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Abstract: Decentralization of decision-making on the availability of essential public goods for
regional and local level raises questions regardless of ability to ensure or guarantee
the supply by the small municipalities. It affects the delicate problem of fiscal
decentralization and own limits of decentralization process. In this paper, we deal
with problems concerning primarily the development of small municipalities as
independent public corporations, their ability to play the self-government role and to
ensure the availability of essential public goods and services. The main criteria for
defining small rural communities are the population and the status of municipality in
the settlement structure, which is a predetermined by range of services provided at
territory of municipality (market services, public services) to its citizens and
residents of surrounding villages. We deal with problems of financing small
communities, their participation in the distribution of revenue from shared taxes,
the availability of other resources. We monitor the factors that enter into models of
reallocation of public resources. We base their findings mot only on information from
literature, but also from terrain research, which not only confirmed some previously
published facts, but allowed to reveal the factors that significantly affect the financial
situation of small municipalities. This led to the determination of parameters, the key
mechanism for setting the allocation of public resources. On the basis of
the investigation, we analyze the parameters, the key mechanism for setting
the allocation of public resources. In conclusion, the authors summarize the main
issues and articulate the principles that should be respected in the formulation and
adjustment of the budget determination.
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Abstrakt: Decentralizace rozhodovaciho procesu tykajici se dostupnosti zakladnich vefejnych
statkl na mistni a regionalni Urovni vyvolava otazky ohledné schopnosti jejich
zajisténi (pfipadné garantovani jejich poskytovani) ze strany malych obci. Je uzce
spojena s citlivym problémem fiskalni decentralizace i vlastnimi limity procesu
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decentralizace. V nasem pfispévku se zabyvame problémy tykajici se pfedevSim
rozvoje malych obci jako nezavislych vefejnopravnich korporaci, jejich schopnost
plnit samospravnou roli pfi zajisténi dostupnosti zakladnich vefejnych statkl
a sluzeb. Hlavni kritéria pro definovani malych venkovskych obci jsou pocet obyvatel
a postaveni obce v sidelni struktury, které je determinovano rozsahem sluzeb
poskytovanych na uUzemi obce (trzni sluzby, vefejné sluzby) svym obcanim
a obyvatellim okolnich obci. Zabyvame se problematikou financovani malych obci,
jejich participaci na rozdélovani vynosu sdilenych dani, dostupnosti dalSich zdroju.
Sledujeme faktory, které vstupuji do modell pferozdélovani vefejnych zdroju. Své
poznatky opirame nejen o informace z odborné literatury, ale i z terénniho Setfeni,
které nejen potvrdilo nékteré jiz dfiv publikované skute€nosti, ale umoznilo odhalit
i faktory, které vyznamnym zplsobem ovliviuji financni situaci malych obci. Na
zakladé provedenych Setfeni analyzujeme parametry, kliCové pro nastaveni
mechanismu pferozdélovani vefejnych zdroja. V zavéru pfispévku shrnujeme hlavni
problémy a formulujeme principy, které by se mély respektovat pfi stanovovani
a upravach rozpoctového urceni dani.

Klicova slova: venkov, obce, finacovani obci, rozpocétové uréeni dani, pfenesena plsobnost

1. Introduction

The existence of small municipalities, their ability to ensure effectively the availability of at least
the essential public goods and services for local population is currently a focus of attention of
both professional and interested public (Andrle 1998). This public interest has resulted, inter
alia, in the commissioning and elaboration of a project focusing mainly on an examination of
sources designated for funding of local public goods. The examination of issues concerning
small municipalities needs a comprehensive approach, which requires an analysis of the
material content of activities carried on by territorial self-government authorities, including the
general legislative framework for provision of public goods and services, particularly under
independent competencies. This objective approach should be supplemented with an analysis
of possibilities of funding the operation of the municipality and provision of public services.

Socio-geographic perspective is one of the major approaches, but not always clarifies the points
to the possibility of developing and maintenance of small municipalities. Socio-cultural aspects
and historical geographical analysis of the development of small communities also contributes
to understanding the functioning of local trends. These approaches, however, does not address
the real possibility of maintaining and developing these sites, since they contain economics
(particularly financial and property aspects), which are an important factor influencing the range
and quantity of public goods and services which the municipality can provide, and which directly
and indirectly affect the quality of life of rural communities.

Our paper is based on a presumption that, under the existing conditions, small municipalities
are unable to ensure the range of goods and services that are commonly required by their
citizens (the availability and quality of the technical and social infrastructure). To capture these
problems, we will use, among others, the results of a large-scale research carried out by the
Department of Regional Studies, University of Economics in Prague, as a part of the research
project “Analysis of funding of the execution of state administration and self-administration by
territorial self-government units™, and an analysis of a specialized text. This research has used
an interdisciplinary approach, which contributed to the identification and examination of links
among the social, administrative, economic and spatial (including geographic) roles of
municipalities and the impact of these roles on their funding. Both quantitative and qualitative
examination methods were used in the research. Results of statistical analyses were verified by
an electronic questionnaire survey on a selected representative sample of municipalities in the
Czech Repubilic.

*The contracting party was the Ministry of Finance of the Czech Republic; the survey was carried out in 2008-2009;
the quantitative analysis used the latest available data, i.e. income and expenditure of municipalities in 2005-2007,
were used in.
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The sample took into account the size category of the municipalities, as well as their prevailing
functional role (including their administrative role, i.e. their activities performed under their
independent and delegated powers), and their geographic location. A special attention was paid
to small municipalities, where the previous statistical and empiric surveys had been unable to
capture the essence of the problem.

When selecting a representative samples of villages were monitored the following parameters:
size of residence, geographic location (Czech and Moravian regions, border areas), socio-
economic role, position in the settlement structure, the administrative role.

Regions Municipalities with | Municipalities with Other municipalities Total
extended power authorized (all subcategories of
(ORP) municipal authority | small municipalities).
Jihocesky kraj 17 10 11 38
Jihomoravsky kraj 21 8 18 47
Karlovarsky kraj 7 4 4 15
Kraj Vysocina 15 10 15 40
Kralovéhradecky 15 10 8 33
kraj
Liberecky kraj 10 6 9 25
Moravskoslezsky 22 4 5 31
kraj
Olomoucky kraj 13 4 7 24
Pardubicky kraj 15 8 21 44
Plzensky kraj 15 12 19 46
Stiredocesky kraj 26 16 25 67
Ustecky kraj 16 7 7 30
Zlinsky kraj 13 5 11 29

Tab 1. Number of municipalities that were included in the empirical investigation

Source: Prepared on the basis of data provided by research team

Small municipalities usually lacked sufficient capacity to participate in a questionnaire survey.
On the one hand, managed interviews showed a plasticity of opinions; on the other hand, they
accentuated the necessity to take into account specific features of small municipalities, both
with regard to funding and with regard to the provision of necessary public services, as well as
the limits of their ability to assume further tasks from the state.

Results have shown mutual links among social, administrative, economic and spatial functions
of the municipalities (position in the rural settlement pattern, involvement in economic relations)
and their impact on economy of municipalities and their funding. Taking into account all these
dimensions can contribute to the discussion about the role of small municipalities in the process
of distribution local public goods and services and the method of their financing.

2. Municipalities and decentralization process

The decentralization and reform of public administration resulted in the delegation of a number
of tasks and competencies to municipalities. Therefore, even small municipalities fulfil tasks
under independent and delegated competencies (Matula - Kuba 2007). The public
administration reform was followed by a change in the funding system of municipalities (Blazek
2003). Principles applied in the distribution of funds to municipalities were supposed to ensure
stabilization of municipal budgets and a balanced dynamic of the entire public budget system.
This process was a reaction to the development in a number of Western countries. The set-up
of public budgets and funding of municipalities have undergone a number of adjustments;
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despite these modifications, further suggestions for their adjustment are being submitted, mostly
by small municipalities.

Revival the self-governing status of municipalities also meant the release of the decision-
making rules in the procurement and asset management. Municipalities received from the state
historic assets, property of the local national committees and other assets in the privatization
process and transform state-owned organizations.

Decision-making on municipal property is for more than 20 years entirely in the hands of the
political representation of local government. It depends on the preferences of elected
representatives how to use municipal property and their ability to deal with it effectively and
efficiently, ie to the benefit of the municipality and its citizens.

3. Characteristics of the settlement structure of the Czech Republic

The current settlement structure in the Czech Republic and the form of settlements is a result of
many years of the development of our territory, which reflected to a different scope
the economic, social and political impacts. The transformation of rural settlements and its
impact is also a reflection of historic development associated with social and economic changes
including also urbanization processes. The consequence of these processes is characterized by
a residential structure of the Czech lands, but the specific impacts of urbanization in some parts
of Bohemia and Moravia, in the border regions (eg. resulting from differences in the size
structure of holdings, treatment to property, his inheritance, etc.). These issues have been and
are still the focus of attention of many Czech and foreign authors and institutions (see e.g.
Andrle 2003, Andrle — Hladik 2002, Hampl 1999, Hampl 2005, Hampl 1996, Hampl — Gardavsky
— Kuhnl 1987, Hampl — Maller 1998, Koledova 1997, Matousek 1991).

Our territory is characterized by a high population density and the prevailing number of small
settlements. About 40.5% of the population of the state lives in the rural space. Settlements with
the population between 100 and 1,500 inhabitants prevail in some regions of the Czech
Republic®. A typical feature of other parts of the country are small settlements with
the population between 30 and 100 dwellings, as well as a relatively dense network of small
municipalities and smaller towns up to 10,000 of inhabitants.

Despite the long-term stability of the number of settlements (leaving aside non-recurrent
impacts, such as the incomplete settlement of border regions), the number of municipalities was
changing in the past. Economic reasons based on the historical political development resulted
in changes of the administrative structure, either to administrative merging or to the opposite
process of division of municipalities (Kadefabkova 2008). This development is reflected in the
existence of parts of municipalities, which were formerly territorially separated settlements.
The persisting territorial separation of settlements is typical primarily for rural and semirural
municipalities. More than 15,000 of them are registered in the Czech Republic and some 11,500
parts of municipalities are situated in the countryside. In the European context, the Czech
Republic belongs together with France to countries with the highest number of small
municipalities (the average number of inhabitants per one municipality amounted as of
1 January 2007 to 1,646).

* Rural municipalities have not yet been clearly defined in the Czech Republic. The most frequently used definitions
of rural municipalities may be generally divided, by their content, in accordance with four key criteria:

« definitions based on the status of the settlement;

« definitions based on population density;

« definitions based on the size of the municipality;

« definitions based on other characteristics of the municipality.

The generally recognized definition formulated by the Organization for Economic Cooperation and Development
(OECD), which is based on the share of the population living in a territory with a population density lower than 150
inhabitants/km? of the total number of inhabitants, cannot be fully accepted in the conditions of the Czech Repubilic,
as regards funding of the development and renewal of rural municipalities, e.g. in the Rural Development Programme
of the Czech Republic for 2007-2013, which uses the size of the municipality, i.e. municipalities up to 500
inhabitants, or municipalities up to 2,000 inhabitants, as the criterion for renewal and development of the rural areas.
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Size category of municipalities Number of Number of

defined by the Ministry of Finance municipalities inhabitants as of

of the Czech Republic (in 2007) in the category % 1 January 2007 %
Up to 100 inhabitants 539| 8.63% 38,388| 0.37%
101-200 inhabitants 1067| 17.09% 159,533| 1.55%
201-300 inhabitants 878 | 14.06% 215,321 2.09%
301-1500 inhabitants 2888 | 46.25% 1,910,686 | 18.58%
1,501-5,000 inhabitants 600| 9.61% 1,524,149 | 14.82%
5,001-10,000 inhabitants 140 2.24% 947,225 9.21%
10,001-20,000 inhabitants 69| 111% 962,930 9.36%
20,001-30,000 inhabitants 27| 0.43% 663,049 6.45%
30,001-40,000 inhabitants 10| 0.16% 348,408 | 3.39%
40,001-50,000 inhabitants 5| 0.08% 231,332 2.25%
50,001-100,000 inhabitants 16| 0.26% 1,156,650| 11.25%
100,001-150,000 inhabitants 1| 0.02% 100,168| 0.97%
150,001 inhabitants and over 3| 0.05% 839,170| 8.16%
Capital City of Prague 1| 0.02% 1,188,126 | 11.55%
Total 6,244 10,285,135

Tab 2. Classification of municipalities by size used for funding purpose5

Source: Prepared on the basis of data provided by the Ministry of Finance of the Czech Republic

This settlement nature creates specific conditions for agricultural production and other economic
activities, for commuting to work and services, for the way of life and culture of the population®.

Recent years have witnessed deepening of differences between the development of rural areas
in geographically remote regions and rural regions near big cities with attractive surroundings or
with stabilized (presently also multifunctional) agricultural sector (Perlin — Kuldova 2008).
The problem of destabilization currently concerns mainly peripheral rural regions. On the
contrary, rural municipalities situated near big cities in the Czech Republic have witnessed
a population increase in the last decades’.

The process of depopulation of the countryside is slowed down by the increasing living standard
of the population not only in cities, but also in the countryside, which was facilitated by the
development of individual automobile transport, by the appreciation of the quality of the rural
environment, the preference of living in family homes, etc. On the other hand, there are also
opposite processes. Another phenomenon that is currently added to the above factors is
uncontrolled suburbanization, which appears mainly in the vicinity of big cities and which often
degrades the advantages of life in the countryside (Base — Cilek 2006).

These characteristics affect significantly the development potential of the relevant territories.
The size of municipalities as territorial units with a specific number of inhabitants is one of the
factors that may affect the efficiency of municipalities (on one side ensure the normal operation
of the village, on other side promote the effect of agglomeration economies) and effectiveness
of their activities (investment policy, development activities).

The effectiveness of provision of public goods and services by small municipalities is influenced
not only by the absence of externalities (agglomeration economies) but also by limited
functional and professional capacities of the territorial self-government units (more voluntary

® This classification was used in the Czech Republic in the “budgetary allocation of taxes”, where the revenue from
shared taxes is redistributed to municipalities.

® Czech rural settlements had ceased to be purely agricultural since the end of the 19" century, although agriculture
had kept a decisive influence on their shape and on many features of the life of their inhabitants. This development
affected the character of rural settlements, particularly those situated near large and medium-sized cities and
industrial agglomerations. A relatively compact settlement structure, the specifics of industrialization processes in our
country, gradual loss of job opportunities in the countryside and the specific situation at the local labour market have
gradually led to a situation where villages and small towns have been changed to a considerable extent into mere
“dormitories” for their inhabitants, who commute to larger centres for work and for services.

” Since the end of the 1990s, we can observe an outflow of the population from big cities to rural settlements in their
immediate vicinity in order to obtain better quality housing and better living standard (suburbanization).

106/117



than professional approach). This fact has been pointed out for a long time by our and by
foreign experts (Stiglitz 1986, Widemannova 2001, Bradley — Lowe 1984, Maier — Todtling
2006). In other countries, the issue of public finances is closely linked to a normative approach?,
which does not take fully into account the spatial specifics. Taking into account this dimension
requires the performance of empirical researches, which will make it possible to capture the
impact of the size and location of municipalities on the effective provision and funding of public
goods.

Efforts to strengthen the effectiveness and efficiency in delivering public goods and services has
been associated with efforts to overcome the fragmentation of the settlement structure search of
economic and administrative forms of integration. The possibility of merging or unification of
municipalities to bigger administrative units has been discussed for a long time in the Czech
Republic. However, these tendencies have been opposed by most representatives of small
municipalities and of the cities as well®. Former concepts, which preferred the administrative
method of reduction of the number of municipalities (the nodal settlement structure) and which
endeavoured to increase the effectiveness of construction and operation of civic amenities and
the availability of services, overestimated the advantages of concentration of the population in
nodal municipalities (Slepicka 1981). The results of such concentration process, which was
designated to help increase the quality of life in small rural settlements, were ambiguous and
had even some negative effects, particularly in certain regions (such as the Central Bohemia)'°.

Similar problems have appeared in other countries, too, which led to a search for ways to
achieve increased economic effectiveness in the provision of public services with the aim of
keeping the inhabitants in the territory. One of the mechanisms that should help achieve the
required savings is a pressure for a higher extent of merging of municipalities into larger units
(such process occurred in the past e.g. in Germany, in the Netherlands and in Swiss); however,
small municipalities often oppose these tendencies and are not interested in such unification.

This situation affects the quantity and range of goods and services provided by territorial self-
government units. The possibility to ensure basic services for the population is limited
particularly in case of small municipalities, which is caused by a number of factors, such as the
size of property and its management method, the volume of disposable funds designated for
acquisition and reproduction of assets and the possibility of expanding the structure of sources
designated for funding of the provided services''. This leads to a problem of how to make basic
services available to the inhabitants of small settlements and how to ensure the functioning and
further development of the municipality. This fact represents a difficult challenge facing the
experts and the political representation — to find a balance between the extent of
decentralization (connected also with the number of municipalities) and the effective funding of
public services at the territorial self-government level.

4. Importance microregional centers for small municipalities

A characteristic feature of the Czech rural space is the daily commuting to work and services,
which is reflected in many fields of life of its inhabitants. The separation between the place of
work and residence (or the place of education) and also the place of consumption of services
increases costs of the inhabitants of small settlements (transportation costs, loss of time).
These negative phenomena are compensated by the natural catchment system, which makes it
possible to keep the population in the territory. The traditionally large number of nodal centres in
the Czech Republic (small and medium-sized cities), which provide the basic scope of services,
contributes to the stability of the settlement structure and slows down the population outflow
from rural areas. Commuting makes room for preserving the identification of citizens with their
municipality and enhances the affiliation to the municipality and the closest microregion
(catchment area).

®These are mostly classical works in the public finance area, which are based primarily on normative positivism, e.g.
HOMPSON F. - GREEN M.T. (1998)

® This fact was demonstrated repeatedly during the empiric research.

1% Details regarding pros and cons of the nodal settlement structure see e.g. SLEPICKA (1981)
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The fact that the relations between small municipalities and catchment centres have existed for
a long time'? and affect the quality and intensity of the current spatial links was also proved
during our empiric research. This fact has to be considered in the preparation of the future
development concept of small municipalities and in any modification of administrative processes
motivated by efforts to increase effectiveness of public administration and to enhance the
development roles of territorial self-government units.

Our findings indicate that, although the restructuring of economy and foreign capital influx
changed socio-economic links in the territory and transformed the economic structure of
microregional centres, it did not cut historical links among municipalities but rather affected the
intensity of flows. The public administration reform connected with the decentralization and
transfer of state administration to microregional centres (municipalities with extended
competencies) led to a revitalization or confirmation of their nodal role and to the intensification
of their relations with small municipalities around them (Hampl 1996), Vaishar 2005, Cmejrek
2008, Matula — Kuba 2007).

The daily commuting of the population to these centres and the use of their public goods and of
civic and technical amenities owned by the municipalities is one of the factors that could be
reflected in the distribution of financial funds among municipalities. However, the existing
knowledge is not sufficient to make a comprehensive characteristic of the significance of the
catchment system for individual levels of services (provided by both private and public sector)
which would lead to the formulation of exact conclusions that may be used for set-up of
a stabilized funding system of municipalities (Pekova 2008).

5. Financing of small municipalities

One of the factors that have a significant impact on financing of the territorial self-government in
the Czech Republic is the high proportion of the revenue from taxes shared at the national level
in the Czech Republic in current income of municipalities (Pekova 2000).

In a situation where the tax revenue is distributed to municipalities in accordance with their size,
big cities receive a much bigger per capita amount than small municipalities. On the one hand,
we can refer to discrimination of the population of small municipalities; on the other hand, it has
to be acknowledged that a substantial part of such re-distributed funds is generated in big cities.
Small municipalities considered unfair the current distribution of shared taxes, which leads to
a significantly higher amount of funding per capita of major cities. This is more than five times
the amount allotted to citizens of the smallest municipalities. This argument, however, ignores
the different administrative (Prague is a municipality and the region) and economic roles of
these sites (providing public goods to citizens of other municipalities of the region, in the case of
Prague and Brno, the city and citizens of other regions). Big cities argue that the volume of
redistributed tax does not share these cities to GDP. The used model reflects the principle of
solidarity between economically stronger and poorer municipalities (cities)'. This is the subject
of current political debate. Given the specific structure of the settlement it is difficult to compare
funding models in other countries.

Further existence and development of small municipalities is currently affected by a decline of
available funds, caused by a growth of operating expenses and by structural problems of public
budgets.

The existing situation is a topic of discussion initiated not only by small municipalities. Problems
connected with this situation led to partial correction of this system. The amendment of the Act

2 The survey demonstrated persisting influence of the older administrative organization. Catchment centres are often
municipalities that played a historical administrative role, i.e. settlements that had hosted district authorities or district
courts dating back the administrative system created by the Austro-Hungarian Empire, which had been used until
1960. Another persistent feature can be seen in the original economic function of the municipality, i.e. the role of
a town as a market for people from surrounding municipalities, etc.

13 Small municipalities stress high proportion of revenues on citizen in big cities which see also: PEKOVA (2004),
PEKOVA (2000), TOTH (2008).
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on Budgetary Allocation of Taxes, which became effective on 1 January 2009, strives to
improve the situation of small municipalities™.

The results of the empiric research confirmed the relation between the distribution of funds by
budgetary allocation or by subsidies have highlighted the absence of consensus among
representatives of municipalities. Their attitudes can be divided into two groups. The first group,
represented mostly by small municipalities, preferred the abolishment of subsidies and the
distribution of all funds through budgetary allocation of taxes. According to the representatives
of small municipalities, drawing subsidies is connected with excessive administrative
requirements, which block the limited staffing capacity of municipalities. Due to lack of own
professional staff, such small municipalities are forced to use the services of independent
consulting companies, which do not always provide good quality services. The purchase of
these third-party services and lobbing is very financially demanding for smaller municipalities
(details see the analysis).

The reason of current situation is the low capacity, essentially impossible to obtain foreign
resources to finance the activities of the municipality. The size of the budget makes it effectively
impossible to obtain credit from financial institutions, banks (income of future budget can serve
as collateral for the loan). If the municipality does not have available assets which it would
periodically provide additional revenues to the budget (rental property), or which would serve to
obtain credit (liability), the municipality can realize virtually any investment plans'®.

Due to insufficiency of funds to ensure availability of public goods, the municipalities also try to
seek new forms of partnership with the private sector (Jetmar 2008).

A significant role is also played by the quantity of assets available to the municipalities. The
ability of municipalities to provide public goods and services depends on their management, on
the revitalization of their self-administrative role at the beginning of 1990s, on the professional
level of the self-government authorities and on the skills of the management of municipalities
(see Wokoun 2006). It turns out to solve problems arising from small amount of experience of
representatives of municipalities with new possibilities of the management of municipal property
that arose after 1989, with changes in the structure of assets owned by the territorial self-
government unit, e.g. with restitutions, the course and impact of privatization of property and
with other factors that have an impact on effective management of assets for the purpose of
provision of local public goods and services, of further development of the municipality'®.

Different attitude to property ownership, the community demonstrated through our empirical
investigation.

The attitude of municipalities and cities to the property, its possible future sale, the importance
of management in the financing of long-term investment measures, it has developed two
categories of villages and towns. The first category can include municipalities, which they
owned the property for more cost item, they need to invest much, and where any income from
rental property are below the required investment costs. Property has largely been sold to the
private sector, respectively. property is still owned by municipalities remains, is regarded as an
important tool for future negotiations with investors and will also be sold to a de facto (e.g.
exchange of parcels of land, business development, utilization of new housing, industrial areas,

" The survey pointed to the persistence of different opinions on the existing model of funding of small municipalities,
depending on the size of these municipalities. The discussion on re-distribution of funds between small and large
municipalities has shown the necessity to take into account the range of services procured by each size category of
municipalities and the lack of understanding of the role of settlements placed higher in the settlement hierarchy in the
Czech Republic) (small municipalities — medium-sized cities- interregional centres and regional metropolises — the
Capital City of Prague). On the other hand, representatives of individual size categories of municipalities were usually
unable to specify precisely the way how to improve this set-up.

15 Obtaining credit is often the technical requirements for benefit and subsidies granted by the state or the EU, is
used for financing of investments as a bridge between payment of invoices and the reimbursement of costs. Other
sources, national or EU public grants very often requires to pay a minimum share of the investments costs. Although
it is in relative terms only a fraction of the cost (often fine 7.5%, 15%) of amount of project, the absolute amount may
be a sum of millions of (typically in construction of water supply and sewerage networks, sewage plant), which
becomes for small municipalities insurmountable barrier.

% The ownership of historical and cultural monuments represents a particularly excessive financial burden for small
municipalities. Another problem may be the extent and capacity of social and technical infrastructure, which does not
often correspond to current needs.
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supermarkets, etc.). Great emphasis is put on sale as well as community land for future
construction and housing and attracting new residents in the municipality.

The second category consists of the village community, which is shedding assets. Assets in
these communities considered to be an important tool for community development in terms of
providing basic services and needs of local people (shops, schools, medical facilities, cultural
activities, social housing, public space) and in terms of potential business communities and
cities (e.g. campground operation, parking, lease municipal property for the catering and
accommodation services, housing, etc.). Municipal property may be, in the opinion of the
respondents also used for the development of local enterprises. Ownership of property is also
considered an important tool to address local social and economic problems (e.g. the arrival of
new residents).

What is concerning the funding of independent (self governing) competencies, our research has
confirmed the expected high share of budget expenditures of the municipalities that is allocated
to the school system and to technical and social infrastructure owned by the municipality'’.
These expenditures are closely linked with such parameters as the number of inhabitants and
area of the municipality. In case of capital expenditures and investments into social
infrastructure (mainly the school system), it is appropriate to take into account a supplementary
parameter represented by the number or the share of children younger than 14 years of age. It
was mainly the representatives of small municipalities who were inclined to the use of a larger
range of parameters'®. On the contrary, the research did not prove the relevance of such
parameters as the number of seasonal inhabitants, the altitude above sear level or of the scope
(length) of local communications has not been proved.

Another important factor that was referred to as a financial burden for municipalities is the
ageing of buildings owned by small municipalities, including their housing fund, and the related
increase of renewal and maintenance costs. Another problem indicated by the municipalities of
all sizes is the care for public space (mainly public areas and greenery).

Just a small rural community, however, faced with the fundamental problems of securing
funding and building of needed social and technical infrastructure. Although in recent years to
bias the distribution of share tax income in favor of municipalities in the smallest size categories,
it appears that even this partial modification will not substantially affect the status of these units.

Beside independent competencies, small municipalities are also charged with the execution of
state administration tasks. This is represented by the so-called transferred competencies, which
are delegated to a various extent to municipalities. By applying such combined model, the state
expects to achieve some synergic links between the execution of independent and delegated
competencies, which would lead to an overall reduction of local administration costs.

Small municipalities have usually basic competencies and the exercise of delegated
competencies affects mainly the operation of the municipality as a public corporation and is not
focused mainly on citizens. The second category of municipalities that exercise delegated
competencies is represented by municipalities operating a civil register. The performance of
these activities is deemed a burden mostly by representatives of small municipalities. Many
small municipalities referred to staffing problems related to the performance of such entrusted
tasks. A number of small municipalities are not managed by full time professionals;
the magistrates in many of them do not perform their tasks on a full time basis and
the municipalities face difficulties in finding highly skilled professionals to perform specialized

7 See mainly TOTH P. In: Zavérecna zprava vyzkumného Ukolu Analyza financovani vykonu statni spravy
a samospravy Uzemnich samospravnych celku, ktera poskytne relevantni mnozstvi dat pro pfipravu nového zakona
o RUD.

% Some municipalities preferred a different model of redistribution of funding, which would also include other
parameters beside the size (such as the number of permanent and seasonal inhabitants; the altitude above sea level;
the number of housing units; the area of the municipality, etc.). Further ancillary criteria were proposed during the
interviews, such as the number or share of inhabitants of post-productive age, the length of local roads, the scope of
technical infrastructure (the number of connected inhabitants), the number of real properties (e.g. land register
numbers, including recreation facilities), and the number of inhabitants employed in the territory of the municipality.
Catchment municipalities proposed to take into account the administrative district of the municipality (according to
the number of persons in such district).
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administrative tasks. The reasons include the partial coverage of costs incurred in connection
with the exercise of delegated competencies.

In our analysis of funding of delegated competencies, we monitored mainly the actual costs
incurred in connection with the exercise of delegated competencies and compared them with
the income generated by these activities. The calculation of income and expenses was based
on the data from the ARIS system operated by the Ministry of Finance'. Selected expenditures
were weighted by the number of working hours of officials exercising delegated competencies.
A significant finding in this respect is the difficult quantification of the share of financial and
human resources in the exercise of independent and delegated competencies.

A quantitative analysis of data from the years 2005-2007, the questionnaire survey and
managed interviews have confirmed the following facts. There is a significant difference in the
extent of coverage of expenses connected with the exercise of delegated competencies by
ascribed income, depending on the highest administrative role played by the municipality.
Municipalities that have only basic functions (small rural municipalities) have their expenditure
covered only to several tens of percent (the maximum average value — 20.70% - was achieved
in 2007).

The coverage of expenses by income increased in the years 2005 to 2007 in all categories of
municipalities. The biggest increase was witnesses by municipalities with authorized municipal
authority - from 57.9% to 68.5% - and with the basic function - from 14.1% to 20.7%; at the
same time, the difference between the extent of coverage in individual categories of
municipalities did not change significantly between the years 2005 and 2007.

Years Small municipalities
Municipalities | Municipalities | Municipalities | Municipalities | Municipalities
with basic with a civil with a with authorized | with extended
functions register building office municipal competencies
authority
2005 141 38.2 45.1 57.9 103.9
2006 13.2 38.9 47.4 59.0 98.4
2007 20.7 40.7 50.5 68.5 105.1

Tab 2. Extent of coverage by administrative roles of municipalities in individual years in %

Source: Own calculations made by JETMAR M. based on data provided by the Ministry of Finance and Ministry of
the Interior of the Czech Republic and by municipalities

The significant difference between the amount of coverage of expenditure incurred in relation to
the exercise of delegated competences (depending on the highest achieved administrative role
of the municipality, with a significant progression in favour of bigger municipalities) led to
a proposal of change of funding of delegated competencies in favour of smaller municipalities
(municipalities with basic competencies and municipalities with civil register).The fact that
municipalities must cover a part of the exercise of delegated competencies from other funds
(i.e. those designated for the exercise of independent competencies) has been designated by
the municipalities as negative for a long time. Municipalities often resolve this situation by
a reduction of the volume of funds designated for investments or for property maintenance. In
unique cases, this was resolved to the detriment of financial remuneration of officials. The
survey also referred to further negative phenomena, such as wage discrimination of officials
exercising delegated competencies.

¥ 1n accordance with the applied method, capital expenditures relating to the acquisition and modernization of office
buildings or office rentals were not taken into account in the calculation of expenditures related to the exercise of
delegated competences. The inclusion of these expenditures would lead, of course, to a reduction of the extent of
coverage.
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6. Conclusion

Obtained findings confirm the importance of a range of factors that affect the development
potential of small municipalities — geographic, economic, administrative, financial and also
socio-cultural. Financial and economic aspects are in the literature to date reflect little, so we
gave them more attention. It has been proved that only some of them can be clearly captured
by research method and can be reflected in quantitative characteristics that can become a basis
for the funding system of municipalities or distribution of revenue from shared taxes.

Also results of our empiric research have confirmed the effect of long-term parameters
characterizing the status and functioning of small municipalities (position in settlement
hierarchy, functional role, peripherality, etc) and the limitation of availability of sources. In many
areas, these results have contributed to an expansion and deepening of knowledge, particularly
about the impact of administrative and economic reforms, regulation of funding of municipalities,
about current problems and possibilities of the development of small municipalities in the Czech
Repubilic.

The project results highlighted significant aspects of functioning of municipalities during the
provision of public goods and services; in case of small municipalities, they highlighted their
limited ability to ensure further development of the municipality (or to preserve its attractiveness
for its inhabitants) under the current rules for distribution of public funds.

Partly usable factors, for instance for the construction of budgetary allocation of taxes, include,
inter alia, the characteristics of the settlement structure in the Czech Republic, the position of
small municipalities in the settlement hierarchy and the effects of the catchment system. For the
purpose of construction of the model of distribution of funds among municipalities, it has proved
as necessary to work with a very narrow circle of quantifiable parameters, which have
a substantial effect on the amount of the municipality's expenditures.

Set-up of an effective and stabilized funding system of small municipalities should be
systematically based on the determination of the scope of basic activities to be carried on by
territorial self-government unit and their ability to effectively manage the provision of goods and
services. With regards to funding of these activities, it is necessary to set up measurable
parameters that will direct the allocation of funds available to the municipality and will make it
possible to monitor the effectiveness of spending. The application of such parameters will allow
mutual comparison and such parameters may also become a basis for standardization (details
see in Pekova — Pilny — Jetmar 2008).

This system of funding of rural municipalities could enable small municipalities to adopt long-
term strategic decisions on their development priorities and to establish the appropriate
framework of funding public goods and services.

The study of this issue has revealed the existence of a number of partial problems, which
should be resolved through subsequent specialized research. Such resolution would contribute
to an optimum set-up of competencies (both independent and delegated) in ensuring the offer
and availability of public goods. The research has shown the necessity to establish closer
cooperation of small municipalities with settlements at higher hierarchy level, which offer
a broader scope of public goods and represent centres of job offer, educational and cultural
activities and abroad range of commercial services for the rural population. The distribution of
tax revenue should take into account the relation between small rural municipalities and
catchment centres (i.e. the mission of catchment municipalities in increasing attractiveness of
the countryside for the local population) and also the balancing of the relation between funding
of rural and urban settlements.

Another problem seems real low availability of grant resources for the small community of public
budgets. The current system does not facilitate financing of small communities to obtain
investment funds for development activities. Small communities are also forced to seek non-
traditional forms of financing and greater use of the internal potential, including the direct
involvement of citizens and local businesses.
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