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Abstract

The basic component of local public finances & libcal budget, defined as the document througtchwhi
annual revenue and expenditure of administrativattgial units are provided and approved. By meanis|ocal
budgets, the activity of local public finances ésigined and operated, local public budgets beitstor forecasting,
programming, implementing and monitoring the reswf the execution of financial resources of locammunities
and their distribution and use through local pubégpenditure—in short, local budgets reflect thekwegarding
local public finances of the territorial-administree units. In the structure of local budgets praid qualitative and
guantitative changes have been made, oriented titsveetermining a substantial increase in real inesnof local
budgets and on this basis to ensure the genuia@dial autonomy of local public administration. Rama has made
important steps in the financial decentralizatioeld, but the implementation of this policy has amtered many
problems.
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INTRODUCTION

The aim of this paper is to underline the placd avle of local budgets in the public
finances in Romania, to clarify the concept of lobadget and to explain the changes this
economic category acquired during the revolutionciwhas changed Romanians’ life until now.
There are three stages:

- Period 1991 - 1998 which is characterized byitlitéation of major changes in the structure and
financing of local government, which included thaeduction of the new system of local taxes;

- Period 1998 — 2000, during which, based on the legislation regarding local public finances,
the financial and budget management applied in ghevious years by local authorities was
fundamentally modified;

- The period after 2001 until now which is charaeed by the adoption of a comprehensive
package of laws on civil service, decentralizatdpublic services, local public finances, the figh
against corruption and the establishment of newtutons which would prepare and implement
reforms.

THE PLACE OF LOCAL BUDGETS WITHIN THE LOCAL PUBLIC  FINANCES

The special place and role local public financesehm a country's economy has been
confirmed over time, by economic realities, as tlaeg the basis and catalyst for community
development and local autonomy.

Democracy and autonomy, public finance and samakhomic development at local level,
these are the concepts that should be inseparatble beginning of the millennium.

Local finances are only one aspect of local puaiministration and any debate on these
issues must be placed in the context of a broasksament of the adequacy and functionality of
the institutional framework taken as a whole.

In the procurement and distribution of resourcesded by local administrative bodies to
fulfill their functions and tasks, certain economelations in connection with the distribution of
part of the gross domestic product by administeabiedies among different social groups are born.
These relations, arising in the process of molojzand allocating resources to local government
bodies, in the form of cash, are financial relagierhich are called local public finances.
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In all socio-economic situations that they existed local government finances have
reflected the economic, political and social cood#, within which the process of formation and
distribution of financial funds has been complefEde evolution of local public finances is closely
linked to that of local autonomy, which implies, tarn, the existence of local financial
independence. The exercise of local autonomy ig athieved in the financial field, but with
specific features and with conditioning issues emb@d with this field. Local public finances have
the role of focusing and allocating resources,the.funds necessary to carry out socio-economic
activity locally. Local financial autonomy is algmarantee for real local autonomy, the fulfillment
of social needs of communities being possible soatance with local conditions.

Local public finances are individualized in thebpa finances by a degree of complexity
because of the administrative-territorial units @f country, their level of socio-economic
development, local peculiarities. Local public fica (1) play an important role within the public
finances due to the complexity and diversity ofiaglcultural and economic activities, and public
services that take place within the territorial auistrative units and local authorities increasing
responsibility in providing public services. Logalblic finances reflect economic relations through
which cash resources are constituted and usedmwghiitorial-administrative units, without direct
and immediate counteraction in order to meet séwraial and cultural, economic and public
requirements and in order for the local public adstration authorities to provide public services.

In the sphere of local public finances, also tattal budgets, local public institutions’
finances and other financial resources mobilizediwsed by local public administration authorities.

THE CONCEPT OF LOCAL BUDGETS

The main part of local public finances is représdrby the local budget, defined by law (2)
as the document through which are set and appreaeth year revenue and expenditure of
administrative-territorial units. In the field lisure (3), local budget is defined as being the
program through which are provided and approveduahnmrevenue and expenditure of
administrative-territorial units destinetbr the fulfilment of administrative tasks of Idca
communities and for the fulfillment of the locallgic’'s needs, a program which is adopted by the
decision of the local public administration authes. They are prepared by territorial
administrative units in terms of autonomy and avels for planning and management of their
financial activity (4). Local budgets ensure thenagement of expenditure within revenue,
foundation of financial resources, encouragemenbcdl initiative, assertion of local autonomy
and control (5) on the use local funds.

The local budget is the main instrument of localharities in the selection of funding
priorities in relation to socio-economic developmstrategies of municipalities. Substantiation of
priorities and options for social, cultural, andberemic activities, public services to be financed
from local budgets as well as the necessary measurerder to collect revenue are accomplished
in the development and adoption of local budgets.

Local budgets are instruments that assure thesideai autonomy of local authorities, the
efficient exploitation of local resources and impement of local funds. Local budgets are also a
separate and autonomous component in the consadidaidget, which is also connected with the
state's central government budget. Through thd mdalic administration budgets a relationship is
determined between public revenue, representedlynain the local taxes, and social needs,
seeking to avoid injustice in the distribution akttasks on members of local communities while
meeting their social needs, establishing a bald&te/een collective needs and the means with
which to cover.

A well-structured local budget should provide theal organs of power and administration
with an accurate picture of the relationship betwéee value of tangible and intangible assets
necessary to local communities and the value ofesfto be made to achieve them.

Through local budgets is designed and operated atttevity regarding local public
administration finance, local government budgetsnderegarded as tools for forecasting,
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programming, implementing and monitoring the resaftexecuting the financial resources of local
communities and how their distribution and usedmal public expenditure—in short, local budgets
reflect the work regarding local public financeteifritorial-administrative units.

Local budget can be interpreted in the followingys:

- as a document — representing the program by m#ankich local authority provides for
time periods the size and structure of public reeemnd expenditure of the administrative
territorial unit;

- as a law—representing the legal document by meénshich are mentioned and then
approved through local normative documents theemegs and expenses for a specified period of
territorial administrative units or local publicsiitutions subordinated locally;

- as a system of financial flows, local public ficas being expressed through the local
budget, the former representing the financial florggarding the formation of public money
resources of local administration and financiaivdothat are released in the management of these
resources;

- as a fiscal policy instrument of local adminagton, through local budgets being
established the revenues, based on historical,oeaical, political, social and financial options, a
fact that reflects the fiscal policy of local lelgisve and executive power, highlighting the rofe o
taxes at economic and social level in the community

Strategy, planning and content of a public adrai®n is reflected in its budget. The
budget is often considered an operational plamgoased to plan and guide an administrative unit
in the next fiscal year and serves as the basinancial reporting to the local council.

In the process of preparing the local budget athitnorized officers have a responsibility to
make money, to allocate resources and monitor tixeewt public activities of the local
administration. The budget includes activities, jpects and planned services, the estimation of
available resources or revenues and the necessdolic expenditure used to finance planned
activities.

In order for the budgeting to be an efficient e it is necessary to take into account the
significance of numbers and to also recognizeahisual process as an opportunity:

- to evaluate local government services and faslioffered by them,

- to establish priorities,

- to consider possible changes,

- to plan services and future needs,

- to review and amend the income sources of the! lmaedget.

Community budget is important, and how the allmcatof limited resources for various
services provided by local administration is a goweent strategy statement. Local budgets are
prepared in a restrictive financial environmeng tieeds always exceeding the available funds.
(When a project receives funding, the latter i®ctgd to another project). Thus, the amount of
funds spent on a project is measured not only bybdmefits obtained, but also by means of the
projects rejected in its favor. Budgeting meanshoose between alternative projects.

The significance of the local budget has extenaedhe local government has been often
put in a position to increase resources and impma@agement efficiency and accountability.
Policy makers and citizens need accurate and natleaaéormation on local government policies,
current activities, projects and expenditures. fiewser these problems, the local legislature and
executive must understand the specific needs otdmemunity and the role that fiscal decisions
have in serving them.

CHANGES IN THE STRUCTURE OF LOCAL BUDGETS
During recent years the structure of local buddmets undergone profound qualitative and

guantitative changes oriented to cause a subdtartiaase in real incomes of local budgets and on
this basis to ensure genuine financial autonomyoical public administration. Romania has made
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important steps towards financial decentralizatibnt the implementation of this policy has
encountered many problems. In this respect, inpesember period can be identified three stages:

1. Period 1991 to 1998 is characterized by thetfeat there were initiated major changes in
the structure and financing of local public adntirason, which included the introduction of the
new system of local taxes. There is an increasfripeo local budgets determined on one hand by
inflation present in this period but also by thensfer to local government authorities of new areas
for funding new (health, state pre-university edioca material costs, personnel costs, inventory
items, cultural institutions, water supply and paviof villages, roads, child protection, local
airports, plant protection, payment of those accamymg persons with disabilities, the minimum
guaranteed income, religious cults, dairy and bakeoducts for students, development programs,
home heating aid, the rights of persons with digas). In 1995, for example, after approval of
Law no. 27/1994 regarding local taxes, local buslggew by 53% significantly above inflation. In
1996-1997 an increase in RON is to be noticed,alsd a recorded decrease in foreign exchange,
which means that local budgets fell in real prices.

2. Period 1998 - 2000 during which, on the basihe® new legislation on local government
finance (6), has fundamentally changed the findrenml budget management used in previous
years by local authorities, increasing local finah@utonomy and decision making of local
councils and their responsibility both to estahlisbntrol, track and collect local taxes and in
revenue management, planning and establishing spgengfiorities in concordance with the
interests of local communities they represent. myrhis period the decentralization process of
expenditures from the state budget to local budgetnsified, ensuring at the same time the
necessary financial resources to finance them.él'ragations not only increased the share of GDP
for local budgets, but the corresponding proportignlocal expenditure from the total public
expenditure. Thus, between 1998 and 2001, the pge of GDP increased from 3.6% to 6.5%
and local spending increased from 14.4% to 26.6%.

3. Period since 2001 until now which is charaeestiby the adoption of a comprehensive
package of laws on civil service, decentralizawdmpublic services, local government finances, the
fight against corruption and establishment of nestitutions to prepare and implement reforms.
Thus, some new legal provisions have strengthermural of central authorities on local
government functions, while others acted towardsedgalization, such as Local Public
Administration Law no. 215/2001. In July 2003, wadopted the new regulation act regarding
public finances namely Emergency Ordinance no.GE2and in 2004 entered into force Law no.
571/2003 regarding the Fiscal Code (7). Following introduction of flat tax for physical persons
of 16%, the percentage of the income tax rate agptidividually which is allocated to local public
administration increased in 2005. In 2006, was &athpaw no. 273/2006 (8) on local public
finance with effect from January 1, 2007 which lgblusome new provisions regarding local
budgets.

Table no. 1 Evolution transfers of funds from cental to local budgets (million lei)

Year 2002 2003 2004 2005 2006 2007 2008
Revenue of the state | 17920,6 252447 321954 36599,5 40698,1 48984/6 5B11
budget
Transfers from the 7096,0 9374,3 11909,8 14667,1 22089,3 256531 33876

state budget to the
local budgets
Percentage of transfers39,59 37,13 36,99 40,07 54,27 52,36 53,76
from the state budget
to the local budgets
(%0)

Source Romanian Statistical Yearbook 2003-2009

The size of local budgets determines the possilmlitcalculating local spending and at the
same time reflects the degree of autonomy throbghré¢lation that occurs between own revenue,
transfers of state funds to balance local budgatsi@ans. The higher the share of own revenues in
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total local revenue sources is, the more the aditnative-territorial unit is free to spend as mash

they consider necessary in order to cover publiedagwhich translates into a bigger financial
autonomy. The degree of financial autonomy at lbeatl can also be noticed from the analysis of
the amount of local revenue in the form of trarsfefrstate funds in the total state budget revenues

The transfers of funds from central to local buddgetm the state budget has recorded large
increases over the years, from 39,59% in 2002 t@6® 2008 which proves on one hand that the
local public administrations were assigned with newsks and on the other hand the degree of
financial autonomy of local communities is low. Titmansfers of funds from central to local
budgets represent a significant percentage ofdhe income sources of local budgets of about
70%, which demonstrates the reduced financial agpat administrative-territorial units because
of their low incomes (about 25% - 30%) which trams$ into the impossibility of self-managing
and implementing of local autonomy in the true sens

The introduction of a flat personal income tax1®% in 2005 leads to changes in the
income of local budgets from transfer of state &jnohainly from income tax deducted from
declared income. Reducing the rate of tax of thgsighl persons’ income and maintaining the
same percentage rates of the income tax deducbed tihe declared income in administrative-
territorial units, the latter would have recordedadier amounts, which determined the Government
to increase the share split from the taxes stasiit the taxes owed for the month of February
2005, i.e. municipalities, cities and municipabtiill have 47% of income tax charged, instead of
36% of their budgets; the county budgets will nretE8% of collected income tax compared to 10%;
the balancing rate of local budgets increased k@@ to 22%.

Although they rely on the principle of autonomydaslecentralization of public services,
administrative-territorial units are still very damlent on fund transfers from the state.

Expenditure of local public administration too haglergone important changes following
the implementation of reforms.

Spending on education represents a significantepéage of total budget expenditures of
local government in Romania starting with 2001, mhi the process of decentralization, these
expenses were covered in a higher percentage dgadakbudget. Major fluctuations also recorded
the costs of services and public development, ngusenvironment and water and costs of
economic activities.

Making a comparison between the level of receivedme and the level of expenditure
made from local budgets we can conclude that thieimentation of local budgets in Romania was
not professional because we have a surplus ba2002 (54 million lei) and in subsequent years:
225,4 million lei in 2003, 415,1 million in 200403,9 million lei in 2005, 2315,8 million lei in
2006, 2822,9 million lei in 2007 and 1418,4 billie in 2008. Not only that we have a surplus but
that increased significantly from year to year whimeans that either the foundation of budget
indicators was not done properly when developintalldoudgets or the money which had been
distributed to local budgets in form of shares lemkilown from some of the state income or as
grants could not be spent.

Table no. 2 Local public budgets in Romania in 200Q006 (million lei)

Year 2002 2003 2004 2005 2006 2007 2008
Total local public | 9268.8 12852.7] 15540.7 18777.0 25392.8 33982,3 a1221
expenditure
Total local public | 9322.8 13078.1 15955.8 19490.9 27708.6 36805,2 91362
revenue
Surplus (+) / 54 225.4 415.1 703.9 2315.8 2822.9 1418,4
Deficit (-)

Source Romanian Statistical Yearbook 2003-2009
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CONCLUSIONS

In conclusion we can say that the significancéheflocal budget has expanded as the local
administration has been increasingly in a positmincrease resources and improve management
efficiency and accountability. Thus the structufdogal budgets has undergone profound changes
oriented to generate a substantial increase inineaimes of local budgets and on this basis to
ensure genuine financial autonomy for local publitministration. Researching the evolution of
local budgets results that the size of local busigetvenue determines the possibility of making
public expenditures and at the same time reflelits degree of autonomy by the relation that
appears between own revenue, transfers of stats ftm balance local budgets and loans. The
higher the share of own revenues in total locabnere sources is, the more the administrative-
territorial unit is free to spend as much as thegysider necessary in order to cover public needs,
which translates into a bigger financial autonoifige degree of financial autonomy at local level
can also be noticed from the analysis of the amotilatcal revenue in the form of transfers of state
funds in the total state budget revenues.
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