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The Chamber of Local Authorities of the CLRAE,

1. Acting upon the request from the Committee of Ministers of the Council of Europe
" that the CLRAE should submit an opinion on Draft Recommendatlon No. ..... on local
authorities’ budgetary deficits and excessive indebtedness; -

2. Bearing in mind paragraph 1 of Article 9 of the European Charter of Local Self-
Government, stating that "Local authorities shall be entitled, within national economic policy,
to adequate financial resources of their own, of which they may dispose freely within the
framework of their powers";

3. Bearing in mind paragraph 8 of the same Article, stating that "For the purpose of
borrowing for capital investment, local authorities shall have access to the national capital
market within the limits of the law";

4. Considering that for reasons of sound financial practice or because of the need to co-
ordinate national monetary policy or maintain price stability, some forms of control on the
short-term and long-term debt position of local and regional authorities may be justified;

5. Recalling Recommendation (92) 5 of the Committee of Ministers, stating that "the
total amount of long-term and short-term loans that can be contracted by local and regional
government should be limited only as part of a general programme to reduce public
expenditure as a whole";

6. Stressing that local authorities must first have sufficient non-debt-creating cashflows,
especially tax revenues, to be able to fulfil their responsibilities without engendering undue
financial constraints;

7. Considering that, in several countries, the contribution of local taxes, that is to say
taxes for which local authorities are free to set the rates, is largely inadequate;

8. Considering that, in some countries, the redistribution of resources by the state to local
authorities is still based on data selected arbitrarily by central government;

9. Considering that in many cases local authorities’ revenues (taxes and grants) are based
on rapidly changing central government regulations;

10.  Considering that in the case of economies in transition, where inflation is high and
market interest rate trends are largely unpredictable, some form of index-linking is the only
possibility for longer term borrowing;

11.  Considering that excessive indebtedness can jeopardise the financial autonomy of local
authorities and that specific controls by supervisory authorities can be less stringent if general
principles governing debt are clearly established;




-3

12. Agrees with the principles laid down in the draft Recommendation from the
Committee of Ministers to member States on local authorities’ budgetary deficits and
excessive indebtedness;

13. Recommends that the following amendments be incorporated into the Appendix
entitled "Guidelines on measures to be taken in order to avoid excessive debt jeopardising the
financial situation of local authorities":

a) Add a new paragraph to article 1 as follows:

Such terms of reference should first of all ascertain that:

i) local authorities’ non-debt resources are largely commensurate with their
responsibilities provided for by the constitution and the law;

ii) local authorities are entitled to raise their own tax revenues and to determine
the rate of such local taxes;

iii) the financial regulations determining the resources available to local
authorities (taxes and grants) are sufficiently stable and predictable.

b) Article 4 should change as follows:

specific national economic situations where such index-linking is the only possible way of
obtaining long term loans for financing capital expenditure.

Repayment of the sums borrowed should not normally be index-linked, except in




