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Fundamentals

No political decentralization without fiscal
decentralization ALSO true for Federalism

No Blueprint — 26 Federal Nations all different
No copy paste — FEDERALISM made in the
PHILIPPINES

Form follows function! NEED for FUNCTIONAL

ASSIGNMENT
No functions, no fund allocation possible (20:80, 80:20 ?)
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Top 10 departments with largest budget

DepEd 26.70% DPWH 24.16%

DND 10.58% DILG 9.46%

DOH 7.86% DSWD 6.38%
DA 5.72%
DoF 3.39%
DOTC 3.02%
DENR 1.58%
DOST 1.14%
© Copyright 1997-2015 INQUIRER.net | All Rights Reserved



Intergovermental Fiscal Relation

'Fiscal Constitution’
* Own Tax system
* Sharing Tax system
* Combination system

* Almost all countries have a Combination
system, however

* Own revenues are preferable to Shared
revenues



Fiscal Autonomy (Revenue side)

4 Aspects:

Tax Policy — Which level controls tax base and rates?
Tax Administration — Which level administers the
taxes? (federal BIR)

Tax Assignment — Which level of government gets
proceeds related to taxes from the location? (situs
qguestion)

Tax Sharing — Which level gets how much from a
common source? (Block grant)



Fiscal Autonomy (Expenditure side)

Expenditure Side considered more important than the
revenue side (by some)

Guiding principles should govern the expenditure
(transparency, participation, accountability, auditing
(monitoring)

It is a matter of trust and not of ceilings and prescriptions
Setting limits / requirements for example for disaster is a
disaster for autonomy

Decentralization starts at the center with a commitment to
let go



Germany




Overview

- Division of Responsibilities between the
different Layers of Government

* Tax Policy and Distribution of Tax Revenue

* Horizontal Equalization among the States

* Vertical Equalization



Division of Responsibilities

Principle of Subsidiarity

Budget independence

Consensual Approach

Legislative Power Sharing

Administrative Responsibilities —Tax collection

Joint Tasks and Grants - in — Aid
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Policy and Division of Revenues

* Centralized Tax System (vs. Decentralized)
* Germany vs. Switzerland, (Spain)

* Negotiated Revenue Sharing

* Own Taxes



Taxes (Germany)

The most important taxes which are
accounting around 70 % of the revenue are
shared on a pool basis. That is income tax,
corporation tax and value added tax.



Separate Taxes (Germany)

® Federation: Consumption tax (excluding
beer tax), added tax on income tax,
Insurance tax

® | 3nder/States: Inheritance tax, Automotive
tax, Beer tax, Casino tax

" Municipalities: Enterprise tax, Property tax

(fFrarmt racictrarad inhAahiFAante 1 ~14yvz)



Aufteilung der Steuereinnahmen zwischen Bund, Landern und Gemeinden

In Euro
GEMEINSCHAFT

insgesamt 370,7 Mrd.

B Anteil Bund

B Anteil Lander
Anteil Gemeinden

Karperschaft-
E& steuer
7.2 Mrd,

Ahgeltung-
steuer
Lohn- und veranlagte Umsatz- 12,4 Mrd,
Einkommensteuer steuer
161,56 Mrd. 177,0 mrd.
% .
Linder- : Gewerbesteuerumlage Enmmunalar
finanz- : Finanz-

; ausgleich ausgleich
".\‘.arhkalgr : F Zuweisungen : ( —
Finanzausgleich Gk und Zuschiisss dar ik n |
Zuweisungen des Bundes an finanz- - Lander an die Camsinden _ 5 .
schwache Lander und Gemeinden ".j——r—;j"

R

Bund insgesamt 228 mrd. ) Linder insgesamt 207,1 Mrd. ")

4 Mrd.

u.
Energiestusr I :0,*
Tabaksteuer |12, 4

u.a.
Grunderwerbsteuar [ 4.8

Erbschaftsteuer [ 4,5
Solidarititzzuschlag [ 11,9 Lotterizsteusr [J1,5
Versicherungsteuer [N 10,5

Strornsteusr [ 6,3

*) Verbleib nach Verteilung EU-Finanzierung, Fonds Deutsche Einheit, Landerfinanzausgleich

Gemeinden insgesamt 68,4 mMrd. ™)

GEMEINDESTEUERN 44 mrd.

. a,

Gewarbesteuer **) 32,4

Grundsteuar 10,9

**) vor Gewerbesteuerumlage
Quelle: Statistizches Bundezamt, Zahlen fir 2009



Horizontal Equalization - States

* ... Uniform Living Conditions ..... Basic Law 107.2
* The Financial Equalization — ‘Capacity to Tax’ POP
 Supplementary Grants - Vertical

 ‘Perverse Incentive’ - LFA Ger, IRA Ph



Nur drei Lander geben
Abrechnung des Finanzausgleichs unter den Landern im Ausgleichsjahr 2013
Bayern | /.31 Mrd.
Baden-Wiurttemberg | NEGTNEEGEGEGEEEE 2 42 Mrd.
Hessen |G 1.70 Mrd.

-0,09 Mrd. | Hamburg
-0,11 Mrd. || Niedersachsen

-0,14 Mrd. || Saarland
-0,17 Mrd. [} Schleswig-Holstein

-0,24 Mrd. [} Rheinland-Pfalz
-0,46 Mrd. ] Mecklenburg-Vorpommern
-0,52 Mrd. [ Brandenburg
-0,54 Mrd. I Tharingen
-0,56 Mrd. I Sachsen-Anhalt
-0,59 Mrd. - Bremen
-0,69 Mrd. - Nordrhein-Westfalen

-0,99 Mrd. [ Sachsen

-3,33 Mrd. [ Berlin
@00 statista¥% ZEIT#ONLINE

Quelle: Bundesfinanzministerium
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IRA

Grants

Block
Grant

INSTRUMENTS

RISKS

Tax sharing

Vertical fiscal

T balance and " Macroeconomic
i stability I

General grants

~ rlSﬁhﬂﬁlu

Specific grants

| balance and Regional equity

Special grants

>~ equalization

Capital grants

) Vertical and
_ = horizontal spillovers

-{ Efficiency l—

_and incentives _

-

——_ I

, Targeting of

= Softening of local
budget constraints

= Unfunded mandates

= Perverse incentives

a{ Consistency }

national policies and
\_ regional policy

have a negative impact on




Perverse Incentives
* No incentive to improve the financial situation

* No incentive to decrease costs

* Getting used to subsidies (always CCT)

* High debt of recipients

Current situation up to 2019 then change. Agree
to Horizontal Faitialization hiut with incentivec< to



The Need (?) for Equalization — ‘A
back of the Envelope analysis’

- Areas with “sufficient” Taxation - Areas with INsufficient Taxation

potential potential
" Region |
- NCR* * Region |l
- CAR* - Region Il
* Region 4 A * Region IV B MIMAROPA
CALABARZON* ' Ezg!g: xl
. - - |
Reglgn Vi " Region VI
* (Region X) . Regi
: egion IX
* Region X| - Region XII
- Caraga

* denotes no deficit compared to current position, others
have a deficit per capita of around PHP 2000

- ARMM
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REGION / YEAR

PHILIPPINES

NCR NATIONAL CAPITAL REGION

CAR CORDILLERAADMINISTRATIVE
REGION

| ILOCOS
I CAGAYAN VALLEY
Il' CENTRAL LUZON
VA CALABARZON
VB MIMAROPA
V' BICOL
VI WESTERN VIGAYAS
VIl CENTRAL VISAYAS
VIl EASTERN VISAYAS
IX ZAMBOANGA PENINSULA
X NORTHERN MINDANAO
Xl DAVAO REGION
Xl SOCCSKSARGEN
X CARAGA

ARMM AUTONOMOUS REGION IN MUSLIM
MINDANAO

Tax 2014
1,355,488

1,152,254

4326
8 845
6,499

29 402

42 437
3 691
6,955

14,574

23 361
5198
4,349
9,638

12,423
6,333
3807

1397.01

Percent of GDP

1.68
2.27
217
2.96
2.1
1.74
263
290
2.81
2.01
1.69
1.98
2.39
1.80
245

1.31

Large and excise

6.21

861,739

Rest Tax

290,515
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[ 1354 .07 to 1689.41
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Equal living conditions
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