


be based on the financial outlook of the municipalities. The goal of manage-
ment is to maintain and develop municipal property. Municipal councils are
responsible for the budgets. Act no. 250/2000 Sb. also establishes additional
responsibilities of the municipalities (e.g. accounting) as well as control mecha-
nisms and institutions (Act no. 250/2000 Sb.).

Municipal budgets consist of municipal incomes and expenses. Incomes
are divided into tax (e.g. property taxes, income taxes, taxes from profits and
capital gains, local taxes, fees, etc.), non-tax (e.g. incomes from the municipali-
ties’ own activities and payments of surpluses from organisations with direct
relationships with the municipalities), capital (e.g. receipts from sales of tan-
gible fixed assets) and subsidies (non-capital or capital transfers received). The
expenses include common municipal expenses (e.g. expenditures on salaries,
non-investment transfers to public entities, etc.) and capital expenses (invest-
ment purchases, investment transfers, etc.). At the end of each calendar year,
the municipalities expose their revenue and expenditure accounts, which are
a summary of the implementation of the budget (Hornek 2016: 72-79).

The issue of income depends on the size of the municipality’s population.
The following diagram of the distribution of tax within a budget reveals the tax
revenues of municipalities.

Chart 1: Diagram of distribution of budget tax determination
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The diagram shows that 10 % of the income is determined by the number
of inhabitants in the municipality. The population in the municipality is not
reflected in multiples of gradual transitions (point three in the diagram). And
this part of the tax determination comprises 80 % of tax income. Here the
smallest municipalities are at a disadvantage. The smallest municipalities (up
to 50 people) do not benefit from a discounted rate.’

Additionally, this is the reason for the financial problems of the smallest
municipalities.

Methodology, research questions, and data collection

In this text we assume the argument of economies of scale, which in this case
mainly analyses the amount of municipal expenditure. For this reason, we fo-
cus on the expenditure side of the municipalities. The main premise is that the
expenditures are composed of expenditures that could not be saved and those that
could be saved, all in terms of economies of scale. As expenses that could not be
saved, we consider the expenses that will remain in the municipal budget even
after transferring its management to another municipality (either by joining in
avoluntary association of municipalities or merging with other municipalities).
Examples of such expenditures are expenditures on repairs, administration
of roads, water supply, sewerage, lighting, etc. The second group of expenses
comprises those that could be saved by transferring the management of the
municipality to another entity. This group of expenses mainly includes costs
associated with the activities of local government. Here we see expenses aris-
ing from the operation of the municipal authority, which could be spared if the
municipal management is transferred to another municipality.

The argument of economies of scale says that with the growing size of the
municipality, the amount of expenditures decreases. In this analysis we work
with the assumption that the expenses are reduced, especially those that can be
saved.® In the whole analysis we will work with the breakdown of expenditures
presented in the previous paragraph.

This article aims to introduce the real functioning of the smallest munici-
palities in the Czech Republic and, based on their example, analyse a selected
argument of efficiency, i.e. the economies of scale. For our analysis and to fulfil
the objective we determined the research question to be:

How much of the municipal budget is made up of expenditures that could be
saved (in case of the smallest municipalities)?

5 Also for this reason we choose to categorise municipalities by population.

6 E.g.We do not expect that after transferring the management of the municipality to another municipal-
ity, or in the case of municipal mergering, spending will be lower on roads, pathways, water supply and
sewerage.
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Based on the answer to this question we can determine what portion of
spending by the smallest municipalities could be saved if their management was
moved to another municipality. This answer will be discussed in the context of
the efficiency argument. Based on the analysis, it will be possible to determine
if the efficiency argument is possible to use in this research area. The paper
will also include a discussion about whether we can talk about effectiveness in
this context.

To answer the research question, we monitored expenditures of municipali-
ties using their final revenue and expenditure accounts, within which munici-
palities specify their incomes and expenses (according to Act no. 250/2000 Sb.
municipalities must follow the regulation of budget structure when drawing
up their final accounts). This regulation defines in detail the rules for the pres-
entation of income and expenditures in budgets (Decree no. 323/2002 Sb.).
Based on this, in the municipal final accounts we found which expenditures
and revenues were used for what purposes and determined which expenditures
municipalities could save and which they could not. Municipalities are required
to monitor the types of income and expenditures in terms of this classification:
generic, sector, consolidation, source and transfer (Decree no. 323/2002 Sb.).
For our purposes, the most important aspect to monitor is the sectoral clas-
sification. The sectoral classification divides revenues and expenditures into
the types of activities from which income is derived and on which spending is
applied. The sectoral classification does not include the income tax, subsidies
and financing operations, which is not a limitation on our research. Budget
structure defines the following sectors:

1. Agriculture, Forestry and Fisheries (e.g. the cost of municipal agricultural

equipment, etc.)

2. Industrial and other sectors of the economy (e.g. maintenance of local

roads, etc.)

3. Services for inhabitants (e.g. the operation of schools and health facili-

ties, etc.)

4. Social Affairs and Employment Policy (e.g. the operation of a home for

the elderly, etc.)

5. National Security and Legal Protection (e.g. municipal police and volun-

teer firemen posts, etc.)

6. General Public Administration and Services (e.g. spending on elections,

referenda, municipal government, etc.) (Decree 323/2002 Sb.).

Based on this classification, we realise that sectors 1-5 are sectors that the small-
est municipalities do not have (for example, elementary schools), or thatin our
breakdown belongs to expenditures that could not be saved (e.g. local roads).
Sector 6 includes the expenses related to the activities of the municipal office
and local government. Also, there are activities that could not be saved (e.g.
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the cost of elections). However, there is the section called Regional and Local
Government, which in the case of municipalities is further specified in section
no. 6171 Local Government Activities. This section includes the municipalities’
own administrative activities. Also included are expenses from the social fund
established for municipal employees, municipal office operation, etc. (Decree
323/2002 Sb.). In our research, we analyse this section because it includes
expenses which could be saved in the case of merging the municipalities or in
the case of joining a voluntary association of municipalities.”

In our research, we monitored the final account of the municipalities, their
income and expenses, to present the real functioning of the smallest Czech
municipalities. The expenditures will then focus on the sectoral breakdown,
especially on section 6171 Local Government Activities. Finally, we compare
the expenditure side of the village and their expenditure on Local Government
Activities.

The research is based on quantitative data, and statistical indicators and
methods are used for evaluation of the results.

Data Collection

The quantitative research works mostly with sample data, not the entire popu-
lation (Field 2009: 31). For the purposes of this research, the municipalities
of the Vysocina region were selected. Municipalities were selected only from
one region in order to ensure socio-economic and historical similarities. The
Vysoc¢ina region was chosen because it is home to the highest number of mu-
nicipalities in the Czech Republic with a population of up to 199. The research
works with 214 municipalities.

Data about the municipalities was collected from the database of the Czech
Statistical Office. Data about the municipal budget was collected using the
MONITOR tool produced by the Ministry of Finance. Final revenue and ex-
penditure accounts of the municipalities were downloaded from the websites
of individual municipalities. The final accounts were, where available, supple-
mented by annexes to the final accounts — primarily the final municipal budget
measurements and the Statement for Assessing Implementation of the Budget
of Local Governments, Voluntary Associations of Municipalities and Regional
Councils. Data affecting the municipal budget was monitored for 2016 and 2017.
Primarily, data for the year 2016 was used due to the completeness of the data.
The reason is that in the data collection period (summer 2018), we assumed
that not all municipalities had published the final account for the year 2017.

7 Here we have to point out the existing limit of this research. We are not able to divide the expenses
directly into two categories (could be saved and could not be saved). These categories were created
for the purposes of this research.
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The deadline for publication of the final account is not set by law. There is not
a fixed deadline for the publication of the final account, so publication can be
affected by a lengthy process of approval (Act no. 250/2000 Sb.). However,
during data collection, despite an assumption to the contrary, we found that
some municipalities do not electronically archive final accounts from previous
years. Because of this the dataset was supplemented by information from 2017.8

The total number of municipalities of up to 199 inhabitants in the Vysocina
region is 330. The dataset consists of 214 municipalities. The number is lower
due to the incompleteness and unavailability of necessary data from municipal
websites. These data collection obstacles did not obstruct our research. This
research takes into account possible weaknesses in terms of applicability to
the entire country.

Data analysis

There are 704 municipalities in the Vysoc¢ina region. After the Stfedocesky
Region, it is the region with the highest number of the smallest municipalities.
Table 3 shows the municipality structure in Vysocina region. For example, there
are no municipalities in the region with more than 100,000 inhabitants. The
largest group of municipalities consists of villages with less than 199 inhabitants,
and the second largest group consists of villages with less than 499 inhabitants.

Table 3: Population structure in the Vysocina region

less 200 500 1000 | 2,000 | 5,000 | 10,000 | 20,000 | 50,000 over
than - - - - - - - - 100.000 total
199 499 999 1,999 4,999 9,999 | 19,999 | 49,999 | 99,999 U

331 208 98 36 14 9 4 3 1 - 704

Source: CSO 2017

In this paper we analyse 214 municipalities. The smallest surveyed village has 15
inhabitants, the average is municipalities with 121.05 inhabitants. This value is
not the best indicator of the distribution of the data (see histogram 1). A better
indicator is the median and modus population (Field 2009: 38). The median
value of the population in the surveyed municipalities is 120. 5.

8 In terms of information about income, expenditure and balance was also monitored in the budget for
the year 2017.
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Histogram 1: The population in the analysed municipalities
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In the analysed municipalities we monitor the revenues and expenditures from
2016 and 2017.° The average income of studied municipalities was 2,766,000 CZK.
The average expenditure was 2,390,680 CZK. The average balance between rev-
enues and expenditures in the reporting periods was positive; the average is a sum
of 382,720 CZK. Table no. 4 clearly presents values and also modus and median.

Table 4: Revenue and expenditure of municipalities

in thousand (CZK) Expenses Income Balance

Average 2,390,680 2,766,000 382,720

Median 2,011,000 2,521,500 375,000
Modus 869,000° 1,191,000 303,000%
Minimum 348,000 539,000 -4,916,000
Maximum 1,087,100 1,788,100 1,232,700

a) Multiple modes exist. The smallest value is shown
Source: own analysis

9 Examined each year, depending on the publication of the final account. In this research we do not take
into account the differences between years. Based on the research design we do not expect significant
changes in individual years. Possible differences are not limiting for this research and do not influence
the final results.
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As mentioned previously, average values are not an entirely accurate indica-
tor. For example, when looking at the values of balance, it would seem that the
surveyed municipalities manage budgets with positive balances. It seems that
their budgets are not in deficient. However, in the sample, 49 municipalities
had a budget deficit. It is important to note that only four municipalities have
along-term budget deficit.' In other municipalities, a budget deficit was found
only in one year.

Local Government Activities — Analyses of Expenditures

The average value of expenditures on local government activities in selected
municipalities is 404,940 CZK. The median value is 303,500 CZK. If this number
is multiplied by the total number of municipalities with less than 200 inhabit-
ants in the whole Czech Republic, we get the estimated total number of issued
expenditures. The total estimate is 437,040,000 CZK issued for the purposes
of local government. This number is certainly not small. And if we look at the
share of this expenditure in total, the expenditure on local governmental activi-
ties constitutes 20.1% of total expenditures.

Table 5: Expenditure - Local Government Activities

in thousand (CZK) Local Government Activities
Average 404.94
Median 303.50
Modus 1352
Minimum 20
Maximum 2375

a) Multiple modes exist. The smallest value is shown
Source: own analysis

The average may be distorted due to the distribution of the data (see Histogram
2 and 3). The most common group represented consists of municipalities with
expenditures for local government activities within the range of up to 500,000
CZK (in Histogram 3, the share of expenditures on local government activities
is most often up to 20 % of total expenditures). The overall average increases
exemptions, and we can cite as an example the municipality Kostelni Myslova
(expenses for local government activities accounted for 1,151 million CZK). In
this case, the majority of spending on local government activities was used
to buy equipment for biomass processing, which is a one-time (not regular)

10 Municipalities Bfezsk4, Stone, Racice Zdirec had budget deficits in the period from 2015 to 2017.
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expense. In the municipality TrpiSovice, which had a sample of the highest
expenditures on local government activities, the highest component of expen-
ditures was under the category of Purchase of Other Services. Unfortunately,
these expenses were not itemised in this municipality.

Histogram 2: Expenditure - Local Government Activities
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Table 6: The share of expenditures on Local Government Activities of total
expenditures

% Share
Average 201
Median 16.1
Modus 0.73
Minimum 0.73

Maximum 79.28

a) Multiple modes exist. The smallest value is shown
Source: own analysis
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Histogram 3: The share of expenditures on Local Government Activities of

total expenditures
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The most common spending on local government activities ranges from 101
to 300,000 CZK, which we found in 94 cases (44 %). Overall, expenditures by
municipalities on local government activities was less than 500,000 CZK and
constitutes 76.2 % of total expenditure in the Vysoc¢ina region. The frequency
of other expenditures on local government activities is presented in table 7.

Table 7: The frequency of expenditures on Local Government Activities

Frequency % Cumulative %
0-50 000 2 0.9 0.9
51000-100 000 10 47 5.6
101000-200 000 44 20.6 26.2
201 000-300 000 50 234 495
301000-400 000 32 15.0 64.5
401000-500 000 25 1.7 76.2
501000-600 000 1 5.1 813
601000-1000 000 29 13.6 94.9
1000 000 and more 1 5.1 100.0
Total 214 100.0

Source: own analysis
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Final discussion

The analysis of the data can be used to answer the research question. Analysed
municipalities in the Vysocina region spent on average 20.1% of their total
expenditures on local government activities. In this paper we analysed this
type of expenditure as the kind of expenditure that could be saved in the case
of a municipality merging or in the case of a municipality joining a voluntary
municipal association. The median value is about 16.1% of total expenditures.
Overall, the smallest municipality in the period generally had no problems with
debt (with the exception of four cases). Mostly, income outpaced expenditures
in studied municipalities. These results show the financial reality of the smallest
municipalities in the Czech Republic. However, we have to take into account
the limit of this research. We have to point out that our conclusions were tested
on the case of Vysoc¢ina region only. Furthermore, as we have mentioned above,
the division to the expenses which could be and could not be saved were created
only for the purposes of this research.

If we want to evaluate the efficiency argument within the context of econo-
mies of scale, we encounter two basic problems mentioned by Deborah Stone.
First, who decides what is an efficient amount? And secondly, what counts as
efficient/effective (Stone 2002: 65)? A standard for what constitutes an efficient
amount or what is considered the best cost for local government activities does
not exist. There is no body or authority that would be able to determine such
a standard. In addition, there is no definition of what constitutes expenditures
on local government activities. The aim of economies of scale is to save the
greatest amount of economic resources. When analysing this argument, we
should keep this in mind. Even here, however, we encounter the above two
problems. The found values and presented results (only) empirically describe
the reality of observed municipalities. Theoretically, in the case of transferring
the administration of the smallest municipalities to a larger municipality, or
in the case of merging municipalities, 437,040,000 CZK could be saved in the
Czech Republic. However, it is necessary to point out the limits of this sav-
ing. In section no. 6171, local government activities could be included in the
expenditure on wages (e.g. part time jobs as accounting, technical services
personnel, etc.). Some municipalities could use this section as a summary of all
expenditures on municipal government. Here we face the previously mentioned
problem that in the smallest municipalities there is a lack of human capacity
and, for example, accounting is not provided by experts. These expenditures
would likely not have disappeared in the case of merging, etc. This number is
therefore a theoretical estimate.

Finally, this research confirms Keating’s scepticism about the empirical
analysis of the argument of economies of scale. In the empirical study we face
the limits of the plurality and uniqueness of studied objects and, what’s more,
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in the Czech reality, the great differentiation between municipalities. And last
but not least, we also face the problem of how to determine what is efficient/
effective. At the same time, this analysis showed the existence of certain types
of expenditures that should be studied further in order to find ways to better
allocate these expenses.
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Excerpts From the Pentagon’s Plan: Prevent the Re-Emergence of a New Rival (1992) The
New York Times (9 March).

Online editions:

Cooper, Robert (2002): Why We Still Need Empires, The Guardian Unlimited (7 April):
available at http://www.guardian.co.uk/Archive/Article/0,4273,4388915,00.html (2
November 2003).

RESEARCH REPORTS AND PAPERS FROM CONFERENCE PROCEEDINGS:

Waisova, Sarka (2005): Czech Security Policy - Between Atlanticism and Europeanization,
Bratislava: Ministry of Defence, Working Paper No. 05/2.

Illustrations and tables

Supply tables, figures and plates on separate sheets at the end of the article, with their
position within the text clearly indicated on the page where they are introduced. Provide
typed captions for figures and plates (including sources and acknowledgements) on
a separate sheet. Electronic versions should be saved in separate files with the main body
of text and should be saved preferably in Jpeg format.

Authors are asked to present tables with the minimum use of horizontal rules (usually
three are sufficient) and to avoid vertical rules except in matrices. It is important to provide
clear copies of figures (not photocopies or faxes) which can be reproduced by the printer
and do not require redrawing. Photographs should be preferably black and white gloss
prints with a wide tonal range.

Book Reviews and Review Essays - Guidelines for Contributing Authors

Porrrrcs Iv CENTRAL EUROPE welcomes reviews of recently published books (i.e. those published
in the year in which the current issue of Politics in Central Europe was published or in the
previous year). Authors should submit reviews of works relating to political science and
other social sciences with the themes focused on (East) Central European issues.

Pourtics IN CENTRAL EUROPE encourages authors to submit either of two types of reviews:
a book review or a review essay.

X Guidelines for Authors



When submitting a book review, authors should abide by the following requirements:

— Abook review should not exceed 1,500 words

- State clearly the name of the author(s), the title of the book (the subtitle, if any, should
also be included), the place of publication, the publishing house, the year of publica-
tion and the number of pages.

- Ifthe reviewed book is the result of a particular event (a conference, workshop, etc.),
then this should be mentioned in the introductory part of the review

- Review authors should describe the topic of the book under consideration, but not
at the expense of providing an evaluation of the book and its potential contribution
to the relevant field of research. In other words, the review should provide a balance
between description and critical evaluation. The potential audience of the reviewed
work should also be identified

- An exact page reference should be provided for all direct quotations used in reviewing
the book.

Contributors of review essays should meet the following requirements:

- A review essay should not exceed 6,000 words. It should also comply with all of the
above requirements for book reviews

- Authors may either review several books related to a common topic, or provide a re-
view essay of a single book considered to provide an exceptional contribution to the
knowledge in a given field of research

- While a review essay should primarily deal with the contents of the book(s) under
review, Politics in Central Europe encourages authors to use the reviewed material as
a springboard for their own ideas and thoughts on the subject.
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