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Abstract: The paper intends to analyse a model of decenstédiz specific to Continental Europe, which shohat @& transfer
of responsibility to the local authorities has rdivays been appropriately followed by a transfereffource, the consequence
being the appearance of budgetary imbalances atabwel of local communities. In this situation, tlbeal communities are
forced to identify théunding sourceand, therefore, they have used the most rapidunstnts provided by the law and the
financial institutions — the borrowed sources. 818d as the borrowed funding sources have beentost restoration of the
public infrastructure and, therefore, to the publitzvestments, the solutions identified by the publanager are not to be
blamed, the problem being the use of borrowed s®suin order to cover certain consumerism needs lwhiegitimately
charges, in our opinion, the public cost, the oatign to finance the maturity rates including timerest falling back on the
future generations.
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Decisional and financial decentralization of publicservices
The financial management problems are diverse, fremincome and expenditure budget, the managemeahern
instruments, the basis for the decision capitabnathe local economic development or of the manaent of the
public debt service are some examples thatptifglic manager must study in order to be able to solve the
perpetual “conflict” between the limited charaadéthe resources and the population’s diversifiedds for public
services.
The decentralization of the public services is @gvoblem preoccupying Continental Europe, thallaod central
authorities being interested — applying the prilecgf subsidiarity (of closeness to the citizens)transferring the
decision concerning the services to that leveluhearity which satisfies the best and most promfitky public
needs so that the services provided have as higbsable quality and utility level.
The decentralization model specific to Continefatope shows that not always a transfer of respaitgito the
local authorities has been appropriately followgdaktransfer of resources, the consequence betgppearance
of budgetary imbalances at the level of local comities which, forced to identify thieinding source, have used
the most rapid instruments provided by the law taredfinancial institutions — the borrowed sources.
As long as the borrowed funding sources have beed to restore the public infrastructure and tloeesthe public
investments, the solutions identified by the pulblianager are not to be blamed, the problem beiaguse of
borrowed sources to cover certain consumerism n&hith illegitimately charge the public cost, thaigation to
finance the maturity rates including the interedlirig back on the future generations.
The consequences of the implementation of the diedzation model mentioned do not stop here. Wakihy the
impossibility of the local communities to face thending needs, the central authorities have praltyi@adopted
two funding policies (in the relation with the ldeathorities):

a) the first corresponding to transfers, has the form of thesshroken down from some revenues of

the state budget, having or not a special destinati
b) the secondcorresponding to the sums for balance; the purpeseg to ensure the cover of the
funding needs of those local authorities that diohawe an appropriate financial capacity.

Intensely manifesting, both the decentralizationtlué public services and the financial decentrabmaand
together with this thdinancial dependenceon the resources of the state budget, the spdsidisve been
interested in indentifying some indicators to meaghis dependence and also to characterise thadi policies
of the central authorities in the relation with tbeal authorities.

The Hutner coefficient-a measurement indicator oftie financial imbalances
A first indicator studied was the Hutner coeffidievhich measures the horizontal imbalance too atlélel of
local authorities, established according to thatieh:

Coef.H=1-Revenues not controlled by thal@ommunities/Total expenses local communities

For the informed reader, the revenues not conttddiethe local communities have the form of leresn the
state budget, the values of the coefficient hadiffgrent meanings:

a) Coef H - lindicates a favourable situation, corresponding &iate of financial independence of
the local communities;

b) Coef H - 0 indicates an unfavourable situation, the majooityexpenses being financed based on
the levies from the state budget.
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In the figure below it is presented the evolutiénhe Hutner coefficient during 1998-2003, at tfational level:
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Figure 1-The evolution of the Hutner coefficient
It can be seen that, every year, the value of thenét coefficient indicates the existence of a mamd more
accentuated financial dependence on the centradbud situation explained by the fact that, eveugh public
services were decentralized, their funding has bmade through conditioned transfers from the dpaidget so
that in certain situations, the local communitiad la decorative role in the management of services.

Global income tax — a measure of the vertical imbahce
In the same time, the indicator of the global ineaiax |,c , characteristic to the vertical imbalance (betwie
administrative-territorial units) in its calculusrin as a ration between the global income tax teares to an
administrative-territorial unit and the income ghblbax levied at the level of an administrativediterial unit I
has also different meanings:
a) Whenl is improper, it indicates the fact that the local authoritpeat cover from its revenues its
own funding needs, the transfer of resources fitogrstate (central) budget being necessary;
b) Whenl, is proper, the local authority will have to benefit from tisders from the central budget,
no matter the form it has (transfers or sums fdarie).
From the financial manager’'s perspective it is ingat to study thecombined interpretation of the two
categories of indicators in order to charactetigefinancial policies of the central authoritiesétation to the local
authorities.
The following situations can be distinguished:

a) Coef H=> 1andlye > 1, corresponds to a situation of a very good findraissonomy, the local
community being in the situation to record resowaluses which can be transferred to other local
authorities, according to the balancing rules;

b) Coef H-> 1 andlys < 1, corresponds to the same situation of financiabmaorny, the transfer of
resources being already made because the localrayttollected more than it had been transferred
to it;

c) Coef H-> 0 andlys > 1,is a situation corresponding to a limited finahe@atonomy, the local
authority being in need of transfers in order tpewith the funding needs of the public services;

d) Coef H=> 0andlys < 1, a situation of limited financial autonomy, the dauthority has the
necessary resources transferred to cover the fgmaiads, so that the indicator of the global income
tax is proper.

Knowing the particularities of th&unding policies gives the possibility to the financial manger tadst and
capitalize certain financial strategies concerrtimg relation with the state budget, beyond the denrilly of the
transfers from the central budget, according ttagecriteria such as:

- the transfer of a quota from the revenues levietéb@n a principle of derivation;

- the use of formulae;

- ad-hoc decisions;

- reimbursement of the costs of public services pledi
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Types of financial transfers between the public adtorities

Methods to determine the volume

of transfers to the local public A proportion _
administration (qugta)ﬁ‘rom the Ad-hoc Relrr?bursement &
o the expenses
Methods to allocate the transfers revenues of a decision approved
between the eligible local state tax
authorities

Transfgrs_ establlsh(_ed lt_Jased on a Type A transfer Type E NA.
principle of derivation transfer

Transfers established based ona  Type B transfer Type F transfer NA

formula o

Tran;fers established based on Type C transfer Type G transfe Type K transfer

reimbursement of costs
Transfers established based on anjad- Type D transfer Type H transfer

hoc decision N.A.

Table 1- Classification of the administrative transfersgording to the method of revenue sharing

Source Fiscal Decentralization, Roy Bahl, April 2000
Characteristic to these types of transfers arédifmwving:

Type A transfer — anti-equalizer, it favours the rich local admiragons with a high fiscal capacity.

Type B transfer— is based on the ensurance of the horizontal balbaetween the administrative-territorial units.
Type C transfer — conditioned transfer, it is based on the reimément of the costs of public services.

Type D transfer— is based on the allocation of sums based on adidsions, being about discretionary criteria.
Type E transfer — unconditioned transfer with a general destinatittre sums being allotted between the
administrative-territorial units based on a priteipf derivation.

Type F transfer — is also an unconditioned transfer based on dmoaddecision, but which is assigned between
administrative-territorial units based on a formula

Type G transfer — comes from the central level based on an ad-koisidn and it is assigned between the active
territorial units based on reimbursement of costs.

Type H transfer — is based only on ad-hoc decisions, being the oesdtalised, conditioned or unconditioned.
Type K transfer — is a transfer with a special destination, betwteneligible local authorities the sums being
assigned based on reimbursement of costs.

These types of transfers, usually, are used im@oted way, at the national level resulting thédfeling funding
scheme:
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Figure 2—The flows of transfers and sums for balance assidrom the central budget to the administrativettial units

The financial flows represented above emphasise garticularities of the funding policies currenthged in
Romania in the relation between the central andl lagthorities:
a) the first is determined by the existence of conditioned feassbased on the reimbursement of the
cost of public services provided (exp. Public Sagsiin pre-university education);
b) the secondis based on the quotas and sums for balance assigecording to certain criteria
between the administrative-territorial units.
From the perspective of the financial managemeist iiiteresting to study the criteria applying 8sign balance
sums between the state budget and the county lsudgdtthen between the county budgets and thebodgiets.
The first category of criteria is base®f’ on thefinancial capacity made on average per inhabitant for each county
in a percentage of 70% and the surface of the gaora percentage of 30%.
The balance funds allotted to each county are ksttal according to the formula:

IVG/ loc j
FdEj = C, x IVG/ loc med +C2xS—j
Z":(l_ IVG/ loc j j Sn
=1 IVG/ loc med

where:
FdEj — balance funds at the level of each “j” cqunt
C1 - the criterion afferent to the financial capagi a percentage of 70%
IVG / loc j — global income tax per inhabitant ¢ tevel of each “j” county
ITL / loc med — average global income tax at thel®f counties
C2 — criterion afferent to the surface of the cguinta percentage of 30%

Sj — surface of the “j” county

7 Art. 29, paragraphs (1), (2), (3) of GEO 45/2003 — concerning local public finances, published in the Romanian Official
Gazette no 403 of 19 June 2003
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Sn — surface of the territory obtained by summipghe surfaces of each “j” county
The financial flows described above, which are gateel between the state budget and the state baddethe
county budgets in relation to the balance sums féidior financing all the counties, being about sotialised”
balance without taking into consideration the ppteof concentration, which implies the acceptafarebalance
only of those counties which are under a certaiit lestablished nationally.
In turn, the financial flows generated between ¢banty budget and the local budgets based on th&asguuand
sums for balance are assigned according to thecfiteria regulated by 1a%#:

- financial capacity 30%

- the surface of the administrative-territorial unit 30%

- the population of the administrative-territorialitt@5%

- other criteria established by Decisions of the @p@ouncil 15%
Applying these criteria, the fund for balance whiitl be assigned between the county budget andtidget of
every administrative-territorial unit are basedtioa formula:

IVG() :P() | P()

FdEu =C, x IVG(U)_:P(U)_ PO) +C2xS—L,j+C3xF)—l,J+C4xAcJ
Zn: IVG() :P()  P(u) Sj P
Gz IVG(u) :P(u)  P()
Where:

C1, C2, C3, C4 - are the percentage wise quotasspamding to criteria: financial capacity, surfade
territory, population and other criteria establhy law

Su, Sj — the surface of the administrative-teridaunit and of the county

Pu, Pj — the population of the administrative-terial unit and of the county

Acj — other criteria established by the County Golun

IVG(u), IVG(j) — global income tax at the level thfe administrative-territorial unit and of the coyn

Conclusions

The complexity of the calculus may discourage timarfcial manager when trying to understand thenlcala
mechanism, yet it is important from the perspectVeompleting the funding sources of the local dpetdwith
sums resulted from balance. In practice, theree Haeen frequent situations when not knowing theyassent
criteria and their non-compliance have led to assignts according to discretionary criteria of thems and quotas
for balance by the county councils.

These balance criteria between the county budgettle local budgets do not comply with the prifeipf
concentration in order to eliminate from balancthgse administrative-territorial units which excescdertain
average level of IVG and do not take into consitienathe structuring of the population on age gsyuior
example until 18 years old and over 65 years oldyrder to ensure the financing of social expefisdscation or
social assistance and protection).

In the end, knowing these mechanisms — either iabsut the measurement of financial dependence or
independence or the budgetary balance — is negdssarder to consolidate the so much desired agdested by
the local authorities financial autonomy.
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