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Introduction

There was a significant reduction in the number
of municipalities in the Czech Republic in the
era of socialism. This was a consequence of the
application of the central system of settlement,
which was based on Christaller's theory of
central places. In connection with the changes
after 1989, there was a disintegration of such
integrated communities and the situation has
since stabilized. A number of small villages were
renewed but cities with inhabitants of a hundred
thousand (population of these cities oscillates
around a hundred thousand inhabitants) did not
experience such processes. Due to this fact the
big cities in the Czech Republic are typical for
their larger size because they also administrate
smaller residential units of rural characteristics,
often many kilometers from the city centers.
These administrative parts of the cities are
managed in different ways. In connection with
the manifestations of suburbanization during
the past twenty years, the transformation of
the social structure of the inhabitants in these
“suburbs” and changes in rules of municipal
budgetary allocation of taxes (hereinafter BAT)
there is the question of sustainability and stability
of such defined borders of municipalities. The
paper presents opinions on the development of
the financing system and attempts to analyze
the motives of the peripheral parts of selected
cities with inhabitants of a hundred thousand to
remain part of or separate from these cities. In
connection with changes in the BAT made on
1st January 2013, the financial motive can have
an important role. The main aim of the paper will
be a comparison of the current financial income
of these municipalities with previous periods

in relation to changes in the BAT and assess
the impact of these changes on the potential
disintegration  processes and municipal
politics. The process of urban disintegration
and creation of a new municipality is not easy
and is provided for in the legal system of the
Czech Republic. The paper also gives an
overview of this legislation. The authors focus
on the cities of Olomouc and Pardubice. The
whole study follows on detailed research of
the suburban zones and its development in the
hinterlands of cities with about 100 thousand
inhabitants. Theoretical results are confronted
with a real situation in municipalities, the
main source of information from practice were
structured interviews with representatives of 20
municipalities, mainly mayors.

1. Theoretical Background

The financing of local governments defines
an important framework for their successful
operation. Territorial governments provide
a range of services to the population, so it is
essential that the system of local government
is as efficient as possible [26]. Optimization of
the space systems, respectively public finance
system in general, and more specifically the
distribution of finances and competences
between the central (national), regional and
local levels are also discussed in the theory
of public finance. One of the basic theories of
public finance is the theory of fiscal federalism.
This theory arose after World War 1l and began
to develop mainly during the 50s-70s of 20th
century. It was created for reasons of inefficient
allocation of funds for the provision of financial
assets in the public sector, which began to show
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a tendency towards strengthening the role of
local government, in particular the powers and
responsibilities of municipalities in decision
making and in the economic sphere. The public
sector is in most countries divided into several
administrative levels and these levels share
the execution of public administration. The
consequence of this division is the existence
of multi-stage organization of public budgets
and the relationships between them. Pekova
[24] states that the theory of fiscal federalism
is based precisely on the existence of multi-
level government and the optimal allocation of
powers and responsibilities between them. The
development of this theory was possible thanks
to economists in the Anglo-Saxon countries
(Charles Tiebout, Richard Musgrave, Wallace,
Oates). Musgrave [20] outlined an alternative
attribution of functions to different levels of
management. Tiebout [37] had already pointed
out“voting with feet”which explained the decision
making of inhabitants in a particular region (city
or town) according to its actual preferences
towards public goods on the one hand and on
the other hand according to the willingness to
pay local taxes (He actually formulated the so-
called fiscal migration hypothesis). Even in the
most detailed work on fiscal federalism Oates
[22] points out that population mobility helps
to increase the effect of decentralization but at
the same time it might not be necessary for the
actual decentralization of local public goods.
Based on the works of Musgrave and
Tiebout [20], [21], [37], [38] we talk about
the model of the so called “layered cake”.
It is the organization of relations within the
public sector and public finance. The central
government  should exercise particular
stabilization and fiscal redistribution functions,
regional or local government should focus on
fiscal power allocation function. In this case
it is the horizontal model of fiscal federalism.
This is a separation of powers where the
central decision-making is connected with
decentralized execution of functions. The
vertical model of fiscal federalism (or vertical
structure of the budget system) can be either
in centralized, decentralized or combined form
[24]. The second case is a horizontal model
of fiscal federalism (horizontal structure of the
budget system) which is typical for the financial
relations between different levels of government
budgets in a horizontal line. Central decision
making is accompanied by decentralized
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exercise of the functions. When the central
administration is mostly underdeveloped. The
principle of solidarity is followed. Tax policy and
tax legislation is uniform and centralized [26].
In recent decades, the Central European
countries put emphasis on the issue of fiscal
federalism. Especially in the context of the
increasing role of local governments and the
process of decentralization and deconcentration.
In many states there were or still are ongoing
reforms of public administration, which led
to transfer of certain powers and functions
to lower levels of government [18]. In this
process, the issue of public finances and public
administration often appears as a topic for
academic study [4], [19], [25], [34]. In addition
to fiscal federalism there are also concepts of
fiscal autonomy and fiscal decentralization in
the scientific literature (e.g. [3], [7], [9], [13],
[31]). These terms cannot be considered
synonyms. Fiscal autonomy in general refers
to the ability of territorial and administrative
units to provide the desired level of income,
and subsequently determine how to use it for
the benefit of the inhabitants of this unit. It is
in fact a subset of fiscal federalism, which
addresses a much broader relationships, e.g.
in relation to the central level of government.
Fiscal decentralization is a process leading to
greater fiscal autonomy (transfer of legislative
and political powers in planning, decision-
making and control from the central level
to a lower level — closer to the citizen). The
fundamental task is to search for the optimal
degree of decentralization of the public sector
to lower government levels and an increase
in the effectiveness and quality in financing its
needs. Tanzi [36] distinguishes between fiscal
and administrative decentralization. We talk
about the fiscal decentralization if the lower
administrative units have the powers given by
legislature to choose and impose taxes and
bear responsibility for their spending activities.
Conversely, if the majority of the taxes are levied
atthe centrallevel and revenues are redistributed
to local decentralized administrative units and
their spending activities are carried out under
the control of the central government, Tanzi [36]
speaks about administrative decentralization.
Topics of competences, system settings of
governance at the local level are associated
with decentralization and fiscal federalism.
This is based on the idea that you cannot
govern effectively from a single (state) center.
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Partial decentralization of the public sector
also helps to increase the intensity of public
control over the spending of public funds. The
functioning of local administration sometimes
uses the term “local state” in the literature. This
does not mean full sovereignty typical of state
but only the administration and management
of local administration units. Linking the two
levels can also be called a “dual state” [28].
The theory of local autonomy is also developed
by Clark [8], who in this context speaks of two
primary principles of local autonomy: power of
initiative and power of immunity. Initiative refers
to the power to act, to enact own legislation
and regulate the activities of private persons.
Immunity refers to the power to do without the
supervision of higher levels of the state. In the
case when a local government has power of
initiative and immunity, it is a full local state. If the
local government lacks initiative and immunity
local authorities are merely an administrative
tool of the higher levels of the state.

In the cities and larger towns there is an
alternative distribution of management and
competence on local (municipal) level to the
other two “sub-levels”. According to this system
Barlow [1] states three basic models of large
cities:

a) polycentric model,
b) unitary model,
c) two-stage model.

In a polycentric model there is no directly
elected central government (local government)
for the entire city. Management is decentralized
to local authorities. There is no citywide level
management, long term planning and the link
to the regional level is problematic. This control
method is practically nonexistent in Europe.
Unitary model has one central authority which
covers the entire city. The main shortcoming
here is excessive centralization and the
ability to solve partial problems of individual
urban areas and their citizens. The two-stage
model should combine the advantages of the
two previous models, reducing the effects of
fragmentation, while maintaining the benefits
and the existence of smaller units. Many
authors emphasize this model for its greater
respect for the values of participation, and the
availability of local identity. In the case of the
application, there is an important debate on
the question of competences which should be
kept at the city-wide level and which should
be further decentralized (e.g. [2], [14], [30]).

In the Czech Republic the statutory cities
should have a seemingly two-stage model
management but in fact it is not entirely clear.
Only eight of the twenty-six statutory cities
have directly elected bodies (local government)
at two levels: Prague, Brno, Ostrava, Plzen,
Liberec, Usti nad Labem, Pardubice and Opava
(Tab. 1). Liberec and Opava are also special
cases. Liberec has a specific way of managing
with only one city district and the rest reports
directly to city authorities, Opava has eight
local government units in the suburbs of the
city, and the city center is managed directly by
the city authorities. Other statutory cities have
a unitary governance model, where lower-
level authorities are not directly elected local
government. They have limited powers and only
an advisory function [11].

Setting the municipal financing rules of
budget tax (MFRBT) or setting alternative fiscal
autonomy is animportantissue formanagement,
control and generally for the development of
cities and villages. The dominant revenue from
taxes, tax determination, is connected with the
determination of the optimal vertical structure
of taxation. McLure [17] emphasizes the
importance of these issues when decentralizing
taxes: Which level of government decides
which taxes the government imposes? Which
level of government sets the tax base? Which
level determines the level of tax rates? Which
level manages the level of taxes? In this context
there is also important legislation correcting
the level of indebtedness of municipalities
that are significantly different in each country
and in some cases participation of citizens in
a referendum may be reflected [29]. Nominal
amount of redistribution of finances for
municipalities depends apart from setting of
parameters described in the paper on the
total amount of tax revenues. These can be
optimised by the correct setting of tax policy
[10]. The enhancement of fiscal union can be
helped for instance by activities of local leaders
or NGOs, mapped in detail in the contribution of
Laboutkova [15].

Inthe Czech Republic, the system of financing
of municipalities is important particularly for the
outskirts of large cities, which are often affiliated
to former independent residential units [12]. Their
management and financing may be significantly
different depending on whether they are or are
not part of the central city. The analysis of this
question will also be the subject of this paper.
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2. The Current System of Self-
Government of Cities with
a Hundred Thousand Inhabitants
Regard to Olomouc
Already the Act No. 367/1990 Coll., on
municipalities (local government) [45] and Act
No. 418/1990 Coll., on the capital city of Prague
[49], stated that the statutory cities and the
capital city of Prague can be divided into self-

Finance

governing districts as determined by the board
of representatives of the statutory city in the
state of the city. But there is a discrepancy in
the breakdown of statutory towns in the Czech
Republic because not all use the opportunity to
further breakdown their structure, respectively
into two-stage management (i.e. each district
has its own council and mayor). This matter is
currently in compliance with applicable legislation
fully in the competence of individual cities.

The statutory cities with two stage system of government

City Type of division
Praha 22 urban administrative districts (internal division) and 57 city districts
Brno 29 city districts
Ostrava 23 city districts
Plzen 10 city districts
Liberec 1 city districts, the rest is subject directly to the authorities of the city (35 city parts)

Usti nad Labem | 4 city districts

Pardubice 8 city districts

Opava

8 city parts, the center of the city reports directly to authorities

Olomouc belongs among autonomously
undivided cities with one hundred thousand
inhabitants. There are, however, the
commissions of city districts which are
established and dissolved by Olomouc City
Council (hereinafter OCC). These commissions
(total 27) have a certain city allocated funds
(300 thousand annually) which they manage.
Fundamental decisions are taken at the city
level (OCC) and the Commission are actually
rather an advisory capacity. At the head of each
city district commission is the Chairman who is
appointed by the Mayor of Olomouc (Statute of
the city district commissions 2011) [32].

Based on information obtained during
interviews with selected chairmen of city
district commission it can be said that this is
essentially a voluntary function because reward
for its execution is set at 1,900 CZK per month
for the President and 500 CZK per month for
members of the commission. The Number
of members in the city district commission is
5-15, composition reflects and respects the
municipal council elections in Olomouc. The
problem is a small interest in the membership

Source: official websites of cities; web CZSO (2013)

in the Commissions and the high average age
of their members. The Chairmen of city district
commission are brought together and managed
by municipality workers (Public Relations
and Information Department, department of
city district commissions). The presidents of
the city district commissions should transmit
incentives to the department which should
address them in the operation of the City
Council. However, this cooperation according
to the gathered information does not work. In
urban areas there are detached workplaces of
the municipality, which are regularly visited by
a specialized worker. But in the case of some
districts (Chomoutov) the worker does not go
there regularly and doesn’t do anything. The
chairmen of city district commissions (mainly
peripheral districts) would clearly welcome
higher autonomy of city district commissions
respectively decentralization of municipal
government (the so-called “small City Halls”).
The problem in the case of some parts of the
cities is the fact that the negotiations with the
city are affected by personal relationships and
also as to whether a member of the council or
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the city council is a resident of one or another
district (own research 2013). Among other cities
with hundred thousand inhabitants which are
autonomously undivided we can include cities
Hradec Kralové or Ceské Budg&jovice that are
divided into Ceské Budejovice 1-7 but they are
not autonomous.

3. The Settlement System of

the Czech Republic, the

Integration and Disintegration of

Municipalities in History
The Settlement system of the Czech Republic
is characterized by several specific features. It
is primarily a very high density of settlements,
their uneven distribution, a high frequency of
small rural settlements and the relatively small
number of large cities. Additionally, you can
find significant regional differences, such as
a dense network of small settlements typical
of the Czech and Czech-Moravian highlands,
while the areas of Moravian and Silesian
lowlands typically have larger and more remote
settlements [6].

The current form of the settlement system
of the Czech Republic is a long lasting result
of various historical processes. The number
of settlements reached it's historical peak
in the High Middle Ages. Then there was
a decline in their numbers, especially due to
various wars (Hussite wars, the Thirty Years
War) or unsatisfactory financial performance
of municipalities. The Thirty Years War was an
important milestone because after this war
there was stabilization in residential structure
which has lasted up till the present day.

The term settlement is in geography
perceived as an elementary unit of population
[16]. Settlements are therefore cities, villages
and spatially separated districts of municipalities,
etc. no matter what their administrative status —
whether they are or are not the autonomous
municipalities. The average size of municipalities
in the the Czech Republic amounts to 1,634
inhabitants [5]. Fragmented population structure
is not special within the Central European
conditions. The smallest average city population in
Europe (1,300 inhabitants) belongs to France [39].

There were many theories concerning
the ideal size of the municipality in history. In
general, most of them emphasized the increase
in the average size of the municipality (due to
reduced costs and increased efficiency control).

Many of these theories have become the official
development policy instruments of some states.
In our environment it was so called central
system of settlement proposed in 60s and 70s
of the last century by a group of Czech urban
planners, which became for some time the
basis of official policy of territorial development
of the former socialist Czechoslovakia.

The Hierarchical system of mainframe
sites should have become the framework of
settlement systems. These sites should have
become focal points of territorial development,
services to residents in its vicinity and
be objectives of investment. The system
distinguished between three respective levels
of mainframe sites (centers). Large rural
municipalities with 1,500-2,000 inhabitants
were chosen as the centers of local importance.
In addition to its own population, centers should
have provided basic needs for the population
of smaller non-mainframe sites in its facilities,
including about 3,000—-6,000 inhabitants. Rural
settlements not included in mainframe sites -
non-mainframe residental units were divided
into two groups: the first consisted of permanent
character settlements and the second consisted
of other residental units. As suggested by the
terminology, maintaining other residental units
wasn’t expected in the future. Around 1,700
centers of local importance have been identified.
A higher degree was formed by centers of the
district significance which were fully equipped
and offered higher services to the population in
the vicinity covering at least 50,000 inhabitants.
There were nearly two hundred of them — they
were the cities with 30—-80 thousand inhabitants.
The third and the highest degree consisted of
centers of regional significance, which should
have provided their residents and residents
from the surrounding area the most demanding
services. This category included the 20 biggest
cities. Centers of the district and regional
significance should have received crucial part
of the investments.

Despite the fact that these centers should
have been means of planned regulation of
settlement and for some time actually influenced
the spatial distribution of investments, this
system was included among projects of utopian
character. Gradually, it has been found that it is
too schematic and directive and underestimates
the significance of the impact of spontaneous
and hence unforeseeable development
factors whose spatial distribution defied the
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predetermined nomenclature. Despite the
regulation settlements which weren’t expected
to develop developed and vice versa. The
system underestimated the developing
importance of regional location of settlements,
often more important than their population
size. Because the central system gradually lost
its regulatory function and disappeared from
official documents during the 80s [39].

The introduction of the central system of
settlement resulted in a drastic reduction of
municipalities in our area (administratively).
Just between 1970 and 1980 there was
a reduction in the number of municipalities
by almost 3,000 (7,511 municipalities in 1970
and 4,778 in 1980) [27]. Municipalities were
not obviously physically destroyed, but there
was an administrative integration. It basically
acquired two forms: either the municipalities
were merged into a new territorial unit, or were
managed (without merging) by another larger
municipalities and its national committee.
Municipalities therefore existed but failed to
meet basic settlement functions and stopped
developing [35].

In connection with the changes after
1989, a municipal system was established in
1990 with a guarantee of autonomous self-
government administrative unit, municipality.
The process of disintegration of municipalities
into smaller administrative units was immediate
consequence. From 1989, largely in response
to the previous compounds, process of division
of municipalities spontaneously started and
a significant number of municipalities within
a relatively short period of time disintegrated
into autonomous units. The driving force of this
process was an attempt to regain autonomy
for the formerly independent municipalities.
If in 1990 there were 4,100 independent
municipalities in the Czech Republic, in 1994
there were 6,230 (CZSO). On 1st January
2013 there were 6,253 municipalities and
approximately 15,000 settlements in the Czech
Republic (CZSO). The number of municipalities
is therefore about the same as in the mid-
nineties, when a wave of euphoria subsided
after 1989. Only eight new municipalities have
been established since 2005 (CZSO).

4. The Legislative Framework for

Creation of the New Municipality
However, in light of recent changes in the
context of budgetary allocation of taxes the
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emergence of new motives for the disintegration
of municipalities (this time voluntarily). The
question is how the situation will continue
to evolve. The entire process of the creation
of a new municipality (disjunction) is
currently based on Act No. 128/2000 Coll. on
municipalities (local government) [41] and Act
No. 22/2004 Coll. on local referendum and on
a change of certain acts [42], as amended. § 21
paragraph 1 of Act No. 128/2000 Coll. says:
“The new municipality may arise by disjunction
of municipality part, which must have a separate
cadastral territory adjacent to at least two
municipalities forming a coherent territorial unit,
after the disjunction it will have at least 1,000
inhabitants. The original municipality must also
meet the same conditions after the separation
of its parts.” The current applicable condition
of 1,000 citizens means that the efforts of very
small parts of cities to become autonomous are
not usually successful. But there is a possibility
that more local parts join together in the same
initiative.

“The disjunction of municipality part must
be approved in a local referendum of people
living in the territory of the municipality part that
wants to become autonomous. In the part of
the community that wants to separate, citizens
of the municipality establish a preparatory
committee” This preparatory committee then
proposes a system of local referendum and
participates in its preparation and execution
and disjunction of municipality. In case of
a positive result of a local referendum held
in the municipality that wants to separate,
a competent regional authority decides on the
disjunction of municipality part with delegated
powers to the proposal from municipality part
(in our case the city from which they want to
separate the relevant parts). A Proposal to the
disjunction of community and other progressive
steps to disintegration are described in Act
No. 128/2000 Coll. on municipalities (local
government) [41].

5. The Current Rules of Budgetary
Allocation of Taxes in the Czech
Republic and Their Possible

Impacts
Tax incomes of municipalities are one of
the most important sources of income for
municipalities in the Czech Republic and to
a large extent affect their financial stability. The
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most significant incomes of municipal budgets
are the tax incomes namely tax entrusted and
shared. The development budgetary allocation
of taxes (BAT) in the Czech Republic can be
divided into three periods: 1993-1995, 1996—
2000 and from 2001 to the present. The authors
will address the period until 2001.

The funding of cities and municipalities
in the Czech Republic is different from other
European countries. Larger cities have higher
tax revenue per capita (because they perform
the functions which are used by the residents
of smaller communities). In contrast, small
municipalities have lower tax revenue per capita.
Tax revenues of municipalities and regions in
the Czech Republic are mainly defined by Act
No. 243/2000 Coll., On the budgetary allocation
of revenues from certain taxes, municipal
governments and some state funds (Law on
the budgetary allocation of taxes) [43], as
amended. Tax incomes of smaller municipalities
under the current version of the Act are made
up of a proportion of shared taxes, selected tax
incomes and the motivational elements. The
new law on budgetary tax is aimed at eliminating
the causes of unequal income disparities of
municipalities (particularly in the case of tax
on personal income), removing speculative
activities of municipalities in an effort to increase
revenue, eliminating instability of municipalities’
incomes in different development stages of
regulation of taxes by extending the spectrum
of taxes, from which municipalities determine
the shares of the tax revenue income. The aim
of the Act was also the convergence of the
dynamics of tax revenues of both segments
of public budgets [26]. Another reason for
adopting the amendments in BAT was the need
to include the financing of new and higher level
of local governments (regions). Under the new
BAT applicable since 1st January 2001 property
taxes and all the proceeds of corporate income
tax paid by municipalities remained exclusive
tax incomes of municipalities.

Shared tax incomes of municipalities are: tax
on personal income from employment, income
tax of self-employed persons (only 70% of tax
revenue), the tax on personal income collected
by deduction tax, corporate income tax, unless
the taxpayer are communities themselves and
new tax revenue became municipality’s portion
of national revenue from value added tax.

The act on budgetary allocation of taxes
was during its existence novelized several

times, where typically the changes were
caused by the need to respond to current
issues in public budgets, or a need to change
some points that proved problematic during
the practice. By 2007, there were 14 sizes of
category of municipalities based on population
and the coefficient affecting the allocation of
the income per capita. At the same time, there
were so-called jump effects of the division
of finance. The determination of the number
of size of categories was based on standard
deviations from the average tax revenue from
personal income from employment and self-
activity per capita. The individual coefficients
of size categories of municipalities should
have taken into account the fact that the higher
population size of the municipality had a bigger
scope of delegated powers [26]. This highly
inefficient system of financing of municipalities,
which had so called jump character when the
calculation coefficients changed significantly
with a certain achieved limit of population
size, was carrying a number of problems. The
most affected were small municipalities of 150
inhabitants, which evolved in an economic
pressure on their merging (although this has
never been said officially). In the category of
municipalities with 200-5,000 inhabitants (the
largest group of municipalities) the coefficients
had a very modest increase, which contrasts
with a significant jump between categories with
50 thousand up to 100 thousand inhabitants
(0.8487) and the bigger the cities with 100-150
thousand inhabitants (1.0393). However, in the
Czech Republic, there is significant group of
cities about the same size and importance,
between 90 to 100 thousand inhabitants (Ceské
Budé&jovice, Liberec, H. Krélové, Pardubice, Usti
nad Labem, Olomouc), all of which only Olomouc
exceeded this level in the long term (last year the
population of Olomouc fell under 100 thousand
according to data of CZSO). Due to differences
in coefficient practically same sized cities,
received about 20% in tax revenue per capita
less than Olomouc without the possibility to
interfere [26]. Imperfect size of coefficients led in
practice to the activities of municipalities, which
in order to obtain a higher number of permanent
residents paid the “new” people different heights
of financial contributions. Examples include
cities like Jihlava, which needed to exceed 50
thousand residents or the city of Usti nad Labem
and Kolin [53]. Surrounding municipalities
protested strongly against that. People registered
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in cities but continued to live in the surrounding
municipalities.

The amendment effective from 2008 (Act
No. 377/2007 Coll.) [47] caused removal of the
existing senseless jump transitions between
different sized categories and (for the purpose
of strengthening budgets of the smallest
municipalities) added criterior on of the sheer
number of inhabitants and the criterior on of
the total area of municipality cadastral (both
witch 3% weight). At the same there was a time
modification of the existing criteria (the number
of inhabitants) which was modified according
to coefficient of the size of categories of
municipalities (94% weight).

By 2007, Prague had 6.6 times and cities
with one hundred thousand inhabitants had 2.5
times more tax revenue per capita compared
to the smallest municipalities. After adjusting
in 2007/2008, cities with a hundred thousand
inhabitants had about 1.6 times higher tax
revenue per capita in comparison with the
smallest municipalities. From 2008 to 2012
there were four categories of municipalities by
population (excluding the jump effects):
= 0-300 inhabitants (coefficient of 1.0000);
= 301 to 5,000 inhabitants (coefficient of

1.0640);
= 5,001-30,000 inhabitants (coefficient of

1.3872);
= 30,001 or more inhabitants (coefficient of

1.7629).

An exception to these rules was formed in
the cities of Plzen, Ostrava, Brno (coefficient
2.5273) and Prague (coefficient 4.2098). A fifty
thousand or one hundred thousand threshold
with a significant jump did not exist anymore but
the bonification based on the coefficients was
still quite significant (at the time of its existence
until 2007 Olomouc and similarly sized cities
on the border of intervals took great care to
ensure that the number did not drop below
this level, respectively they wanted to avoid
separation of some of the parts). Regarding
the positive impacts, the smallest municipalities
had the largest increases in revenues from
shared taxes (population 300), thanks to the
newly introduced criterior of the total area of
municipality that favors municipalities with
low population density. The most unprofitable
municipalities were in the categories of 10 to 20
thousand inhabitants and in the category of 20
to 30 thousand inhabitants.
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In 2011, an amendment to the budgetary
allocation of taxes was presented. It was
after the debate and subsequent parametric
adjustments adopted and published in the
Collection of Laws under No. 295/2012 Coll. as
a law amending Act No. 243/2000 Coll. on the
budgetary allocation of revenues from certain
taxes for municipal authorities and state funds
(Act on the budgetary allocation of taxes), as
amended, and Act No. 370/2011 Coll. amending
Act No. 235/2004 Coll., on value added tax,
as amended, and other related laws [44]. Tax
revenues are distributed based on the (weights):
criteria of cadastral municipalities (3%), the
sheer number of people in the community
(10%), multiple successive transitions (80%)
and the number of children attending schools
run by municipalities (7%). The Amendment Act
came into force on 1st January 2013.

The Current categories resulting from the
amendment of the Act (without the jump effects):
= 0-50 inhabitants (coefficient of 1.0000);
= 51t02,000 inhabitants (coefficient of 1.0700);

= 2 001-30,000 inhabitants (coefficient of
1.1523);

= 30,001 or more inhabitants (coefficient of
1.3663).

Praha (coefficient 4.0641), Plzen, Ostrava,
Brno (coefficient 2.2961)

Figure 1 graphically illustrates the change
(in %) of incomes of municipalities according
to their size from BAT since 2013 in regard
to the period up to 2008 so it is clear how
municipalities in the various categories of
population size bettered / worsened off. X-axis
is for clarity shown in a logarithmic scale. The
vertical lines represent the mentioned “jump
effect” abolished since 2008. Figure 2 shows
the same changes but between the periods
2008-2012 and since 2013. Both graphs are
based on the theoretical assumption that the
municipalities were given the same amount
of money (thus it captures changes resulting
from legislation, particularly changes in the
amount of conversion coefficients). Figure 2
also takes into account the fact that according
to the conversion coefficients only 80% of the
total funding is recalculated since 1st January
2013. The remaining 20% is the criterior of the
area of municipalities and the number of pupils
in primary schools, as mentioned above. The
factor of the area and number of pupils was
not possible to include in the calculation of the
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Change in share of revenues of size categories of municipalities from BAT
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graph as these factors are independent of the
number of citizens of municipalities.

The amendment according to the results
of the model -calculation reinforces small
and medium size category of municipalities
compared to allocation of taxes under the
previous wording of the law on budgetary tax.
New conditions helped small municipalities
(about 300 inhabitants, up by 18%), and then
the municipalities of moderate size (maximum
approximately 5,000 inhabitants, an increase
of 17%) — generally speaking, all municipalities
with approximately 19 thousand inhabitants. On
the contrary larger municipality sized categories
(from 19 thousand inhabitants and more) were
worse off. The greatest loss is recorded in the
cities with hundred thousand inhabitants, where
there is a loss of about 13%. The Cities of Plzer,
Ostrava and Brno lose according to theoretical
calculations about 6%, then Prague with about
11% loss.

But when comparing the total tax revenues,
these changes don’t have to be apparent at
first glance because these changes can be
compensated thanks to the area of municipalities
and the number of pupils in primary schools
(which helps big cities).

Finance

6. The Impact of Funding Rules on
Municipal Policy and Territorial
Development (Example of Cities

Olomouc and Pardubice)

Looking at Table 2 the effects of changes in the
rules of BAT in municipalities in the suburban
area of Olomouc (definition according Haléas,
Roubinek, Kladivo) [12] and the city itself
are apparent. In the case of Olomouc there
was reduction of conversion constants by
0.3331. Though nominal value of shared
tax revenue for 2013 is higher (CZK 948.5
million) compared to 2012 (945.9), hundred-
thousand cities actually have less money at
their disposal (see chart. 2) due to the larger
volume of allocations, inflation, etc. Previously
criticized separate calculation for the largest
cities remained unchanged, confirming the
continuing large gap in income per capita in
Olomouc and Plzen that in fact are comparable
in hierarchical and spatial range of the Czech
Republic. According to the fig. 2 revenues of
Olomouc and Plzen declined but, paradoxically,
there was a deepening of differences between
cities with a hundred thousand inhabitants and
Plzen.

Tax revenues of per capita in Olomouc and selected (depending on size)
municipalities from surrounding area (part 1)

BAT until 2012-12-31 BAT since 2013-01-01
Number Murr\‘i:Iis:Iity ngr 2u I&t '8? Constant k taxsi:ifr:es pF:"g;;tea Constant k taxsirr‘\if:es pF:vceaan;tea
(in hundreds | (in thousands (in hundreds | (in thousands
CZK) CZK) CZK) CZK)
1 Olomouc 99,529 1.6332 945,938 9.5 1.3001 948,498 9.5
2 \I?{?/Iskt?ice 3,062 1.0577 19,510 6.4 1.0974 27,232 8.9
3 Velky Tynec 2,638 1.0567 17,350 6.6 1.0886 23,594 8.9
4 Grygov 1,468 1.0509 9,661 6.6 1.0676 12,118 8.3
5 Praslavice 1,363 1.0499 8,764 6.4 1.0674 11,026 8.1
6 Prikazy 1,229 1.0484 8,217 6.7 1.0672 10,420 8.5
7 _Ifl.(;iifl;ny_ 852 1.0415 5,513 6.5 1.0659 6,946 8.2
8 Blatec 622 1.0331 4,084 6.6 1.0644 5,220 8.4
9 Bukovany 600 1.0320 3,796 6.3 1.0642 4,739 7.9
10 Tovéf 581 1.0310 3,628 6.2 1.0640 4,538 7.8
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Tax revenues of per capita in Olomouc and selected (depending on size)
municipalities from surrounding area (part 2)

BAT until 2012-12-31 BAT since 2013-01-01
Number Mu?‘i;i‘?: iy :&p 2u I;: ng Constant k taxsir:\if:les p}:?vcznpl::a Constant k taxsirr‘!ifges pFler‘i:ear;:iI:a
(in hundreds | (in thousands (in hundreds | (in thousands
CZK) CZK) CZK) CZK)
1 Ustin 401 1.0161 2,601 6.5 1.0613 3,357 84
12 Svésedlice 190 1.0000 1,256 6.6 1.0516 1,521 8.0

Note: k is a constant, the resulting multiples are conversion by precise definitions of the regulations using the population
of the municipalities to 1st January 2012. BAT revenues for 2013 are theoretical assumption.

Source: Act No 295/2012 Coll., Act No. 243/2000 Coll. as amended by Act No. 377/2007 [43], [44], [47],
a new calculation of tax assignment for the Olomouc Region,
available at www http://www.kr-olomoucky.cz/rozpocet-olomouckeho-kraje-cl-105.html

As already mentioned, in connection with
the adoption of amendments to the rules of
BAT there was reduction in differences in per
capita incomes of cities and the municipalities
in their suburban areas. The latest state is
evident from table 2. In the case Olomouc and
some other cities with a hundred thousand
inhabitants some parts of the cities don’t
actually have (if they are organized by their
authorities) opportunity to intervene in the
city’s management and direction of future
development in the settlement unit. Although
there is such a possibility in the case of
Pardubice there are however appearing
some expressions of discontent. Individual
municipalities have, through their local councils,
more freedom in terms of management and
manage their own assets. In addition separate
municipalities benefited to some extent from
the recent amendments in the rules of BAT.
However, a separate municipality, on the other
hand, has a higher degree of responsibility.

In the case of many compact cities their
suburbs are, in fact, settlements of rural
character separated by built-up areas in the
administrative city limits. Individual municipalities
with a high degree of interaction with the city are
in fact morphologically very similar to the rural
parts of the city. Both groups show high rate of
suburbanization and links to their own compact
city, although suburban processes across the
administrative border city of Olomouc are more
intense [12]. Difference thus lies mainly in the
status of these settlements. It naturally has its
impacts, especially in the financing and also in
management. In this context (and due to recent

changes in the rules of BAT) it is meaningful to
compare the advantages and disadvantages
of the status of separate municipalities,
respectively city districts.

From the financial point of view, it seems
that for the settlements in the vicinity of compact
cities it is better (although less than before) to
be an integral part of the city (own research).
However, the question remains, what is the
actual amount of funds going from city treasury
to invest in specific urban areas. For cities
with multi-stage system of government it is
ascertainable (Pardubice), but for cities, which
are more or less controlled only the central town
hall, it is very difficult to find out (Olomouc).

a) Olomouc

The advantage for the city districts is, among
other things provision of waste collection, road
maintenance, public lighting, green areas, etc.
by technical services of the cities. These items
are for separate municipalities, a considerable
financial burden. Furthermore, the technical
and financial background of the city is an
indisputable advantage when implementing
specific projects (e.g. construction of sewers in
the city district Olomouc-Radikov, which cost 73
million CZK, implemented in 2006—2008, which
was paid by the city of Olomouc, would be for
Radikov as a separate municipality with a few
hundred inhabitants from their own budgets
very difficult to implement). The question is also
a success in obtaining grants from European
or other funds, where status of autonomous
municipality respectively the city district may
play a role.
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Within the city of Olomouc and its suburban
hinterland authors implemented a series
of structured interviews with local players,
especially the mayors and chairmen of the
commissions of the city district (CCD). Total
number of interviews and their structure was
as follows — 18 structured interviews with
mayors of municipalities in the suburban zone
(including two city parts outside of Olomouc
compact city) and two representatives of the
affected communities were managed. All
interviews were realized in the period from May
to July 2013, the biggest problem was to find the
intersection between free time of researchers
and respondents. During the realization of
interview did not appear any other problems,
because the respondents received research
questions in advance.

As part of this research, among others,
matters relating to the possibility of separation
from the city Olomouc or vice versa were
identified. Chairmen of CCD in general voted for
independence from Olomouc (They consider
that independent municipalities would be
better off both financially and through options
of self-government). But it's individual and it
would account only for the larger districts (e.g.
Chomoutov, Drozdin) with more than 1,000
inhabitants. In the case of smaller districts
(Radikov, Nedvézi) there would have to be
a joint activity of more of them to exceed the
limit one thousand. In general it can be said
that at present there is not any activity for the
separation in any of the city districts.

The mayors of municipalities in suburban
zones of Olomouc clearly prefer the
independence of their municipalities. An
example might be Bukovany where the mayor
contrasts his municipality with the neighboring
Drozdin (part of the city of Olomouc).the
Chairman of local CCD is allegedly unable
to enforce anything. He must deal with each
department of the Magistrate separately, has
no powers and doesn’t have any significant
financial resources. But for Drozdin it is an
unsolvable situation, because it is a road
junction with Svaty Kopecek (also part of town),
which will never be autonomous, because
they would not be able to finance all activities
related to tourism such as — ZOO etc. Striving
for independence of Drozdin therefore has no
sense because the city Olomouc would not be
territorially compact, which on the other hand
does not apply to all statutory cities.

Finance

In addition, in some city districts objective
obstacles arise before efforts for the separation
(e.g. the above-mentioned drainage). In the
case of the city district Chomoutov there is
transport of sewage to the sewage treatment
plant in Olomouc. In the case of separation
there would be need to build its own sewage
treatment plant. In addition, there always has to
be a group of active people who would take the
initiative for the separation, which is a problem
in city districts, because there is no tradition of
representatives.

b) Pardubice

Unlike the above-mentioned system of municipal
government in the city of Olomouc, Pardubice
has decentralized municipal authorities and
there are so-called “small town halls.” Thanks
to last year's changes to the rules of BAT an
initiative of residents for separation arose and
it lead to the separation of a peripheral part of
the city, the circuit Pardubice VI, which includes
the local parts of Lany na Dulku, Opodinek,
Popkovice, Staré Civice and Svitkov. This
locality is situated in the eastern part of the city.
Within the city district preparatory committee
was set up in order to create a local referendum
on separation in September 2012. In this
context, website was launched [23]. It serves
as a platform for that initiative. Although the
authors of initiative for separation do not dispute
former benefits of integrating of municipalities
to the city of Pardubice (construction of water
mains, sewers, playgrounds, public transport
accessibility, winter and summer maintenance),
they point to the fact that in 2011 there was
removal of certain powers of the city districts,
cuts in funding maintenance and repair or that
local issues are not decided by the elected
representatives of the city district, but by
councilors from city Hall.

The main strengths of the forthcoming
separation are issues of self-government (there
aren’t enough people in the municipal council
living in the periphery of Pardubice VI), as well
as better access to services and the ability to
better influence the course of municipalities
by citizens. Furthermore it is a supposedly
better relationship between municipality and
its inhabitants (change of status of residence:
peripheral city district vs. single municipality). It
is important from a financial standpoint, that in
the case of Pardubice VI, the district does not
receive any funds from the city that it should
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have available as a separate municipality. The
budget of the city district finances repairs and
maintenance of roads, pavements and green.
Large investments (such as construction of
sewer system, reconstruction of roads, etc.) are
funded from the city budget. For this reason,
the city district every year calls for the allocation
of money for these investments almost every
quarter but in most cases unsuccessfully.

In addition, the city of Pardubice has no
rules for the allocation of investment that would
ensure balanced development of all parts of the
city. Priorities are therefore investment in the
city center and the quality of living conditions
rises in peripheral parts only very slowly [23]. In
the case of the separation the new community
would have (under the current rules BAT) after
the inclusion of tax and other revenues budget
of about 63 million CZK which, according
to calculations would covers the needs of
communities by a large margin, including the
costs of maintenance of existing public transport
connections, the cost of waste disposal,
lighting, summer and winter maintenance,
operation of educational facilities and municipal
police. The Population of the new municipality
would be about 5,500. Other benefits were
seen in matters of property tax, the possibility to
apply individually for grants and subsidies, the
possibility to act independently with large firms
and the possibility of their own rules within the
admission of children to kindergartens.

In the district of Pardubice VI the preparatory
committee had received a sufficient number
of votes required to hold a referendum (about
one fifth were for), but this will not take place
and the efforts on the separation has so far
been postponed. There are several reasons.
There is a rivalry between residents of the local
parts of the city district, its role allegedly played
argumentation of representatives of the city of
Pardubice. In addition, city officials want to leave
the future of the layout of the city for people to
decide. Members of the Preparatory Committee,
therefore, decided to wait for the results of
referendum, because if the current preparatory
committee announced a referendum that would
not end positively, the possibility of holding
a referendum on independence would be
postponed for the next two years.

Conclusion
Most of the cities with a hundred thousand
inhabitants in the Czech Republic include not

only their own “real” clearly graspable urban
space but also units of suburban and rural
character, morphologically separated from
typical urban development. These are largely
the municipalities integrated in 70s and 80s
of the 20th century in connection with the
central system of settlements. This definition
does not need to undergo criticism. Locations
lying in the discontinuous urban area of cities
have the option of alternatives: remain as
part of the city or separation if they deem it
convenient. Changes realized in the budgetary
allocation of taxes, which strengthened to some
extent smaller municipalities and the actual
malfunction of multi-stage control system
in some cities may play a role in the future.
Some civil initiatives have already appeared
(Pardubice). In addition, cities are no longer
motivated to overcome some limit at all costs
(for example hundred thousand inhabitants)
as the jump effects were removed and losses
in the order of several hundred inhabitants are
not that important in the case of separation of
some municipal districts. However, losses in the
order of several thousand people would affect
large cities significantly. It should be borne in
mind that although the city is losing part of the
funding it also saves because some mandatory
spending and investments in separated urban
areas (city districts) wouldn’t be needed.

To determine whether and to what extent the
new conditions of BAT valid from the beginning
of 2013 will affect the disintegration processes
related to towns and rural settlements will be
shown in the development in the coming years.
The results of structured interviews with mayors
of municipalities in the immediate hinterland
of cities with a hundred thousand inhabitants,
and representatives of non-autonomous city
districts show that it may be a significant
motivating factor. But there are several others
factors affecting these issues. For example the
tradition of local government in new potential
municipalities (interrupted by integration in
the second half of the 20th century), interest
of sufficient population (referendum on
separation), facilities of the relevant parts
of and theoretical minimum burden on the
budget of future independent municipality (e.qg.,
infrastructure projects, etc.), etc. The possibility
to manage its own budget, decision-making on
the development of the municipality or better
management are important motives but they
also bring many pitfalls. Among the arguments
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supporting the disintegration of parts of large
cities can be included an increase in financial
income of mainly small municipalities from BAT
and whether these potentially autonomous
municipalities count (or not count) with the
implementation of major investment projects.
These can make a significant burden for
individual municipalites and are often
realizable only in the larger city budget. Among
the arguments against the creation of new
municipalities we also count weaker awareness
of new BAT and its practical implications on
government municipalities.

On specific cases, such as the city of
Olomouc, as we have often mentioned, certain
disadvantages of central city management
with  minimal self-government tools can
be detected. These smaller municipalities,
respective association of their representatives,
commissioners, have the status of advisory
only, without the possibility to influence the
distribution of investments in the city and
lobbying for their part associated with the
potential development. Thinking about the
potential autonomy of city districts is often
a politically unsolvable question, although our
survey showed that is has support among the
general public.
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CHANGES IN THE FINANCING OF MUNICIPALITIES AND LOCAL
GOVERNMENTS OF SELECTED CITIES: POSSIBLE EFFECTS ON
DISINTEGRATION PROCESSES AND MUNICIPAL POLICY

Pavel Roubinek, Petr Kladivo, Marian Halas, Jaroslav Koutsky, Zdenék Opravil

There was significant reduction in number of municipalities in the Czech Republic in the era of
socialism. This is a consequence of the application of the central system of settlement, which
was based on Christaller’s theory of central places. In connection with the changes after 1989,
there was disintegration of such integrated communities and the situation has stabilized. Number of
small villages were renewed but cities with hundred thousand inhabitants (population of these cities
oscillates around hundred thousand inhabitants) did not experience such process. Due to this fact
the big cities in the Czech Republic are typical for their larger size because they also administrate
smaller residential units of rural character, often many kilometers from the city centers. These
administrative parts of the cities are managed in different ways. In connection with the manifestations
of suburbanization during the past twenty years, the transformation of the social structure of the
inhabitants in these “suburbs” and changes in rules of municipal budgetary allocation of taxes
(hereinafter BAT) there is the question of sustainability and stability of thus defined borders of
municipalities. The paper presents opinions on the development of financing system and attempts
to analyze the motives of the peripheral parts of selected cities with hundred thousand inhabitants
to remain part or separate from these cities. In connection with changes in the BAT made on 1st
January 2013, the financial motive can have an important role. The main aim of the paper will be
a comparison of the current financial income of these municipalities with previous periods in relation
to changes in the BAT and assess the impact of these changes on the potential disintegration
processes and municipal politics. Process of urban disintegration and creation of a new municipality
is not easy and is provided for in the legal system of the Czech Republic. The paper also gives an
overview of this legislation. Authors focus on the cities of Olomouc and Pardubice.
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