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Abstract: Fiscal policy, including its expenditure aspect,oiften discussed and
analysed from a variety of angles in the literatore public finances, undoubtedly
due to the major importance of this topic. Howewvent all areas of the expendi-
ture part of fiscal policy have been subjectedrtalépth analysis. One of the less
discussed tools of fiscal policy consists of gehprapose transfers, which are
a certain type of expenditure passed from the e¢ébindget to local governments.
This study focuses on presenting the systems fsidising sub-national govern-
ments in selected European countries and evalugbiaged on a synthetic meas-
ure, the fiscal policies of France, Italy, the Natlands, Lithuania, Poland and
Finland implemented by means of general transfgith, the aim of identifying the
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best fiscal policy with respect to subsidising dnel characteristic features deter-
mining its success. The method of unitisation atistical feature values was em-
ployed in this study to enable comparative analysgssuggested by the results of
the analysis, spanning the years 2003-2012, thkesigranked fiscal policy im-
plemented via general-purpose transfers has beeeldged in the Netherlands.

Introduction

As one of the types of expenditures financed bystia¢e budget, general
grants are a tool of fiscal policy that varies gisetom country to country
in terms of the manner and extent of applicatidnisTTan be explained by
the fact that while the European Union regulatiaresuniform with respect
to such fiscal policy tools as budget deficit andlr debt, the member
states are not restricted by them when it comestrtecturing the state's
expenditures. What is more, the scope and prirgipfeawarding general
grants as one of the sources of funds for locaéguowents in the individual
countries result from their independent decisiomscerning the preferred
extent of decentralisation and division of pubkwenues between the cen-
tral and sub-national level. The main aim of thigdy is to present the sub-
sidising systems and evaluate the fiscal policyl@mgnted via general
grants in six selected European Union countriesande, Italy, the Nether-
lands, Lithuania, Poland and Finland (chosen becatisheir diverse sys-
tems of organisation of state authorities, localegpments and public fi-
nances) in order to identify the best system andh basis, the desirable
features of such transfers. In order to captureeffect of any changes to
the rules governing the award of general grantstarahable a more com-
prehensive assessment of fiscal policy in this @elspa ten-year period
between 2003 and 2012 was considered in the sfmgnable compara-
tive analysis, the method of unitisation of vale¢specific statistical fea-
tures was employed. A synthetic indicator was tbb&ined to rank the
fiscal policy pursued by the individual states general grants and to iden-
tify the best one.

Subsidies for Local Governments
in Contemporary Fiscal Policy

Fiscal policy and monetary policy constitute paststhe state's financial
policy, understood to mean conscious and purposefivities of persons
and institutions that include establishing and exnig specific goals via
financial means (measures, actions). Its essertbe igbility to collect and


http://mostwiedzy.pl

Systems of General Grants to Local Government in713

spend public funds to achieve objectives of bottiadaand economic na-
ture (Kosikowski & Rékowski, 2008, p. 33). Nowadays, it is expressed by
the economic programmes for future periods, adopyedublic authorities
(Chojna-Duch, 2010, p. 44). Since fiscal policyais inherent part of the
financial policy followed by the state, it shouldrpue the same goals, in
particular, achievement of a high level of use s productive capacity,
stabilisation of the fluctuations arising from teeonomic cycle by stimu-
lating and reducing demand in the economy, creaifdiavourable condi-
tions for making financial savings through optintisa of the tax burden,
offsetting excessive inequalities in the divisidnrevenue between mem-
bers of society, or curbing unemployment and supmpjob creation. Spe-
cific fiscal policy tools, including taxes and othgublic charges, expendi-
tures, budget deficits, public debt and the guaestissued, should con-
tribute to the accomplishment of such objectivesigi@k, 2002, p. 279).
Although specialist publications stress that thienpry general purpose of
fiscal policy is to provide the state (or publictlarities) with non-
returnable financial resources enabling it to futieir duties, according to
a more frequently expressed view, public expengliigralso a very im-
portant instrument of fiscal policy (Ferreigt al, 2012, p. 652; Owsiak,
2005, pp. 359-361; Palley, 2009, pp. 321-322; Sek2®11, pp. 209-210;
Szarowska, 2011, p. 170). Academically, the conaépiiscal policy is
usually considered equivalent to budgetary policis a commonly accept-
ed view that it encompasses both budgetary revesmgexpenditures (of
central and local governments) and non-budgetaeg.oand in the area of
expenditure it is expressed by the right, from thewpoint of socio-
economic objectives, choice of directions and thethod of their imple-
mentation (Pietrzalkt al, 2008, p. 290). The literature also quotes studie
focusing on the expenditure aspect of fiscal poding highlights the effect
of decisions and actions taken by European Uniomipee states on GDP
growth and the unemployment rate. The states pumsireindividual, quite
freely structured fiscal policies with respect tgpenditure, therefore
achieving different effects. That is because exjteralis not governed by
community regulations, which lay down strict rukesto the budget deficit
and public debt (Kiilkova & Antouskové, 2009, pp. 343-348).

General grants, an important source of funds emgdibcal govern-
ments to fulfil their duties, constitute a part sthte budget expenditures
and as such should be considered a tool of fisgiadyp The size of gen-
eral-purpose transfers and their share in the géstucture of expenditure
at the central level or GDP depend on the modelbfic finances adopted
in a particular country and the degree of theiret@lisation. In view of
the fact that decentralisation is a dynamic proaes®asing the scope and
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variety of tasks carried out by local governmeittdeads to continuous
enhancement of the allocation and redistributiomcfions performed by
local finances. This trend is associated with thegples of adequacy and
subsidiarity formulated in the European Chartekafal Self-Government,
resulting in the necessity of supplementing localegnment's budgets with
funds from the state budget. Establishing the rlgh€l and form of this
support is becoming an increasingly important isstistate fiscal policy
(Guziejewska, 2007, p. 71). On the whole, frompgbit of view of finan-
cial independence, general grants are the preféypsdof revenue of local
governments as they ensure freedom of choice #setallocation of ex-
penditures. By contrast, the manner of use of fipagiants, an alternative
means of supplementing the budgets of local govemsnfrom the state
budget, is determined by the socio-economic pagtiaysued by the gov-
ernment and therefore constitutes a more conveanightstrictly controlled
fiscal policy instrument. An important matter frattme point of view of
flexibility of transfers from the state budget mto define the rules of the
grant awarding process. The less precise theyttsrezasier it is to reduce
and increase the amount of transfers, treating geemdiscretionary tool of
fiscal policy (Sekuta, 2009b, p. 756). Funds transfd from the state
budget to local governments according to objeciind legal criteria, as in
the case of general grants, perform a stabilisihg in the business cycle.
However, in the case of this type of transfer istil possible to take deci-
sions at the central level, resulting in their gigant increase or decrease.

Focusing on general grants as a fiscal policy tbahould be empha-
sised that it is an essential source of fundsdoallgovernments, making it
possible to offset the differences in the reveneieegating potential and
reduce the disparities in the spending potentidbchl government units.
Thus, general grants enable the redistributiontfancas well as allocation
of funds at a higher level. They generally resulain increase of expendi-
tures made by local governments, but they shoutdhage an impact on
the trends of spending of their funds.

Although state budget expenditures in the formefayal grants consti-
tute an element of fiscal policy and an issue ojomanportance due to
their size and share in the general structure ofraklevel expenditure,
they have not been given sufficient attention itighoor foreign literature.
Meanwhile, the problem of utilising general graassa source of funds to
finance local governments' tasks, their share aallauthorities' revenues
and the consequences of utilising this form of midgvenues has been
widely discussed. Similarly, specialist literatuwlevotes much attention to
fiscal policy implemented via budget expenditurealgsed from a variety
of angles. Mainly, however, researchers focus @enctiranges in the size
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and structure of public expenditures in varioussgisaof the economic cy-
cle (Szarowskd, 2011) and demonstrate that sontikeai fluctuate more
strongly over time (Lane, 2002). Other issues gaiey considerable in-
terest relate to the relationship linking the samal structure of budget ex-
penditures with election cycles (Schuknecht, 2@&fthyvoulou, 2011). As
a fiscal policy tool, budget expenditures, with@aat taken of their variety
and preferred type, are also evaluated with redpettteir impact on mac-
roeconomic quantities, such as GDP (Gugttaal, 2005) and unemploy-
ment rate (K&ilkova & Antouskova, 2009). Nevertheless, reseaschisu-
ally focus on the directions of expenditures angpsut for specific areas of
public services. Sometimes only one selected tydmidget expenditure is
analysed (usually investment expenditure) and etetlin terms of its
impact on economic growth (Ocran, 2009). Howevewqeaditures fi-
nanced by central budgets in the form of generahtgr which are an im-
portant element of fiscal policy, do not receivéfisient attention — hence
the need to fill this gap and give appropriate ingoace to the issue of
subsidisation in the context of implementation state's fiscal policy.

Description of Subsidisation Systems in Italy,
Finland, Lithuania, the Netherlands,
France and Poland

Determination of the directions and methods of dpenof collected funds
is an inherent part of fiscal policy. From the sthtidget level, some of
them are transferred to the regional and local gowuent level. Their size
and transfer rules and procedures depend on tliecglokystem in a par-
ticular country, the degree of decentralisation #émel resulting system,
tasks and sources of revenue of the local goveroniteis also formally
required that delegation of specific tasks to thig-sational level should be
accompanied by appropriate partial decentralisatfgoublic revenues and
expenditures. Since this requirement is imposdiblmeet with respect to
all local government units, the state budget suppiie sub-national gov-
ernment by means of transfers, following specifites, differing from
country to country.

Italy — one of the founding Member States of thedpean Union — is
among the more highly populated countries in Eurdjpe territorial divi-
sion of the country is organised into three tidise sub-national govern-
ment system consists of 15 regions with an ordiséayus, 5 regions with
a special status, 102 provinces and more than @d@@icipalities. The
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regions enjoy a high degree of autonomy even thdtadis not a federal
state.

The basis for financial support of the sub-natiogaternment is de-
fined in Article 119 of the Constitution of the lim Republic, providing
for an equalisation fund without restrictions ispect of the allocation of
financial resources, for the territories charasei by a lower per-capita
taxable capacity. It can therefore be said thatGbastitution introduced
the principle of balanced development of regionslevempowering the
state to subsidise the local government unitsrieat support.

In practice, the principle of adequacy was inijiaibt followed with re-
spect to the Ordinary Statute Regions (OSRs). Aentty as in the early
1990s, OSRs had virtually no independence, withtaup5% of their ex-
penditure being financed by central governmentsfiers. Nearly all of
these grants were conditional, which means thatctrgral government
dictated the terms of use of the resources. Furibir, the fund spending
procedures were highly specific and hedged withtipial restrictions. The
resources thus obtained were chiefly spent on #adthh service. To im-
prove this situation, a number of decisions wekenaregarding the re-
gions' revenues, with the aim of increasing thatoaomy. As a result, the
share of expenditure financed by transfers dropgpedi8%. After the re-
form, the present grant award system employs a rmgereeral formula,
including analysis of expenditure needs (like instkalia) in addition to
calculations based only on the revenue-generatirigxable capacity (like
in Canada). The amount transferred to a partiaglgion is the difference
between the VAT amount allocated according to tipgaisation formula
(EVAT) and the VAT amount apportioned to the regbmased on the esti-
mated consumption by its inhabitants. While thera icertain likeness to
the German system in terms of calculation of egatitin transfers, such as
using the share in VAT, reference to the fiscalac#ly and implementation
of horizontal equalisation, the Italian system eliéf significantly from its
German counterpart. In the German system, the parpbhorizontal redis-
tribution is only to equalise the fiscal potentddl the constituent states,
while the Italian system provides for the needs eosts with respect to
health service and the differences in the costsublic service provision.
The equalization formula introduced in Italy doest ®nsure matching
a specific level of taxable capacity, so per cafgitable capacity can differ
from the mean by more than 10% (Arachi & Zanar@04 pp. 327-330).

Another country under discussion is the Republi€iofand. The basic
issues concerning the local government systemegya@lated primarily by
Article 121 of the Constitution of Finland.
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In 1960-1980, the period of construction of the dilowelfare state,
municipalities in Finland were assigned a numbeneaf responsibilities.
The system of grants as a means of support playedcal role in the de-
velopment of the welfare state. Such a system veagssary in order to
equalize the municipalities' capacity to introdutaw statutory services
while maintaining the local taxation at acceptaldwels. This was
achieved,inter alia, by employing categorical grants, awarded under th
supervision of central government bodies, as wellspecific standards
stipulating the manner of management of the taskswhich the grants
were awarded. At the same time, the municipalise#f-sufficiency was
restricted by this change despite their extensivendl independence and
fiscal autonomy of the sub-national governmenteimmis of revenue. This
autonomy was expressed by the municipalities’ righHevy a tax on per-
sonal income without any limitations in terms of tates, personal income
tax being the major source of revenue for munidipal beside grants.
Until 1993, more than 90% of grants were of thecgmematching type,
aimed in particular at such areas as educationialsessistance and
healthcare. The types of expenditures qualifyingstqport were precisely
specified by provisions of the law. Not all expdndés were co-financed
by the state, even if they were associated witartqular task. Since 1969,
the grant rates have been determined accordingrialtkcriteria capacity
classification system, categorising municipalitieith respect to their de-
mand for state support. The main classificatiotedon was the tax base
per capita (weight of criterion: 50%). The othertesia included: net
charge for the performance of obligatory tasks,rdow@ncial situation of
a municipality, certain unfavourable structuraltéms, such as a dispersed
population, or structural changes, e.g. a high yol@yment rate. Based on
these criteria, an annual classification of murdbies was prepared.
Those in the first class received the highest €iation to the costs) per-
centage rate of support, while municipalities tfef into the tenth class
were awarded the lowest percentage rate of suppleetclassification sys-
tem was completely abolished at the beginning &6l be gradually
replaced, starting from 1993, by a system basegeoeral grants and non-
matching sector grants. The reason behind themeteais the wish of mu-
nicipal authorities to achieve a greater indepeodend freedom of deci-
sion-making. The new system reduced the sectoraoower municipali-
ties and gave them greater autonomy in the praviefoservices. At pre-
sent, general grants consist of three parts, thedf which is based on the
population criterion, the second is a supplemeltutated on the basis of
income tax, and the last is of discretionary natilitee two types of sector
grants, i.e. for social assistance/healthcare ahdatagion/culture, are of
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non-matching and general nature, although theyffically referred to as

sector specific grants (Oulasvirta, 1997, pp. 308}4At the national level,

replacing specific matching grants with general-nmtching grants facili-

tates coordination of the economic policy by theesyament. Compared
with the previous system, the new one makes ieeagireduce the aggre-
gate amount of grants. Wishing to avoid serioustipal consequences
(loss of votes), politicians at the national leget inclined to shift respon-
sibility for unpopular decisions involving expendi¢ cuts onto the sub-
national government and local politicians. On tlleeo hand, local gov-

ernments enjoying autonomy at the time of receshimve the power to
make their own decisions concerning the expenditute required by the
central government (Oulasvirta, 1997, pp. 412-413).

Figure 1. Sources of municipal budget revenues of the RepwblLithuania

Tax revenue Income from taxes paid to the local

budget under laws and other regulatigns

Income from municipal property |

Municipal revenues from budgetary
Non-tax revenue institutions

Fees under the Charges Law of the
Republic of Lithuania

| Other non-tax revenues |

municipal budget revenue

| General grants |

Grants

| Compensation of general grants|

| Special grants |

Source: Gineviius et al. (2014, p. 183).

Another country, the Republic of Lithuania, hasetatively new sub-
national government system, created after 1990. Oitleuanian self-
government was developed with the objective of sujgpg and boosting
the independence of municipalities by increasingrtbompetences. Put-
ting this idea into practice has given rise to pgots with funding. These
issues are particularly complicated because ofttangly diversified po-
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tential of Lithuanian municipalities, leading to equal opportunities to

generate revenues and capacities of providing cesvio the population.

These problems are partly solved by revenue trafisie the state budget

in the form of grants. Due to the fact that then$far takes place between

public authorities' budgets, it is also known asititerbudgetary redistribu-
tion of funds.

The act on the sources of revenues of municiphliygets in Lithuania
provides for three sources of revenues: tax rev@maen-tax revenues and
grants from the state budget (Fig. 1). The firsd ave classified as own
revenues, whereas the last type constitutes sipfmwd for performance of
the municipality's tasks, with the proviso that amused funds must be
returned to the state budget at the end of the. yealerms of quantity,
budgets of the Lithuanian municipalities consistntyaof tax revenues and
grants from the state budget. In 2009-2013 therlatcounted for ca.
50-60% of revenues of municipality budgets.

The Lithuanian law provides that general grantsnftbhe state budget
should be allocated to the following purposes:

- reducing disparities between actual and plannedopal income tax
receipts; the recipients are municipalities wittvéo actual tax receipts
per capita in the previous month (relative to therage for all units);

— reducing disparities in the structure of expenesuthat arise from ob-
jective (demographic, social, etc.) factors, beydme control of local
authorities.

General grants are awarded for:

— implementation of tasks assigned;

— education of children, young people and adults;

— implementation of programmes adopted by the padrnand central
government.

Equalisation grants are transferred to the budgktsmunicipalities to
compensate for the changes in their revenues apénédiures resulting
from the decisions of the government and parlian{@ibeviius et al,
2014, p. 184).

The increase in inequalities between municipal mees observed in re-
cent years calls for a better redistribution oferawe, because it is thought
that the existing system of local government fugddoes not provide
a solution to this problem.

The next country presented here, the Netherlarsds, ¢onstitutional
monarchy. In respect of the position of sub-nafiay@aernment and its
financial system in the structure of the state |dical government system in
the Netherlands is characterised by a small primpodf own revenues in
overall revenue, and a heavy dependence of lodhlbaties on central
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budget transfers. The main sources of funds fortbeeh municipalities
are general and specific grants from the state dtuddney jointly account
for nearly 5.6% of GDP (2009), of which generalrgsaconstitute 3.1%,
specific grants 2.3%, and local taxes only 0.8%e Ditch provinces also
rely heavily on general and specific grants, actingrfor ca. 0.25% and
0.4% of GDP, respectively. These data refer tortagonal average. In
some provinces, revenue from property is of primanportance, arising
from ownership rights to energy companies (Bos22@114).

General grants are transferred to municipalitied provinces via the
municipal fund and provincial fund, respectivelhelr size depends on the
changes in expenditure from the state budget, wimeans that the munic-
ipalities and provinces jointly participate in bedguts or additional ex-
penditure. For example, €1 billion of additionahtst budget expenditure
translates into a global increase in the revenumuwiicipalities and prov-
inces by ca. €200 million. A sample structure ofnaipalities’ revenues is
presented in Table 1.

Table 1.Size and composition of the revenue of Dutch mpaidies in 2009

€ thousand/

Type of revenue € billion % % GDP inhabitant

Transfer from municipality fund 17.7 37 3.1 1.1
Specific transfers by central govern-
ment, including: 12.9 27 23 0.8

- Social assistance, 9.4 20 1.6 0.6

- Other. 35 7 0.6 0.2
Sale of goods and services 11.3 23 2.0 0.7
Taxes 4.4 9 0.8 0.3
Property income 1.9 4 0.3 0.1
Total revenue 48.1 100 8.4 2.9

Source: Bos (2012, p. 43).

Grants from the municipal fund are calculated Fa& individual munic-
ipalities using a complicated formula, includingramber of objective cri-
teria. The aspects taken into consideration inchingesize of population,
taxable capacity, as well as external factors, sscthe role in the region or
the social and material structure of the populatiime indicators used in
calculation of a grant are determined on the bafsisrmulae including, in
particular, the number of households drawing welfagnefits, the size of
ethnic minority populations, the number of youngl aglderly persons,
population density and the area of the historieamltie of the municipality.
The grant calculated from such a formula is inaeddsy a fixed amount for
the Frisian Islands and the country's four maire€itThe average general
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grant was ca. €1000 per capita and between €60@00&2,500,000 for

the individual units. In practice, large municipia$ receive higher per

capita grants than smaller units. This is due watpgr demand for social
services: as demonstrated by studies, cities tenatttact lower-income
persons. Equally complex formulae are used in tse ©f the provincial

fund and specific grants (Bos, 2012, pp. 43-44).

The French Republic, in common with the Italian Rajz, is one of the
founding Member States of the European Union. Ithlibese countries
public task funding was initially highly centraltets decentralisation was
achieved in the course of reforms. At present sfiems from the state budg-
et are an important and increasingly significant pathe revenue of local
government units in France. In the past they usambnsist largely of spe-
cific grants, but today they are subventions tlzat be freely disposed of
by local authorities §miechowicz, 2008, pp. 421-422). Sub-national gov-
ernment revenues are mainly composed of tax regeftid®o of the entire
funds) and transfers from the state budget (35%#. |&tter are awarded for
different purposes and take on different forms. furetioning of the sys-
tem is additionally complicated by the fact that thdividual grants are not
allocated for single, specific aims. This complgxibhakes it difficult to
analyse the whole system. The three main targetstéte budget transfers
are:

— Financing of tasks assigned to local governmentsegver the central
government sets a task for a local government imn#jso allocates
funds for its implementation — from tax revenuerothe form of grants.
Since public tasks assigned to the sub-nationa¢morent are usually
financed by transfers from the state budget rathan from tax re-
sources, the proportion of central budget transiersverall revenues
shows an increasing trend (Jamet, 2007, p. 22)eMar, the amount of
grant is calculated from a formula at a rate marafirable than the in-
flation rate.

— Compensation for tax exemptions. If the centralegoment decides to
exempt a certain group of taxpayers from a spetofeal tax or to re-
duce the tax rate, it compensates the local govenbfior the lost reve-
nue. Most of these exemptions apply to propertyaad business tax
paid annually by natural and legal persons carrgimgconomic activi-
ty.

— Equalisation. The state uses transfers to redwe@igdparities between
local governments in their “purchasing power” defimas the expendi-
ture to revenue ratio. The amount of equalisatmive distributed be-
tween the individual local governments is determiegery year by the
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central government based on the indicators of ttesipective revenues

and expenditures.

In the original system, the individual grants wkn&ed to their specific
purposes. Over time, however, when it became isorgly difficult to
compensate exactly for various shifts and exemption means of trans-
fers, the individual grants were combined into éargnes. The present
system, which has resulted from these change$ ais mtermediate nature.
It consists primarily of the general grant, refdrte by the acronym DGF
(Fr. dotation globale de fonctionnemgribut individual types of grants still
exist as well. DGF accounts for more than 60% oidfog from the state
budget and includes the transfer for all the thegget areas. Local gov-
ernments are entitled to use it at their own digmne One part of the grant
constitutes an amount proportional to the amouanid the year before,
depending on the size of the population and alstu@ing compensation
for the elimination of the pay-related portion bktbusiness tax in 1999.
The other part is intended to promote equalisatiodepends on the defi-
ciency of taxable capacity and tax revenue fromskbaolds. It includes the
urban equalisation grant, rural equalisation gramd state equalisation
grant.

There are other grants beside DGF, financing thévisual expendi-
tures, e.g. the decentralisation grant — DGD @Btation globale de décen-
tralisation). Financed by the central government, it has ¢ fof a lump-
sum grant. The principle of awarding DGD is tha #mount of transfer
should cover all additional costs incurred as altesf decentralisation of
tasks, which are delegated to the regional-leveegunents. For example,
in 2004 DGD accounted for 20% of the revenues gibres (Josseliet al,
2013, p. 325).

The sub-national government in Poland, the lasttguconsidered
here, was formed roughly in the same period ad.iieianian system: its
25th anniversary was celebrated in 2015.

The obligatory sources of local government reverare referred to in
various Polish laws, including the most importane - the Polish Consti-
tution. According to the division presented ther@mticle 167), there are
three types of local government sources of reveowe: revenues, general
grants (termed general subsidies in the constitutend specific grants
from the state budget. The three different groupseeenues were desig-
nated with respect to the control of receipts grmehding of funds obtained
from a particular source: the extent of contrahis greatest for own reve-
nues and the smallest for specific grants. Theifiignce of general grants
is varied in the local governments budgets: theekiwin provinces (ca.
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16% of budget revenues) and the highest in landitees) where they ac-
count for ca. 43-45% of revenues.

Under the Polish law, own revenues include recdipta shares in per-
sonal income tax (PIT) and corporate income tax JCQlvhich constitute
a part of the state budget revenues. This incluisiari formal nature only,
because such receipts do not have the characteiestiure attributed to
own revenues, i.e. fiscal autonomy, which relatethé scope of powers to
establish and control the revenues that enabldétdaumanage its finances
independently; in terms of autonomy, they bear rtfest resemblance to
general grants.

The primary aim of fund transfer in the form of geal grants is to sup-
plement a particular unit's own revenues. Whatirdjsishes them from
specific grants is the freedom as to the way oflfdisposal — the decision
concerning the allocation of funds from generahtgaests with the legis-
lative body.

As of 2004, general grants consist of three compizne
— equalisation,

- balancing (regional in provinces),
— educational.

The first and the third component, i.e. equalisatod educational, are
transferred from the state budget. The second eniged from payments
from wealthier units and constitutes an elemenhaizontal equalisation
of revenues.

The first component is referred to as an equatisagieneral grant. Its
purpose is to offset the difference of revenuesezhby local government
units at a particular tier and to assist econortyicabaker units. Another
component — the balancing general grant (regiongrovinces) — consists
of payments made by units characterised by a liéghlfcapacity. Because
of the method of collection and division (transfénem wealthy units to
poor ones), it is commonly referred to as a ‘Rddood charge’ (Polish:
janosikowé. This type of general grant is highly controvaksiot only in
Poland, due to its functioning in the local goveeminfinance system and
method of calculation of wealthy units' paymentbjedtions to the com-
pulsory contributions to the Robin Hood charge wadse raised, for exam-
ple, by the German state of Hesse.

The last component of the general grant is the adwaal general grant.
In terms of the amount, it is the largest parthaf general grant, especially
in counties and communes. Its overall amount fothal local government
units is specified by the budget act. In the cdsth@ educational compo-
nent the idea behind the solution is dubious,fimancing of education by
means of grants. The essence of general grantsrisnimise dispropor-
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tions or supplement funds, rather than financellgogernment units' func-
tions. Formally, it is not appropriate to link tkeducational general grant
revenues with expenditure on education due to ¢htufes of the general
grant (unspecified purpose of expenditure). Thishis case in practical
terms, however, due to the considerable share uwdatibn expenditure in
overall spending. To emphasise this relationshiyg term ‘education-
specific grant’ is often used. Hence, subsidisixgeaditure on education is
considered contrary to the general idea of gengrahts, but rationally
justified.
In practice, therefore (Sekuta, 2009a, p. 109):
— the equalisation general grant constitutes a mefwartical division of
funds between local government and the state,
— the balancing/regional general grant is a tool afizontal redistribu-
tion between units of the same tier,
— the education general grant is an instrument foariting education
functions.

Research Methodology

In order to investigate the general grants awatdddcal governments as
part of the fiscal policy pursued by the state, dla¢hors analysed the ex-
penditure on general grants in six selected EU trmsn— Italy, Finland,
the Netherlands, Lithuania, France and Poland ihgaliverse systems of
organisation of central and sub-national governirdifferent principles of
division of public revenue between the central budl governments and
diverse socio-economic policies and, consequerdifferent scopes of
public expenditures.

The fiscal policy and its effects are of long-tecimaracter. Therefore,
the analyses performed as part of this study ctheedata for a relatively
long period of ten years between 2003 and 2012udtog on this period, it
is possible to identify the financial effects, esgged by the size of ex-
penditure on general grants from central budgét$eochanges introduced
to the principles of subsidising local governmenitaiby the public author-
ities in the countries investigated.

The research was based on the data collected lmgtaur the statistical
office of the European Union — and, because ofatbeence of certain in-
formation relating to Poland, o®prawozdania z wykonania kit
paistwa (Reports on state budget implementatfon 2003-2012. To ex-
amine the fiscal relationships between the nati@mal sub-national gov-
ernment sectors in the individual states, the astiised the value of ex-
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penditures in the form of general grants transtefrem the central gov-
ernment to local governments. Such expenditureg \determined on the
expenditures basis o€Classification of the functions of government,
COFOG which classifies expenditures according to aesysof divisions
(functions), groups and classes. The expenditundsrudiscussion are rec-
orded in theGeneral public servicedivision as a group titledransfers of
a general character between different levels ofegoment The COFOG
classification is based on the historical Europ&ystem of Accounts
— ESA 95. For this reason, and in order to takeathge of the more com-
prehensive range of data concerning other quasiised in the study, i.e.
the revenues and expenditures at the central égthe revenues of local
governments in the countries analysed, the Eurdstat were used, col-
lected according to the ESA 95 methodology. Thengties describing the
populations of the individual countries were aldmiamed from Eurostat.
Because of the political system of the countrieggtigated and the financ-
ing policies with respect to the size of generalngs, this study uses Euro-
stat statistical data that apply to the local goweent level. Since the
aforementioned statistics do not specify the sizgemeral grants to the
local governments in Poland, the missing data reduior analysis were
obtained based oBprawozdania z wykonania kietu paistwa (Reports on
state budget implementatioand converted into EUR using weighted aver-
age EUR exchange rates for the respective years.

Structuring budget expenditures is one of the d@sp#discal policy. As
previously mentioned, these expenditures inclugeaimounts transferred
from the state budget in the form of grants foralogovernments. In order
to evaluate the fiscal policy pursued by the af@etioned countries with
respect to the structure of expenditure for grathis,authors employed the
method of unitisation of values of the statistibetures included in the
study to enable further comparative analysis, &sown as the zeroed
unitarisation method. The normalisation procedua@sforms the data to
enable calculation of a synthetic indicator, whighhe arithmetic mean of
all variables, assuming values between 0 and t efteversion. It is per-
formed for each feature separately, in a slightffecent manner for posi-
tively and negatively correlated explanatory vaeabin accordance with
the following formula (Kukuta, 2012, p. 8; Jeziemskhole &
Gwiazdzinska-Goraj, 2013, pp. 548-549; Sekula, 201@27; Lyszczarz,
2016, p. 174-175):
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x—minx maxx— x
Zg =

e — e ——— (1)
max x—minx maxx—minx

where:

z — normalised variable,

s, d — positively and negatively correlated explanavariables, respectively,
x — value of the analysed feature for a particatamtry,

max X, min X — maximum and minimum values of vaeah

Five variables were used in this study:

X; — Size of transfers of a general chara@tem the state budget to local
governments (€ million/resident) — positively céated explanatory varia-
ble;

X, — size of transfers of a general charaftem the state budget to local
governments relative to state budget expendituje{positively correlated

explanatory variable,

X3 — size of transfers of a general character fromdstate budget to local
governments relative to state budget revenue (Yodsiively correlated

explanatory variable;

X4 — Size of transfers of a general character fromstate budget to local
governments relative to overall revenues of localegnments (%) — nega-
tively correlated explanatory variable

Xs — size of transfers of a general character fromdstfate budget to local
governments relative to local governments' propertpme (%) — nega-

tively correlated explanatory variable.

Due to the absence of publications focused on aisabf the issue un-
der discussion using the above-described methbdanibe assumed that
there is no reliable pattern for dividing the wegbetween the particular
variables. It was decided not to apply the methddDelphi experts
(Wierzbicka, 2014, p. 248), permissible in thisiatton, due to the unavail-
ability of an adequate number of specialists wholdd@ssign weights to
the variables. Therefore, it should be stated thigt study did not apply
weights assigned to the individual variables, whizhans that the weight
of each variable is the same and equals 0.2.

The adopted model of positively and negatively elated variables fits
into the following scheme: it was assumed thatritjet solution is a high
amount of general grants. The greater general parpgansfers in absolute
terms (€ per capita) and relative terms (in refatio the state budget), the
greater their importance as a tool of fiscal polidgnce, variables;x; are
positively correlated. On the other hand, generahig should not replace
own revenues — their share in the revenues of poatrnments should be
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of supplementary character, with own revenues ligttie greatest possible
significance. Therefore, variablegsand % are negatively correlated.

The choice of variables reflected the purpose efstudy (expenditure
on general grants as part of the state fiscal yohod the availability of
data on the Eurostat website.

Size and Importance of State Budget Expenditure
on General Grants for Local Governments
in Selected EU Countries

In order to normalise quantitative features, thiest heed to be collected
and summarised. The data for variablesxxare presented in Tables 2—6.

The size of transfers from the central budget tallggovernments var-
ied greatly between the countries analysed (Figl & is not surprising in
view of the diverse capacity of public financed|uanced by a number of
factors (area of the country, population size, GJ@Rerated). Interestingly,
however, the size of general grants changed irriatyaof ways in the in-
dividual countries over the period investigated.

Figure 2. General grant amount in 2003—2012 in € million
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Source: own calculations based on Eurostat, MinistiFinance data.
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Table 2. Transfers of a general character from the centwabgqment budget to
local governments in selected EU countries in 2Q032 (€ per capita)

Country 2003 2004 2005 2006 2007 2008 2009 2010 1202012 mean
France 724 807 830 689 658 767 688 1118 642 651 757
Italy 328 378 503 537 497 560 549 551 851 833 559
Lithuania 222 228 213 243 294 357 410 521 533 538 356
Netherlands 1030 894 907 1017 1130 1218 1322 1339 1333 1298 1149
Poland 189 178 211 232 255 302 273 308 305 312 256
Finland 320 331 342 364 385 402 411 494 529 564 414

Source: own calculations based on Eurostat. Retlidorm http://ec.europa.eu/eurostat/
data/database.

The general trend shows an increase in this typexpénditure in the
central budgets in the majority of the countriegsmsignificant in the
Netherlands. However, it can be observed that i@ ohthe countries
— France — the size of general grants at the etlleoperiod analysed was
lower than in 2003, although France is the coumiith the highest ex-
penditure on local government financing in the fahgeneral grants. It is
worth emphasising that the size of fund transfarged significantly in that
country from year to year and accounted for a @nalhare of overall cen-
tral budget expenditure than in e.g. Lithuania,aRd| the Netherlands or
Italy (Table 3).

Table 3. Transfers of a general character to local govertsnenrelation to state
budget expenditure in selected EU countries in 20032 (%)

Country 2003 2004 2005 2006 2007 2008 2009 2010 12012012 mean
France 11.9812.84 12.99 11.03 10.19 11.53 10.20 15.30 9.36 9.38 11.48
Italy 522 592 761 767 697 776 7.07 724 11.39 11.04 7.79
Lithuania 22.09 20.25 16.51 15.98 15.85 16.17 19.33 23.52 22.52 22.99 19.52
Netherlands 12.56 11.00 10.93 11.67 12.10 12.37 12.40 12.03 12.78 12.52 12.04
Poland 14.12 13.50 13.50 13.07 12.79 12.67 13.37 12.43 12.70 13.34 13.15
Finland 443 440 442 4.63 479 469 453 520 547 5.65 4.82

Source: own calculations based on Eurostat. Retliform http://ec.europa.eu/eurostat/
data/database.

Meanwhile, the importance of the general grant gga of expenditure
financed by the central budget increased markedlyaly, where general
purpose transfers from the state budget to locatigonents accounted for
a mere 5% of the overall expenditure in 2003 todase more than twofold
ten years later (Table 3). By comparison, Finlaralmained a stable ex-
penditure policy in that period. While the proportiof expenditures in the
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form of general grants increased by more than temage point in the

period examined, in 2012 they still accounted &sslthan 6% of the cen-
tral budget expenditure and were the lowest bothbisolute terms and as
a share in the central budget expenditure amontealtountries analysed.
General grants were the heaviest burden for theatdoudget of Lithuania

(accounting for 23% of the expenditure in 2010}h@lgh in absolute

terms they were the lowest among the countriessiipeted. At the same
time, the data contained in Table 4 suggest thatmgd grants absorbed
a far greater proportion of state budget revenbaa similar transfers in

other countries investigated; this proportion whs towest in Finland,

where such grants accounted for only a small shfuweentral budget ex-

penditure.

Table 4. Transfers of a general character to local govertsnenrelation to state
budget revenue in selected EU countries in 20032-2¢)

Country 2003 2004 2005 2006 2007 2008 2009 2010 1201012 mean
France 14.34 1458 14.77 12.33 11.56 13.75 14.10 19.99 11.71 11.47 13.86
Italy 587 668 893 855 753 858 840 847 13.07 1240 8.85
Lithuania  24.10 22.79 17.38 16.60 16.35 17.85 24.97 28.92 26.18 24.55 21.97
Netherlands 13.99 11.75 10.91 11.31 11.89 12.17 13.98 13.75 14.11 14.01 12.79
Poland 17.80 17.13 16.26 15.62 14.59 15.02 17.10 16.32 15.30 15.91 16.10
Finland 442 441 441 466 460 459 546 648 623 6.54 518

Source: own calculations based on Eurostat. Retlidorm http://ec.europa.eu/eurostat/
data/database.

By analysing the size of general grants per resided their share in the
revenues of sub-national governments, it is posdibkevaluate this type of
local government revenue as the source of finanofrigs tasks. As indi-
cated by the data in Tables 2 and 3, the Dutch pmeernments received
the most funds per resident — these amounts were than four times as
high as in Poland, where the amount of generaltgrper capita was the
lowest, despite increasing steadily. The size ¢ thpe of transfer was
quite similar in Lithuania and Finland. Far greatalues were observed in
France and Italy. What is worth mentioning, the&xie values — the high-
est for the Netherlands and the lowest for Polaneere widely different
from the arithmetic mean of nearly €700 per caipit2a012.

Analysis of the data presented in Table 5 also shibw sharp contrasts
in terms of the importance of general grants asuace of revenues of local
governments in France, Italy, Lithuania, the Nddrets, Poland and Fin-
land. In Lithuania such grants played a key rolehia financing of local
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government units, ranging between 39% and 53%aeif tbvenues, where-
as in Finland it was just a supplementary sourdeirds of almost margin-
al importance, accounting for 6-7% of local goveentrevenue. Howev-
er, in most of the countries under considerati@megal grants are an im-
portant, but not principal, means of meeting thpeexitures incurred by
the sub-national level of government. Any changethe calculation pro-
cedures resulting in an increase or reduction ef d@mounts transferred
from the state budget are directly reflected in sisepe of the financed
local governments' expenditures.

Table 5. Transfers of a general character to local govertsnienrelation to local
governments' revenues in selected EU countrie®®3-22012 (%)

Country 2003 2004 2005 2006 2007 2008 2009 2010 120012 mean
France 27.36 28.70 28.30 22.34 20.39 23.06 19.71 31.69 17.77 17.70 23.70
Italy 9.67 10.78 13.91 14.47 12.62 13.89 13.09 13.59 21.44 20.83 14.43
Lithuania  51.56 47.26 42.39 41.14 41.71 39.02 47.31 52.19 54.16 53.36  47.01
Netherlands 21.23 18.49 18.45 20.19 21.22 21.93 22.54 23.06 23.10 22.77 21.30
Poland 29.89 25.64 25.26 24.27 23.33 22.70 24.50 23.93 23.68 24.27 24.75
Finland 6.18 6.11 6.02 6.00 593 573 575 6.58 6.807.13 6.22

Source: own calculations based on Eurostat. Retliform http://ec.europa.eu/eurostat/
data/database.

Table 6. Transfers of a general character to local govertsnienrelation to local
governments' property income in selected EU coesiiri 2003—-2012 (%)

Country 2003 2004 2005 2006 2007 2008 2009 2010 12012012 mean
France 2344 2606 2536 1976 1843 2022 1664 2820 15874 2094
Italy 660 716 918 845 745 778 813 954 1245 1308 898
Lithuania 3455 2932 2187 2173 2174 2751 5025 5728475 5001 3707
Netherlands 573 487 520 514 518 550 682 806 793 772 621
Poland 1461 1248 1118 576 531 595 798 1798 1603 0 164137
Finland 203 192 192 198 174 169 187 240 245 258 206

Source: own calculations based on Eurostat. Retlidvom http://ec.europa.eu/eurostat/
data/database.

The data contained in Tables 2—6 were normalisétguse formula
presented in the section devoted to methodologg. rébults of this proce-
dure are shown in Table 7.

Basing on the selected methodology and the vasaided in the study,
with respect to fiscal policy carried out by meafigeneral grants for the
local government, the Dutch system was given tlghdst rating. As re-
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gards one of the variables — the size of trangberscapita — the values
were the highest among the countries under dismushi the case of two
other variables, expressing the share of genegaitgin the revenues and
expenditures of the state budget (a measure eliminghe effect of the

country's wealth on the size of general grantghuania was a clear leader.
The figures for the Netherlands were average mrispect.

Table 7.Normalised values of measures included in the study

variable X1 Xz X3 X4 Xs mean
France 056 045 052 057 046 0512
Italy 0.34 020 022 080 0.80 0472

Lithuania 011 1.0 1.0 0.0 0.0 0422
Netherlands 1.0 049 045 0.63 0.88 0.690
Poland 00 057 065 055 0.73 0.500
Finland 0.18 0.0 0.0 1.0 1.0 0.436

Source: own calculations.

The next two variables are negatively correlateglanatory variables.
It was assumed that the right solution involveshiggneral grant amounts,
hence x—xz as positively correlated explanatory variables;tba other
hand, general grants are not meant to replace ewanues, so their share
in the revenues of local governments should beipplementary character,
with the greatest emphasis on own revenues chagmrteby extensive
fiscal autonomy, represented here by property irecdm the case of two
variables (¥ and %) Finland is an undisputed leader, although thenéltet
lands, despite the common opinion concerning laeips from own reve-
nues, is ranked only worse than Italy but bettanté.g. France.

The low rank of Finland, a country whose local goweents enjoy con-
siderable independence and a wide range of owmuege is due to the fact
that the receipts from own revenues cannot be dereil an instrument of
fiscal policy since they do not pass through tlagesbudget.

With the lowest amount of general grants per capitdand was third in
the final ranking — behind the Netherlands and &&an

Conclusions

This study, devoted to the topic of general grasts tool of fiscal policy,
fills a gap in the literature on public financesheTresults of the analysis
conducted indicate that although the size and sobmgeneral grants are
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very different in the individual countries in abst terms, in per capita
values and expressed as a proportion of the cdmiddet and local gov-
ernment revenues, this means of support was anriamanstrument of
fiscal policy in all the countries analysed, i.eaiice, Italy, the Netherlands,
Lithuania, Poland and Finland, accounting for betveearly 5% and near-
ly 20% of the central budget expenditure. Simultarsty, using the meth-
od of unitisation of the statistical features imt#d in the study, a compara-
tive analysis of fiscal policy conducted via gehgrants was performed to
create a ranking of countries, where the policythed Netherlands was
ranked the best and that of Lithuania the worstaBglying the aforemen-
tioned method it is possible to formulate recomnagioths concerning the
structure of general grants based on the moddieotountry that received
the highest ranking. The results obtained may dmri# to further, extend-
ed studies of the fiscal policy implemented in them of general grants
with respect to both territory and the range ofiatdes included in the
analysis.
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