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Summary: The Hungarian system of local governments is an important part of the public finance system. The share of the local 

government system within general government spending was around 20% in 2010 and is still 11–12% following the recent 

reallocation of responsibilities. From 2012 to date, fundamental changes have been made to the system of local governments 

operating since 1990. This paper does not seek either to evaluate the changes or to make comparisons of any kind between the new 

system of local governments and the former system. Although a vast majority of the changes have been implemented on the basis 

of recommendations over which there was consensus among experts, the time that has elapsed since the adoption of the new Local 

Government Act is not sufficient for a comprehensive evaluation. In this paper, I am making an attempt to outline a framework that 

could be suitable for an analysis of the changes. I will be highlighting four of the components constituting the local government 

system: the responsibilities of local governments, the funding system, the regulatory environment setting out the operating framework 

of the system, and the organisational system. My experience suggests these components to be the most relevant in discussing the 

system of local governments as a public finance system. These system components are highly interdependent, and their movements 

are aligned. Consequently, any proposal for change will only be meaningful with this interdependence in mind. I will be elaborating 

on the matter at hand primarily in a public finance approach, merely touching upon the legal context of the system.  
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RResponsIbILITIes

In modern market economies, state functions 
are generally performed at two or more levels 
of government. The level of local government 
plays a significant role in the provision and 
prioritisation of collective assets, and in the or-
ganisation of public services. Self-government 
is manifested in local governments’ autonomy 
to make decisions, subject to constitutional ar-
rangements, on organising the performance of 
their responsibilities. 

Local governments’ weight carried in the 

performance of public functions within public 
finances may be described from two aspects:

•	the weight of local governments within 
public finances, and

•	the nature of the responsibilities per-
formed by local governments.

In practice, two indicators are used to 
measure the weight of local governments 
within public finances. One indicator looks 
at the share of each subsystem within public 
finances as a percentage of total revenues or 
expenditures. The other indicator to judge the 
weight of state engagement may be one de-
scribing the internal structure of local govern-
ment responsibilities.E-mail address: sivakj1@t-online.hu
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The weight of  local governments  
within public finances, decentralisation  
of  responsibilities

The weight carried by local governments with-
in public finances varies considerably across 
modern market economies, expressing the 
level of decentralisation in each country. Fiscal 
decentralisation means that in respect of cer-
tain responsibilities, the state imposes a service 
obligation and confers decision-making pow-
ers on lower levels of government, while pro-
viding those levels with the required resources. 
The rest of this section presents an overview 
of the decentralisation of responsibilities, and 
the decentralisation of resources is described in 
the section on funding. The decentralisation of 
responsibilities and resources is generally the 
result of political deliberation and political 
decisions, which reflect the mechanism of the 
state and the ways of state participation. 

In arrangements for fiscal decentralisation1, 
consideration should be given to the benefits 
from the delegation of the given responsibility 
to a lower level of government, as well as any 
drawbacks this may involve. 

The benefits of fiscal decentralisation dis-
cussed in the literature include the following:

•	access to information available at the sub-
central level enables maximum alignment 
of the intensity of service needs, and to a 
certain degree, of their quality requirements. 
This possibility may guarantee that the 
resources (public funds) delegated to the 
performance of responsibilities are utilised 
as efficiently as possible;

•	the utilisation of limited funding resources 
may facilitate the requirement of efficiency, 
i.e. access to the widest range and best 
quality of services against scarce resources. 
Incentives are also provided for taking 
the opportunities for the expansion of 
resources available at the sub-central level;

•	as regards the performance of responsibilities 

and the provision of public services, 
processes become directly appreciable by 
and accountable to the citizens using the 
services, while the liability and perfor-
mance of local decision-makers also become 
directly appreciable.

At the same time, there are drawbacks to 
decentralisation that should be considered in 
the allocation of responsibilities to various 
levels of government:

•	there is a risk that in the performance of 
delegated responsibilities, the autono-
mous decisions made at the sub-central 
level are not necessarily aligned with the 
intentions previously expressed by the 
central level of government;

•	the delegation of resources (subsidies and 
taxes) and responsibilities to the sub-cen-
tral level may result in over-funding in 
certain cases, and a permanent shortage of 
resources in others, which, in the former 
case, will lead to wasteful financial manage-
ment in the absence of prudence and, in 
the latter, to deteriorating service quality;

•	the performance of responsibilities at the 
sub-central level does not always meet the 
requirement for economies of scale, which 
will obviously cause cost conditions to de-
teriorate and lead to unjustified extra costs;

•	there is a serious hazard in cases where either 
under pressure or as a result of inefficient 
financial management, the sub-central lev-
el enters the path to indebtedness through 
credit options, with the consequences of 
risk taking borne by creditors (banks and 
suppliers) or by the central budget.

Decentralisation is still a core issue in judg-
ments over the functioning of local govern-
ment systems and in reforms of the systems al-
ready in place. There have also been unrealistic 
expectations relating to the wave of decentral-
isation emerging in welfare states in the 1970s 
and 1980s. Based on the lessons learned, per-
haps today we have more solid grounds than 
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previously to judge its significance in the 
performance of state responsibilities. In par-
ticular, experience shows that the benefits of 
decentralisation are not realised automatical-
ly, and that the combination of benefits and 
drawbacks varies greatly across countries. This 
diversity is reflected in the fact that in mod-
ern economies, the allocation of responsibili-
ties to various levels of government involves 
alternating decentralisation and centralisation 
processes according to the state policy on how 
responsibilities should be allocated. 

The OECD has produced a number of 
analyses and studies to evaluate the lessons 
learned from the decentralisation processes 
that took place in member countries, which 
could make useful and valuable contributions 
to studies on the decentralisation of responsi-
bilities in Hungary. As fiscal decentralisation 
involves the simultaneous decentralisation of 
responsibilities and resources, decentralisation 
is usually measured by taking both into ac-
count. Although literature has not defined ex-
act indicators to measure the degree of decen-
tralisation, a number of practical indicators 
that offer a good approximation have been 
recommended for the purposes of judging the 
processes and comparing specific countries 
through their application. 

In the OECD’s practice, the following indi-
cators are applied (OECD, 2013c):

•	the ratio of sub-central to general govern-
ment spending (spending decentralisation 
or decentralisation of responsibilities);

•	the ratio of sub-central own revenue to 
general government revenue (revenue de-
centralisation);

•	the ratio of sub-central tax revenue to gen-
eral government tax revenue (tax revenue 
decentralisation);

•	the ratio of local taxes (subject to sub-cen-
tral decision-making) to general govern-
ment tax revenue (tax autonomy).

In connection with these indicators, it should 

be noted that analysis should take into account 
their limits as they are suitable to represent 
tendencies only. Let us consider the indicator 
of spending decentralisation, for example. In-
deed, a higher value of the indicator does sug-
gest greater participation of the sub-central level 
in the performance of public functions, and as 
such, it also implies a great degree of local auton-
omy. However, the diversity in the distribution 
of tasks among various levels of government al-
lows, for instance, the responsibilities performed 
at the sub-central level to be determined cen-
trally through a variety of regulations. Conse-
quently, in such a case the high degree of decen-
tralisation represented by the indicator will not 
imply a corresponding autonomy in sub-central 
decision-making. Similarly, a high value of the 
tax autonomy indicator, while significantly af-
fecting autonomy at the sub-central level, will 
not be accompanied by strong sub-central au-
tonomy where limits are imposed centrally on 
the base or rates of local taxes.

Over the past 15 years, the trend of decen-
tralisation has been apparent in all OECD 
countries, but the extent of decentralisation 
varies considerably. Table 1 shows data for 
some countries on the extent of decentralisa-
tion described as the ratio of sub-central spend-
ing to general government spending. The hori-
zontal axis represents the ratio of spending to 
general government expenditure (decentrali-
sation of responsibilities), whereas the vertical 
axis represents the share in general government 
revenues of the revenues decentralised to local 
governments, primarily taxes (revenue decen-
tralisation). Apparently, in all countries the ex-
tent of decentralisation is greater for spending 
than revenues. The resulting vertical imbalance 
is corrected by public grants – in an “ideal” 
case, the countries would be positioned on the 
45-degree straight line (see Chart 1).

OECD-wide, the sub-central spending 
share averaged around 31% in 2010 (OECD, 
2013c). The average represents a variety of val-
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ues ranging from Ireland’s lowest at 11% to 
Canada’s highest at 66%. Also taking the pro-
cess into account, it may be argued that in near-
ly all countries, responsibilities have increas-
ingly been delegated to the sub-central level, 
or more generally, to lower government levels. 
Based on the evaluation of findings, research by 
the OECD has also concluded that the impact 
of decentralisation, expressed for example by 
service quality or consumer satisfaction, can-
not be judged solely against the degree of de-
centralisation, only by taking into account the 
funding principles accompanying it. In most 
OECD countries, the decentralisation of edu-
cational responsibilities is a matter of priority. 
The role of the local government level is impor-
tant as 58% of all public education spending 
is absorbed at that level. On a related note, in 
a remarkable analysis using mathematical and 
statistical methodology, OECD experts have 

demonstrated that the decentralisation of pub-
lic education responsibilities tends to be more 
beneficial if the effectiveness of decentralisation 
is viewed from the perspective of PISA2 perfor-
mance (OECD, 2013c).  

The role of local governments in the perfor-
mance of public functions may be examined 
at the macro level according to the structure 
of the responsibilities performed locally. Argu-
ably, in view of the functional classification of 
government responsibilities, in OECD coun-
tries the sub-central level plays a key role in 
the performance of public functions. This is 
primarily shown by the fact that core public 
services (education, healthcare and social ser-
vices) make up approximately 50% of sub-cen-
tral spending. In 2010, based on the average 
composition of spending, the following re-
sponsibilities were performed by lower govern-
ment levels in OECD countries.

Chart 1

Decentralisation in oecD countries, 2011 

Source: oeCD, 2013c
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The decentralisation of educational respon-
sibilities varies considerably. In 2010, the 
share of lower government levels in public ed-
ucation spending was close to 60%. Hidden 
behind the average, one extreme is Belgium, 
where 100% of educational spending is de-
centralised to regional government. The oppo-
site solution has been adopted for example in 
Greece and New Zealand, where education is 
fully centralised. There are a number of coun-
tries where the share of lower government 
levels in educational spending approximates 
90% (Spain, Germany, Canada, Switzerland, 
United States) (OECD, 2013b).

Similar variations are observed in the per-
formance of healthcare responsibilities. The 
lower government levels have a 30% share 
in healthcare spending. In the United King-
dom and New Zealand, healthcare is fully 
centralised, while in Spain, Italy, Sweden and 
Switzerland, the lower government levels have 
shares of approximately 90%.

Changing responsibilities in the Hungarian 
system of  local governments

The Local Government Act3 of 2011 intro-
duced one of the most significant changes to 
the Hungarian system of local governments 
with respect to responsibilities. In accordance 

with the classification introduced above, one 
change is a fundamental shift in state and lo-
cal government participation in performing 
the responsibilities of education (primary and 
secondary education) and healthcare (services 
excluding the maintenance of clinics requir-
ing specialist care). Previously being local 
governments’ mandatory responsibilities and 
amounting to a large part of their expendi-
tures, the responsibilities of education and 
healthcare have been re-centralised. In terms 
of public finance, the change at the macro-
economic level is most prominently shown by 
the fact that centralisation has brought about 
a change in the weight of the local govern-
ment system within public finances, i.e. there 
has been a shift (in this case, a reduction) in 
the degree of decentralisation, which has nar-
rowed the scope of local governments’ manda-
tory responsibilities.

The change in macro-economic weight of 
local governments is illustrated by the two ta-
bles below. Table 2 shows the changes in the 
macro-structure of revenues and Table 3 in 
that of expenditures, highlighting the changes 
brought about by the enactment of the new 
Local Government Act.

At the macro level, changes in the responsi-
bilities of local governments can be described 
by the changes in their spending composition 
as shown in Table 4.

Table 1

composition of sub-central spenDing in oecD countries, 2010

Denomination %

education 24

Healthcare 10

social services 16

economic affairs 14

other (environment, housing, public order, recreation) 36

Total 100

Source:oeCD
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Table 2

the weight of local governments within public finances 
(macro-structure of revenues, %) 

2009 2010 2011 2012 2013 2014,

plan

Total revenues in the central subsystem of 

public finances

80.5 80.2 79.9 83.7 87.1 86.8

Total revenues in the subsystem of local 

governments within public finances

19.5 19.8 20.1 16.3 12.9 13.2

public finances total 100 100 1000 100 100 100

source: Ministry for national economy of Hungary

Table 3

the weight of local governments within public finances 
(macro-structure of expenditures, %)  

2009 2010    2011 2012 2013 2014,

plan

Total expenditures in the central subsystem of 

public finances

81.2 80.5 82.4 84.7 88.2 87.6

Total expenditures in the subsystem of local 

governments within public finances

18.8 19.5 17.6 15.3 11.8 12.4

public finances total 100 1000 100 100 100 100

Source: Ministry for national economy of Hungary

Table 4

composition of local government expenDitures  
(by function, %) 

2009 2011 2012 2013 2014,

plan

public operating expenditures 18.1 14.5 13.8 17.3 16.9

Welfare functions
•	  education
•	  healthcare
•	  social security and social services
•	  housing and community amenities

•	  culture, recreation and religion

68.9

27.8

12.5

13.0

10.8

5.0

67.8

26.8

12.1

14.6

8.7

5.6

65.8

28.6

3.5

16.2

11.8

5.7

56.1

13.6

2.6

23.2

14.6

7.1

59.3

18.0

4.5

17.3

12.3

7.2

economic functions 11.1 15.4 16.9 24.2 22.1

Items not elsewhere classified 1.9 2.3 3.5 2.4 1.7

Total consolidated functional expenditures 100 100 100 100 100

Source: Ministry for national economy of Hungary
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Further details of the changes are shown 
in Table 5, which illustrates rearrangements 
within welfare services, amounting to about 
two-thirds of local government spending. 
Clearly, spending on education and healthcare 
has been reduced significantly, coupled with 
an increased share of spending on social ser-
vices and economic affairs.

In addition to the structural changes ob-
served at the macro level, the enactment of the 
new Local Government Act has introduced 
further amendments to the local government 
system in terms of responsibilities:

•	a vast majority of the responsibilities previ-
ously performed by county governments are 
being withdrawn, and in the future, county 
governments will be primarily responsible 
for regional development;

•	the regulatory environment of voluntary 
engagement is becoming tighter;

•	the introduction of a differentiated alloca-
tion of responsibilities is a logical answer 
to previous technical recommendations.

FunDInG sysTeM

In a systemic approach, the decentralisation 
of responsibilities should be followed by the 
decentralisation of funding resources. Two 

key questions concerning the allocation of re-
sources among government levels are the fol-
lowing:

•	What resources should be decentralised to 
a lower government level, in this case to 
local governments?

•	What logic (principles) should be fol-
lowed in channelling public grants to lo-
cal governments?

Modern economies are generally comprised 
of multiple levels where responsibilities and 
resources are decentralised. The funding sys-
tem is determined by the following: 

•	What are the financial means of decen-
tralisation?

•	What degree of autonomy is granted for 
sub-central decision-making on resources?

•	What budgetary restrictions are imposed?
•	What links exist with money and capital 

markets?
The answers to these questions could be the 

subject of a textbook. This paper only address-
es the means of funding and the principles of 
allocation in order to relate to international 
trends and the changes taking place in Hun-
gary.

In most countries, sub-central funding re-
sources include the following: 

•	Tax financing, comprising the local taxes 
that may be imposed and collected sub-

Table 5

composition of welfare services, % 

2009 2011 2012 2013 2014,

plan

education 40.3 39.5 43.5 24.3 30.3

Healthcare 18.0 17.9 5.3 4.7 7.7

social security and social services 18.9 21.6 24.6 32.2 29.2

Housing and community amenities 15.6 12.8 17.9 26.1 20.6

Culture, recreation and religion 7.2 8.2 8.7 12.7 12.2

Total 100 100 100 100 100

Source: Ministry for national economy of Hungary
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centrally, and the allocation of central 
taxes between the central and sub-central 
levels.

•	Public grants and contributions. This sup-
port is provided to ensure vertical and 
horizontal balance. Vertical balance is 
achieved essentially by contributions to 
the performance of delegated mandatory 
responsibilities, while horizontal balance 
is achieved by adjusting the differences 
between local governments in terms of 
revenues and capacities. Contributions are 
also used to facilitate development.

•	Credit funds. 
As regards the allocation of public contri-

butions, two principles have evolved. One is 
expenditure-oriented regulation, which as-
sumes public contributions and the expendi-
ture needs of the local government to be giv-
en, and allocates grants to these. In this case, 
grants are normally earmarked. The local gov-
ernment has a vested interest in being awarded 
the highest grant amount possible, but has no 
incentive for tight cost management. 

In the resource-oriented system of the other 
principle, public grants are non-earmarked, 
the revenues available are regulated by the 
local government itself, which determines its 
expenditures by taking into account its own 
local revenues as well. 

In any given country, the funding system of 
local governments is determined by a combi-
nation of instruments, the logic of allocating 
public grants, the system of responsibilities to 
be performed, and the method of state partici-
pation. There are no clean models.

Funding trends in OECD countries

In OECD countries, the impact of the 2007–
2008 crisis was also felt sub-nationally, al-
though papers suggest that the impact was 
less severe than on central government. In the 

Public Finance Quarterly, Péter Halmosi pub-
lished a very thorough analysis of the effect 
of the economic crisis on local governments 
in OECD countries (Halmosi, 2013). In ac-
cordance with the subject of that article, be-
low I am attempting to provide a summary 
of the responses given by OECD countries in 
the area of local government funding in the 
period of crisis and consolidation. 

Overall, it may be argued that the funding 
system of local governments in OECD coun-
tries is relatively stable, and that funding in-
struments have been in place for years. The 
processes induced by the crisis aim for two 
distinct objectives. One is the implementa-
tion of reforms that refine the funding system 
(local taxes, grant system), while reinforcing 
fiscal sustainability (fiscal rules, regulation of 
borrowing). 

Local taxes play a significant role in most 
OECD countries. The extended application 
of property taxes and a wider scope of user 
charges are virtually permanent items on the 
local taxation agenda. One question of local 
tax reforms is how to improve the relationship 
between specific local tax categories and the 
services used. The harmonisation of local and 
central taxes is considered a similar reform 
measure.

Grants are key instruments in funding 
lower government levels as OECD-wide an 
average 50% of revenues at those levels come 
from grants. Over the past two decades, the 
size of grants has increased steadily. This is be-
cause although the decentralisation of respon-
sibilities has been continuous, it has not been 
followed by the decentralisation of resources 
such as taxes. As regards grants, the ratio of 
earmarked and non-earmarked grants to the 
total volume of grants is a constantly debated 
issue. OECD countries have shifted towards 
an increased ratio of non-earmarked grants. In 
the United Kingdom, for example, local gov-
ernments have been given unprecedented free-
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doms and flexibilities over budgets (OECD, 
2013b). Earmarking was abandoned, except 
for school grants and protected public health 
grants, and the number of grants has also been 
reduced from more than 90 to less than 10, 
and streamlined into general-purpose grants.

At the lower government levels, including 
local governments, the application of fiscal 
rules has been part of budgeting since the early 
2000s as fiscal discipline gained prominence 
in OECD countries. The rules have been ap-
plied in pursuit of well-known objectives:

•	ensuring financial sustainability in the 
long term;

•	achieving stability in financial manage-
ment;

•	improving efficiency at the level of local 
governments.

Most OECD countries apply at least one 
of the fiscal rules. The rules that have evolved 
over the past years fall into the following main 
types:4

•	Budget balance rule – as it generally re-
quires a balanced budget for current 
spending, it is commonly referred to as 
the balanced budget rule and often as the 
“golden rule” of fiscal policy.

•	Borrowing and debt rule – a rule concern-
ing borrowing and restrictions on total 
debt. The regulation of borrowing will be 
explained in more detail below.

•	Tax limit – it is used to regulate the maxi-
mum tax rate applied and the tax base 
taken into account for the purpose of sub-
national tax assignment.

•	Spending limit – limits imposed explicitly 
on specific items of spending, or linked to 
a single or a combination of indicators.

Table 6 illustrates the types of fiscal rules 
applied by local governments in some coun-
tries.

As can be seen from the table, budgetary 
restrictions are applied by all of the countries, 
which reflects the need for stronger fiscal dis-
cipline and the requirement of tighter restric-
tions. Obviously, every rule is worth as much 
as it is observed in practice. During the 2008 
economic crisis and subsequent consolidation, 
OECD countries displayed a marked tenden-
cy to enforce compliance with fiscal rules and 
to align the rules to local conditions, predom-
inantly on strict terms. There was a general 
tendency to impose sanctions in the event of 
non-compliance with the rules (Italy, Spain) 
(OECD, 2013b). Let us consider the exam-
ple of Austria. In Austria, a new law passed in 
2012, stipulating that all levels of government 
must reach a balanced budget in 2016, then 
from 2017 onwards a structural balance rule 
must be implemented. The new rules also in-
clude a debt criterion, according to which all 
levels of government must reduce their level of 

Table 6

fiscal rules applieD in some countries (2011) 

country budget spending taxation borrowing

Czech Republic x x

Denmark x x x x

poland x x

slovakia x x

slovenia x x x

Finland x x

Source: oeCD, 2013d
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debt, and Austria’s debt should pass from 75% 
of GDP in 2013 to 60% in 2016.

In the regulation of lending, the rules that 
may be applied to restrict borrowing had pre-
viously been established. The models of bor-
rowing restrictions are summarised in an ex-
cellent article by Gábor Kecső (Kecső, 2013b). 
In order to relate to Hungarian regulation, 
below is a list of the model types known in 
literature:

•	model based on market discipline;
•	model based on cooperation;
•	model based on normative rules;
•	model based on government approval.
Each is used in the practice of OECD 

countries. Their use attracted more attention 
following the accumulation of huge debts 
during the crisis. Today, the rules are applied 
to prevent another wave of indebtedness.

Changes in Hungarian local government 
funding

The following highlights are included here to 
illustrate the changes in the funding principles 
of the Hungarian local government system. 
uIn parallel with the reallocation of re-

sponsibilities, the composition of local gov-
ernments’ resources also changed. The most 
significant changes are the withdrawal of the 
personal income tax from the resources, and 
the reduction in public contributions and 
grants. In 2013, public contributions were 
reduced to 68% of the 2012 amount. At the 
same time, local tax revenues continued to rise 
in line with the tendency of previous years. 
Another change in funding is that the law re-
quires public contributions to be implement-
ed based on the principle of task financing. 
The size of public contributions is determined 
by taking into account the fiscal capacity of 
the municipality concerned, and contribu-
tions have become earmarked. In terms of its 

approach, this funding principle is more akin 
to expenditure-oriented funding. Changes 
in the composition of local governments’ re-
sources are illustrated by Table 7.
vTwo strong features in the changes to the 

funding system are tighter budgetary restric-
tions and new regulations on borrowing to 
control indebtedness.

Tighter budgetary restrictions are imposed 
to replace the previously experienced loose fis-
cal discipline with responsible fiscal manage-
ment in the local government system as well. 
With a view to tightening budgetary restric-
tions, the Local Government Act very clearly 
stipulates that no operating deficit may be 
provided for in any budget decree.5 Addition-
ally, the Local Government Act provides that 
a local government is responsible for its own 
financial management. The consequences of 
losses incurred from a local government’s fi-
nancial management are borne by the local 
government concerned, without any central 
budget coverage for its liabilities. In all prob-
ability, the preclusion of bailouts will compel 
both local governments and their creditors 
and suppliers to make responsible financial 
management decisions.

In financial terms, changes to the funding 
system are aimed at curbing indebtedness and 
controlling debt. Rather than the third group 
of borrowing models (normative regulation) 
mentioned previously, the new regulations on 
local government borrowing use a solution 
belonging to the fourth model, that is based 
on government approval.6 Effective as of 1 
January 2012, the Act requires that, except 
as provided for in the Act, local governments 
obtain prior government approval on entering 
commitments that give rise to debt. Definitely 
stricter than previous regulations, this require-
ment was probably introduced with the inten-
tion to enable the government to adopt spe-
cific decisions based on past experience that 
influence local government debt, which is a 
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part of the government sector. For such com-
mitments, the government requires joint satis-
faction of a set of predefined criteria:

•	the development creates or increases the 
capacity required for the performance of a 
mandatory responsibility provided for by 
law;

•	payment obligations are restricted by the 
local government’s own revenues so that 

in any year during its term, the obligation 
is capped at 50% of own revenues for the 
year concerned;

•	the local government introduces the local 
business tax, or some type of property tax, 
or the communal tax on individuals;

•	even with the approval granted, the debt 
of the subsystem of local governments as 
specified in the Budget Act remains viable.

Table 7

buDget balance of local governments

revenues 2008

satisfaction

2009

satisfaction

2010

satisfaction

2011

satisfaction

2012

satisfaction

2013

satisfaction

own current revenues 1,018,262.7 1,058,056.7 1,027,285.7 1,035,219.0 999,133.7 986,953.6

Of which:  Local taxes 553,341.6 566,251.5 542,585.8 566,625.2 605,761.1 644,589.5

 Excise 67,314.0 58,370.5 39,247.9 35,026.2 12,146.1 0.0

Assigned revenues 180,252.5 193,759.7 207,145.0 198,645.7 183,893.0 28,144.1

Of which: personal income tax 114,215.7 129,870.0 135,888.5 126,426.2 113,117.4 0.0

operating grants received 430,592.2 389,751.3 426,595.6 440,358.2 198,596.6 206,946.5

Of which:  Funds transferred from 

the Health Insurance Fund

366,641.3 317,445.7 330,647.7 317,470.0 64,168.6 42,581.4

own non-operating and capital 

revenues

136,706.5 75,929.9 57,177.3 60,195.7 48,091.6 81,144.8

non-operating grants received 

including eu grants

140,041.2 160,211.4 250,023.4 286,329.1 260,020.2 379,163.8

non-operating revenues outside 

public finances

28,509.5 40,674.6 48,667.3 75,194.3 34,035.7 25,788.3

public contributions and grants 1,307,500.3 1,178,581.9 1,123,498.0 1,203,905.9 1,035,737.9 711,106.7

operating revenues outside public 

finances, recovery on loans, 

temporary funds, settlement of core 

and business operations

26,847.0 29,389.3 33,096.8 32,122.3 38,445.3 29,038.6

Total revenues excluding credit 

and security transactions

3,268,711.9 3,126,354.8 3,173,489.1 3,331,970.2 2,797,954.0 2,448,286.4

Revenues from credit and security 

transactions

763,984.4 562,287.9 557,088.6 461,345.9 427,182.7 355,994.7

Total revenues in current year 4,032,696.3 3,688,642.7 3,730,577.7 3,793,316.1 3,225,136.7 2,804,281.1

Public grants and personal income 

tax joint total:

1,421,716.0 1,308,451.9 1,259,386.5 1,330,332.1 1,148,855.3 711,106.7

Source: Ministry for national economy of Hungary
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ReGuLAToRy envIRonMenT

The regulatory environment is included among 
the system components for the sake of com-
pleteness, but is not discussed in detail. In this 
context, the environment is comprised of the 
regulations setting out the framework of the 
system, usually at a high level. Among these, 
the following are of particular importance:

•	Fundamental Law;
•	Local Government Act;
•	Act on Public Finances.

oRGAnIsATIonAL sysTeM

In organisational terms, local government sys-
tems are commonly described by taking into 
account the number of local governments, the 
number of residents per local government, and 
the institutional system in which responsibili-
ties are performed. These features are extremely 
varied across OECD countries and EU Mem-
ber States. The configuration of local govern-
ment systems and the structure of government 
levels evolved as a result of a great number of 
factors, most prominently including the histor-
ical development of the country concerned, the 
type of state (centralised or federal), and regula-
tions on government participation. 

Based on joint assessments against a variety 
of criteria, literature commonly distinguishes 
different local government models. According-
ly, we have the Rhenish model, the Mediter-
ranean model, the Scandinavian model and the 
Anglo-Saxon model. Since an explanation of 
these models is beyond the scope of this paper, 
the reader is referred to their excellent descrip-
tion and evaluation in Vigvári (2011). As re-
gards organisational matters, suffice it to point 
out that whatever model is considered, there is 
great diversity in terms of both the number and 
size of local governments. Arguably, countries 
belonging to the Mediterranean model typical-

ly have fragmented local government systems, 
while the countries of the Scandinavian model 
are characterised by large units of local govern-
ment. To illustrate this point, Table 8 presents 
data on a few countries representing each mod-
el of local government, highlighting the major 
differences in local government sizes.

A systemic approach to the analysis of local 
government systems should capture the inte-
gration of local governments as a general ten-
dency in developed countries from the 1960s 
onwards. Integration has taken place in vari-
ous ways ranging from the promotion of asso-
ciations (France) through municipal mergers 
(Germany) to increasing the size of local gov-
ernment units (Denmark). Attention should 
also be paid to contemporary processes. Con-
solidation following the economic crisis also 
involved further integration. In Greece, for 
example, the 1,034 local governments shown 
in the table were reduced to 325 in 2010. Ire-
land has also announced municipal mergers 
starting in 2014. Launched in 2010, the scope 
of France’s territorial reform includes the local 
government system (OECD, 2013b).

In terms of the number of local govern-
ments (see Table 9), the organisational struc-
ture of the Hungarian local government sys-
tem had long been the subject of a debate on 
the efficiency deficit resulting from a frag-
mented organisational form accompanied by 
broad autonomy in the performance of re-
sponsibilities. As opposed to the changes in-
troduced in the field of funding, no material 
changes were made by the new Local Govern-
ment Act to the organisational system of local 
governments. 

A reference is appropriate to the point made 
in the introduction that the movements of the 
system components need to be aligned. At this 
point, it is difficult to judge the risks inher-
ent in the co-existence of an unchanged or-
ganisational system and a modified system of 
responsibilities and funding. Nevertheless, the 
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risk is mitigated by the fact that a significantly 
smaller number of responsibilities need to be 
performed within the same “plant size”, that 
responsibilities are assigned in a differentiated 
manner by taking into account the specifici-
ties of the various types of local government, 
and that local governments have been placed 
under pressure to form associations in order to 
perform their responsibilities. 

An international outlook also presents a 
varied picture in terms of the institutional 
systems maintained by local government sys-
tems. The Mediterranean and Rhenish mod-

els are generally characterised by an extensive 
network of institutions. In the spirit of new 
public management, local governments of the 
Anglo-Saxon type tend to outsource respon-
sibilities and perform them in a market ap-
proach, as a result of which their network of 
institutions is relatively small.

Table 10 shows the institutional system es-
tablished following the enactment of the new 
Local Government Act.

The institutional system is very frequently 
judged by the number of institutions. In them-
selves, the figures shown in the table reveal lit-

Table 8

number anD average population of local governments (2010)

country number of local governments residents per local government

France 36,683 1,720

Hungary 3,175 3,170

Greece 1,034 10,750

poland 2,478 15,390

Denmark 98 55,840

Great britain 434 139,480

Source: vigvári, 2011

Table 9

entities of the hungarian local government system unDer  
the local government act in 2013 

type number

Municipality of budapest 1

Capital district 23

Town with county rank 23

County government 19

borough seat 175

Town 129

Large village 119

village 2,707

Total 3,196

Source: sivák – szemlér – vigvári (2013), p. 161.
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1 There’s an extensive body of literature on the 
theoretical background of fiscal decentralisation. For 
a brief summary of its substance, see Sivák  – Vigvári 
(2012), pp. 171–176. 

2  Program for International Student Assessment. An 
international program initiated and conducted by 
the OECD to assess the skills of 15-year-old students 
every three years.

tle about the chances that the quality of local 
public services will improve in the face of an 
essentially unchanged institutional system of 
local governments. In addressing operational 
efficiency and service quality, it should be re-
membered that everything is decided within 
the institutions. In essence, the recent reform 
on local governments has brought no changes 
in the part of the institutional system that re-
mained with local governments with the exist-
ing capacities. In my view, the long-term suc-
cess of the reform will largely depend on how 
local governments can utilise institutional ca-
pacities, and how they can involve local NGOs 
and businesses in funding and in capacity 
building and utilisation.

suMMARy

Reforms on our local government system 
were launched only three years ago. It is a 
commonly held view among experts and re-
searchers working in the field of local gov-
ernment that reforms on the system should 
be conceived of as a process that requires 
the most thorough analyses possible to make 
progress. The systemic approach proposed in 
this paper argues that in further refining the 
local government system, account should be 
taken of the aligned movements of respon-
sibilities, the funding system, the organisa-
tional system and the regulatory environ-
ment.

Table 10

number of buDgetary institutions in the local government system 

type of budgetary institution end of 2010 end of 2013

Independent local government offices 1,130 545

Of which: County local government offices 19 19

number of regional clerk’s offices 768

number of joint local government offices 749

Local budgetary institution* 6,146 4,469

budgetary institution of a legal entity 18 737

budgetary institution of a multi-purpose micro-regional association 94

Local minority budgetary institution 9

Total 8,062 6,603

*Note: In 2013 (as of 2012), mayor’s offices/local government offices would feature here as budgetary institutions ‘separately’ from the local 

governments, but for the sake of comparability, independent offices and joint offices are featured in separate lines; and in 2010 (up until 2011), 

minority local government institutions and institutions of multi-purpose micro-regional associations are found in the data of this line. 

Source: nGM

Notes
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