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Abstract 
Nowadays, rational allocation arguments of public resources go as far as to encompass not 

only economic criteria on how an administrative - territorial unit should use and distribute 

its revenues, but also the normative and social criteria. In this context, when speaking about 

the budgetary reform, public sector efficiency and effectiveness, as well as the 

improvement of expenditure control become constant issues, and increased the pressures on 

budget process. On this premise, the author discusses the implications of allocation process 

looking at the revenues and expenditures relationship at local government level. The 

analysis takes into account two institutional scenarios: (1) revenues distribution from state 

budget to local budget, and (2) revenues distribution into local budget (on types of 

activities). I argue that the compliance with the rational institutions’ arrangements is on the 

one hand, a potential for increasing the balance of local budget and, on the other hand the 

impetus for macroeconomic stability. Taking into consideration the aim of the paper, the 

research methodology is based on a case study as research strategy, and uses the 

triangulation method to obtain confirmation of findings through convergence of different 

perspective. Regarding the qualitative research, the author use theoretical framework, legal 

analyses, systematic and analytical collecting data from official written sources, and 

macroeconomic indicators for quantitative aspects. 

Key words: public budget, allocation of resources 

J.E.L. CODES: H2, H6, H7, D78 

 

1. Introduction 

Income distribution and the role of the market, the public sector and globalisation 

have gained increasing attention in recent years (Afonso, Schuknecht, Tanzi, 

2008:7; Gianakis, ClifFord, 1999). The subject matter of public budgetary system 

structuring and the interrelationships between their components is a constant issue, 

often leading to controversies of substance, both in the domestic literature and in 

the foreign literature in the field.Today, the public sector has to innovate itself if it 

wants to raise its efficiency, to provide solutions for societal challenges and to meet 

the increasing demands of citizens in a rapidly changing environment. The budget 

itself is the result of the budgeting process, the way in which decisions about the 

use and funding of public resources are made, from the drafting of a budget law to 

its implementation. 
 

2. Research Methodology and Theoretical Considerations 

The analysis takes into account two institutional scenarios: (1) revenues 

distribution from state budget to local budget, and (2) revenues distribution into 

http://www.aeaweb.org/journal/jel_class_system.php
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local budget (on types of activities). The research methodology is based on a case 

study as research strategy, and uses the triangulation method to obtain confirmation 

of findings through convergence of different perspective. Regarding the qualitative 

research, the author use theoretical framework, legal analyses, systematic and 

analytical collecting data from official written sources, and macroeconomic 

indicators for quantitative aspects. The period for analysis has been 2006-

2014.Budgeting has been described as being at the core of the financial process 

within a local authority (Hale, Capaldi, 2003: 309). In Romania, the public 

budgetary system is structuring in two parts: (a) central [the state] budget and local 

budgets. The state budget (of the central administration), due to its specific content, 

is a first level component of the public budgetary system, having a privileged 

position among the other functional instruments of public financial management 

(Oprea, 2010: 468). On the other hand, the local  budgets are characterized in the 

public finance theory (Văcărel, 2006) by assimilation with the meanings given to 

the state budget, as they are associated, as a rule, with the concept of local 

autonomy. The local autonomy principle means that local authorities’ right and 

effective capacity to manage, on their own responsibility and on behalf of the local 

community, an important part of public tasks (Law. no. 215/2001). 

 
3. Country study case 

The government budget is a record of the revenues and expenditures of a 

government during a given period of time. Ex ante, it shows what the government 

intends to do during that period and how it intends to finance these activities. Ex 

post, it shows what the government actually did and who had to pay for it and in 

what form (Jürgen von Hagen in Shah, 2007). OECD recommends budgets to be 

comprehensive, encompassing all revenue and expenditure. Looking to revenues 

it is important to note thar the exact level of those depends on two main factors 

(Attila, 2009: 219): (a) amounts approved to be transferred from state budget to 

local budgets, and (b) the exact level of taxes established by each local council 

guiding themselves after the minimum and maximum limits imposed by law. 

 

3.1. Income distribution from state budget to local budget 

According to the national economic policy, the local authorities have the right to 

possess their own financial resources for providing public services and making 

investments. In general, their own resources come from local taxes that mean some 

local community can be in a deficit or excess state. In this context, the own 

resources of local authorities can be insufficient for financing the local public 

needs or can cause an unbalanced situation between communities. For avoiding 

that, in Romania it has been created a mechanism for distributing the public 

resources, namely redirection [allocation] of a part of public revenues from the 

state budget to local budgets. The allocation mechanism is governed by the local 

public finance law and it envisages two steps: allocation by counties and then, 

distribution of pubic resources within the county (Leonardo, Martinez-Vasques, 

Miller, Sepulveda, 2006: 52-54). 
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Thus, annually taxes are collected at national level by Ministry of Finance, and 

later a part of them is shared between different levels of public administration. 

Local authorities receive shares of income tax and VAT. Starting to 2007 through 

Law no. 273/2006, it has been created a new mechanism of allocation of resources. 

Articles no. 32 and 33 comprise the main provisions regarding the allocation of 

resources towards local public administration, drawing two important budgeting 

mechanisms. The mechanism drawn by provisions of art.33 has two stages: (1) 

transfer from central to territorial (county) level and (2) from county to local level. 

Balancing the allocation to counties is made through annual budget law using two 

criteria: (1) fiscal capacity per person at county level, based on income tax, 

weighted 70%; (2) area of county, weighted 30%. The last mechanism presented 

has the scope to make more predictable and transparent the allocation process of 

budget balancing (Dumitrescu, Dogaru, 2014: 135). According to the last 

mechanism is carried out the representation from Appendix 1. 

The analysis of the situation represented in the above table reflects the effects of 

changing budgeting mechanism as well as the evolution of allocation under the 

same mechanism. In this sense, it is important to note that the values for 2006 

represent allocation for balancing amount under the provisions of Government 

Ordinance no. 45/2003, while the values for 2007-2013 are balancing amount 

allocated based on Law no. 273/2006, art. 33. A special situation is outlined for 

2008 where the balancing amounts have been made in derogatory regime, without 

taken into consideration the criteria mention by Law no. 273/2006 

Under the Law no. 273/2006, are taking into account the following parameters for 

allocating the resources from state budget to local budget: (a) population of the 

administrative-territorial unit; (b) the urban are of the administrative-territorial 

unit; (c) the financial capacity of the administrative-territorial unit; and starting 

2009 the collection degree (IPP, 2010: 37). 

On the other hand, under the Government Ordinance no. 45/2003, the distribution 

of resources by county of share of certain incomes of the state budget has been 

done as: 70% depending on financial capacity and 30% on county area. 

Complementary to this type of resources, from state budget to local budget are 

allocated other revenues, such as: amounts deducted from certain income of the 

state budget, grants from the state budget and other budgets, donations and 

sponsorships.  

Another sensible issue of budgetary processes refers to transfers from the state 

budget to the local budget. In principle it is a very simple method for local 

communities to fill out the deficits between incomes and expenditures, which 

almost every time will affect local public investments. By subsidizing some 

activities, certain amounts of the local revenues can be transferred to other 

activities, such as financing investments (Dumitrescu, Dogaru, 2014). 

 

3.2. Income distribution from local budget to activities 

Before going ahead, an essential mention is necessary, namely local budget 

definition.  There are many definitions for local budget, but in this paper it is used 
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the definition given by Law no. 273/2006 on local public finance. According to this 

the “local budget represents the document that are provided and approved each 

year the revenues and expenditures of administrative-territorial units”. Moreover, 

the local budget for the whole county, and respectively for Bucharest represents the 

all local budgets, namely all local budgets of communes, towns, municipalities and 

the county's own budget, respective districts and Bucharest. 

Local budgets are essentially made of local revenue and revenue received from the 

central level. In other words, the revenues of local budget comprise: (1) own 

revenues from: taxes, charges, contributions, other payments, other revenues and 

shared amounts from the income tax; (2) shared amounts from some revenues of 

the state budget; (3) subsidies from state budget and other budgets; (4) donations 

and sponsorships (Matei, 2009: 24). A graphic representation of this can be finds 

below: 
Figure 1: The Structure of Local Budget 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Dumitrescu, A., Dogaru, T-C., (2014: 133) 

 

For a comprehensive analysis, and for understanding the distribution of local 

revenues on activities the author put into a comparative perspective the local 

revenues and expenditures. Taking into account that in Romania are 3228 

administrative-territorial units, analysis are not conducted on all of these, but only 

on county level, more precise on county councils. For revenues (incomes) the 

situation is presented below in Appendix 2. 

Concerning the expenditures, the analysis outlines situation from Appendix 3. 

From the data presented above one can be noted a mismatch relationship between 

revenues and expenditures. There are some county councils which spent more 

money than have it, determining a deficit of local budget. Another issue consists on 

the inefficient collection of taxes and other amounts for local budget. Concerning 

the expenditures the main types are: (a) general public services; (b) defense, public 

order and national security; (c) education; (d) health; (e) culture; (f) social 

assistance; (g) services and development, housing; (h) environment; (i) fuels and 

energy; (j) transport.  
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Thus, although the new mechanism of allocation resources has some practical 

parameters for determining the revenues, in practice there are situation of 

misunderstanding it, making possible that some administrative-territorial units to 

get more resources while the needs of community are lower than others. In this 

context it can be notice the requirement for a more improving the mechanism of 

allocation resources from state budget to local budget and also from local budget to 

activities and services. Moreover, this synthetic analysis reflects that the condition, 

completed by the requirement for rationality and objectivity has been stressed by 

the economic and financial movements, particularly by the global economic crisis. 

 

Conclusions 

The reform of public administration, including budgeting process is still in progress 

in Romania. Although one has been made important steps to autonomy, especially 

financial autonomy and independence of local authorities in practice continues the 

financial dependent relationship between state budget and local budget. So, the 

state still provides important resources to local communities, the largest proportion 

of these have special purposes, which do not allow local communities to have 

freedom in managing funds. 

Further, the reform of budgeting process become a millstone taking into account 

that budgets are an important tool of the public sector at local and central level for 

modeling the future. 
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