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Abst r act
| mproving efficiency and nodernizing the public adm nistration was and
still is a major requirement of the Romanian reform with a view to

Romani @’ s EU accessi on.

The quality of the public services provided to the comunity can be
improved primarily by neans of their provision by the authority that
is closest to the citizen. Therefore, decentralization represents a
key elenent of the Romanian public admnistration reform leading to
reinforcing the power and role of local authorities in managi ng public
servi ces.

Though launched later than it should have, in recent years
decentralization in Romania has took inportant steps in point of pace
and contents.

Throughout the process of decentralization in Romania a nunber of
probl enms and shortcom ngs have occurred, including:

- the unstable character of the |egal franework;

the lack of transparency and predictability of transfers from the
state budget for balancing the local budgets, but also of inter-
adm nistrative transfers;

the lack of a clear definition of the responsibilities being

transferred to |l ocal authorities;

assigning responsibilities w thout granting the adequate resources;

a transfer of responsibilities wthout granting the required

conpet ences.
The further developnment of the decentralization process at a nore
rapid pace and in a nmore concrete and realistic manner is the mgjor
prerequisite for the full success of the admnistrative reform in
Romani a.
Thi s paper constructed the neasure of public services decentralization
in Romania. For this it is needed to clarify the definition of the
decentralization and to investigate the historical situation of
decentralization process. Next, we investigated the  historica
situation of decentralization in some South East Europe countries.

Keywords: decentralization process, public service, financial
aut onony

Decentralization Process Evolution

Brief history of Decentralization in Romania

Decentralizati on has been a characteristic process of nobst countries
in transition over the |atest decades. There is not a national or

| ocal nodel of efficient and neasurable government and it is difficult
to find the optimal centralization degree in the public sector
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One of the nost centralized forms of public adm nistration functioned
in Romania wuntil 1990. At the time, the fundamental decisions
regarding local comunity development were nade entirely by the
central adm nistration.

After the year 1990, along with the denocratic changes in Romani a, new
attributions and responsibilities were entrusted to the |oca

comunities, especially the management of Ilocal or county public
problenms. The fundanental principles of local public admnistration
organi zation and efficiency were stipulated by the Romanian
Constitution in 1993 its changes from 2003: “the public adm nistration
of the territorial admnistrative units is based on the principles of
decentralization, |ocal autonony, and public service deconpression”.
Decentralization nmeans to transfer the administrative and financial
conpetences of sonme public service from the central to the |oca

public administration. The main purpose of decentralization is to
provide better and cheaper public service and to nodernize the
structures that provide them

The process of decentralization in Romania had to neet the provisions
of the comunity aquis, especially those regarding regiona
devel opnent, justice, admnistration and internal affairs.

On the other hand, the public authorities noticed the need of
conpatibility with the European public adm nistration. In consequence,
Romani a adopted by Law 199/ 1997 the “European Charter of Loca

Aut onony” t hat states that “the |ocal public admnistrative
authorities are fundanmental in any denocratic reginme” through which
“the citizens’ right to participate in public affairs” “can be

exerci sed nost directly”.

This inplies the existence of sonme local public admnistrative
authorities endowed with decisional bodies, denocratically constituted
and benefiting by a large autonony regarding their conpetences and
neans to fulfill their duties.

Therefore the European Charter defines the local autonony as “the
right and real capacity of the local public admnistrative authorities
to find solutions and to nanage part of public affairs according to
the law, for thenselves and for the local people interest” considering
that “the general exercise of public responsibilities should be given
to the authorities closest to the citizens”.

Following these principles, Rormania prepared a whole set of
regulations in view of decentralization, attribution share and
financial aid to support the local public admnistration. In
consequence, the local public admnistration took gradually the
attributions of undergraduate education system (first the patrinony,
than the payroll for didactic and non-didactic personnel), health
system children protection, social protection (including the m ninum
guar anteed incone), population conputerized record, community police,
etc.

During the process of transferring responsibilities to the |Iloca
public authorities, nost problens were the result of the centra
admnistration’s refusal to conplete decentralization in certain
fields. Therefore the processes started in all fields, but none of
them really conpleted. Education and health systems go through a
partial decentralization, with exclusive attributions of |ocal public
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adm nistration and also parted attributions wth the central
admi nistration or even delegate administrations (defined as such by
Law 195/2006 regarding decentralization). This results in authority
over | appi ng and financi ng gaps.

It is true that by neans of the Governnental Urgent Decree 45/ 2003
regarding local public finance a series of procedures decentralized
though limted, predictability occurs for the first tinme in case of
financial resources of the local public admnistration. The size of
these resources conpared to the attributions generated and stil
generates a tense situation for the local public admnistration, a
permanent concern to satisfy the community’'s needs, conpared to the
services the local authorities should provide for the citizens.

Principles and Rul es of Public Service Decentralization Process

Decentralization starts from the premse that the local public
authorities are nore conpetent to neet the citizens’ needs, as they
understand better their problens and the best ways to settle them
Decentralization nmeans to draw near the citizen decision. A whole set
of public services are supplied nore efficiently fromthe |ocal |evel
under graduate education, social assistance, water supply and road
systens are only a few public services for which the local public
admnistrative authorities make the best decisions to assign the
resources adapted to the specific needs of each local comunity.
Decentralization is not only a purpose, but a nmethod to provide public
services nore efficiently and to correlate them wth the
beneficiaries’ requests and preferences. A central system cannot neet
the local communities’ infinite variety of needs, conpared to the
local authorities elected and responsible toward them According to
the decentralization Law No. 195 from May 22", 2006, the principles of
decentralization are the foll ow ng

the principle of subsidization consists of perform ng conpetences by
the local public admnistrative authority which is |ocated closest
to the citizen and has the necessary adm nistrative capacity;

the principle of providing proper resources for the transferred
conpet ences;

the principle of the local public admnistrative authorities’
responsibilities toward their conpetences; it is conpulsory for them
to attain the quality standards in public service and public utility
del i very;

the principle of providing a stable and predictable decentralization
process, based on objective criteria and rules, that does not
constrain the activity of local public admnistration or limt the
| ocal financial autonony;

the principle of equity provides all citizens’ access to the public
services and public utility services;

the principle of budget constraint forbids the central public
administrative authorities to use the special transfers or
subventions to cover the final deficits of the |ocal budgets.

The general rules of the decentralization process are:
1 The Governnent, the mnistries, and the other specialized bodies of

the central public admnistration transfer conpetences to be
performed by the local public admnistrative authorities of
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counti es, towns and villages, respecting the principle of
subsi di zation and the following criteria:

t he scal e econony;
t he beneficiaries’ geographical area.

Conpetence transfer is based on inpact analyses of specific
net hodol ogies and nonitoring indicator systens, planned by the
mnistries and the other specialized bodies of the central public
administration, in cooperation with the Mnistry of Admnistration
and Internal Affairs and the associative structures of the |oca
public administrative authorities. The mnistries and the other
specialized bodies of the central public admnistration in
cooperation with the Mnistry of Admi nistration and Internal Affairs
and the associative structures of the local public admnistrative
authorities organize pilot-stages to test and eval uate the inpact of
t he proposed solutions to decentralize its present conpetences.
Conpetence transfer is perforned sinmultaneous with resource
provision, necessary to exercise them The conpetences should be
performed only after the financial resources have been transmtted.
Del egate conpetence financing is entirely provided by the centra
public admnistration, and the |ocal public admnistrative
authorities have to neet the quality standards in supplying
decentral i zed public services.

2 The stages of conpetence transfer are the follow ng:

the Governnent, the ministries, and the other specialized bodies of
the central public administration plan the strategi es of conpetence
transfer to the local public admnistrative authorities and the
regul ation projects to performthem

the Governnent, the ministries, and the other specialized bodies of
the central public admnistration identify the necessary resources
and the entire costs for the conpetences to be transferred, as well
as the budgetary sources to finance them These identified resources
are then transferred to the local public admnistrative authorities,
according to the | aw

the Governnent, the ministries, and the other specialized bodies of

the central public administration in cooperation wth the
associ ative structures of the local public admnistrative authority
provide the long-term correlation between the transferred

responsibilities and the respective resources, so that they cover
the cost fluctuation of supplying decentralized public services and
public utility services.

Present Situation of Public Service Decentralization in
Romani a

The Conpetences of the Local Public Administrative Authorities in the
Field of Public Services

To provide local public services, the local public admnistrative
authorities performexclusive, parted and del egate conpetences.

The local public administrative authorities of towns and villages
per f orm excl usi ve conpetences of:

public and private domain administration of the respective town or
vi |l | age;
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| ocal road transport infrastructure adm nistration

local culture institution adm nistration;

local public sanitary institution admnistration

territory planning and urbani sm

wat er supply;

sewerage systemand rain or used water filter systens;

public lighting;

sanitation;

soci al assistance services for children and ol d people protection
soci al assistance services for the victins of famly viol ence;
| ocal public transport.

The local public admnistrative authorities of counties perform
excl usi ve conpet ences of:

local airport administration

public and private donmain admnistration of the respective county;
county culture institution adm nistration;

county public sanitary institution adm nistration

soci al assistance services for the victins of famly viol ence;
soci al assistance services for old people.

The local public administrative authorities of towns and villages
perform parted conpetences with the central public admnistrative
aut horities regarding:

supplying the therm c energy produced in centralized systens;
bui | di ng soci al houses and houses for the young;

under graduat e education, except for the special education
public order and safety;

providing social aids for persons with difficulties;
preventing and nmanagi ng the local urgency situation;
providing health and social assistance for social cases;
provi di ng soci al assistance for disabl ed people;

comunity public services of population record;

nmanagi ng | ocal road transportation in villages.

The | ocal public administrative authorities of counties perform parted
conpetences wth the central public admnistrative authorities
regar di ng:

county road transport infrastructure admnistration
providing health and social assistance for social cases;
soci al assistance services of children protection

soci al assistance for disabl ed people;

comunity public services of population record.

The local public admnistrative authorities of counties perform
conpet ences del egated by the central public administrative authorities
regardi ng the paynment of children and di sabl ed peopl e benefits.
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Fi nanci al Autononmy — The Material Support of Public Service
Decentralization

The reform directions for the local public admnistration cannot be
set uo without taking into account the financial inplications, as
reflected in the structure of the budget on each governnent |evel. On
one hand the process of services decentralization is closely related
to the financial tools decentralization and on the other hand w t hout
fiscal decentralization there is no real autonony for local
comunities irrespective of the |evel.

The setting up of a new administrative level involves not only the
drafting of the regional budget but also the reform of certai naspects
of the |ocal budget such as the equalization process or
decentralization of fiscal revenue.

The services of general interest may be financed by different sources,
anmong whi ch:

budgetary funds: the federal budget, the states’ budgets, the |ocal
comunities’ budgets;

fees and contributions of individuals or organisations that supply
financial funds of special destination as: the budget of social
i nsurance, the unenploynent funds, so on so;

takings from the fees or rates the users or custoners of sone
servi ces pays fromtheir own incones;

foreign financial aid and so on

The proportion these financing sources are used may vary according to
the social and economic particularities of each state, the tine of
financing or the type of the financed service. Thus, taking into
account the special inportance given by the public authorities, in
case of the education services, the state budget is the main financing
source in all countries of the world. On the other hand, the financing
sources for the social security services are the contributions of the
enpl oyees, freelancers and enployers, to which subventions from
budgetary funds are added soneti nes.

Public and private conpanies have simlar financing nechanisns. Since
sone of these entities satisfy public needs, their financing mechani sm
has certain particularities, t hat is t he prices of t he
produced/ perforned goods and services are controlled and sonetines
inmposed by the public authorities. Therefore 1is necessary to
conpensate wi th subventions these conpanies’ insufficient incones.

In case of the public conpanies that perform services of general
interest, the notion of profit is considered the surplus of incone
taken from users or custonmers above expenses. In the European Union
(see European Economic and Social Conmittee, Qpinion on the Geen
Paper on Services of General Interest, Brussels, Decenber 2003) the
use of the following financing nechanisns for conpanies s
r ecomrended:

1 Indirect financing by crossed subventions between different fields
of activity. This 1is the <cost transition from unprofitable
activities to profitable ones. This financing mechanism allows two
possi bl e vari ants:
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surplus incones achieved from performng services of general
interest by a series of public conpanies are drawn by the public
authorities that will wuse these incones to finance those public
conpani es that show | osses as a result of their economc activities.
There are such financial flows between the public conpanies and the
public authorities in both directions. Taking into account the
conplex financial flows between the state and the public conpanies
that perform services of general interest, sonetinmes the special
rel ations between the public authorities and sone types of conpanies
may hide state aids that risk escaping the control nade by classica
neans. Therefore the European Union adopted sone |egal instrunments
to ensure their evidence and transparency and an effective contro
for the state aids (Directive 80/723/EEC regarding the transparency
of the financial relations between the nenber states and the public
conpanies, regarding the financial transparency wthin certain
conpani es, as well as other supplenentary directives).

conpani es that provide a great nunber of services of an integrated
structure occur. Such a conpany should manage profitable services
(electricity and water supply, etc.) as well as services that
sonetines may generate |osses (passenger public transport, sanitary
engi neering, SO on SoO).

2 Financing from state budget or local budget, from their fiscal
incones. Thus the state or the local authorities finance directly
the poor custoners, by assigning for free anticipated paynent
tickets to pay a certain part of consunption. Community as a whole
shoul d take over the support of socially deprived groups.

In Romania, the decentralized public service financing should be
provided mainly from local revenues, from local taxes and duties.
However, they are not sufficient in any admnistrative system so that
the central administration should provide partially or entirely the
necessary resources to finance «certain services and neet two
f undanent al principl es: predictability and objectivity. In
consequence, the central admnistration’ duties are: regulation,
strategy, nonitoring, evaluation and control

The |ocal budget revenue evolution between 1991 and 2005 denonstrates
the increasing inportance of l|ocal authorities in providing social
servi ces.

Tabl e 1: Local budget revenue evol ution between 1991 and 2005

I ndi cat or Achi eved revenues (million lei in nominal expression)

1991 1995 1999 2000 2001 2002 2003 2004 2005
Total 5. 86 333.65 | 2224.37 | 3344.5 7119.6 9322.6 13078.1 | 15955.8 | 19480.9
revenues
Current
revenues out 1.7 87.41 722. 34 801.7 1115.9 1561.5 2285.9 2747.2 3149.5
of whi ch
fiscal 1.61 73.44 574.75 614. 3 839.5 1184.2 1825.9 2177.2 2414.5

revenues
State budget
wi t hdr awal s
State budget
subventi ons

Sour ce: Romani an National Institute of Statistics

120.3 1039.89 | 1843.0 5092. 4 7096. 0 9374. 3 11909. 8 14667. 1

4.14 119.99 | 156.40 285.2 453. 2 117. 4 734.9 920. 2 1218.1

Table 1 shows the increasing shares of state budget withdrawals to
cover the expenses generated by sone public service transfer to the
| ocal administrati on managenent (from 36% in 1995 to 75% in 2005) and
the decreasing state budget subventions (from 36% in 1995 to 6% in
2005) .
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The analysis of the local public expense between 1991 and 2005 shows
that a significant portfolio of public services was transferred from
the central to |local authority managenent.

Tabl e 2. Local budget expense evol ution between 1991 and 2005

I ndi cat or Achi eved expenses (million lei in nom nal expression)

1991 1995 1999 2000 2001 2002 2003 2004 2005
Total expense 5. 84 326. 53 2159. 93 3321.7 7067.5 9268. 8 12852.7 15540. 7 18777.0
Soci o-
cul tural 0. 39 108. 28 467. 80 802. 4 3503. 8 5002. 1 6775. 2 8257.0 9971.8
expenses
Services and
public 2.82 127. 05 872.04 1196. 4 1797.9 2079.1 3334.1 3156. 8 3673. 4
devel opnent
Ez?:]gnmsc 1.96 | 98.67 284.60 | 398.8 601.0 711.2 1045.1 | 2203.7 2766. 3

Sour ce: Romani an National Institute of Statistics

Table 2 shows the increasing shares of socio-cultural expenses out of
| ocal budget expenses from 6.7% in 1991, 33.2% in 1995 to 53% in
2005, as the result of the following |ocal public service
decentralization: undergraduate education, public health, social and
cultural assistance. In case of undergraduate education, the follow ng
conpetences were decentralized: school nmanagenent, hunman resource
managenent; they were transferred to the local public administrative
authorities and school admnistration boards. In case of public
health, a series of conpetences regarding the |ocal public sanitary
unit nmanagenent were transferred to the local or county public
adm nistrative authorities. The culture institutions wth |ocal
comunity beneficiaries were al so decentralized.

In case of public order, the conpetences of the local public
admi nistrative authority were strengthened by establishing the |ocal
police. In the transport field (the main conponent of economc
actions), the resources assigned by the local public admnistrative
authorities to nmaintain and nodernize the local and county public
roads increased.

Though the inmportance of local authorities in supplying public
servi ces has increased considerably, the local budgets make unfl aggi ng
efforts to keep the bal ance between revenues and expenses. Therefore
it is necessary to identify some neans to finance expenses, based on
econom cal principles and efficiency, to benefit by other revenue
sources of fiscal nature (because their share in total |ocal revenues
decreased from 22% in 1995 to 12% in 2005), or to valuate the goods
that belong to the territorial and adm nistrative units.

Decentralization in some South East Europe countries

Decentralization and devel opnent of nodern |ocal government systens
wer e fundanental conponents of transition in South East Europe. During
this first decade of denolishing centralized states and unifying
public services, various |ocal government nodels were designed.
Political nmechanisnms, economic systens, inherited institutions and
nmanagenment practices were restructured in these countries.

In 2003, at the beginning of fiscal decentralization in Bulgaria,
| ocal governnments were given the power to set the rates of |ocal fees.
Local governnents are free to decide on types of local fees to levy as
well as the anpbunt to charge in correspondence with |ocal needs and
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preferences. Al local taxes are determned in the Local Taxes and
Local Fees Act, pronulgated in 1997 and amended in 2006 (in 2007 for
the last tine, providing nunicipal taxing powers). Local governnents
are responsible for sonme services regarding public education and
health care, but despite the government transfers, the funds are not
enough to cover the needs. They |ack adequate resources to serve the
public to the full extent of their legally defined conpetencies. The
admi nistrative capacity of nunicipalities remains |imted.

The Law on Local Public Finance has been enacted in 2006 in Serbia. It
prom ses to make substantial progress in the equity, transparency and
stability of the fiscal decentralization system The reforms enacted
in the 2006 Law have been necessitated by the introduction of VAT and
the consequent abolition of Sales Tax whose sharing wth |oca

governnent constituted a nmajor conmponent of |ocal budgets. The new Law
provides alternative revenue sources, but opportunity has been taken
to introduce a nore equitable horizontal distribution of revenues and
greater stability. The 2006 Law substantially increases the discretion
of local government while limting that of the Government. |In
particular |ocal governnents gain the right to determne rates of
property tax and to collect it. They are also awarded the right to
borrow noney for investment within a debt service ratio of 15% of
annual revenue. The Law al so reduces dependence on annual state budget
legislation. It fixes the wage tax share at 40% and indexes the bl ock
grant at 1.7% of CGDP

New laws on local self-government are being drafted, promsing to
i nprove the conpetencies and fiscal independence of nunicipalities in
Bosni a and Herzegovina. Mst of these laws remain untested. The power
of nmunicipalities is, however, constrained by the extensive formnal
conpet enci es and i nformal power s of political subdi vi si on.
Local governments have responsibilities in both entities for communa
and utility services and for the non-salary costs of sonme educationa
and soci al services.

Al bania is not a decentralized state yet. At the end of 2006, about
70% of all public services were delivered by the central governnent to
the citizens, either directly or through regional offices. Loca

governnents have limted, if at all, decision-making powers wth
regard to funds and budgeting, especially in fields |ike education,
heal t h, social care, transportation, and culture.

The Croatian Constitution stipulates the rights of citizens to take
part in the conduct of public affairs and to have access to public
services, the right to vote and to be elected, as well as the right to
submt petitions and conplaints, to make proposals to governnment and
other public bodies. The nmain responsibilities of l|ocal and regional
governnents are: organization of settlenents and housing, town and
urban planning, wutility services, child-care and social welfare,
primary health protection, education and primary-school education

transit and traffic infrastructure, fire-protection and civil defense.
The revenues of the units of local and regional self-governnent are

nmuni ci pal /town/ county taxes, surtax, indemities, contributions, and
fees, revenues from assets in its property and from property rights,
revenues from trade conpanies and other legal entities in its
property, revenues from fees for concession granted by the
representative body, share in joint taxes wth the Republic of
Croatia, subventions and grants of the Republic of Croatia earmarked
in the state budget, others.
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According to the Slovenian Constitution, municipalities are financed
from their own sources. Only those nunicipalities that are
insufficiently econonmcally developed can receive additional funds
fromthe central governnent. Local governnments also have the right to

borrow. The following revenues belong to |local gover nnent s:
tax on assets, inheritance and gift taxes, tax on profit from
ganbl i ng, t ax on tradi ng in i ntangi bl e property.

Modest progresses in the quantity but substantial gains in the quality
of fiscal decentralisation have been reported in this countries. In
terms of the range of expenditures funded through |ocal budgets and
their proportion of public expenditure, decentralisation has gone
about as far as it can go in some countries. In others, |ocal
conpetences and expenditures are restricted by the continued direct
paynent of personnel such as teachers by the State; the general | ocal
governnent |egislation prom ses nore devolution than the small print
of sectoral |aws and regul ati ons has delivered.

Concl usi ons and proposal s

In Romania, during the lastest decades, a significant portfolio of
public services has been transferred from central to local authority
nmanagenent : public transport, under graduate  educati on, soci al
protection and assistance for disabled people, partial financing of
hospital s, population conputerized record, community police, etc. This
process keeps on running.

The deconpressed services of ministries and of other specialized
bodies of the central public admnistration should keep only the
attributions regarding the control, inspection and nmonitoring their
fields of duty. The central public admnistrative authorities should
keep only the attributions regarding the supply or managenent of sone
strategi c or national public services.

Decentralization is a long-term effort, wthin sequencing and staging
according to the needs and possibilities are nost inportant.
Decentralization is nore efficient when it sets working sonme
nechani sns that inply actively all the interested parties. Al the
institutional actors of economic and social policies have to get
involved in public service and resource nmanagenent and supplying.
Population has to participate in each decentralization stage:
anal ysis, planning, inplenmentation, nonitoring, evaluation and feed-
back. Partnership should inply nutual trust and parties’ behavior,
strengt hs and weaknesses under st andi ng.

Therefore sone sources to finance the local partnership projects nust
be found. A good exanple is the eligible projects of co-financing from
Eur opean funds.

Adm ni stration devel opnent is the greatest challenge for Romania right
now, as it is indispensable if we want to absorb higher funds resulted
from our right as nenber of the European Union. The states that
adhered to the E.U in 2004 are known to achieve great performances in
this field and managed to attract nore than 10% of the funds they had
access to. W have to learn from this experience if we want full
benefits and the adherence to the European Union to bring the
prosperity the Romanian citizens expect.
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We propose the follow ng neasures to inprove the public service and
t he budget bal anci ng system fi nanci ng:

Changing the anount distribution criteria for the county
territorial-admnistrative units, usi ng t he principle of
“exclusion”, so that a mninmum incone per inhabitant should be
provided fromthe income tax at |east at the average county val ue;

Increasing transparency in distributing the balance anounts on the
county territorial-admnistrative units, by replacing the county

councils (which are political institutions) wth the genera
directions of public finance (which are admi nistrative structures);
Changing the indebt ||imt of the local public admnistrative

authorities to increase the investnent capacity locally, respecting
Romania’s indebt linmt approved yearly, as well as the conditions of
nmacroeconom c stability.

Attracting private resources to develop public-private partnerships
shoul d be also a priority of public service financing.
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