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Abstract: This paper discusses the problem of rational fogmif the financing
system for local self-government entities. The epnof fiscal federalism as well
as the role and importance of own revenues andnga® from the state budget
transfers, which are slightly different from othamitary countries, have been re-
ferred to in this context. The aim of this papeioistatistically analyze the selected
categories of local self-government revenues inaR@lwith regard to the local
self-government total revenue in 2013 and the texplenditure between 1999 and
2013. The study involved methods for the analyfsitywamics of mass phenomena
such as, first of all, fixed base indexes, the agerrate of change indicator and
the correlation and regression coefficients fromei series. The correlation and
regression coefficients from time series were dated with the first difference
method. The results of study demonstrate a stalbtisignificant role of transfer
revenues in the expenditure (with the exceptiovoofodeships) and a statistically
insignificant effect of sensu stricto own revenimethe case of cities with poviat
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status, poviats and voivodeships. The results tetred the spending policy of
local self-governments in Poland is highly dependsm a specific category of
revenue, which is referred to as “other revenue”tie study, as a result of the
inflow of EU funds. In the long term, once this@fig incidental source of reve-
nue has been exhausted, the local self-governimamice may face serious disrup-
tion. Such conclusions may serve as a practicatrimrtion to the creation of an

early warning mechanism in the shaping of presewtfature fiscal policies.

Introduction

The models and instruments of financing local gelfernment entities
have long been a subject of debate. Controversigsud the required
level of decentralization as well as the conditifarsand the consequences
of the fact that local self-government financeastf the overall system of
state public finance. Also the effects producedthy use of specific
sources of financing have contributed to a prddifien of both theoretical
and practical problems with regard to, first of #tle sources of tax reve-
nues (own revenue), subsidies and grants fromttte budget (non-own
revenue, transfers). The doctrine postulates aswipessible scope of fi-
nancial independence of local self-government, Wwiiould be defined by
the level of own revenue, which, in turn, is impmoit from economic, so-
cial and political vantage points. The literatues ldescribed a phenomenon
known as the flypaper effect which is associateth whe role of transfer
revenues in stimulating local expenditure. It ilititly understood as an
irrational, ineffective increase in expenditurefittance local services at a
higher level than the one that would be proportieria the level of taxes
that the local citizenry are willing to pay. Thexee many countries, how-
ever, which have not experienced the effect, ane lpeerceived financial
and fiscal independence in a different way. The @airthis paper is to sta-
tistically analyze the selected categories of |@edi-government revenues
in Poland with regard to the local self-governmgmial revenue in 2013
and the total expenditure between 1999 and 2018 sfidy has been based
on the assumption that, from the economic, soaial political vantage
points, it is important that local self-governmeetenues should be divid-
ed into two categories, namely own revenue, inrtagow sense of the
term, and transfer revenue. This approach hasirehethe findings of the
theory of fiscal federalism. The 15 years of losglf-government at all the
three tiers in Poland require a recapitulationaasessment of the system
andde lege ferendeecommendations.
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Methodology of the Research

The study involved the methods of analysis of npsomena dynamics
such as, first of all, fixed base indexes, the agemrate of change indicator
and the correlation and regression coefficientenftome series. The dy-
namics of the studied variables were presentechgrally and with the use
of percentage indicators. Since the analyzed dat@ Wme series by na-
ture, which means that they were non-stationamyai necessary to isolate
the trend related to the time factor interferinghwihe relationships be-
tween variables. The correlation and regressiofffica@nts from time se-
ries were calculated with the first difference noeti{Sobczyk, 2007, pp.
292-293). The analyzed cause-and-effect relatiogr® wf unilateral (sim-
ple) nature.

Two categories of revenue were defined forpgheposes of the study:
own revenue, in the narrow sense of the term, eargsfier revenue. Addi-
tionally, a third category of other revenue, whakentually proved to be
important for the outcome of the research, wasnaké consideration.
The categories defined in this way do not appedimencial reporting in
Poland, where the system differs formally and lgg&lor the purposes of
the study, it appeared to be essential to clagkiéyrevenues from the
shares in state taxes, the personal income taX @1ld the corporate in-
come tax (CIT), as transfer revenues. In the thebfiscal federalism, this
category of revenue (as it was formally and legatiippted in Poland) is
not regarded as own revenue, but as a generafdrdram the state budg-
et. The analysis of the three tiers of local seNernment was based on the
level of total expenditure and the following threategories of revenue:
sensu stricto own revenue, transfers from the &tatlget and other reve-
nue, which included all the revenues not ascriloeéither of the first two
groups. Sensu stricto own revenue was calculateslibracting the shares
in PIT and CIT from own revenue. Transfer revemuguded the general
subsidy, appropriated allocations from the statdged and shares in PIT
and CIT. The study used data provided by the CeBtadistical Office.

The categories of revenue that have beenatefor the purposes of the
study play a twofold role. Firstly, they are of aomic, social and political
importance. Secondly, they shape the finance anaah€ial independence of
local self-government. The direction of furthergach, including the nec-
essary, more advanced, albeit complementary, melbgyl has been out-
lined towards the end of the paper.
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Theoretical Remarks and Stylized Facts
About Self-government Finance in Poland

At the time of severe financial constraints acrtyss public sector, it is
appropriate to tighten the correlation betweenl¢ivel of expenditure and
the level of taxation at the local tier and to m#ke fiscal responsibility of
local decision-makers before their voters moreatlir8uch circumstances
make it necessary to shift the finance policy & state in relation to local
self-government towards increasing tax revenugsaiticular. This is im-
portant as, on the one hand, local self-governmentoland postulate a
rise in subsidies, grants and shares in PIT etcthe other hand, there is
the deficit and financial constraints in the whofethe public finance sys-
tem. The proposals of changes to the system of taxes have not resulted
in a reform of own revenue in the narrow sensdefterm. The problem of
low independence of local self-government entitias been discussed in
Poland for over 20 years. For several years, thatnice the moment they
were founded, the local self-government tiers ahibeegmina level have
been criticized for their low financial independenc

The system of revenue for local self-governimetities in Poland is
characterized by a low fiscal importance of mostalataxes and a high
contribution of revenues from shares in PIT and @lfinancing local self-
government. Despite numerous tax titles at thellef/ggmina and cities
with powiat status, the only tax that is fiscaliggortant is the real estate
tax. Other taxes at the gmina level (the agricalttax, the forest tax, the
tax on means of transport, the tax on civil lawnsactions, the tax card)
have only symbolic fiscal importance in the budgete tiers of self-
government above the level of gmina do not haverregs from local tax-
es. Their main source of revenue is in the formtares in such state taxes
as PIT and CIT (thus, these taxes effectively ser/¢he so-called shared
taxes). It appears that, if the general subsidy apmtopriated allocations
are also taken into account, the level of transfgenues is quite consider-
able. This is important as, in the theory of fistleralism, shares in state
taxes are treated very similarly to any other grdtvansfers) of general
nature from the state budget. Alternative formgr@hsfers are presented in
Table 1, where grants have been classified acaprdinwo criteria: the
way the total amount of available funds that caresferred as a grant is
determined and the way the funds are redistributet,is how they were
shared among the local self-government entities.
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Table 1.Alternative forms of intergovernmental grant pragsa

Method’s dichotomy Method of determining the totaldivisible pool
Method of allocating | Specified share of Reimbursement of]
the divisible pool national or state| Ad hoc decision approved
among eligible units | government tax expenditures
Origin of collection of A

n.a. n.a.
the tax
Formula B n.a.
Total or partial reim C G K
bursement of costs
Ad hoc D H n.a.

n.a. Not applicable.

Source: Bahl & Linn (1998, p. 633).

The presented grants types A, B, D, E andeFaainly general trans-
fers. Transfers C, G and K are supposed to totallpartially cover the
expenses, therefore they are mostly appropriatedtai@ shares in state
taxes are regarded as a form of general grant fhenstate budget which,
depending on the method of allocation, may perfadditional functions.
Shares in a state tax are some form of a genemasfer from the state
budget as first they need to be accumulated irbtltget and then redis-
tributed according to the rules that were stipulaarlier. As in the case of
typical general grants, local self-government idilzrty to spend funds
from shares in taxes. Subsidies frequently tencesemble shares in their
character. This occurs when, in order to guaraateertain level of trans-
fer, its total amount is related to the “percentagfestate budget revenues
from taxes. Transfer type A, which involves thensi@r of shares that are
in proportion to the taxes paid by the residenta gfven territorial unit, is
referred to as “pure” shares in state taxes. Tlsgenpyis characterized by
the fact that local governments do not have comtvel either the percent-
age level of the shares or the formal and legaicgire of the taxes in
which the shares are determined. The type of taexesich the shares are
determined is an important issue as the main drekvbhthe “pure” shares
system is that it does not equalize disparitietha level of revenue be-
tween individual local self-government entitiesmlay also make the level
of revenue sensitive to the fluctuations of theneroic situation. Direct
and indirect taxes are characterized by differenitorial distribution and
different vulnerability to the fluctuations of tleconomic situation. Sub-
stantial differences in the territorial distributiof revenues from the value
added tax in Poland have been raised as one ofdie arguments against
granting shares in the revenues from this tax tallself-government enti-
ties.
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Every system of financing local self-governterust take into account
the use of non-own revenues in the form of subsidied grants from the
state budget. Self-financing, that is financingdabasolely on own revenues,
is impossible for many reasons. Transfers fromsthge budget traditional-
ly perform an equalization and redistribution fuontand provide funding
for important public services at the acceptabledded. Today they also
play a key role in solving problems of the fiscalpgn the decentralized
system which is caused by the fact that self-gawemnt tiers have been
burdened with a considerably wide range of expengiblic services. The
transfer of tasks onto a lower tier has not alwassn followed by an ade-
guate transfer of revenues. The fiscal gap alsevgmider due to tradition-
ally low fiscal efficiency of local taxes and chasg

Since subsidies and grants can be designedkeadifferent forms, their
functions can also vary substantially. Revenueshe form of transfers
from the state budget have numerous advantagesisncontext. It was
these advantages that were taken into consideratiole founding self-
government poviats and voivodeships as they weaptgd revenues in the
form of shares in state taxes. There are many nsasy such revenues
are beneficial in the situation of, for examplemauous, yet fiscally ineffi-
cient, local taxes and a growing scope of commuseabices (spending).
Another advantage of transfer revenues is thetfatthey are relatively
insensitive to the fluctuations of the businesdeyparticularly if the per-
centage of the state budget revenue that is spesutlosidies has been de-
fined by law. The administrative costs of the shdsmlution” are relative-
ly low and the recipients enjoy independence imdpwy. In practice, the
structure and specific algorithms of general grantdude elements of
equalization and of appropriated transfers at #&meestime.

In the debates over designing the financirsiesy and the state finance
policy towards local self-government, local taxes grants from the state
budget are juxtaposed as essentially different@oinsources of revenue.
An extensive use of subsidies, grants and shargishvare various reve-
nues of transfer nature, has numerous consequeancksive of those that
were not originally foreseen by the donator (Bligdd & Petzold, 2009).
Another major practical problem is caused by thenatésating conse-
guences of equalization transfers, which also dtitauotal expenditure.

Although the research into local self-governtrfinance covers a wide
range of issues, some trends have become preddminan
— issues of conditions for and consequences of dedization (De Mello,

2000; Ebel & Yilmaz, 2002; Shah, 2004, Ashwaettal, 2013);
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— issues of designing a system of financing localgalernment in the
context of financial autonomy and independence bdi¢, 1956;
Joumard & Kongsrud, 2003; Raich, 2005; Surowka4201

— the scope and functions of grants from the statigyéiuiand their conse-
guences (Boyne, 1990; Grossman, 1990; Smart, 1898ton &
Franschini, 2004; Johansson, 2003; Feld & Schalte @905);

— issues of the “flypaper effect” and fiscal illusfor{Turnbull, 1998;
Worthington & Dollery; Arvateet al, 2009);

— efficiency of self-government and local servicefgAso & Fernandes,
2008; Weingast, 2009; Lockwood, 2005; Zioto, 2012).

Debates over the scope and role of transtemiees (various grants and
subsidies from the state budget) have a long toaliespecially in fiscal
federalism (Oates, 1972, 1999; Musgrave & Musgral@/3, Stiglitz
1988). They regard, first of all, the functions atwhsequences of such
transfers. The results of preliminary research otaiRl seem to reveal
certain negative consequences of a large scopgardfér revenues. These
include a break in the relationship between fiseaponsibility and spend-
ing policy, the origin and perpetuation of fischlisions and demanding
attitudes towards state authorities (Guziejewska42

The Structure and Dynamics
of Specified Revenues

This study of the structure and dynamics of spedifiategories of revenues
is based on the juxtaposition between the struaifirevenue in a station-
ary approach in 2013 and the dynamics of the revdriween 1999 and
2013.

As shown in Table 2, the present structure of thayaed revenues is
characterized by a great diversity across the iddal tiers of self-
government. Therefore, an analysis of all the ttegether was omitted
further in the study. Cities with poviat status ajndinas are characterized
by the highest level of financial independence Whig calculated by the
proportion of own revenue in the narrow sense eftémm in total revenue.
All the tiers demonstrate a high, over 50%, levidiransfer revenues from
the state budget. Voivodeships and poviats havédothest financial inde-
pendence. In poviats, transfer revenues amount .8 while in voivode-
ships, apart from transfers from the state bud§e®4d), other revenues
(32.5%) serve as an important source of fundings $hecific interference
in the structure and dynamics of revenues in vadgbips is caused by a
high increase in the grants in the so-called pagts 200 and 620. These
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are appropriated allocations which are grantediwitime framework of the
EU funding schemes.

Table 2. Percentage of selected categories of local sel&gowent revenues in
total revenues of individual tiers in 2013

Structural Cities with Voivode-
indicators Total Gminas poviat Poviats ships
status P
Total revenue 100% 100% 100% 100% 1009
?r‘]’;”s'tfl‘éters‘gﬁsjg 28,9% 31.2% 36.8% 14% 7.5%
T;?;‘tsef%rj dfé%’t“ 62.1% 63.3% 55.1% 77.9% 60%
Other revenues 9% 5.5% 8.1% 8.1% 32.5%

Source: own calculations based on Statistical Yazkb of the Republic of Poland in the
years 2000-2014.

This structure of revenues was formed as a re$udt long evolution.
The analysis of dynamics of revenues, which is dhase fixed base and
chain base indices, reveals steady trends in #esl fbase approach and
great fluctuations on a year-over-year basis. lEigur and 2 present the
dynamics of selected categories of revenue and éogaenditure at the
basic tier of gminas in two approaches. The amalgkifixed base indexes
demonstrates that, from 2003 onward, the dynanfitstal revenue, trans-
fer revenue and expenditure exceeded the dynarhiowro revenue in the
narrow sense of the term. With the exception of(2Ghe dynamics of
transfer revenues exceeded the dynamics of expeadivhich does not
prove the stimulating effect of transfers on spegdn the case of gminas.
The dynamics calculated with the use of chain lnadexes are character-
ized by high fluctuations and the absence of cteamds. Therefore, the
graphical presentation has been limited to gmimdg @-igure 2).
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Figure 1. Dynamics of selected revenues and gminas’ totakmdiure in %
(1999=100)
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Figure 2. Dynamics of selected revenues and gminas’ totaémediure in % (last
year=100)
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Figures 3-5 present the dynamics of selectatfdtucategories for the
tiers above the gmina level: cities with poviatista poviats and voivode-
ships. In cities with powiat status, the dynami€$ath total expenditure
and own revenues exceeded the dynamics of trarefenues (Figure 3).
As in the case of voivodeships, the category okwotlevenue, which is
associated with the funds obtained from the Eunopdion, plays an im-
portant role. It has high dynamics, especially ra#@08, and amounts to
8% of total revenue in cities with poviat statubeTsituation in these enti-
ties is, however, better than in the others thaokke highest proportion of
own revenue in total revenue (see: Table 1).

Figure 3. Dynamics of selected revenues and total expenditucées with poviat
status in % (1999=100)
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Source:own calculations based on Statistical YearbookthefRepublic of Poland in the
years 2000-2014.

The financial situation of poviats and voivelps is characteristic as
both the tiers demonstrate a very low level offficial independence with
concurrent high dynamics of own revenues. Thisuis th a low level of
own revenues in the reference year, which wasthksgear when the self-
government tiers above the gmina level were foundeBoland. These
entities are characterized by high dynamics of oguenue in the narrow
sense of the term and high dynamics of other reagnaspecially after
2007 (Tables 4 and 5).
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Figure 4. Dynamics of selected revenues and poviats’ totalerditure
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Figure 5. Dynamics of selected revenues and Voivodeshipal tstpenditure in %
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Table 3 presents the dynamics of revenues at alliéts in a synthetic
approach as an average rate of change of the ple@oonin time calculat-
ed with the following formula:

- n—-1 &
y Y,

These results mean that, on average, theithdilvvariables increased
year over year at the rate of over 100. It is nemgs however, to remain
cautious while interpreting the average rate ofgleaas the analyzed time
series reveal some atypical observations. It isomgmt for an interpreta-
tion of this average rate of change to compare thé structure indicators
in Table 2. Despite the high average rate of irewea own revenue in
poviats and voivodeships, the two tiers demonstaatery low level of
financial independence. They are also charactebyeuigh indicators of a
rise in other revenues. The interpretation of tagadn the context of the
stability of the revenue system leads to an evereranfavourable assess-
ment of the financial situation of the tiers abdve gmina level.

Table 3. Average rate of change in selected categoriegwnues and total ex-
penditure in 1999-2013

Categories of Gminas Cites with poviat Poviats Voivodeships
variables ¥) status ) (¥) (¥)
Total revenue 106.7 108.9 106.3 112.0

Own revenue in

) 105.8 110.7 115.7 126.4
the strict sense
Transfers form
the state budget 106.9 107.1 104.8 108.5
Other revenues| 110.8 125.8 123.6 130.9
Total expendi- | 156 5 108.8 106.3 112.3

ture

Source: own calculations based on Statistical Yazh of the Republic of Poland in the
years 2000-2014.
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Correlation Between Specified
Variables and Regression Analysis

Two categories of revenues were taken into acciouttite analysis of cor-
relations and the regression equations: sensucstggenues and transfers
revenues. The category of “other” revenues has beatted due to their
specificity, the lack of homogeneity in the econormsénse and the lack of
references to such a category in the theory ofggelernment finance. The
results of the correlation between the variablethatindividual tiers have
been presented in Table 4.

Table 4.Pearson’s correlation coefficients for selectedades

Txy Gminas C't.'es with Poviats | Voivodeships
poviat status
Town revenues/expenditure 0.56 0.50 0.51 0.06
Ttransfers/expenditure 0.67 0.76 0.81 -0.25

Source: own calculations based on Statistical Yaazh of the Republic of Poland in the
years 2000-2014.

In the case of gminas, cities with poviat statud poviats, there is a
moderate correlation between own revenue and expeaénd a relatively
high correlation between transfer revenues fromstiade budget and ex-
penditure, which means that these entities hawelehiinancial independ-
ence and very limited possibilities of exercisihgit own financial policy
with regard to both revenue and expenditure. Thiwodeships, which
experienced a high increase in expenditure duddostrge of EU funds
classified as other revenue, are in a peculiaatdn. This tier experienced
high fluctuations in revenues in all the categqgrighich was related to
numerous systemic changes and the changes inpbding of EU funds.
Moreover, the funds have always accounted for atanbal portion of
budgetary funds. In the statistical analysis, naetation was observed
between own revenue and expenditure and negativelaton was noted
between transfers and total expenditure.

An analysis of regression was the next stablel'5 presents the results
of regression for the entities where statisticghsicance was observed
usingsignificance FandP-values(the outcomes where both the indicators
> 0.05 were rejected). The study used the data tketrend line was elim-
inated with the first difference method.
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Table 5.Summary output of regression statistics

Gminas

Own revenues as independent va
able

rifransfers from state budget as indeper
ent variable

Observations 15-1
R Square 0.317
Significance F0.036
P-value 0.035
The regression line is:

y =1407,87 + 1,97x

Observations 15-1

R Square 0.446

Significance F0.009

P-value0.009

The regression line is:
y=-210.95+1,61x

Cities with poviat status

Own revenues as independent va
able

rifransfers from state budget as indeper
ent variable

n.r.

Observations 15-1
R Square 0.577
Significance F0.001
P-value0.001
The regression line is:

¥ =98176 + 1,42x

Poviats

Own revenues as independent va|
able

rifransfers from state budget as indeper
ent variable

n.r.

Observations 15-1

R Square 0.661

Significance F0.0004

P-value 0.0004

The regression line is:
y=221.61+1,16x

Voi

ivodeships

Own revenues as independent va|
able

rifransfers from state budget as indeper
ent variable

n.r.

n.r.

n.r. Results are not reliable.

Source: own calculations based on Statistical Yazb of the Republic of Poland in the

years 2000-2014.

d-

d-

d-

d-

In the case of gminas, the results of regressiuations demonstrate
that an increase in own revenue by 1m zlotys shrmagddlt in a rise in ex-

penditure by 1.97m zlotys whereas an increaseainsters by 1m zlotys
should cause a rise in expenditure by 1.61m zldtgsvever, the model is

accounted for by the selected categories of rexeanly in 30-40%, which
means that other categories of revenues affectethed of expenditure in
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gminas in 60-70%. Nevertheless, the results dodeatonstrate the pres-
ence of the flypaper effect at the level of gminas.

In the case of cities with poviat status aodigts, reliable results were
only obtained in the analysis of regression of ¢fanrevenues. In cities
with poviat status, an increase in transfer revenme 1m zlotys should
result in a rise in expenditure by 1.42m zlotys welas in poviats there
should occur a 1.16m zlotys rise with high statatisignificance and
R2= 0.661 The results of the general statistical analysigabthat sensu
stricto own revenue and transfer revenue shouldedteated as independ-
ent variables that would statistically significantiffect the level of ex-
penditure in voivodeships. The level of expenditim¢he case of gminas,
cities with poviat status and poviats is definedatarge extent, by transfer
revenues. Additional analyses of regression thatweenducted for voi-
vodeships demonstrated high statistical correldtiemveen the other reve-
nue variable and total expenditure (r=0.92 afterlitie trend was eliminat-
ed, R?=0.74, X variable1=0.82). In cities with paivstatus, the results for
these variables do not demonstrate any correlatMirile in this case the
results can be explained by the narrow range agid fhiictuations in time
of these revenues, no correlation revealed betwleeindependent varia-
ble, own revenue, and dependent variable, totatredifure, require further
research. At this stage, the results are surpriaimd an interpretation is
difficult, if not impossible. One of the plausibdéxplanations of the results
is the high importance of EU funds in the budgétsittes with poviat sta-
tus and voivodeships.

Conclusions

The analysis of the structure of local self-goveenirevenues in Poland in
the context of the theory of fiscal federalism r@gethe dominant role of
transfer revenues from the state budget. The higiese of these revenues
in financing occurs in the tiers above the gminallepoviats (77.9%) and
voivodeships (60%). The most favourable indicatmes demonstrated by
cities with powiat status, where sensu stricto meres amount to 36.6% and
transfers from the state budget stand at 55.1% ahhéysis of the structure
and dynamics which is based on fixed base indieesals high dependence
of budget revenues of cities, poviats and voivoiessbn the revenues from
the inflow of EU funds and appropriated funds. Neac symptoms of the
flypaper effect are noticeable, however, the highaginics of own revenues
at the tiers above gmina level are observed iratfaysis. This is due to a
very low starting level of these revenues in 198% interpretation of the
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dynamics of revenues presented graphically mudtidecthe aforemen-
tioned element and other quality elements. Theajpogition of the analysis
of the dynamics and the structure indicators revealy weak financial
foundations of nearly all tiers of local self-gowarent although gminas
and cities with poviat status seem to be in thé pesition. Therefore, rec-
ognizing the benefits and the important role ofs¢far revenues in the sys-
tem of local self-government finance, it is necegsa point to the threats
of too small a base for an independent financidicpovhich would be
measured by the level of own revenues in the nasensge of the term.

The outcomes of the analysis of regression denatesthat own reve-
nues and transfer revenues may be treated as imikptevariables which
influence the level of expenditure only at the ganiier. However, this
model can only be accounted for by the selecteegoaies of revenues in
30-40%. In the case of cities with poviat statud poviats reliable result
were obtained only in the analysis of regressiorrafsfer revenues. In
cities with poviat status, an increase in transéeenues by 1m zlotys re-
sults in a rise in expenditure by 1.42m zlotys velasrin poviats there
should occur a 1.16m zlotys rise with high statédtisignificance and R2=
0.66. The results of the general statistical atglyeveal that sensu stricto
own revenues and transfer revenues should notebgéett as independent
variables which would statistically significantlffect the level of expendi-
ture in voivodeships. The additional analysis gfression for “other” reve-
nue demonstrated high statistical correlation betwéhe other revenue
variable and total expenditure. The outcomes ofattedysis of regression
at all the tiers are highly affected by the revenuethe other category,
which are characterized by high general dynamia$ farctuations year
over year.

The conclusions from the research have preéinly practical implica-
tions. The category of revenue that, for the pugpax the study, was de-
fined as “other” includes, first of all, EU fundadallocations from appro-
priated funds, agencies etc. These revenues ameidéntal nature, as they
are a specific, transient source of financing la®lf-government. In the
context of alternative forms of subsidizing presenin Table 1, they have
the features of ad hoc grants, which, however, @ccome from the state
budget, but from the outside sources that are @gedcwith the EU mem-
bership. Once these sources have been exhausteel,igha threat of seri-
ous turbulences in the financial economy of selfeyoment. This assess-
ment will be even more unfavourable if the dynamafslocal self-
government debt and infrastructural investmentschivinay generate high
costs of operation and maintenance, are takeractount.
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The results of the study also point to a necedgsitjurther research
which would focus on two aspects in particularsthy; it is necessary to
conduct quality research, the aim of which woulddstudy non-financial
conseguences of a given system of finance in theegbof origin and per-
petuation of fiscal illusions. Secondly, there is\@d for more in-depth
econometric research which would use the lateshaalst of co-integration
analysis. The use of simple statistical methodasgess the efficiency of
the system of finance provides a certain overgtagentation. Some out-
comes, however, are difficult to interpret in deptid more substantively.
Therefore, further research is required with the o$ more advanced
methods.
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