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Trailing back
from quasi decentralisation to centralisation.
Municipal reform in Hungary'

Introduction

During the latest decades, the activity of municipalities, state finances, the cur-
rent budget and within this, especially the provision of local public services have
essentially been affected by the economic theories that follow, replace or combine
with each other and one of the basic questions of which has concerned the role
played by the state in the economy and public services.

The theory of financial federalism, which has been thriving for the latest fifty
years, considerably helps the scientific understanding of the centralization-decen-
tralization process®.

Mainly in the Anglo-Saxon countries, the examination of ,,local governance”
and ,,local politics” after World War II produced considerable results in the ‘50s,
providing by this the justification of researching local politics*. Opposing to this,
the terms ,local governance”, ,local state” and ,local politics” were only ,,by-
products” of the state and power theories on the European continent. Their role
and importance appeared as topics to be examined independently only in the
70s and ‘80s°. The names ,local state” and ,,local governance” were more and
more often used after the mid of the “70s when local governance had started to be
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considered as the integral part of a globalizing political system. The term ,,local
government” basically appeared in opposition to the traditional ,,public adminis-
tration” approach (which focused exclusively at the organizations and institutions
of local governance). Contrary to this, the new label covered the wider (political,
economic and social) context of the operation of local governments, as well.

The public administration and/or state and municipal reforms implemented
in Europe during the latest decades can basically be grouped according to the of-
ten contradictory responses given to the questions about the re-definition of the
role of the state and the economic efficiency of public services®.

The central element in the focus of initial theories was decentralization’ that
was the only factor capable of limiting the centralization of power owing to the
fact that local governments could provide more flexible and more controllable
public services that meet actual consumer preferences®. Later, the theorems of
information economics originating in the science of economics got built in the
frameworks of fiscal federalism as new elements, owing to which the stress shift-
ed from the effectiveness of the financial relations between governments to local
income and resource generation’. At this time, the mere provision of public ser-
vices was more and more replaced by the local economy organizing and develop-
ment role of the municipalities. These theoretical trends dominated the “70s and
the ‘80s, as well, and several trends dealing with local politics were arising, like
the localist approach or the new theory of better or community choice but we can
also mention the thesis of the dual state or the theory of relations between the
local state and society that all together provided the theoretical framework of the
almost continuous' transformation'" of the local municipal systems.

International public administration efforts took on a new direction at the be-
ginning of the 2000s. The reason for this was the series of the appearance of main-
ly financial crises that finally culminated in the global financial crisis of 2008.
The reason for the change of attitudes was that smaller and cheaper states that
had come to life were unable to provide effective solutions for the problems. In
this case, a small and cheap state also meant a weak one. As for governance-like,
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»hybrid” state systems, the main trend of criticism applied to the lack of trans-
parency and democratic legitimacy'?. Consequently, the so-called neo-Weberian
state concept stressed: the enhancement of state functions as compared to the
past, the requirement of providing quality services in a professional way, the ex-
tension of citizen and public administration consultations and the spread of re-
sult-based attitudes. ,,Returning” to Weberian heritage practically emphasised the
re-strengthening of state functions and the importance of regulative and control
functions of public administration, as well as of public service itself. Although the
model cannot be taken as a new paradigm of governance, in many countries, it
has brought about significant shifts, pushing the prestige and field of prevalence
of New Public Management into the background®.

Perhaps it is for this reason that almost all governments coming to power in
the consecutive parliamentary cycles felt it was their duty to transform or modify
public administration. During this process, very similar questions and directions
of change appeared, such as the requirement of effectiveness, cost-efficiency and
success of public administration or the promise of implementing a welfare state'.

In Central Europe, so also in Hungary, after the collapse of state socialism
and during the formation of the democratic structures, decentralisation primarily
meant the distribution of public service provision in terms of locality and organ-
isational levels and the adequate arrangement of financial relations.

In Hungary, there were two options in order to permit durable maintenance of
the balanced regulatory result®. The first was the option of the economies of scale
which emphasises the differentiation of tasks between units of local governments
of different sizes. The other solution was that smaller municipalities provide the
service functions exceeding their order of magnitude within the frameworks of
consciously organised integration entities. Practically, these were the two ways by
which the municipal structure, which was apt to give a framework to the domes-
tic financial, historical and settlement structure challenges and endowments, had
to be found.

From our perspective, the course that the municipality system has run within
the relation system of central power since the transition era is a core issue. How

2 Handbook of Public Policy, eds. G. B. Peters, J. Pierre, London 2006.
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did the relationships of the centre and the municipalities change from the transi-
tion until 2010, when the government considerably transformed this system of
relations and even the municipality level itself (in a historical way and at a scale
similar to that implemented at the dawn of the transition?) Thus, in this study, the
interrelation of centralisation and decentralisation is basically determined by the
question of which public services were provided at the central or governmental
level and which ones were implemented at the regional or local level?

Frameworks of public administration structures

It is very difficult to categorise countries and governmental systems according to
the level of decentralisation or the model they adopt in the geographical distri-
bution of power. Geographical division highly depends on the size of the states
and their population but first and foremost, on the political-ideological objectives
and system of conditions of social organisation and direction'. Concerning their
constitutional legal status, tasks, authority and organisational system, municipal
systems show a very diverse picture in Europe. In terms of the constitutional po-
sition and role of the local-territorial municipality and the central-local relation
systems, international literature distinguishes three big country groups'” of devel-
oped democracies': the French or Napoleonic, the Anglo-Saxon and the mixed
or continental model. John Loughlin (2001)" provides further precision of this
methodological framework by dividing and distinguishing between the systems
built on German and Scandinavian traditions. According to this classification,
Hungary created her state structure by mixing French and German traditions.
The creation of the Hungarian constitution and governmental structure was
highly influenced by the public administration and legal structure of the Ger-
man Federal Republic. At the same time, concerning the structure of the public
administration-organisational system, Hungary’s constitution and governmental
system was not federal; rather, it was uniform or Unitarian®. Nevertheless, the act

¢ Z.Hajdu, A magyar megyerendszer torténeti, teriileti fejlodésének sajdtossagai, [in:] A rendszer-

valtds és a megyék, eds. Z. Agg, K. 1. Palné, Veszprém 1994, p. 7-29.

Local Government and Urban Affairs in International Perspective, ed. ]. ]. Hesse, Baden-Baden
1991.

It is important to emphasise the fact that this distribution is not only apt to describe territorial
structures.

J. Loughlin, Subnational Democracy in the European Union. Challenges and Opportunities,
Oxford 2001.

This means that the constitution acknowledges the right of self-governance of the settlements,
however, it does not give any content details, not even in terms of municipal tasks. This model
assures a narrower scope for local authorities (e.g. the operation of municipalities can only be
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on self-governance, passed in 1990, established a strong and decentralised system
of territorial municipalities® that had the following main features®:

- Decentralisation without enforcing subsidiarity;

- Despite the constitutional status, maintaining a strongly centralised system

through the allocation of state-controlled resources;

- Adopting Napoleonic traditions, i.e., one settlement, one local government

principle, which resulted in a fragmented system of local governments.

Asserting the above characteristics seemed easier because in Hungary munici-
pal decentralisation had no strong traditions. Forceful centralisation was domi-
nant not only in the state socialist era between 1950 and 1990 but in most of the
earlier periods of state development as well.

Between 1990 and 2011, in a practically unique way, the Hungarian municipal
system assured a very wide range of rights for local governments and the institu-
tion of local governance was entrenched by a so-called ,,cardinal” act (demand-
ing qualified majority), along with legal regulations put down in the constitu-
tion. These laws strengthened the autonomy and sovereignty of local authorities
(within domestic legal frameworks). The only supremacy above their activities
was legal supervision but even that was enforceable only with juridical approval.
In terms of the legal conditions determined by the constitution and the act on lo-
cal governments passed in 1990, the local municipalities (that were either settle-
ment or regional authorities) had a wide range of obligations in service provision
(obligatory tasks), many possibilities (voluntarily undertaken tasks and entrepre-
neurial activities) and a high level of financial independence (possibilities of hav-
ing own incomes, normative central financing, being provided with properties or
the possibility of starting business activities).

I wish to present the operation of the system and the strengthening of its in-
ternal contradictions, as well as the issue of centralisation and decentralisation
by introducing the changes in two particular fields. One is the financial environ-
ment of the municipal system and the other is the direct contribution of the local
authorities in public service provision. The latter is a substantial issue because,
in terms of municipal capacities, it is important to present the scope left by the
sectoral regulations for the local (settlement) decision makers and the extent to
which they can determine the conditions of providing local public services.

regulated by act, thus the charging of taxes, the method of collecting it as well as the authority

and income resources of local governance).

Perhaps the term decentralised Unitarian is more precise.

2 G. So06s, L. Kakai, Remarkable Success and Costly Failures. An Evaluation of Subnational De-
mocracy in Hungary, [in:] The handbook of Subnational Democracy in the European Union,
eds. J. Loughlin, F. Hendricks, A. Lindstrom, Oxford 2010, p. 528-551.
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Changes in the financial environment

After the transition, the budgetary regulation of Hungarian municipalities was
built on the so-called resource regulation principle, i.e., central influence was
basically asserted on the income side. Local government resources available to
finance own expenditure is basically furnished by three sources: (1) revenues
shared with central government (personal income tax (PIT), motor vehicle tax,
duty tax, and so on), (2) own revenues (basically local taxes), (3) credits and the
issuance of municipal bonds. The legislator has always tried to limit the use of the
issuance of municipal bonds which is explained by the practical fact that local
governments cannot go bankrupt. Since mandatory tasks (street lighting, basic
health services, primary school instruction and education, and so on) must be
supplied, if their level of debt makes it impossible for a local government to sup-
ply them, the state’s central budget should financially substitute the local govern-
ment. Until recently, loan amounts were limited to 70% of the sum of the princi-
pal own source revenues of the local government. However, this restriction was
not a real limitation for local governments.

In recent years, until 2010, the measure of normative sponsoring has shown it-
self to be decreasing. While the measure of normative state contribution in 1991,
the proportion calculated in the GFS* system, was nearly 43% of the complete
income of governments, by 2008, it had amounted to only 16%, together with
normative support of defined application®.

The share of government expenses shows a continuous decrease in GDP%,
even though a decrease in tasks has not taken place. Moreover, different profes-
sional (sectorial) laws were created after the Act of Government (AG) came into
force and these ascertained further obligatory tasks. These laws partly include
professional standards whose financing is not included in normative state con-
tributions. The number of obligatory tasks of government has not decreased but
grown. At the same time, governments are not provided with central sources pro-
portionally to growing tasks. This has resulted in the following: the real value of
government expenses has decreased by 10% in the last 13 years®. The deteriora-
tion of the conditions of governments is well indicated by the fact that the sources

% Government Financial Statistics.

The proportion of the income of governments amounted to 16% of the complete income of
the governments with a view of GFS; this proportion exceeded 31% by 2008. The greatest part
within this (the proportion exceeded 54% of the incomes in the given year) is represented by
local taxes (this proportion was only 15% in 1991).

It was approximately 18% after the change of the political system. In 2013, it has decreased to 8%.
Ending in 2003, A. Vigvari, Politika, gazdasdg és reformkényszer a helyi onkormdnyzati szek-
torban, 1990-2004, [in:] A helyi hatalom és az onkormdnyzati vilasztdsok Magyarorszdgon
1990-2002, ed. A. B6hm, Budapest 2006, p. 19-65.
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of governments in real value in 2000 constituted only 49% of the sources in the
year 1991,

All in all, the data make it clear that Hungarian settlements possessed only
partial autonomy since they lacked its main condition: financial independence.
The above data indicate the fact that budgetary restrictions were successfully im-
plemented in the municipal sub-system. However, the structural reforms intend-
ed to be connected to these restrictions failed again and again, owing to politi-
cal resistance®. This process is clearly indicated by the financing system of local
governments trying to apply the techniques of welfare systems. In addition, the
whole economic policy was restrictive, especially during the government periods
0f 1994-1997, 1998-2000 and 2003-2004, as well as after 2006.

Relations between
financial and municipal (public) tasks

Concerning municipal tasks, the Hungarian municipal system belonged to those
with a wide range of responsibilities and general authority. The act on local gov-
ernance passed in 1990 regulated the issues of tasks, competences and functions
in its very first chapters. By local public affairs charged on the local authorities,
the legislator referred to the provision of public services for the population and to
the practising of power in a municipal way. Thus, the function of local authorities
is clear: organising public services and practising public power (regulatory and
authority) rights.

The general range of the substantial public services provided by local authori-
ties are laid down in the act on local governance to this day. Until 2011, institu-
tion-focused public task provision was typical at Hungarian municipalities. Some
of these were stipulated as obligatory tasks (although not acknowledged as civic
rights), while others were described as optional or voluntary tasks. The other part
of public services includes the organisational system of human public services.
This set covers the institutions of public education, culture (museums, archives,
cultural centres and so on), healthcare and social care.

The set of municipal tasks has in fact permanently been extended during the
last twenty years® and the prime reason for this is that the sectoral laws have the

¥ Z.Lérant, L. M. Somogyiné, A. Bukova, Az dnkormdnyzatok koltségvetési kapcsolatai 1991-
2001 kozott az Allami Szdmveviszék ellendrzései tiikrében, »Magyar Kozigazgatas” 2002, no. 6,
p. 360-370.

# 1. Kakai, Helyi és tertileti onkormdnyzatok, helyi politika, [in:] Magyar politikai rendszer - ne-
gyedszdzad utdn, ed. A. Korosényi, Budapest 2015, p. 209.

»  According to the Report no. 0012 of 2000 of the State Audit Office of Hungary, the central
government burdened 3464 functions and responsibilities on the municipalities between 1195
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right to burden obligatory tasks on local governments and to extend the content
of the functions specified in the act on local governance®. As a consequence of
competence regulation, the municipalities had become overloaded with obliga-
tory tasks by 2010, while normative supports had also been permanently chang-
ing, automatically following the changes in the regulations on task provision.

Meanwhile, duties could also be placed from the municipal side to the govern-
mental sector without any restraint. This happened several times in terms of mid-
level functions where, instead of county municipalities, decentralised state organs
and institutions were given authority. Tasks were continuously transferred, sev-
eral functions were moved from the municipality to the state sector (like public
transport, nature and environmental protection, sports, the protection of built
heritage, trade and market control, consumer protection, agricultural and land
administration, and so on). In human public services, functions developed in
parallel within municipal and state organs (e.g. education, pedagogical services,
family care, guardian affairs or the central hospitals in healthcare, etc.) The role of
the county development commissions became formal and most of their compe-
tencies in decision making ,,shinned up” to the regional commissions. This meant
that the counties were ousted from tender calls and had no possibility to maintain
infrastructure (water, sewage or waste).

The processes presented above make it clear that one of the problems of the
municipal system having operated between 1990 and 2010 was system level and
caused by the fact that a compound of the Northern European and the Southern
European models tried to be implemented®'. Namely, a fragmented settlement
system was burdened with too many tasks and too high a level of service quality
criteria. Our domestic municipalities were responsible for a wide range of tasks,
similarly to the Northern European model which, in principle, meant that the
cities with hundreds of thousands of inhabitants had almost the same rights as
tiny villages with some hundreds of people. At the same time, most of the Hun-
garian local authorities had a low population® like those in Southern Europe but

and 1999, which were regulated in 351 legal measures (including 133 acts), http://www.asz.
hu/ASZ/jeltar.usf.

% This practically meant that 23-27% of state expenditure was used at the local level, which
meant 12-13% of the GDP, M. T. Horvath, G. Péteri, P. Vécsei, Iskolapélda a pénziigyi decent-
ralizdciorol. A magyarorszdgi helyi forrdsszabdlyozdsi rendszer (1990-2012) esete, [in:] Kiilon
utak. Kozfeladatok megolddsai, ed. M. T. Horvath, Budapest-Pécs 2014, p. 337. By interna-
tional comparison, this was a strong expenditure decentralisation (the average in the 27 EU
countries was 17%).

31 A. Torma, Onkormdnyzati reformok Nyugat-Eurdpdban és tanulsdgai, ,Magyar Kozigazgatds”
2012, no. 9, p. 513-521.

% According to the data of 2018 by the Central Statistical Office, in 55% of the local municipal-
ities, the population was below 1 000 and was less than 5 000 at 37% (1165). All this means
that in 92% of the settlements, the population was under 5 000. Source: Ministry of Finance,
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contrary to them, our domestic municipalities were in charge of a wide range of
public services and the mid-level municipalities — small regions and counties —
were only given the ,rest” of the tasks and a continuously decreasing amount of
state support.

The Act on local governments, which was passed in 2011%*, made considerable
changes to local public service structures and municipal responsibilities. After
the decentralisation experiment, the new central approach showed token strong
centralisation in the spirit of a neo-Weberian* philosophy®. The process started
with the appointment of government commissioners at county level and was later
completed with the creation of the new constitution, the new act on local govern-
ments, the re-tailoring of the central and local governments’ task system and the
reform of the finance system. The transformation of the municipal system can be
taken as a local public task centralisation process implemented within a decen-
tralised structure. The new regulatory system bringing about a strong centralisa-
tion of public service provision was closely connected to the financial consolida-
tion of the local authorities.

After 2010, one of the elements of the changes in local governments’ subsi-
dies received from public finances was the introduction of so-called earmarked
financing. This means that local governments received a part of central budgetary
financing as a difference of average planned expenditure and expected revenue*.
Although the shift over to labelled financing was not 100%, the process meant
a switch from the earlier normative financing system built mainly on unrestricted
spending to a cost-oriented system of restricted spending.

In 2013, general support adjusted to the obligatory tasks of local governments
was provided in the fields of municipal administration, settlement operations
(street-lighting, public cemeteries, maintenance of public roads and green area
management), specialist social care (institutional care) and public education”. In
the cases of social, children’s welfare and cultural functions, task financing was
not applied. From 2014 onwards, the system of task financing was extended to
children’s catering as well.

https://uni-bge.hu/PSZK/Szervezeti-egysegeink/oktatasiszervezetiegysegek/PENZUGYT/do-
kumentumok/Kozpenzugyek/2019.Onkormanyzatok.pptx (24 I 2020).
3 Act. No. CLXXXIX. on the local governments of Hungary (Motv.).
3 The core of this and its difference from New Public Management (NPM) is that while NPM
strives to make the state switch over to market operation principles, the neo-Weberian model
focuses on reconsidering the role of the state in terms of making it stronger.
In this spirit, the requirement of qualitative services and their professional provision, the exten-
sion of citizen and public administration consultations and the dissemination of result-based
attitudes were given a stronger emphasis than in the previous governmental periods.
% M. T. Horvath, G. Péteri, P. Vécsei, op.cit., p. 339.
7 A. Tallai, Egy év titkrében - Onkorményzati feladatfinanszirozds 2014 - Orszdgos Onkor-
manyzati és Kozigazgatasi Konferencia. El6adds (16 I 2014 Budapest).
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Owing to the changes in the legal regulations, larger settlements have greater
authority®®. The new category of ,district tow” appeared; these settlements fulfil
(mainly small regional public service) tasks for the whole district.

The circle of mandatory tasks of local governments in Hungary was spectacu-
larly cut following 2010 and especially after 2014, in connection with the trans-
formation of large public utilities and infrastructures®. To sum up the changes, in
the fields of energy, water and public sewer supply, waste and settlement manage-
ment, the operation of public roads and local public transport, state contribution
has become dominant. As a result of competence re-organisation, the range of
tasks that local governments are obliged to fulfil has considerably narrowed. This
phenomenon can clearly be seen at both municipal county and settlement levels.
County municipalities were deprived of all their public service functions (cultural
centres, libraries, museums, archives, and so on), except for the task of regional
development, which was strengthened.

Except for nursery school education, the basic tasks of public education were
taken out of the set of local public affairs. In the field of cultural services, the
maintenance of museums was moved from county responsibility to the settle-
ments. Similar processes were implemented in the case of public libraries. Essen-
tial changes were made in terms of social and healthcare institutions of human
public services. Except for basic social and healthcare services, all the tasks were
moved under state responsibility. Previously, secondary grammar and techni-
cal schools, hostels, museums, libraries, archives, institutions providing special
healthcare and elderly care homes were transferred to central authority and the
belonging properties were nationalised.

In parallel with the growth in state contribution, at the turn of 2012/2013,
we can see a nominal decrease of HUF 400 billion (Table 1); by filtering out the
impacts of the certain regrouping, the state maintained the financing level of the
remaining municipal tasks (in the average of the former year), however, for rea-
son of the regrouping of the tasks and the general narrowing in the activity space
of the local governments, they perceived this loss as bigger and unproportioned.
After the governmental consolidation, municipal debt considerably decreased
(almost disappeared) proportionately to the own and ceded incomes, although
according to the data, it is now, at a slower pace, increasing again.

38

The model calculations made by Ilona Pélné Kovécs et al. (2014) proved ,the bigger the set-
tlement, the more services provided” connection that shows bigger leaps in the population
categories of 2 000 and 10 000 people; this picture is in line with the rules of the obligatory
responsibilities allotted to local governments, [in:] Zdrétanulmdny a hazai 6nkormdnyzatok
finanszirozdsi helyzetérdl, ed. C. Mezei, Pécs 2014, http://docplayer.hu/5950391-Zarotanul-
many-a-hazai-onkormanyzatok-finanszirozasi-helyzeterol.html (2 VI 2018).

% Since the year 2010, in the course of the fundamental transformation of the decentralised
system, the amount of tasks performed at the locality decreased by 29%.
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Table 1. Local governments in the central budget 2008-2019

Year Performance data of the section on the support
of local governments (HUF billion)
2008 1421716,0
2009 1308 451,9
2010 1259 386,6
2011 1195626,5
2012 1 066 707,2
2013 674 808,4
2014 715 854,9
2015 665 385,1
2016 675 415,3
2017 641 1054
2018 695 567,3
2019 737 270,5

Source: Ministry of Finance, 2019.

Covid-19 that appearing in 2020 has narrowed further the economic bases of
the local governments. The first important step was the government’s proposal
on ,special economic areas’, which would divert the investments exceeding HUF
5 milliard* from settlement municipalities* to county self-governments (that
are currently insignificant) so that everything, from imposing taxes to renaming
streets, would be taken over by the counties. As the next measure, the govern-
ment has taken away vehicle tax incomes* from the municipalities and ,,chan-
nelled” them into the fund established to support pandemic defence. The mea-
sure that had been meant to be temporary was included in the budget of 2021,
as well, the numbers of which indicate that the government deprives this type
of tax of the local governments for good. In parallel with this, next year’s budget
contains another important change, i.e. the increase of the municipal tax called
»solidarity contribution” to the quadruple amount. So, the government improves
the situation of the central budget after the corona virus in 2021 by re-allocating
approximately 150 billion HUF* at the expense of the settlement municipalities.

4 Approximately 14 million EUR.

41 Except for the cities of county rights, the capital districts and the general assembly of the capital.
> Earlier, the government and the local municipalities had a 60:40% share in this income.

* Approximately 343 million EUR.
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As a result of the changes, the bases of the general power giving the ground of
the responsibility and authority of the municipalities weakened and the principle
of decentralisation and subsidiarity was strongly restricted as compared to the
years before 2010. The centralisation process resulted in very deep changes in the
provision of public services for the local population - they affected much of the
local public affairs.

The relation of the population to change

The act on local governance passed in 2011 transformed the local public service
structures and municipal tasks considerably. The question is how the population
recognised all this. What perceptions of the municipal system did they preserve?
This becomes interesting, especially in light of the fact that, according to the value
surveys made from the transitional era until recently, the Hungarian population
tends to underestimate the costs (tax expenditure) of state intervention and ex-
pects/hopes/demands state intervention and redistribution also in terms of issues
where*, in general, it would be more effective, cheaper and perhaps fairer to in-
volve private or business resources®.

In order to research this, a population survey was ordered by the National
University of Public Service.* The program concerned the spatial optimisation
of the Hungarian municipal system, the differentiation of the functions of the
settlements according to their sizes, the role of the medium level and the har-
monisation of governmental and municipal contribution. The survey was based
on a sample of 1 500 inhabitants that was representative in terms of settlement
size, level of education, gender and age group”.

When we ask them what role local governments play in public services or
whether tasks can be fulfilled better by the state or the municipality, in most cas-
es, they vote for local governments (see Figure 1). Most of them think that mu-
nicipalities play an important role in providing public services. They are better at
fulfilling these tasks since they are aware of local needs.

# L. Csontos, J. Kornai, I. Gy Toth, Addtudatossdg és fiskdlis illiiziék, [in:] Tdrsadalmi Riport
1996, eds. R. Andorka, T. Kolosi, Gy. Vukovich, Budapest 1996, p. 238-271.

L Gy. Toth, A tdrsadalmi kohézio elemei: bizalom, normakdvetés, igazsdgossag és felelGsségérzet —
lennének..., [in:] Tarsadalmi Riport 2010, eds. T. Kolosi, I. Gy Téth, Budapest 2010, p. 254-287.

4 The research was implemented within the framework of the flagship project no. KOFOP-
2.12.-VEKOP-15-2016-00001, entitled Public service development basing good governance.

¥ L. Kékai, Utkeresé Onkormdnyzatok Magyarorszdgon, Budapest 2019.
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Figure 1. Local government or state?

Local govemments play an important role in providing public
serveces

Local governments can fulfil the task in providing public services
better than the state they have more knowledge of local governments

Some of the services influencing the people's lives should be
provided by the state but some of them should not

The services influencing the poeple's lives must in any case be
provided by the state

The services provided by local govenments are usvally more
expensive than those providid by the state

0% 25% 50% 75% 100%
mfully agree m somewhat agree m both agree or disagree
msomewhat disagree fully disagree does not know, does not answer

Source: Based on KOFOP-2.12.-VEKOP-15-2016-00001 calculation by Kakai 2019.

Nevertheless, the respondents acknowledge that some tasks must be per-
formed by the state and that responsibilities must be carefully distributed be-
tween the two agents (see Figure 2). Also, they have definite negative opinions
about the over-extension of the state and the centralisation of municipal tasks.

Figure 2. Local government or state?

The question of what tasks can be better fulfilled by the local
governments and which ones by the state should thoroughly be
examined

Local govemments should be given more money to provide local
services

The contribution of the local governments in public services muts be
maintained

NGOs should be given a bigger share in providing local services

Itis absolutely the same whether a service is provided by the state or
the local government

Ttis all right that the state has taken over the task of providing
services from the local govemment

1%  18%

0% 25% 50% 75% 100%
u fully agree B somewhat agree H both agree and disagree
® somewhat disagree fully disagree does not know, does not answer

Source: Based on KOFOP-2.12.-VEKOP-15-2016-00001 calculation by Kakai 2019.
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In case we take the opinions worded in the questions as the statements of
a Likert-scale and simply summarize them*, we will see that centralization in the
field of public services (so clear and strong state presence appearing everywhere)
has a very small supporter base.

Regarding quality and efficiency aspects, those explicitly voting for decentral-
ization clearly prefer local municipalities in terms of public service provision.
These make 39 percent of the people asked (see Figure 3).

Figure 3. Municipality or state? — groups created by means of factor and cluster analysis

m explicity pro-decentralization

m pro-decentralization in service provision but prefers the state in the financial issues of public services
prefers the state in terms of financial quality and efficiency issues, as well
not identifiable

Source: Based on KOFOP-2.12.-VEKOP-15-2016-00001 calculation by Kakai 2019.

The method of analysis divided the originally very large group of hesitant per-
sons into several parts. One of these groups was all for decentralisation in service
provision but preferred the state in terms of the financial issues of public services.
This constituted 25 percent of those asked.

8 This analysis method treats the eleven statements as having equal importance, showing the
primary atmosphere in connection with the examined topic. However, because of the high
number of hesitant persons, it is worth investigating the finer opinion structures and inter-
connections hiding in the background. Doing a factor analysis, we have discovered two, clear-
ly separated opinion dimensions behind the eleven attitude questions. The first one includes
the statements examined from a quality and efficiency perspective whether it is the local gov-
ernment or the state that should provide local services. The second group includes the ques-
tions concerning task division from the financial and cost efficiency aspects. With the help of
the two factors created this way, we were able to do a cluster analysis and examine the patterns
appearing along these opinion dimensions in Hungarian society, along with the type and size
of the groups characterised by these patterns.
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The other group was a pro-centralisation group that trusted the state more
than any other entity in terms of the financial issues of public services and that,
albeit not very strongly, also favoured the state in terms of quality and efficiency
aspects. This type of thinking characterised 20 percent of those interviewed.

The answers of 16 percent were incomplete and thus impossible to categorise
explicitly or did not match clearly the opinion structures of any of the groups.

One of the reasons for rejecting strong state contribution may be bad experi-
ences. Since the law on local governments was passed in 2011 and the state with-
drew tasks from the local governments, both education and healthcare have been
seen in a negative light (see Figure 4). 21 percent think that the circumstances
have declined since the organisation of primary and secondary level education
were taken over by the state and the majority thinks conditions have remained
the same (which, with regard to the long-lasting negative judgement of education,
is also problematic). Only 13 percent think there has been any improvement. The
changes having taken place in the operation of hospitals have been judged even
worse. Here, 40 percent think that conditions have definitely declined since 2011.
Forty three percent think that there have been no changes, which is also problem-
atic regarding the fact that healthcare had already long been judged as rather poor.

The only field where the balance of changes is somewhat positive is public ad-
ministration. Here, 35 percent see improvements but the absolute majority of re-
spondents (54 percent) still see unchanged conditions in this field (see Figure 4).

Figure 4. Since 1 January, 2013, ...have been operated by the state. Have you
experienced any changes in everyday life?

Since 1¢ January 2013, primary and secondary Since 1 January 2013, the hospitals have been Since 1¢ January 2013, the spots of public

schools have been operated by the state. Haveyou  maintained by the state. Have you experience administration have been re-organized. Have
experience any changesin the everyday life of the  any changesin daily health care? you experience any changes in everyday
school? management of affairs?

40%

21%

m circumstances have improved
o there have been no changes m circumstances have improved

circumstances have daclined m there have been no changes

m circumstances have improved
m there have been no changes
circumstances have declined

does not know, does not answer circumstances have declined

does not know, does not answer
does not know, does not answer

Source: Based on KOFOP-2.12.-VEKOP-15-2016-00001 calculation by Kakai 2019
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The negative experiences from the past give a clear explanation of why people
reject further extensions of the state withdrawing functions from local govern-
ments (see Figure 5).

Figure 5. The transformation of the role of local governments is a popular topic these
days. In your opinion, if local governments did not play any role in the fields
listed below, would their quality be better, worse or the same as it is today?

in local administration

in considering local people's needs

in involving local people into decision making
inlocal social care

in providing continous information on local affairs
in the permanent develop of the settlement

on the qualitive management of local affairs

in the cost effective management of locaé affairs 8%

in local cultural development RIZ 7% |
in local economy development 53% 30% 8% |
in the development of local education 31% 8% |
in the up-to-date management of local affairs, using modem solutions 7% |

0% 25% 50% 75% 100%

mwould beworse  mwould be the same  mwould be better does not know, does not answer

Source: Based on KOFOP-2.12.-VEKOP-15-2016-00001 calculation by Kakai 2019

When we asked people how the quality of the given service would change if
local governments had no authority in public services, we were met overwhelm-
ingly with negative opinions.

Those envisioning decline had absolute majority in each field. Only an insig-
nificant portion thought improvement was possible.

Further centralisation is definitely seen in a bad light; the majority of the re-
spondents thought that if the state took over the management of a certain field,
the quality of related services would decline.

By means of factor analysis, we also tried to identify some latent structure in
the attitudes concerning the twelve opinions in terms of this question. This, how-
ever, was not possible since all twelve aspects appeared in the analysis as belong-
ing to the same dimension.
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Conclusion

It is difficult to give a proper answer to the question of what the optimal ratio
of centralisation and decentralisation would be* since the state provides some
control over the economy, intervenes in the economy to some extent, provides
free services and implements some redistribution in each field®. Therefore, dis-
agreements and conflicts evolve at each of the ,,contact points” of the various
sub-systems within the state.

Centralisation tendency was a tried and tested practice of managing the eco-
nomic crisis of 2008 across Europe. In several countries, considerable restrictions
and the reorganisation of competences took place. In this respect, Hungary does
not differ from other European countries. Thus, concerning the issue of central-
ization vs. decentralisation, no clear standpoint can be taken. The successfulness
of one or another governmental structure depends on several factors, ranging
from the economic, social, political and cultural context of the given country to
the interpretation of the two governmental structures in that country’’. How-
ever, we have to point out the fact that the deep and very rapid transformation of
the municipal system was not only a manifestation of the constraints caused by
the economic crisis in Hungary, but a process carefully prepared by the govern-
ment in line with international regulations. The basic law passed by a majority of
two-thirds and the new act on local governments are both parts of a consequent
political process in which the state takes the municipalities as the executors of
the government’s policy. Thus, their scope of activity, budget and public service
functions are connected to the state more tightly.

The government gave a specific response to the problems having pressed the
municipal system since 1990. The response was undoubtedly the significant re-
duction of municipal autonomy and the strengthening of state competences.
With these changes, the government also gave an answer to the question of cen-
tralisation and decentralisation that had been present since the transition, to the
advantage of the previous one. It also weakened the possibility of the awakening
of a possible municipal ,,counterbalance” by ordering a great part of the munici-
pal responsibilities under the central government’s authority and by strengthen-
ing control over the economic operation of local governments. The municipal
reform directed from above was implemented basically without any consider-
able opposition from society or municipal associations. The data of the survey
introduced in the study make it clear that local population had little information

49

K. I. Palné, Helyi kormdnyzds Magyarorszdgon, Budapest-Pécs 2008.

0 J. Kornai, Ldtlelet. Tanulmdnyok a magyar dllapotokrél, Budapest 2017, p. 71.

' J. Litvack, J. Ahmad, R. Bird, Rethinking Decentralization in Developing Countries, World
Bank. Sector Studies Series, Washington DC 1998.
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about the changes and their directions and impacts on local life circumstances.
Therefore, we cannot undoubtedly state that local people are not affected by the
transformation of the municipal system and that it is of no importance to them
who the local service provider is since, as we can see, they think the presence of
local authority is important in many fields. That said, we also cannot say with cer-
tainty that local population takes municipal autonomy ,,under its wings”. At the
same time, it is clear that the population is sceptical in terms of governmental
centralisation and the philosophy of the strong state willing to solve everything.
According to the surveys, they do not think that the state can manage the tasks
and services withdrawn from the local level any better than municipalities can.
So far, we have no proof of the presumption that the centralisation of the financ-
ing and management of a wide range of public services has resulted in more ef-
fective and higher quality services™. In the light of the results it cannot be proven
that transformation brings about a higher standard of services or higher level of
content (the data rather show a general decline). At the same time, we cannot
conclude that the centralizer itself can be declared ,,impetuous” or, in terms of its
objectives, ,irrational” or ,,mistaken”>.

Abstract

Léaszlo Kakai

Trailing back from quasi decentralisation to centralisation.
Municipal reform in Hungary

It is very difficult to group countries and state structures according to the extent
of their decentralization or the model they follow in the spatial distribution of
power. The bounds of responsibility of local government and the state, the dis-
tribution of the roles and tasks between the two stakeholders and the question of
centralization and decentralization are issues regularly debated in recent years
and today.

This topic is not merely a public administration, financial or state organization
issue since these decisions have a direct impact on citizens’ lives through public
services.

2 L. Kékai, B. Vetd, Allam vagy/és énkormdnyzat? Adalékok az dnkormdnyzati rendszer dtalaki-
tdsihoz, ,,Politikatudomanyi Szemle” 2019, no. 1, p. 17-41.

> P.Bordas, I. Bartha, M. T. Horvath, Jobban teljesit. Centralizdcio és mindség, ,,Politikatudoma-
nyi Szemle” 2020, no. 1, p. 93.
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In my study I wish to introduce this process via Hungary’s example. I also
examine how and what those concerned by the financial and political changes,
i.e. the population perceived of this most important structural transformation
of the period since the transition in 1989. Can it be verified from the consumers’
point of view that the transformation of the local municipal system improves the
quality of service provision?

Keywords: local government, centralization, decentralization, local governments
finances. local public services, Hungary
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