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Abstract The aim of this paper is to analyze how limits in revenue and spending autonomy of sub-sovere-
ign governments influence their decisions. Revenue and spending autonomy indicators for Polish
towns were established and used in analysis on school education expenditures during 2003-2016.
The influence of limits on revenue autonomy on municipal spending has been extensively addres-
sed in both theoretical and empirical literature. However, studies related to spending autonomy
are rare. The analysis presented in this paper suggests that when limits exist in spending autonomy,
more decentralized tasks are crowded out by regulated obligations. That is why the spending au-
tonomy analysis is important to evaluate the equity between local units and the adequacy of local
revenues to decentralized expenditures.The basic principle of local finance is that there should be
an adequate relationship between the financial resources available to a local authority and the
tasks it performs. However, in practice, the assessment of whether this has been achieved is very
difficult. Often, only problems with the solvency of local governments indicate that we are dealing
with a poorly constructed system of local finances. The expenditure autonomy indicator proposed
in this article is a tool that provides a way to indicate problems with the adequacy of revenues be-
fore such anextreme situation occurs.
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INTRODUCTION

In classical models of fiscal federalism,
decentralization- when autonomous local governments
offer to citizens local public goods financed by local
taxes and charges - is presented as a method to improve
efficiency of the public sector (Oates, 1972; Tiebout,
1956). But in the real world such independent local
units do not exist. Their fiscal autonomy is limited on
the revenue and expenditure side and decentralization is
only partial. The aim of this paper is to find how limits in
revenue and spending autonomy affect local government
spending decisions. The influence of limits on revenue
autonomy of municipal spending has been addressed in
theoretical and empirical literature. But studies related to
spending autonomy are rare and this autonomy is usually
defined only through the existence of specific grants in
local budgets or as a discrete variable, when the analysed
country has undertaken complex decentralization
reforms. This study is novel compared to existing works
because spending autonomy indicators for every Polish
town were establishedand indicated how the level of

spending autonomy influences town policy.

Through empirical research Polish town spending
policies were studied with regard to schools at the primary
and lower secondary levels. Panel data for 239 Polish
urban municipalities for the period 2003-2016 were used.
Education accounts for the largest part of local budgets.
School sectors exist in all municipalities, but they differ
from one another, which permits empirical examination of
the economic determinants of the variation. Many studies
use these characteristics to analyse spending for schools
in order to understand public sector decisions. (Barankay
& Lockwood, 2007; Borge & Rattsg@, 2014; Solé-Ollé, 2009)

In this study a standard assumption that the level of
spending by a particular local government is influenced
by local revenues and socio-economic characteristic of
local voters was used. The standard methodology was
improved by adding indicators of revenue and spending
autonomy of local units. The other novel aspect of this
study is that spending for schools was divided into two
categories - spending for teachers’ salaries and other
non-wage spending. This disaggregation was used to
separate expenditures with different degrees of local
autonomy. This spending is defined by Polish law as own
local responsibilities, but teachers’ salaries are defined by
central regulations while other tasks are not.
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The structure of this paperis as follows. In section two
is the review of literature related to reasons and effects
of partial decentralization. In section 3 are proposed the
measures of municipal spending and revenue autonomy
in Poland. The fourth section presents the panel data
analysis of effects of limits in local autonomy on Polish
town level spending on schools Conclusions are in the
final section.

PARTIAL DECENTRALIZATION

According to the model solutions proposed by the
first generation of fiscal federalism (FGFF) theory, a local
government’s expenditures should be financed with
local taxes, which binds the costs and benefits arising
from the delivery of public goods by local governments.
This structuring of local government places welfare-
maximizing politicians in the position of delivering public
goods in response to the preferences of the citizens (and
thus improves the allocative efficiency of public spending),
while the mechanisms of competition between local
governments improve production efficiency (Oates, 1972;
Tiebout, 1956).

However, full decentralization, defined as complete
autonomy of local governments in determining the size
and structure of their spending and revenues, does
not exist in practice. The limits in local autonomy are
necessary because of, for example, the external effects
of different local services, territorial diversity of the local
tax base, and the need for stabilization policy tools to be
held in the hands of the central government (Swianiewicz,
2011). The existence of the above problems requires
the State’s intervention — and, therefore, limiting the
decentralization, inter alia, by the following means. First,
local revenue autonomy is limited through the State’s
financing of local budgets by general and specific grants
and by its restrictions on the freedom of local governments
to shape local taxes. Second, local expenditure autonomy
is restricted by the introduction of limits on the quantity
and quality of the goods supplied by local governments
and by the creation of targeted grants that can only be
used for specifically defined local tasks. According to
analyses in FGFF theory limits in autonomy spoil the
automatic mechanism described in Tiebout” and Oates’
models (Oates, 1972; 2005).

In contrast to FGFF theories, second generation
(SGFF) theories posit that politicians do not act to
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maximize social welfare, but rather their own interest.
This perspective explains why studies based on SGFF
theories focus on determinants of politicians’ decisions
(Oates, 2005; Weingast, 2009). Local autonomy gives
local politicians electoral accountability, but the limits on
autonomy hamper the relations between citizens and local
governors and also influence relations between central
and local governors (Devarajan, Khemani & Shah, 2009).
In empirical and theoretical studies conducted under
both generations of fiscal federalism theory, the degree
of autonomy is shown to have important implications
for the structure and efficiency — allocative and cost — of
spending at the local level

Most studies focus on revenue autonomy, and grants
and their size, scope and changes are the subject of
numerous scientific papers. As shown by Gramlich (1969),
the income elasticity of general grants is higher than that
of local revenues. The general grant will, therefore, affect
all expenses of local governments, leading to greater
outlays than if revenues were based on local taxes only.
This situation means that ‘public money sticks to public
spending’ (Inman, 2008). Specific grants are the source of
financing (or additional financing) of tasks indicated by the
donor, but these grants also strongly influence the other
tasks. Empirical analyses show that a crowd-out effect
occurs, and therefore spending on other local tasks, which
are not subject to grants, is cut. This finding may mean
that the substitution effect is stronger than the revenue
effect. However, public spending is characterized by low
price elasticity. Thus in practice, grants often raise ‘other’
expenses of local governments that are not supported by
a grant (i.e., the income effect prevails) (Dahlberg, Mork,
Rattsg &Argen, 2008; Knight & Coate, 2002; Otim, 1996) As
a result, when local budgets are more transfer dependent
(and especially depend on specific grants) and so-called
vertical imbalance is high, local public spending increases
and could cause inefficient growth of the local deficit and
debt (e.g., (Asatryan, Feld, & Geys, 2015; Baskaran, 2010).

Some studies show that a reduction in transfer
will result in a decline in public spending; however, the
absolute size of the effect will be much smaller than
in the case of growth. (fiscal replacement). However,
other studies indicate that the decrease in expenditure
is stronger than in the case of an analogic increase (i.e.,
super-flypaper effect). (Gramkhar & Oates, 1996; Stine,
1994) The fiscal replacement is linked to budget elasticity,
only those municipalities which have the possibility to use
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its own revenues or debt to finance less granted tasks can
do this. In the case of an inelastic budget we could expect
the super-flypaper effect (Deller & Maher, 2006; Levaggi
& Zanola, 2003).

The presence of grants in local budgets is an
expression of limits in revenue autonomy. When the
specific grants are replaced by general grants, we could
understand it as increasing the degree of spending
autonomy. Analyzing the effects of such reforms was
the theme of some studies. The authors of those
studies showed that decentralization reforms improved
adjustment of services to local needs (allocative efficiency)
and also improved production efficiency (Borge & Rattsg,
2014; Solé-0Ollé, 2009). The authors also noticed that
‘decentralization has the potential for better matching
of regional preferences, but this potential would not be
realized in practice if the revenues at the disposal of some
regions are severely constrained’ (Solé-Ollé, 2009). This
constraint is the crux of the problem of de facto vs de
jure revenue and spending autonomy, which differ in local
units in a particular country. Only units that have de facto
or real spending and revenue autonomy can use them
according to the needs of the residents.

The problem of diversity of local public spending
policy due to degree of autonomy could be analyzed
by comparing different local spending. Falch & Rattso
(1999) found that school spending is income inelastic-
but mostly due to the inelastic structure of teacher
employment. Other spending related to schools is much
more influenced by local government incomes, especially
in the short term. Such distinction of different categories
of spending on schools is applied in my empirical study.

As presented the problem of correlation between
local government autonomy and local policy is quite well
described in literature. However, most of the studies focus
on revenue autonomy, grants or general (de)centralization
reforms and not on spending autonomy. My study fills this
gap by using indicators of spending autonomy for Polish
municipalities. The autonomy in terms of expenditure
is more difficult than revenue autonomy to quantify. It
requires an analysis of legal provisions affecting different
spheres of local autonomy. Taking into account different
aspects of local autonomy- policy, budget, output, input
and control Bach, S. et al., (2009) proposed a method
to differentiate various goods in term of local spending
power. In this study | propose indicators of spending
autonomy for Polish municipalities using their established
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idea and | calculate indicators similar to those which are
used as revenue autonomy indicators.

THE PoLisH MUNICIPALITIES’
INDICATORS OF FISCAL AUTONOMY

Sub-sovereign government in Poland consists of
three levels — municipalities, counties and regions. In this
paper, | focus on urban municipalities for a total of 239
towns . For established indicators of spending autonomy,
we need to look more deeply at the rules defining local
autonomy for these different responsibilities (Oulasvirta
& Turala, 2009). | focused on five areas of public
expenditure, which represent more than 80% of local
operational expenditures: education, social protection,
administration, communal services and transport. |
analysed them according to the five aspects of autonomy
proposed in the OECD study by Bach et al. (2009): policy
autonomy, monitoring and evaluation, budget autonomy,
input autonomy, and output autonomy. | then established
an indicator of spending autonomy (ISA):

ISA=(OE-N&LA)/OE, (1)
where
OE = operational expenditure,
N&LA = no- and low-autonomous expenditure,
| define non-autonomous expenditure as spending
for which budget autonomy is strictly limited; that is,
the spending is financed by specific grants or obligatory
payments to a central budget are required. | define low-

autonomous expenditure as local tasks for which both
input and output autonomy are strongly restricted. It is
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worth noting that the above-mentioned legal regulations
are the same for every municipality. Consequently, de jure
spending autonomy of towns is the same for all units, but
de facto spending autonomy is differential and depends
on the real costs of local public services and the size and
flexibility of local revenues.

According to Polish law there are 3 main categories of
local revenues - own revenues, general grants, and specific
grants. The most important part of revenues defined by
law as own are shares in personal and commercial income
taxes. But those taxes are defined centrally, and any
direct local policy related to these taxes is not possible.
The other part of own revenues consists of: own taxes
(with limited fiscal autonomy), charges, revenues from
properties, grants received from other municipalities. The
indicator of revenue autonomy (IRA) is

IRA=OR/R;
where

OR = own local revenues (without shares in PIT &
CIT) and the loses of revenues due to local fiscal policy

R = all budget revenues (and the loses of revenues
due to local fiscal policy)

IRA= OR/R, (2)
where

OR = own local revenues (without shares in PIT &
CIT) and the loses of revenues due to local fiscal policy,

R = all budget revenues (and the loses of revenues
due to local fiscal policy),

Table 1 presents the variation of spending and
revenue autonomy of Polish towns in the years 2003-
2016.

Table 1: The variation of spending (ISA %) and revenue autonomy (IRA %) of Polish towns in the years 2003-2016

49,5

48,8

79,0

23,6

42,4 41,1

15,3 94,2 0,23

Source: Own calculation based on budgetary data

Table 2: Correlation of revenue and expenditure autonomy and local revenues per capita in the years 2003-2016

All revenues pc Own local revenues pc

IRA 1
ISA 0,63 1
All revenues pc 0,38 0,19 1
Own local revenues pc 0,61 0,34 0,89 1

Source: Own calculation based on budgetary data
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Table 2 presents the correlation between ISA and
IRA and wealth of towns measured by total revenues per
capita and also by own local revenues (without shares
in PIT and CIT). Revenue and expenditure autonomy are
positively correlated. The level of own local revenues
correlates strongly to the revenue autonomy indicator.
But the relation of levels of autonomy to wealth of the
municipality is positive but not strong, especially for
spending autonomy. This relation means that even
rich municipalities which are burdened by obligatory
expenditure have less elastic budgets than poorer
municipalities with less obligatory spending. This situation
is related to the vertical imbalance problem and the
question of the adequacy of revenues (own and granted)
to tasks devoted to local units.

THE IMPACT OF FISCAL AUTONOMY ON
LOCAL GOVERNMENT SPENDING POLICY-
QUANTITATIVE STUDY

In my empirical study | focus on spending related
to schools. Polish municipalities in the years 2003-2016
were responsible for school education at 6-years primary
schools and 3 years gymnasiums. Local governments’
educational tasks are related to management of the
physical assets, - the school buildings and the approval
and financing of public school work plans; its mean
numbers and type of lessons; the number of teachers
and other school workers and their salaries; the type
and costs of school maintenance work; and the quantity
and costs of supplies needed by students and teachers.
School programs also need to fulfil national curriculum
requirements for the particular level and type of school

Different

operational
distinction is spending for teachers and other resources

categories can be distinguished in

school spending. The most important
needed for running the school. These two types of
spending represent different cost functions, which is why
such disaggregationis used in studies in which the problem
of cost factors is the most important (Nose, 2015). Falch &
Rattso (1999) report that not only do the cost factors differ,
but the political factors related to spending may also be
different. Teachers unions bargain over working rules with
both national and local governments. This factor explains
why the spending for teachers is the most inelastic and
steadily increasing part of expenditure for education in
many countries. In my analysis, the distinction of spending
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on teachers and other resources is related to differences
in the level of spending autonomy. Salaries represent low
decentralized tasks while supplies needed for education
are highly decentralized.

The salaries decided about 90% of all operational
spending for schools (excluded spending for energy
and small renovations) (Table 3). This is also the less
autonomous part of local spending in education. The work
of teachers is regulated by a special law. The Teachers
Card defines teachers’ base salary, among other factors.
This base is the minimum salary that should be paid to
teachers with the lowest professional degree. Teachers
with more education earn more; for example, teachers
with the highest professional degree need to receive on
average at least 184% of the base. Owing to an agreement
between the teachers union and the central government,
the base salary was valorized several times in recent
years, and in 2016, it was 22% higher in real terms than
in 2003. Trends in teachers’ professional improvement,
which local authorities have no influence on, is also
important. In 2002, teachers with the highest professional
degree constituted less than 20% of all teachers, but in
2013, this proportion was more than 50% (Kopariska &
Sztanderska, 2015). Teachers’ salaries could be defined as
a low-autonomous expenditure, and they were excluded
from ISA, but we need to note that according to the law,
local decisions are potentially related to this spending.
Direct salary decisions are made by the managers of the
schools, but the school budget is subject to the approval
of the local authority. Local governments make also their
own wage regulations, which specify, inter alia, the terms
and amount of salary amendments (other than those that
are centrally defined). Local government are also free to
raise wages above the minimum rate. Local government
may decide on the establishment and the closing of
schools — and thus indirectly also determine the number
of teachers

A second factor analysed in our study was the part of
school-related expenditure for stationery, office supplies
and cleaners, teaching aids, and so forth. This spending
accounts for only about 5%—6% of all operational spending.
It is less important in the budget, but it affects the
quality and comfort of schools and the teaching services.
Woessmann (2001) reported that “providing schools with
the proper instructional materials and supplies seems
to have a positive effect on performance”. In contrast to
teachers’ salaries there are no detailed regulation for tasks
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Table 3: Town spending for primary and lower secondary schools, zt*per student in the years 2003-2016

All operational spending for schools **

32034,0

Sallaries***

5868,1

5883,3 2630,1 30818,4 0,26

Non-wage spending**

701,8

422,3 30,4 10912,0 1,15

*z1- Polish zloty - price fixed for 2014; ** without spending for energy and small renovations, which determines about

6% of operational spending for schools, and are related to the age, size and type of school buildings and cannot be

explained by socio-economic variables***the budgetary qualification does not separate teachers and other school

employees’ salaries, but teacher salaries is the main part of salaries at schools (more than 80%)

Source: own calculation based on budgetary data

related to this spending. The variation in this spending
is more substantial than with salaries (Table 3). It may
represent the differences of local autonomy in these two
categories of spending. As Borge and Brueckner, (2014)
noticed, disparities among units increase in the case of a
more decentralized regime.

To analyze spending policy of towns | use the
assumption that local spending is a linear function of the
characteristics of local government and its society. The
origin of this assumption is the median voter’s demand for
public policy (Bergstrom & Goodman, 1973; Borcherding
& Deacon, 1972). The simplified median voter demand
model is commonly used in studies on education. The
function of i-th local government’s spending on education
is:

Eki=fk(revi ;soci, costi; poli, 1Ai) (3)
where

Ek = spending of town i for different categories of
education’s goods: salaries per student (salaries_ps) and
non-wage spending per student (non_wage_ps),

rev = denotes revenues of i-th local government,

soci = is the vector of characteristics of the local
population that determines the local society in town i
preferences for public education

costi = the vector of school sector characteristics,
which influence the costs of education in town i

poli = the vector of characteristics of local politicians
intown i
IAi = indicator of autonomy- revenue (IRA) or

expenditure (ISA) in town i

Asrevenue variables, | use own local revenues (except
shares in PIT and CIT) and educational subvention, both
calculated per capita. Own local revenues show the wealth
of local government. | expect that richer municipalities

spend more on all categories of tasks. | would like also
to compare the effect of those revenues for which local
governments have the fiscal autonomy (even limited), to
the effect of the general grant- to find if there is a fly-paper
effect. Educational subvention was established to co-
finance municipal obligations related to schools, but that
subvention is a general grant. It is calculated according to
the number of pupils and teachers at schools, but there
is no financial standard which defines what part of local
spending for schools is covered by educational subvention
(Herbst, Herczynski & Levitas, 2009).

The information about the number of students in
average municipal school represents the costs’ variables.
Many studies reported that with the increase in the
number of students in the school, the costs per-pupil fall.

In recent years the question of whether older people
support public education became important. A large
literature exists on this theme, but the results are mixed.
In my study | use the variable old_all, which represents
the share of people above 70 years in a town. The second
characteristic of the local society added in my analysis is
the share of women in the town’s population (women_
all). Some studies have reported that women prefer
higher spending on education than men (Duncombe et
al., 2003; Sgrensen & Rattsg, 2010)

The problem of political influence on public spending
in my study is presented using the information about
the level of education of local councilors. | expect that
more educated councilors vote for higher spending on
education.

Table 4 summarizes the basic statistics of the
variables which were used in this analysis.

With the characteristic of budget planning taken
into account, the important explanation of expenditure in
year t is spending in the previous year. | decided to use
a dynamic panel estimator- system GMM (generalized
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Table 4: List of variables and descriptive statistics: variation over towns (average for the years 2003-2016)

Name of variable description mean p50 min max cv
Ownrev_pc Own local re‘;i”;es percapita | 11979 | 9510 | 3193 | 279273 | 0,88
subv_pc Educational general grantper | 5o 1| 5553 | 2036 | 17088 | 0,29
capitain zt
Schools’ size (number of
schoolsize students in average school 372,8 361,0 43,0 951,0 0,37
provided by town)
women_all Share of women in population | o, , 52,2 48,6 55,4 0,02
(in %)
Share of people 70 years old
2 1 16, 4 2
CELEL and older in population (in %) % % 35 6 0,20
Share of councilors who have
Counc_edu higher education in council (in 60,1 61,9 0,0 100,0 0,28
%)
ISA Indicator of spgndmg autono- 49,5 48,8 236 79.0 0,15
my (in %)
Indicator of revenue autonomy
(in %) 42,4 41,1 15,3 94,2 0,23

Source: Own calculation based on GUS data *zt- Polish zloty - price fixed for 2014

method of moments). In the GMM model the problem of subvention positively influence both categories of

endogeneity of part of explanatory variables is also taken
into account (Heinesen, 2004; Roodman, 2006; Zhu, 2013).
In my analysis | added a year effect. As level instruments
were used the lagged spending (first and second lags).
As strictly exogenous variables were analyzed population
and political data and educational subvention. The school
size, own local revenues and indicators of autonomy were
analyzed as endogenous variables (Roodman, 2006).

The results of econometric analyses are presented
in Tables 5-7. In Table 5 are presented information from
the basic model where all socioeconomic and political
variables are present, but there are no fiscal autonomy
indicators. The most interesting for this study results are
presented in Tables 6 and 7. There are presented models
where the indicators of fiscal autonomy are added. Due
to the problem of high correlation of own revenues and
IRA (60%) the models with and without own revenues
are presented. That distinction helps to identify the
importance of the effect of wealth of the local unit and of
its fiscal autonomy. For clarity of presentation in all tables,
the years’ effects are not presented and in Tables 6 and 7
are presented results for indicators of autonomy and own
revenues but without results for other variables which
were included in these models.

The towns own revenues and the educational

spending (table 5). However,the impact of own revenues
is stronger in the case of salaries than non-wage spending.
There are no such differences in the case of educational
subvention. The fly-paper effect, when the grant
influences spending more than own revenues, is visible
only in the case of non-wage spending. The school size
affected both kinds of analyzed spending. But bigger
schools are cheaper (per student) in the case of salaries
but more expensive in the case of non-wage spending.
The variables representing the characteristic of local
society differently influenced the analyzed spending.
The growing share of old people positively influenced
non-wage spending but negatively salaries in schools.
The share of women in a municipality is important and
a positive explanation only of non-wage spending. The
variable which describes councilors is significant in both
kinds of spending. As | expected the politicians with higher
education choose higher local spending on education.
These results correspond to the results of other studies
related to spending on education and confirm that the
demand model is proper to understand the variations in

decentralized spending.

The most interesting result from my study is the
influence of spending and revenue autonomy on analyzed
expenditure (Tables 6, 7). The spending autonomy has the
stable and positive effect on non-wage spending. And that
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Table 5: Estimations results — basic model

,e-Finanse” 2018, vol. 14 / no. 3

non_wage_ps salaries_ps

L1 0.66** (381,1) 0.34** (160,0)

L2 0.21%* (141,7) 0.34%** (158,9)

Ownrev_pc 0.06** (95.0) 0.19** (103,6)

subv_pc 0.17** (14,4) 0.14%** (3,9)

schoolsize 0.11** (7,4) -1.48** (24,7)

old_all 15.23%* (11,8) -19.43** (4,0)

women_all 16.30** (6,6) 5.05 -0,53

Counc_edu 0.82** (7,4) 2.43** (7,6)

_cons -2460.00** (19,7) 1616.82%** (3,3)
Hansen test, chi2 0.08 0,14
number of instruments 187 186
Number of groups 238 238
Number of obs 2827 2828

* p<0.05; ** p<0.01; z statistic in brackets, the years effects are not presented for clarity of presentation

Source: Own calculation, for all analyses STATA SE/14 were used

ISA
IRA
Ownrev_pc
Hansen test, chi2
number of instruments
Number of groups
Number of obs

Table 6: Estimations results — for non-wage spending

* p<0.05; ** p<0.01; z statistic in brackets;
Source: Own calculation, for all analyses STATA SE/14 were used

Table 7: Estimations results — for salaries

ISA
IRA
Ownrev_pc

Hansen test, chi2

number of instruments

Number of groups
Number of obs

* p<0.05; ** p<0.01; z statistic in brackets
Source: Own calculation, for all analyses STATA SE/14 were used
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effect is stronger in the model without own revenues. One
percentage point higher spending autonomy caused 1,6zI-
5,2zt higher non-wage spending. In the case of salaries,
the influence of spending autonomy is not stable. It is
positive in the model-3 with own revenues and negative in
the model-4 without own revenues. So, we could say that
the indicator of spending autonomy isweakly explanatory
of spending for salaries but strong in the case of non-
wage spending. The opposite is the conclusion from the
analysis of revenue autonomy indicators. In the case of
non-wage spending, the effect is not stable (negative in
the column-3 and positive in column-4 in Table 6). Non-
wage spending is influenced rather by the wealth of local
government than by its revenue autonomy. In the case of
salaries, the positive effect of revenue autonomy is stable.

CONCLUSIONS

The aim of this paper was to study the problem
of partial decentralization and its influence on local
governments’ spending decisions. Revenue and spending
autonomy indicators for Polish municipalities were
establishedand used as explanatory variables of local
spending decisions. The paper focused on spending for
schools but segregated this into expenditure for salaries
and other spending. The first category in Poland, as in
many other countries, is quite strongly defined by central
regulations. It represents low autonomous spending.
The second category, non-wage spending, represents
a small part of school spending, but it is important for
the comfort and the quality of education. There are no
special regulations defining the quality and quantity of
this spending. So non-wage spending represents a highly
decentralized expenditure.

| found that more decentralized spending varies
among towns, while less decentralized spending is more
homogenous. This effect is usually presented in the
literature as an example of allocative efficiency which
is when decentralized spending is closer to citizens’
preferences. However, my analysis presents that in
both kinds of spending - less and more decentralized-
we could find characteristics of society which are a
significant explanation of the size of spending and could
be understood as an expression of the demand for
education. Despite the classical theoretical assumption,
centralization does not mean standardization. (Oates,
1972, p. 35) So the differentiation of spending could

,e-Finanse” 2018, vol. 14 / no. 3

represent the problem of equity. The analysis of fiscal
autonomy indicators helps to present that issue.

This study suggests that teachers’ salaries depend
on the revenues of local government and its revenue
autonomy. Richer municipalities that are better endowed
with local revenuesand where revenue autonomy is
higher spend more on salaries, but still the differences
among municipalities are not strong. Spending autonomy
does not influence salaries. On the other hand, non-wage
spending is not influenced by revenue autonomy but
strongly depends on spending autonomy. Towns that need
to spend more on tasks defined by central regulations
must cut spending on stationery, office supplies and
cleaners, teaching aids and so forth.

As was presented by Falch and Rattsg (1999) wages
for teachers seem to substitute non-wage spending
for schools. My analysis suggests that when limits exist
in spending autonomy, more decentralized tasks are
crowded out by regulated obligations (e.g., non-wage
spending is crowded out by wage spending). This result
is similar to findings as presented in the literature for
specific grants, which sometimes crowd out tasks other
than those covered by the grant. This outcome is also
similar to the super-flypaper effect, in which a decrease
of central specific grants causes a substantial decrease
in public spending, especially for items that are less
supported by local citizens or politicians. This study
focused on budget autonomy- on both spending and
revenue sides. The spending autonomy is undermined not
only by grants but also by central regulations related to
local spending. Budget elasticity represents the problem
of equity between local units and the adequacy of local
revenues to decentralized expenditures. Only towns that
have elastic budgets can truly decide the direction and
size of decentralized spending.

The analysis of spending autonomy indicates that for
a proper understanding of local budget policy, we need to
take into account the interdependence of different tasks
and remember that central regulation of even one task
influences all local spending. The spending autonomy
indicators better than revenue autonomy indicators
help to explain differences in the level of decentralized
spending.When the variation of decentralized spending is
very high and there are municipalities where spendingis
very low it could mean that its revenues are not adequate.
It should be an important signal for policymakers to
rethink the system of local finance before the lack of

adequacy leads to the insolvency of local units.
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