest reduction of it.

The electoral law approved in 1993 (in force since the general political election of 1994), had no apparent relevant impact, as for the fiscal effect of the amending  power to the financial law, on the performance of the budget of the general government. After the reform of the electoral law, only in two of the 8 years under examination, there has been a small deterioration of the deficit/GDP ratio due to the amendments. Indeed, the average reduction of the deficit in the six years after the budgetary legislation reform of 1988 and before the electoral reform has been -0.16% of GDP. The average improvement of the budget of the first year of the financial law, in the observed 8 years period, after the new electoral law, was a tiny -0.09 % of GDP. This small effect may have a possible explanation in the reduction of the average deficit, which reduced the scope for improvements in the budget by amending power. Actually, the Italian deficit of the general government budget in the period after the 1988 budgetary reform and before the electoral reform of 1993 had been 10.92%. The improvement due to the amendments proposed by the parliament impinging on the first year has been -0.16%. In the period after the electoral reform of 1993, due to the new constraints of the Maastricht Treaty and the need to adhere to the EU monetary Union, the Italian deficit of the general government budget went down gradually. Therefore, in the observed 8 years period after this reform the average deficit of the first year was only 3.43%. On it, the average improvement due to the amending power was -0.089%. As for the triennium of the financial laws, the effect of the amending power in the 8 years after the electoral reform was, on average, a reduction of  the deficit/GDP ratio of 0.24%, against a -1.07% reduction in the six years between the 1988 budgetary reform and the new electoral law. We may again compare these improvements with the average budget deficit of the general government in the two periods. For the six years after the 1988 reform and the change in the electoral law, the percentage improvement of the deficit is -0.16% after the electoral reform it has been -0.09%. Thus it seems that the change in the budgetary law has been quite relevant, whereas the change in the electoral law has been irrelevant for effects of the amending power on the Italian budget deficit.

Tables 2 and 3  (and figures 3 and 4 for the first binding year) report the financial impact (in terms of GDP) of the approved amendments, in the planning period (triennium) of the financial laws considered, by distinguishing respectively, for institutional proponents and branch of approval. The data show that the number of amendments stemming from the government was often smaller than that advanced by the members of the parliament. As suggested by Fedeli and Forte (2005), one cannot derive from these data the prima facie implication that the parliament was able to use the amending power more effectively than the government as for the effects on the budget. Nor that these effects were always in the direction of an increase of the deficit, as according to the above mentioned views. Figure 1 shows that the deficit-increasing impact of the amendments is generally small. Some time the impact of the amendments coming from the parliament is even smaller than that of the amendments by the government. Notice further that these figures are generally smaller in the first year than in the second and third years. As for the impact of the financial effects of the amendments by branch of approval, it emerges that the two branches, generally similar for the political representation being elected at the same political election, behave quite differently. Often the senate is more conservative than the chamber of deputies in that the absolute values of the approved changes are always lower than those of the chamber of deputies: the senate does not necessarily improve the balance, but keeps its proposals closer to the government proposal).

Let us now consider Table 2 where we present the number of the amendments approved distinguishing those stemming from the government from those stemming from the parliament. A first interesting result, in the comparison of the three periods before the 1988 budgetary reform, after it and before the application of the electoral reform of 1993 and after this reform, is that the number of amendments approved after the 1988 budgetary reform increases. And increases again after the electoral reform. Their average number in the 8 years period before the budgetary reform of 1988 was 140. In the next six years period after the budgetary  reform it  grows to 176.  The fact that the amendments, under the new institutional constraints of the 1988 budgetary reform, could not substantially violate the aggregate deficit and debt parameters stated in the DPEF (the Document of Economic and Financial Planning) previously approved, allowed the government to give more room to the amending power of the parliament. On the other hand, the change from the proportional electoral law to a new plurality electoral system has stimulated the amending activity of the parliament. The explanation, in this case, seems to be that the representatives, under the new electoral law, have a greater interest in their electorate. And the fact that their amendments, under the new budgetary constraints, cannot increase the budget deficit, does not seem to hinder this increased use of the amending power. In the period under the new electoral law the yearly average number of amendment on the financial law approved has been about 408 per year, a quite relevant increase over the average number approved in the previous six year period after the 1988 budgetary reform.

The number of amendments of the government approved in both the periods before and after the 1988 budgetary reform, on average, is smaller than that of the parliament. But there is a big difference between the two periods. Before the budgetary reform of 1988, the number of government amendments approved is, on average, 51 per year against about 89 of the parliament. In the 6 years, between the budgetary reform of 1988 and the reform of the electoral system, the average number of the amendments of the government approved for each financial law increases to 52. Yet, the number of approved amendments stemming from the parliament increases at a greater pace at about 124 and, therefore, the ratio of the amendments of the government to those of the parliament diminishes. The government, because of the 1988 institutional constraints to the amendments in deficit, had less reason of intervening to control the amending initiative of the parliamentarians by its own amending power. 

Figure 2 Financial impact of the amendments (share of GDP) in the e period 1979-2002 
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Table 2. The financial impact of the amendments (%of GDP) in the triennium of the financial law and the number of amendment approved distinguishing by institutional proponents (government and parliament)
	
	Number of approved amendments
	1st year effect of the amendments  (percentage of GDP 1anno)
	2nd year effect of the amendments  (percentage of GDP2 anno)
	3rd year effect of the amendments  (percentage of GDP3 )

	anno
	Total
	Government
	Parliament
	Total
	Government
	Parliament
	Total
	Government
	Parliament
	Total
	Government
	Parliament

	1979
	25
	9
	16
	1.667%
	1.598%
	0.069%
	0.401%
	0.198%
	0.203%
	0.156%
	0.029%
	0.127%

	1980
	15
	9
	6
	1.712%
	0.165%
	1.547%
	0.028%
	0.005%
	0.023%
	-0.008%
	0.005%
	-0.013%

	1981
	34
	23
	11
	1.003%
	-0.036%
	1.038%
	-0.449%
	-0.623%
	0.174%
	-0.200%
	-0.365%
	0.165%

	1982
	159
	64
	95
	0.660%
	0.229%
	0.431%
	0.250%
	0.171%
	0.079%
	-0.010%
	-0.092%
	0.083%

	1983
	53
	22
	31
	0.887%
	0.509%
	0.378%
	0.247%
	0.233%
	0.014%
	0.080%
	0.031%
	0.049%

	1984
	120
	34
	86
	0.595%
	0.006%
	0.589%
	-0.039%
	0.000%
	-0.039%
	0.044%
	0.000%
	0.044%

	1985
	110
	28
	82
	1.245%
	0.582%
	0.663%
	0.591%
	0.255%
	0.335%
	0.531%
	0.223%
	0.308%

	1986
	200
	87
	113
	-0.724%
	-0.695%
	-0.028%
	0.300%
	0.127%
	0.173%
	0.678%
	0.401%
	0.277%

	1987
	120
	45
	75
	0.233%
	0.315%
	-0.082%
	0.478%
	0.367%
	0.111%
	0.546%
	0.380%
	0.166%

	1988
	564
	190
	374
	0.235%
	0.108%
	0.127%
	-0.703%
	-0.707%
	0.005%
	-0.659%
	-0.655%
	-0.003%

	1989
	123
	21
	102
	-0.443%
	-0.478%
	0.035%
	-0.670%
	-0.709%
	0.039%
	-0.714%
	-0.751%
	0.038%

	1990
	224
	23
	201
	0.045%
	0.003%
	0.042%
	-0.468%
	0.005%
	-0.472%
	-0.901%
	0.005%
	-0.905%

	1991
	250
	119
	131
	0.021%
	0.012%
	0.009%
	-0.123%
	-0.126%
	0.003%
	-0.772%
	-0.782%
	0.010%

	1992
	181
	65
	116
	-0.128%
	-0.356%
	0.227%
	-0.502%
	-0.552%
	0.051%
	-0.096%
	-0.180%
	0.084%

	1993
	129
	36
	93
	-0.118%
	-0.102%
	-0.016%
	-0.055%
	-0.064%
	0.008%
	-0.045%
	-0.058%
	0.013%

	1994
	149
	50
	99
	-0.361%
	-0.378%
	0.017%
	-0.252%
	-0.275%
	0.023%
	-0.261%
	-0.284%
	0.023%

	1995
	212
	95
	117
	-0.014%
	0.011%
	-0.025%
	-0.034%
	-0.020%
	-0.014%
	-0.020%
	-0.004%
	-0.016%

	1996
	223
	54
	169
	-0.234%
	-0.263%
	0.028%
	-0.165%
	-0.171%
	0.006%
	-0.154%
	-0.164%
	0.010%

	1997
	175
	27
	148
	-0.224%
	-0.219%
	-0.005%
	-0.153%
	-0.151%
	-0.001%
	-0.136%
	-0.135%
	-0.001%

	1998
	280
	138
	142
	0.050%
	0.063%
	-0.013%
	0.019%
	0.047%
	-0.028%
	-0.014%
	0.010%
	-0.025%

	1999
	173
	66
	107
	-0.189%
	-0.031%
	-0.158%
	-0.082%
	-0.032%
	-0.050%
	-0.032%
	0.007%
	-0.039%

	2000
	438
	128
	310
	-0.072%
	-0.074%
	0.003%
	-0.056%
	-0.061%
	0.005%
	-0.006%
	-0.091%
	0.085%

	2001
	1201
	347
	854
	-0.091%
	-0.085%
	-0.006%
	-0.140%
	-0.113%
	-0.027%
	-0.137%
	-0.106%
	-0.030%

	2002
	561
	165
	396
	0.051%
	0.021%
	0.030%
	0.006%
	0.010%
	-0.005%
	-0.001%
	0.003%
	-0.004%


Table 3 The financial impact of the amendments (%of GDP) in the triennium of the financial law and the number of amendment approved distinguishing by branch of the  parliament (senate and chamber of deputies)
	
	Number of approved amendments
	1st year effect of the amendments  (percentage of GDP 1anno)
	2nd year effect of the amendments  (percentage of GDP2 anno)
	3rd year effect of the amendments  (percentage of GDP3 )

	anno
	Total
	Chamber of Deputies 
	Senate
	Total
	Chamber of Deputies 
	Senate
	Total
	Chamber of Deputies 
	Senate
	Total
	Chamber of Deputies 
	Senate

	1979
	25
	25
	0
	1.67%
	1.67%
	0.00%
	0.40%
	0.40%
	0.00%
	0.16%
	0.16%
	0.00%

	1980
	15
	8
	7
	1.71%
	0.30%
	1.41%
	0.03%
	0.00%
	0.03%
	-0.01%
	-0.04%
	0.03%

	1981
	34
	34
	0
	1.00%
	1.00%
	0.00%
	-0.45%
	-0.45%
	0.00%
	-0.20%
	-0.20%
	0.00%

	1982
	159
	37
	122
	0.66%
	-0.33%
	0.99%
	0.25%
	0.00%
	0.25%
	-0.01%
	0.00%
	-0.01%

	1983
	53
	53
	0
	0.89%
	0.89%
	0.00%
	0.25%
	0.25%
	0.00%
	0.08%
	0.08%
	0.00%

	1984
	120
	48
	72
	0.60%
	0.21%
	0.38%
	-0.04%
	0.00%
	-0.04%
	0.04%
	0.00%
	0.04%

	1985
	110
	110
	0
	1.24%
	1.24%
	0.00%
	0.59%
	0.59%
	0.00%
	0.53%
	0.53%
	0.00%

	1986
	200
	113
	87
	-0.72%
	-0.88%
	0.15%
	0.30%
	0.20%
	0.10%
	0.68%
	0.55%
	0.13%

	1987
	120
	78
	42
	0.23%
	0.36%
	-0.13%
	0.48%
	0.61%
	-0.13%
	0.55%
	0.71%
	-0.17%

	1988
	564
	283
	281
	0.23%
	0.15%
	0.09%
	-0.70%
	-0.03%
	-0.67%
	-0.66%
	-0.03%
	-0.63%

	1989
	123
	123
	0
	-0.44%
	-0.44%
	0.00%
	-0.67%
	-0.67%
	0.00%
	-0.71%
	-0.71%
	0.00%

	1990
	224
	106
	118
	0.05%
	0.00%
	0.04%
	-0.47%
	0.00%
	-0.47%
	-0.90%
	0.00%
	-0.90%

	1991
	250
	191
	59
	0.02%
	0.02%
	0.00%
	-0.12%
	-0.12%
	0.00%
	-0.77%
	-0.77%
	0.00%

	1992
	181
	58
	123
	-0.13%
	-0.12%
	-0.01%
	-0.50%
	-0.16%
	-0.34%
	-0.10%
	-0.16%
	0.06%

	1993
	129
	97
	32
	-0.12%
	-0.07%
	-0.05%
	-0.06%
	0.01%
	-0.07%
	-0.05%
	0.01%
	-0.06%

	1994
	149
	73
	76
	-0.36%
	0.04%
	-0.40%
	-0.25%
	0.09%
	-0.34%
	-0.26%
	0.06%
	-0.32%

	1995
	212
	131
	81
	-0.01%
	-0.01%
	0.00%
	-0.03%
	-0.03%
	0.00%
	-0.02%
	-0.02%
	0.00%

	1996
	223
	71
	152
	-0.23%
	0.03%
	-0.26%
	-0.17%
	0.00%
	-0.16%
	-0.15%
	0.00%
	-0.16%

	1997
	175
	132
	43
	-0.22%
	-0.23%
	0.01%
	-0.15%
	-0.16%
	0.01%
	-0.14%
	-0.14%
	0.01%

	1998
	280
	158
	122
	0.05%
	0.00%
	0.05%
	0.02%
	-0.02%
	0.04%
	-0.01%
	-0.09%
	0.07%

	1999
	173
	141
	32
	-0.19%
	-0.18%
	-0.01%
	-0.08%
	-0.08%
	0.00%
	-0.03%
	-0.03%
	0.00%

	2000
	438
	276
	162
	-0.07%
	-0.07%
	0.00%
	-0.06%
	-0.06%
	0.00%
	-0.01%
	0.00%
	0.00%

	2001
	1201
	596
	605
	-0.09%
	-0.02%
	-0.07%
	-0.14%
	-0.04%
	-0.10%
	-0.14%
	-0.04%
	-0.10%

	2002
	561
	359
	202
	0.05%
	0.06%
	-0.01%
	0.01%
	0.02%
	-0.01%
	0.00%
	0.02%
	-0.02%


Indeed, the net effect of this increased amending activity by the parliament, after the 1988 reform, does not damage the general government budget performance. On balance, the amendments to the financial law in this period, as seen, did not increase the planned deficits, rather they slightly reduced them in percentage of GDP, both for the first year effects and for the aggregate triennium effects. In the years after the reform of the electoral law, as seen, the average number of the amendments approved for each financial law greatly increased. And the average number of the approved amendments from the parliament increased to 280 per year. Those of the government did increase to about 128 per year. The ratio of those of the government to those of the parliament thus slightly increased. The explanation may be that, aside the constraints on deficit, other reasons might have suggested the government to intervene with its amending power to control the parliament. These reasons might be related to other aspects, as the nature of the coverage suggested, the increase of expenditures by new taxes or the nature of the change in expenditure or taxes suggested. And because under the plurality electoral system the party discipline may be less strong than under the proportional system, while the particular interests of the various constituencies may become stronger, there may be a greater scope.

In the 8 years before the 1988 budgetary reform, the amendments of the parliament caused an average yearly increase of the deficit of the first year of 0.47 % of GDP, while in the 6 years after it and before the electoral reform, on average, the deficit did increase only by 0.051%. In the subsequent period, after the electoral reform the amendments by the parliament had on average a zero effect. However, one has to consider that from 1997 the Maastricht Treaty rules became operational. And from 1997 to 2002 the amending power of the parliament, on average, caused a small improvement of the first year budget of -0.02%. 

While the government’s amendments, before the 1988 budgetary reform, on average, did increase the deficit of the first year by 0.28% of GDP, in the 6 years between the budgetary reform and the new electoral law, the amendments of the Government reduced the deficit by -0.22% of GDP. In the subsequent period, after the new electoral law, the amendments of the Government improved the general government budget for the first year of the financial law by an average -0.07% per year and if one considers the 6 years after the Maastricht Treaty the improvement goes down to -0.02%. As for the aggregate result of the triennium, the amendments of the government to the financial law, in the years before the 1988 budgetary reform, increased the deficit. After the 1988 budgetary reform and before the new electoral law, the amending activity of the government improved the aggregate three years average. There might be, however, an explanation for the fact that the government amending activity, in the years before the 1988 budgetary reform, results, on average, in increased deficit. Actually, these government’s amendments were generally sub-amendments of amendments of the parliament aiming at reducing the increased impact of the deficit. With the new constraint brought by the 1988 reform, there was no scope for the government to intervene with its amending power to defend its planned parameters of aggregate deficit both for the first year and for the aggregate three years period of the financial law. In the 6 years between the 1988 budgetary reform and the new electoral law  the amendments of the parliament, on average added to the deficit of the first year only a tiny 0.07% of GDP. The scope for the government amending activity to defend its planned deficit was much smaller than before and  the new duty of respecting the constraint of the DPEF stimulated a positive action of cancelling entirely this tiny deficit increase of the first year. Also after the electoral reform the parliament amendments did affect the deficit of the first year by a tiny percentage, which, however, was slightly grater than before. Again the government intervened to contrast this deficit increase, but with a smaller average effect. The scope for the containment of negative amendments of the parliament by the sub amendments of the government was diminished by the fact that even with these amendments the Maastricht parameters were respected. Similar conclusions may be drawn as for the amendments of the government on the triennium of the financial laws. 

Figure 3.  1st year fiscal impact (share of GDP) distinguishing by government and parliament

[image: image3.emf]-1.00%

-0.50%

0.00%

0.50%

1.00%

1.50%

2.00%

197919801981198219831984198519861987198819891990199119921993199419951996199719981999200020012002

im1 (%GDP1)

im1 (%GDP1) Governm.

im1 (%GDP1) Parliam.


Figure 4.  1st year fiscal impact (share of GDP) distinguishing by branch of approval
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3. The role of the amendments to the financial law  

On balance, one may observe an important influence of the 1988 budgetary reform and of the Maastricht Treaty on the effect of the amending power of the parliament and of the government on the financial law, as for the deficit of the general government budget. Nevertheless, one cannot see any relevant influence of the electoral law on the amending performance of the parliament and /or of the government. Moreover, it is clear that, aside the sign of the impact, the latter has never been able to remarkably affect the deficit. On this basis, it seems interesting to explore the role of the amendments on Italian fiscal policy in the period considered in the light of institutional reforms as well as the economic and fiscal variables.

With this purpose we analyse the behaviour of two qualitative variables indicating the financial effect of each approved amendment over the budget balance equilibrium as resulting from the budgetary process of a given year, both in the binding period of the financial law or in the future. Our goal is to find the determinants of the decisions for a change of the budget balance having the effect in the binding year and/or of a fiscal illusion (if the effect is in the second and third year of the planning period of a financial law  that might or might not be relevant in the future). 
The underlying assumption is that the economic outcomes of the parliamentary activities are many and of different kind. One of these, during the budgetary process, is the amending activity over the government proposal of financial law. The financial results on the budget equilibrium of this activity originate by a sort of bargain between government and parliament. Each individual outcome of this bargain (a given approved amendment) consist of two parts. The first determines a binding financial effect on the budget balance under approval. We shall conventionally say that the binding financial effect of a given amendment is pejorative for the year of competence if it worsens the government deficit and that it is ameliorative otherwise. The second effect is only partially binding – given that it can be (at least partially) neglected by a subsequent financial law - and can be considered a form of fiscal illusion through which the legislators and government are actually saying to the electorate that a given action is likely to occur in the future by means of that amendment. Even in this case we shall consider as pejorative the effect that likely worsens the future government deficit. 
 

Clearly, politicians derive some utility from their actions either by worsening or improving the budget and they combine their knowledge, time and skills to do so under the given economic, political and institutional constraints. We want to know the determinants of this process. 

Formally, the model specifies the outcome of the bargain between government and parliaments during the budgetary session as represented by any given approved amendment to the financial law. This output of the political activity (Yi), in turn, can be decomposed into two financial outputs, one is real (e.g., if any, the effect is in the binding year) the other is basically a promise to the electorate (e.g., if any, it has a non binding economic effect). We, thus, construct 2 variables Yi1=D_IM1, Yi2=D_IMFUT, respectively, for the 1st binding year and for the future biennium, taking on a value equal to 1 when the type of amendments involves a worsening of the budget, either by increasing expenditures or reducing taxes and takes on a value of 0 when the amendment has no financial impact or improves the budget.
These two functions can be represented as follows.

Let Yi1* indicating the effect in first year budget balance of a given amendment i as depending on  a set of economic, political and institutional characteristics Xi1, and other unobserved variables i1. What is observed is the worsening of the budget due to that amendment i in the first year of the planning period of the financial law, represented as Yi1. The relation can be written as:

Yi1*= Xi1+ i1 









(2)

Yi1 = 1 if Yi1* >0, 0 otherwise

Similarly, let Yi2* represents the effect on future budget balances of the given amendment i as depending on  a set of economic, political and institutional variables Xi2 and unobserved variables i2. The choice is again an observed binary outcome as shown in Equation (3):

Yi2*= Xi2+ i2 









(3)

Yi2 = 1 if Yi2* >0, 0 otherwise

The likelihood of a given choice of changing the budget equilibrium proposed by the government in the binding year of financial law or in the future – e.g., the result of the bargain between legislators and governments - is likely to depend on a set of variables that are likely to occur together. A separate estimate of the determinants of politicians behavior’s might therefore be biased because unmeasured variables simultaneously cause both outputs. This potential endogeneity bias is purged using simultaneous equations.

In other words, in the present study, the appropriate specification is a bivariate probit type model, i.e., a simultaneous equations model that controls for the endogeneity of two likely related choices. The type of bivariate probit estimators are usually expressed in terms of continuous latent variables usually representing propensity, utility or preferences. In our seemingly unrelated bivariate probit specification all variables (Y1,Y2,X1,X2) are observed. The model is just identified when the same vector of covariates appears in each equation (Greene 1995, p.458). The random error terms, i1 and i2, are dependent and normally distributed, such that E[i1] = E[i2] = 0, var[i1] = var[i2] = 1 and cov[i1, i2] = . If a Wald Test shows is insignificant then no endogeneity bias is present and the two models can be estimated separately as binomial probits. If however is significant and the log-likelihood of the bivariate estimate is significantly less than the joint binomial probit log- likelihoods, then indeed Yi1 and Yi2 are endogenous processes. The log-likelihood for the bivariate probit is: 
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where 
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 is the standard univariate normal cumulative distribution and 
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 is the standard bivariate normal cumulative distribution with correlation . Equations (2) and (3) are simultaneously estimated using maximum likelihood, producing unbiased estimates of parameter coefficients 
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 and . The seemingly unrelated bivariate probit estimator thus achieves the main desideratum and provides a general test of whether behaviours and outcomes are related through unmeasured variable effects.

As mentioned, we test the determinants of the probability that each amendment worsens the balance on the first binding year and/or in the future with alternative specification of the models testing the impact of the variables reported in BOX 1 capturing characteristics sometime competing with each other. 

BOX 1 The independent variables 

(1) Institutional proponents
D_GOV

Qualitative dummy indicating the proponent of the approved government = 1; Parliament = 0. As in Fedeli and Forte (2005), it is taken as a proxy of the government power of budgetary-control by means of the amendments to the financial law

(2) Parliament voting sets
D_ASSEM 
Qualitative dummy indicating whether the considered amendment has been approved in the assembly or in 

the 5th committee: Assembly = 1, 5th Committee = 0.

D_BRANCH 
Qualitative dummy indicating the branch of the Parliament where the amendment has been approved: 

senate = 1; chamber of deputies = 0.
 

(3) Proxies of  bargaining power between government and parliament

P_SHARE
     percentage points of amendments (over the total of approved amendments) proposed by the Parliament in each year, no matter whether impinging on the first or on the subsequent years of the triennium. This variable is introduced to capture the fact that a strong amending activity from the parliament is sometime taken as disturbing element for the government’s budget policy.

N.GOV/N.PARL   ratio between the number of amendments proposed by the government over the number of amendments proposed by the parliament.
(5) Variables capturing the redistributive impact of the amendments

SHARE_IM1
Ratio between 1st year financial impact of each amendment and the total impact in the corresponding year of

 

all the amendments to the considered financial law.

SHARE_IM2
Ratio between 2nd year financial impact of each amendment and the total impact in the corresponding year of

 

all the amendments to the considered financial law.

SHARE_IM3
Ratio between 3rd year financial impact of each amendment and the total impact in the corresponding year of

 

all the amendments to the considered financial law.

(6) Variables capturing the financial impact of each individual  amendment over time
TOT_IM1
1st year financial impact (in 1000000000000 LIT) of the overall  amending activity of the budgetary session 

TOT_IM2
2nd year financial impact (in 1000000000000 LIT) of the overall  amending activity of the budgetary session 

TOT_IM3
3rd year financial impact (in 1000000000000 LIT) of the overall  amending activity of the budgetary session 

TOT_IM_FUT
2nd and 3rd year financial impact (in 1000000000000 LIT) of the overall  amending activity of the budgetary session 

TOT_IM_TOT
Total (over triennium) financial impact (in 1000000000000 LIT) of the overall  amending activity of the budgetary session 

D_ TOT_IM1
dummy indicating the financial impact in the 1st year of the overall  amending activity of a budgetary session: reduction or constant expenses = 0; increased expenses = 1

D_ TOT_IM2
dummy indicating the financial impact in the 2nd year of the overall  amending activity of a budgetary session: reduction or constant expenses = 0; increased expenses = 1

D_ TOT_IM3
dummy indicating the financial impact in the 3rd year of the overall  amending activity of a budgetary session:  reduction or constant expenses = 0; increased expenses = 1

D_TOT_IM_FUT
dummy indicating the financial impact in the 2nd plus 3rd year of the overall  amending activity of a budgetary session:  reduction or constant expenses = 0; increased expenses = 1

D_ TOT_TRI
dummy indicating the financial impact over the triennium of the overall  amending activity of a budgetary session: reduction or constant expenses = 0; increased expenses = 1

(7) Variables capturing the impact of the economic system (including past decisions and expectations) 
Past values of budget policies

DEFICIT/GDP(-1) lagged value of the ratio between deficit and GDP.

DEBT/GDP (-1) lagged value of the  ratio between gross government debt  and GDP.

rate of inflation(-1) lagged value of the  rate of inflation.

GDP rate of growth (-1) lagged value of the rate of growth of  GDP.

Real GDP rate of growth (-1) lagged value of the rate of growth of  GDP net of the inflation rate.

Expectations

GDP1

Expected Gross Domestic Product (in 1000000000000 LIT) of the 1st year the Financial Law is referred to. 

GDP2 

Expected Gross Domestic Product (in 1000000000000 LIT) of the 2nd year the Financial Law is referred to.

GDP3 

Expected Gross Domestic Product (in 1000000000000 LIT) of the 3rd year the Financial Law is referred to. 

T_CRE_GDP12     Expected rate of growth of GDP between the first and the second year the financial law is referred to.

T_CRE_GDP23     Expected Rate of growth of GDP between the second and the third year the financial law is referred to.
(8) Shocks occurred during the period considered

d_1989 = Qualitative dummy indicating whether the considered amendment has been approved before the introduction of the DPEF. It takes value = 0 until the Financial Law for 1988 and 1 afterwards.
d_1998 = Qualitative dummy indicating whether the considered amendment has been approved before the introduction of the constraint introduced by the Stability and Growth Pact. It takes value = 0 until the Financial Law for 1997 and 1 afterwards. Actually, 1998 is also the first year of application of the reforms of the State budget introduced in 1997 in Italy, under the constraints of the new European fiscal and monetary rules. 

d_2000  Qualitative dummy indicating whether the considered amendment has been approved before the budget reform of 1999. The law n.208 of 1999, introducing innovations in the structure of the law financial connected to a new timing of the budget session. It takes value = 0 until the Financial Law for 1999 and 1 afterwards.

D_SIST_ELE 
Qualitative dummy indicating the type of electoral system: Plurality = 0; Proportional = 1.

D_ELEZIONI 
Qualitative dummy indicating if the Financial Law was referred to a year of political elections: 

Election year = 1, 0 otherwise. In the considered period the years of elections were 1979, 1983, 1987, 1992, 1994, 1996, 2001.

TEMPORAL DUMMIES
Variables taking on value 1 in a given year and 0 otherwise

Because the study investigates two dichotomous decisions that are likely to be jointly determined, seemingly unrelated probit regression with the statistical package STATA  is used. The justification can also be found to examine whether there were any unobserved factors that influenced both the decision about the worsening of the budget in the first binding year and the decision to shift the actions to the future by means of the same amendment. For it, if the correlation of disturbances, , between the two models is positive and significant, there is positive self-selection - that is, the unobserved factors that influence the decision to affect the budget in the present  are also likely to affect in the same direction  the budget in the future. If the correlation was negative and significant, it meant that there was negative self-selection - that is, the unobserved factors that influenced the decision to affect the budget in the present  are also likely to be inversely related with future budget balance. 

The results for the estimated seemingly unrelated bivariate probit  model over the period 1979-2002 are reported in Table 6.
 

The results show that the joint decision to modify through amendments the budget balance originating by the financial law, in the first “binding” year or in future years formally “not binding”, is influenced by institutional, political and economic variables. The ratio debt/GDP of the preceding year is significant in the first equation on the real effect with positive sign, whereas the second equation takes a negative sign. Both equations are positively related with the ratio DEFICIT/GDP of the year preceding that of competence of the financial law. The pejorative effect of the amending activity on budget balance of the first year (future) is positively related to the ratios of debt to GDP and deficit to GDP (negatively related to debt/GDP and positively to deficit/GDP) of the previous year. That is, the past worsening of the economic conditions (e.g., lower GDP and/or higher deficit and debt of the previous year) induce worsening actions on the budget balance, at least within the limits established by the institutional ties. Partly the result might be explained as an anti cyclical policy. A change of tendency of the Italian fiscal policy by means of the amending power in the binding year emerges with the introduction of the DPEF (having effect from the financial laws of 1989) and the budget reform following the constraint imposed by  the pact of Stability and growth (affecting the financial laws since 1999 see BOX 1). These variables appears with negative sign in the binding year. 

Table 6. Seemingly  unrelated bivariate probit estimates of the determinants of the financial impact of  the amendments to the financial laws for 1979 to 2002

	Number of observations = 5716

Wald chi2(31)= 682.9

Log pseudo-likelihood = -5342.1881

Prob > chi2 = 0

	
	Coefficient
	Robust Standard Error
	z

	Yi1= Dummy_im1
	
	
	

	DEBT/GDP(-1)
	0.688
	0.285
	2.42

	DEFICIT/GDP(-1)
	5.274
	1.182
	4.46

	d_1989
	-0.837
	0.338
	-2.47

	d_1999
	-0.271
	0.097
	-2.78

	d_branch
	-0.151
	0.038
	-3.95

	
	
	
	

	CONSTANT
	-0.639
	0.398
	-1.61

	
	
	
	

	TEMPORAL DUMMIES
	
	
	

	
	
	
	

	Yi2= Dummy_imFUT
	
	
	

	DEBT/GDP(-1)
	-1.315
	0.576
	-2.28

	DEFICIT/GDP(-1)
	16.391
	2.415
	6.79

	L_t_c_gdp
	19.815
	3.821
	5.19

	L_t_infl
	-39.954
	7.399
	-5.4

	d_1989
	0.906
	0.169
	5.35

	d_1999
	-0.251
	0.125
	-2.01

	d_branch
	-0.103
	0.040
	-2.54

	
	
	
	

	CONSTANT
	-0.450
	0.681
	-0.66

	
	
	
	

	TEMPORAL DUMMIES
	
	
	

	
	
	
	

	/athrho
	1.011
	0.032
	31.13

	rho
	0.766
	0.013
	

	Wald test of rho=0: 
	chi2(1) = 969.057
	Prob > chi2 =0
	


As for the “promise effect” of the amendments only d_1999 gets a negative sign whereas  the introduction of the DPEF increased the probability of shifting the financial effect of the amendments to non binding years of the financial law. Notice further that the attitude to shift the financial effect of the amendment to the future is positively related to the past value of the rate of growth of GDP and negatively related to the past rate of inflation occurring in the period of vote. Good rates of growth of GDP seem to affect the forecast of analogous future rates, allowing for more room for expenditures. By analogous reasoning, the inflation rate is felt as a constraint.

Among the institutional norms, it seems important the different attitude to the use of the amendments in the chamber of deputies and in the senate (the variable d_branch is significant with a negative sign in both equations). The senate, likely because of its written and behavioural rules appears  quite reluctant to changes in the budget balance proposed by the government, particularly  if they cause a worsening both in the binding year and in the future. The approval of the amendments in the assembly rather than in the 5th (budgetary) committee  as well as the variables indicating the proponents (government or parliament) are not significant.

4. Institutional changes and  empirical results

4.1. The 1978 budgetary reform introducing the financial law and the new role of the amending power in the budgetary session: Reasons of unsatisfactory trends from 1979 to 1989.

The budgetary session in the parliament is a political game in which very different interests tend to emerge, according to the different institutions and sociological and political conditions of the various countries. It is well known that modern parliaments, initially born for the authorization of the tax laws, grew on the debate of the budgets. If not for other reasons, the discussion of the budget in the parliament is considered a pillar of a true democratic system in which taxpayers participate, through their representatives, to the approval of the various items of the budget on the expenditure and on the revenue side (the rules of public accounts are technically complex and the parliamentary procedures of the budgetary discussion are among the most refined matters of the research on the economics of law. Among others, see Orlando, 1889 and Wildawsky, 1964).

The Italian budgetary process deeply changed during the last decades. Originally and until the ‘70s, the Italian budgetary law was a formal law that merely included revenues and expenditures originated from ordinary laws approved during the year. Obviously, it implied an amount of discretion because several current expenditures, formally deriving from the existing law, had to be determined by the assessment of the government and of the parliament. The approval of the budget law, thus, merely implied the authorization for the public administration to collect revenues and to spend, on the basis of other previous laws. Therefore, according to article 81, 4th indent of the Italian Constitution, those laws causing new expenses or changes of revenues could have been approved only after the approval of the budget. And new expenditures and reduction of taxes, thus originated, had to be “covered” by equivalent increases of revenues or reduction of expenditures. The time horizon to be considered was not specified. But it was obvious that the “coverage” had to be permanent. Because of these budgetary constraints, the legislative innovations with financial effects took place during the financial year outside the budgetary planning. Normally, in October, the government submitted the budget to the parliament for the approval by the end of December, to avoid an abnormal period of budgetary vacancy in the first months of the subsequent year. But a budget session, with government and parliament co-deciding the aggregate fiscal policy did not exist. Also the resolution of different interests occurred in other circumstances. And a moment of unitary discussion on the aggregate budget of the various institutions of the central government did not exist. Nor existed any institutional place to discuss the consolidated budget of the public sector as a whole. A law of reform n. 468 of 1978 deeply innovated the budgetary process, by introducing the financial law. Quarterly Cash Reports (“Relazioni trimestrali di cassa”) to the parliament were introduced as distinct from the budget (called “of competence”) giving the authorizations to spend and to collect revenues due. The fundamental innovation, introduced in the entire budgetary process, allowed changes of substantial laws (affecting revenues and expenditures) by means of the financial law. Therefore, after the approval of the financial law at the end of the budgetary session, the budget originally written and approved on the basis of the previously existing legislation, was changed and had to be re-approved to take into account of the effects of the financial law. In this way, the third and fourth paragraph of the article 81 of the Constitution, stating that by the budget law it was not possible to change the substantial laws and that these changes could only take place after the budget approval, were legally bypassed, within the budgetary session. The financial law, i.e., the budget document through which the government commits itself to a given fiscal policy with a three-years sliding system, was thus created encompassing most of the public sector, with a medium term perspective (3 years horizon, with the first year binding and the next two as forecasts, for macroeconomic fiscal planning).
 It was binding only for the first year to comply with the budget’ annuity principle stated in article 81, first indent, of Italian Constitution.

4.2. The  budgetary reforms of  1988 and the DPEF (Document of economic and financial planning) constraining the result of the aggregate budget of the central government 

The budgetary reforms of 1988 (realized by the law of 23/9 n.362), consolidated the above practice and  introduced important elements of rationalization, to comply with the acute problems emerged in the previous period. The most important reform was the adoption of the document of economic and financial planning, DPEF, borrowed by the American system of the “the first budget resolution”. The DPEF had the ambitious aim of a comprehensive planning of the “essential economic parameters” of the three years budget of the state, of the “state sector in a broad sense”  (i.e., inclusive of the public funds given to state public enterprises for their investments and deficits) and of the financial requirements of the central government relating to the “public sector in broad sense”. The latter was a notion similar to that of “general government”, adopted from 1997 as a consequence of the Maastricht Treaty, but inclusive of the financial requirements of the state public enterprises. This ambitious fiscal planning had to be done in relation to “the macroeconomic objectives, particularly those of  growth of income and employment”. In this context, the DPEF would set the ratio to GDP of the “financial requirement” as  difference between the aggregate current and capital final cash revenues and expenditures of the year, i.e., of the deficit of the year, “net and gross of expenditures on interests” of the  “state sector in broad sense ” to GDP. The DPEF should also determine the ratio of the “aggregate financial requirement”, net and gross of interests, of the central government for the state sector and for the public sector in broad sense to GDP, where “aggregate” means inclusive of any non final expenditure and revenues, i.e., the amount that adds to the debt of the sector or the net indebtedness of the year. In the DPEF, the government should also plan the ratio of the debt of the state sector to GDP.  In addition to this planning of “essential parameters” relating to cash flow and their effects on the aggregate public debt, the DPEF must also contain a parametric planning of the current deficit, gross and net of interests of the budget “of competence” of the state sector and of the public sector (in broad sense) in relation to GDP. Clearly, in this way, the figure of net primary deficit or surplus of the public administration did emerge and had to be monitored in order to reduce and halt the increase of the ratio of public debt to GDP. All these figures were meant to constrain  the decisions relating to the budget of the state and to the financial law as for the central government fiscal policy. Having the financial law a scope broader than the state budget, according to article 4 of the law 362 of 1988, the DPEF constrains two “essential parameters” of the consolidated budget of the central government. One is “the  maximum level of the net financial requirement in terms of competence” of the central government,  i.e., its deficit  (corresponding to the net indebtedness as defined in the Maastricht Treaty). The other is the aggregate financial requirement, i.e., the maximum amount of new debt  to be issued by the central government for any purpose. The DPEF, according to the law  362 article 3 is presented to the parliament for its “consequent resolution”, a vague expression which means that the parliament shall approve it by a global motion, by which these upper limits to the deficit and debt allowed for the central government consolidated budget are approved. By this approval, they become binding for both government and parliament, as by definition of the budgetary documents, the three years budget of the state and of the financial law to be presented in autumn.
  But, because of the rule of annual validity of the budget (set in article 81, first indent, of the Constitution), the constraints of DPEF approved by the parliamentary motion, are legally binding only the first year of the accounts of the budget and of the financial law.

In addition to the specific budgetary reform by the law 362, in 1988 another more general reform was adopted with paramount effects on the amending power of the parliament in financial matters and, particularly on its amending power as for the decisions in the budgetary session: the abolition of the secret ballot as for any parliamentary voting, with the exception of particular instances related to ethical and personal issues. This defeated the practice of the so called “snipers”, who, under secret ballots, were able to reduce the control of the governments on the vote of its parliamentarian majority, which often used to form secret occasional coalitions do not supporting the government. When we mention the budgetary reform of 1988, we refer not only to the specific law of reform n. 362 but also to the abolition of secret ballot.

4.3. The Maastricht Treaty and  the Pact of Stability and Growth

In 1994, the Italian electoral system abruptly changed, shifting from proportionality to a plurality-system tempered by some proportionality.
  The change was glorified as a healthy revolutionary reform and one of the main reason set forth for this position was that the plurality system reduces the “parliamentary governance” which, among others, nurtures a perverse fiscal indiscipline affecting the budgetary session. As it appears, however, the institutions of the budgetary approval of the  budget by the parliament have not been modified at all, either by new laws in this area or by changes of the parliamentary regulations to take care of  the supposedly changed balance of power between the parliament and the government. There is no evidence of any institutional impact of the new electoral system, as for the amending power of the parliament or of the government in financial matters.

On the other hand, important institutional changes have been introduced in this area, as a consequence of the Maastricht Treaty (and the related Amsterdam Pact) and of the new power given to the European Commission for the control of the general government budget and debt ratios to GDP. The new  institutional constraints, however, did not show up by new specific Italian laws or regulations. Rather they had as a vehicle the DPEF  and the financial law. In the DPEF, as for the main constraint, the essential parameters of the general government’s consolidated budget have replaced those of the central government’ budget. And the two ratios of the net indebtedness and debt of general government to GDP are, since then, the paramount constraints to the decision to be adopted, in the budgetary session, as for the financial law and for the state budget. In order to make the general government budget operational, a new instrument had to be introduced in the financial law: the so called “internal stability pact”, i.e., a set of limits to the increase of expenditures of the regions and local governments. To simplify the procedure of discussion on budget, the law n.94 of 1997 introduced the distinction among the  budget with external legal relevance to be  approved by the parliament, articulated in “operational basic units” (“unita’ previsionali di base”) and the budget with internal relevance, addressed to the public administration  articulated in “detailed authorizations” of expenditure and revenue  (capitoli di spesa ed entrata). Moreover, in order to conform to the new European classification by objectives of the various sectors of expenditures and revenues, the existing functional classification was replaced by the COFOG system, which, however, has been applied only to the central government. The restructuring of the State general accounts also implied the attempt to have the assets and liabilities balance sheets and budget sheets. A reorganization of the “ treasury management “ (gestione di tesoreria) has been introduced, to increase the power of the Treasury in authorizing expenditures. The law n.208 of 1999 completed  the 1997 budget reform, by changing the time schedule of the budgetary process, with the postponement of the DPEF from May 15 to June 30 and shifting the project of budget law  to September 30, from July 31 and widening the  scope of the financial law to increase its grasp on the public sector as a whole. 

5. Conclusions

The analysis of all the amendments approved to the financial law since its introduction in 1978 shows that the amending power of the parliament has never remarkably affected the Italian public deficit, not even before the important budgetary reform of the 1988. Nevertheless, because of the relevant amending activity of the parliament during the budgetary session, we have explored the role of the amendments on Italian fiscal policy in the light of institutional reforms as well as of the economic and fiscal variables.

In particular, we have empirically tested for the effects on the amending activities of: the electoral laws (we distinguish the period under proportional electoral law by the mixed plurality period); the institutional proponents, government and parliament; the branch of the parliament (i.e., the senate and the chamber of deputies); the place into each branch (i.e., the budget committee and the floor); the institutional shocks determined by changes of the budget laws (e.g. introduction of DPEF in 1988; the reform of the budget laws determined by Maastricht fiscal rules) and the influence of the years of general political elections; the impact of the economic system as captured by the past values of the GDP rate of growth the rate of inflation as well as by the ratios deficit/GDP debt/GDP. We also test for the expectation for future value of the rate of growth of GDP in the planning period (e.g., the triennium of interest of the financial law); the financial impact of each individual amendment approved on the overall manoeuvre.


The results show that the amending power is used as an anti-cyclical policy tools in the binding year, since the choice of worsening the budget is affected by the ratio debt/GDP and deficit/GDP of the previous year so that past worsening of the economic conditions (lower GDP and/or higher deficit and debt of the previous year) induce worsening actions on the budget balance, at least within the limits established by the institutional ties. The financial effect in the non binding future are also related to past values of the rate of growth of GDP and to past rate of inflation showing a cautious attitude in the use of the amending power for both improving or worsening the budget equilibrium. A change of tendency of the Italian fiscal policy by means of the amending power emerges with the two important budgetary reforms related, respectively, to the introduction of the DPEF and to the constraint imposed by the pact of Stability and growth, whereas the change of the electoral system does not result significant.

In conclusion, the institutional constraints do matter both for the budget and for the power of amending it, as well as one can say that market economy develops under good legal institution or that, at least considering the Italian experience of the last three decades, sound legal institutions are paramount to reconcile a democratic budgetary process with fiscal soundness.
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Appendix 1. 

Table A1. financial impact of the amendments (figures in level billions of LIT) and the number of amendment approved distinguishing by assembly and V budget commitee

	Year of the financial law
	Number of amendments approved in assembly
	Number of amendments approved in the V committee 
	Total Number of amendments approved
	1st year expected effect
	2nd year expected effect o
	3rd  year expected effect
	Tot. triennium

	1979
	0
	25
	25
	5102.085
	1542
	719.99
	7364.075

	1980
	0
	15
	15
	6581.1
	130
	-45
	6666.1

	1981
	0
	34
	34
	4623.692
	-2442.4
	-1265.4
	915.892

	1982
	42
	117
	159
	3590.009
	1582
	-69
	5103.009

	1983
	12
	41
	53
	5618
	1793
	650
	8061

	1984
	49
	71
	120
	4319.02
	-320
	400
	4399.02

	1985
	69
	41
	110
	10131.07
	5320
	5230
	20681.07

	1986
	121
	79
	200
	-6515.9
	2955.98
	7408.15
	3848.23

	1987
	44
	76
	120
	2292.58
	5225.48
	6531.68
	14049.74

	1988
	224
	340
	564
	2565.2
	-8409.26
	-8698.66
	-14542.7

	1989
	66
	57
	123
	-5296
	-8856
	-10281
	-24433

	1990
	118
	106
	224
	595
	-6737
	-13667
	-19809

	1991
	115
	135
	250
	297.49
	-1865
	-12066.5
	-13634

	1992
	51
	130
	181
	-1946.68
	-7840.68
	-1585.68
	-11373

	1993
	73
	56
	129
	-1841.75
	-914.75
	-804.75
	-3561.25

	1994
	78
	71
	149
	-5965.9
	-4504.65
	-4963.65
	-15434.2

	1995
	138
	74
	212
	-241.8
	-639.8
	-403.8
	-1285.4

	1996
	137
	86
	223
	-4458.2
	-3283.93
	-3193.93
	-10936.1

	1997
	76
	99
	175
	-4455.58
	-3169.38
	-2923
	-10548

	1998
	84
	196
	280
	1029.6
	399.9
	-326.3
	1103.2

	1999
	79
	94
	173
	-4064.16
	-1853.96
	-748.813
	-6666.94

	2000
	258
	180
	438
	-1616.05
	-1317.05
	-146.05
	-3079.15

	2001
	769
	432
	1201
	-2140.55
	-3393.54
	-3429.95
	-8964.04

	2002
	369
	192
	561
	1240.133
	142.4124
	-34.2258
	1348.32


Figure A1. Financial impact of the amendments in level (billion of Italian Liras) in the period 1979-2002 
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Table A2. Descriptive statistics of the significant variables

	Variable
	Obs
	Mean
	Std.Dev.
	Min
	Max

	
	
	
	
	
	

	dummy_IM1
	5721
	0.284
	0.451
	0
	1

	dummy_IM_FUT
	5721
	0.229
	0.420
	0
	1

	L_ggdebt_gdp
	5721
	1.019
	0.182
	0.546
	1.238

	L_Deficit_~L
	5721
	0.065
	0.048
	0.006
	0.127

	t_c_gdp
	5721
	0.071
	0.041
	0.026
	0.256

	L_t_infl
	5721
	0.053
	0.042
	0.016
	0.213

	d_1989
	5721
	0.755
	0.430
	0
	1

	d_1999
	5721
	0.415
	0.493
	0
	1

	d_branch
	5716
	0.423
	0.494
	0
	1

	t_1979
	5721
	0.004
	0.066
	0
	1

	t_1980
	5721
	0.003
	0.051
	0
	1

	t_1981
	5721
	0.006
	0.077
	0
	1

	t_1982
	5721
	0.028
	0.164
	0
	1

	t_1983
	5721
	0.009
	0.096
	0
	1

	t_1984
	5721
	0.021
	0.143
	0
	1

	t_1985
	5721
	0.019
	0.137
	0
	1

	t_1986
	5721
	0.035
	0.184
	0
	1

	t_1987
	5721
	0.021
	0.143
	0
	1

	t_1988
	5721
	0.099
	0.298
	0
	1

	t_1989
	5721
	0.021
	0.145
	0
	1

	t_1990
	5721
	0.039
	0.194
	0
	1

	t_1991
	5721
	0.044
	0.204
	0
	1

	t_1992
	5721
	0.032
	0.175
	0
	1

	t_1993
	5721
	0.023
	0.148
	0
	1

	t_1994
	5721
	0.026
	0.159
	0
	1

	t_1995
	5721
	0.037
	0.189
	0
	1

	t_1996
	5721
	0.039
	0.194
	0
	1

	t_1997
	5721
	0.031
	0.172
	0
	1

	t_1998
	5721
	0.049
	0.216
	0
	1

	t_1999
	5721
	0.030
	0.171
	0
	1

	t_2000
	5721
	0.077
	0.266
	0
	1

	t_2001
	5721
	0.210
	0.407
	0
	1

	t_2002
	5721
	0.098
	0.298
	0
	1


Tables A3. Separate probit estimates of the two dependent variables

	Probit estimates 

Number of obs = 5716

LR chi2(15) = 473.47

Prob > chi2 = 0

Log  likelihood = -3171.78

Pseudo R2 = 0.0695

	Yi1 = Dummy_im1
	Coef.
	Std.Err.
	z

	L_ggdebt_gdp
	0.735
	0.289
	2.55

	L_Deficit_~L
	5.147
	1.215
	4.23

	d_1989
	-0.896
	0.357
	-2.51

	d_1999
	-0.276
	0.100
	-2.77

	d_branch
	-0.145
	0.038
	-3.79

	CONSTANT
	-0.610
	0.417
	-1.46

	TEMPORAL DUMMIES
	
	
	


	Probit estimates 

Number of  obs. = 5716

LR  chi2(20)  = 455.93

Prob  >  chi2 = 0

Log likelihood  = -2850.09
Pseudo R2 = 0.0741

	Yi2 = Dummy_im_FUT
	Coef.
	Std.Err.
	z

	L_ggdebt_gdp
	-1.583
	0.605
	-2.62

	L_Deficit_~L
	17.018
	2.617
	6.5

	L_t_c_gdp
	18.517
	4.186
	4.42

	L_t_infl
	-39.857
	8.066
	-4.94

	d_1989
	0.977
	0.185
	5.29

	d_1999
	-0.228
	0.124
	-1.84

	d_branch
	-0.101
	0.041
	-2.49

	CONSTANT
	-0.176
	0.705
	-0.25

	TEMPORAL DUMMIES
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� This assert is, however, ungrounded. Actually, in the United States the congress has full powers on the budget, within the limits established by the congress itself. In Europe the amending power of the parliament is always admitted for reduction of expenditures (France, UK, Spain and Germany), almost always for the increase of  revenues (France, Spain and Germany), at times for the increases of expenditures and reduction of revenues, under compensation by equivalent reductions of expenditures or increases of revenues (Germany, Spain and France limit the compensatory amendments on the revenues). In the UK, not only the amendments reducing expenditures are admitted, but also those reducing revenues even if not compensated by equivalent reductions of expenditures. The latter practice is justified by the principle that the parliament is the representative of taxpayers. (Bassanini, 1993) 





� See  Fedeli and Forte (2005).





� Recall that in the period 1989-1998 the discussion and the vote of the annexes to the financial law  preceded that of proposal of budget law and financial law, which after the general discussion, are separately sifted in sequence. Therefore, in the budget session, amendments and articles were examined and voted in separate moments and when it was necessary to move resources from one instrument to the other, the so-called “climbing over” amendments (“a scavalco”) were introduced, say, to reduce an appropriation of the budget law and use it in the financial law. The advantage of the “climbing over” amendments consisted in the possibility, with a single decision, of allocating different resources among separate tools, where the proposal of separate amendments connected to the attainment of the same finality would in fact have some drawbacks. 


The chamber of deputies admitted the amendability among the various tools. The senate did not allow the climbing over between the annex and the other tools, only admitting, after the phase of the binary amendments, that between budget law and financial law. The binary amendments between budget law and financial law, before the admission of the climbing over, determined the political-procedural connection among the two amending hypotheses, for which the approval of the first, although formally distinguished by the second, conditioned the result. 


The senate used a kind of resistance to the climbing over from the financial law to the annex in order to avoid the difficulty to adequately quantify increases of expenditure of the latter that would have made the predetermined financial equilibrium evanescent. The reforms at the end of the 90s’ introduced a strong element of rationalization by establishing, in the first application, the impossibility of the climbing over among the budget and the financial laws. (Degni and Salvemini, 2001)





� One might argue that some time, in the amending process, there could have been an under assessment of the amendments’ effects on the budget by the increase of expenditures or reduction of taxes and an over assessment of the compensative measures. But when, as often, the real budgetary figures deteriorated during the year, with respect to those  approved by the financial law, corrective measures had to be undertaken  to restore to the approved figures.





� In appendix 1, table A1 and figure A1, we report the financial effect of the amendment in level. Table A1 also reports the number of amendments approved, and distinguishes between the approval in the assembly and in the V budget committee.


� Italy had high deficits as percentage of GDP from the second half of the ’70 until 1997. And the burden of debt is still now above 100 per cent of GDP. Increases in budget’s deficit, due to the parliament, over the level planned by the Government are, therefore, judged negatively by the financial community at the international level, while decreases are considered “virtuous”. In other circumstances, such as, for instance, in Italy at the beginning of the ‘70s, when the level of the public debt on GDP was low and in some years, the public sector budget was in surplus, the government might have had a more relaxed view of the fiscal effects of the amending pressure of the parliament. Rightly, however, it might be argued that the key is not the financial effects of amendments, but rather their qualitative content. This aspect shall be object of future analysis.





� A number of amendments on legislation that pass are successful because they serve government purposes. Predieri � ADDIN ENRfu ��(1975)� noted that government engages in give and take with the parliamentary floor in many areas but it cedes nothing on policy that it holds dear. On this basis, according to Heller (2000) the uniformly higher success rates for amendments offered in committee suggest a fair amount of give and take, between government and opposition, consistent with the commonly accepted notion that partisanship decreases when business is conducted out of the public eye. In other words, amendments offered in committee are more likely to represent sincere efforts to improve legislation than amendments offered in the more conflicting, partisan atmosphere of the plenum. (Heller, 2000)





� As mentioned, this distinction is interesting for two reasons. The first is related to the different electoral systems of the chamber of deputies and of the senate. Indeed, in the senate, there has been always a sort of mix of proportionality and plurality. The new electoral law, introducing the (quasi) plurality system, mainly affected the election of the chamber of deputies. Moreover, because of the age limit (at least 40 years) for the eligibility for election to the senate, normally the members of the senate have a longer political career, than the members of the chamber and it may be interesting to see if this has any effect on their behaviour in fiscal matters. The second is related to the different norms regulating the discussion and the vote of the budgetary documents in the senate and in the chamber of deputies mainly in the period 1989-1998. 





� Notice that this variable should capture also the reform changing the content of the financial law. After 1999, the law was broadened to include also non budgetary norms previously introduced in the annex, eliminated by the reform. On the basis of the innovations of  law n. 208 of 1999 the budget committees of both branches defined new criteria of admissibility of the amendments, specified in analogous way in the two branches, with some procedural differences. On the basis of these new criteria hundreds of amendments have been declared inadmissible since the budget session for 2000.





� In appendix 1, we report the desctiptive statistics of the dependent variables and of the significant independent variables (table A2). Tables A3 report the separate probit estimates of the two dependent variables.





� The financial law made, thus, possible, for the subsequent year, to bypass - in the state budget itself - the principle of article 81, 4th indent, of the Constitution, according to which new expenditures and reduction of taxes or other sources of revenues had to be covered. But the budget deficit became a political, trasparent choice, to be stated in the first article of the financial law, both in terms of “competence” , i.e. difference between the final expenditures and revenues authorized by the budget and in terms of cash, aggregate  requirement to finance the difference between the aggregate expenditures and revenues of the incoming fiscal year.  Because there was no constraint to the level of these figures prior to the budgetary discussion, to make it possible for the amendments in the parliament to exceed the limits set in article 1, the parliamentary praxis that this article should be voted at the end of the discussion of the law was introduced. 


 


� The figures approved for the second year become the base line of the budget of the next year. That of the third year, in principle, should be the base line of the financial law of the third year. However, since, every year, the three years budget can be reformulated together with the financial law, the allocations for the second and third years may not survive in the subsequent financial laws presented by the government. This might say that the provisions of expenditures in the second and third year of the budget or of the financial law are a mere promise, which may become a sort of fiscal illusion.  Nevertheless, the  financial laws (and other laws) may sometime create binding legal expectations for the second and third year of the budget, without touching the first year, by generating future financial requirements, which cannot be affected by subsequent financial laws. This may be typically the case of capital expenditures, which have a modest initial impact and increase in the subsequent years. To overcome this problem, in article 5 indent 5, the rule was set that the new revenues or reduction of expenditures to finance new current expenditures decided in the financial law should only be covered by permanent  reduction of  expenditures or/and sources of revenues. The laws, implying new expenditures or reduction of revenues  approved after the financial law  (and  therefore after the budgetary session), could only be financed by resources already set forth in the financial law or by reduction of expenditures already authorized in the budget or by resources available in discretional budget assignments, provided that these are not needed to cover excesses of expenditures or shortcomings in revenues emerging during the financial year. Multi-annual capital expenditures, indicated globally or by years in given Annexes to the financial law, need to be determined by a specific norm of the financial law, as for the first year of it, to enter the (binding) annual budget of the state. 





� The times of presentation of DPEF and of the financial law have been subsequently modified by the law n.208 of 1999 (see below).





� The electoral system for the Chamber of Deputies in Italy, since the first elections after the second world war up to 1994, was proportional. With the reform of 1994,  the plurality system was adopetd for 70% of the votes, with  a 30% quota of proportionality, in favour of the political movements obtaining at least  4% of votes at a national level.
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