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Abstract:

The consequences of periods of austerity, generally connected with economic crises, are
not only reflected in the financial performance of local governments but also in the
range in which they can face shocks. Monitoring the vulnerability and resilience
associated with these shocks and the subsequent impacts on the financial situation of
Slovak municipalities points to financial resilience, the ability to be proactive or, on the
contrary, to be passive as a reaction to evolving environmental conditions. The paper
examines the ability of 2,923 Slovak municipalities in the period 2005 - 2022, according
to their size categories, to respond to periods of austerity in the economic reality of the
Slovak Republic: The Global Financial Crisis from 2009 and the recent ongoing
economic crisis arising from the crisis COVID-19, the subsequent military crisis in
Ukraine, and the related energy crisis (multi-crisis). The resilience and vulnerability of
Slovak municipalities, considering the size categories, are measured by employing a
primary dispersion measure as the standard deviation of six financial indicators
mirroring the local government’s performance in the form of indexes linked to 2005.
The results confirm the vulnerability of Slovak local governments in considered eras of
austerity with relevant recovery periods, demonstrating a considerable degree of
resilience. Besides, we reveal other structural breaks in the monitored period, which
influenced the economic circumstances of Slovak municipalities, too.

1 Department of Finance, Faculty of Economics, Technical University of KoSice, Kosice, Slovak Republic.
2 Department of Finance, Faculty of Economics, Technical University of KoSice, Kosice, Slovak Republic.
3 Department of Finance, Faculty of Economics, Technical University of KoSice, Kosice, Slovak Republic.

50
© 2024 Lenka Malicka, Jana Vancova and Daniela Hadacova. This is an open access article licensed under the Creative
Commons Attribution-onCommercial-NoDerivatives 4.0 License (https://creativecommons.org/licenses/by-nc-

nd/4.0/).



https://creativecommons.org/licenses/by-nc-nd/4.0/
https://creativecommons.org/licenses/by-nc-nd/4.0/

VULNERABILITY AND RESILIENCE OF SLOVAK MIUNICIPALITIES IN THE ERA OF AUSTERITY

Keywords:
austerity, local financial management, municipality, resilience, vulnerability

JEL Classification:
GO01, H70

1. Introduction

The closest self-governmental unit of the population in each country is the municipality.
Municipalities provide a significant part of public services and goods in hard and soft
infrastructure areas. The important position of municipalities in the public sector also
brings a negative effect, directly reacting to any adverse impacts and eras of austerity.
According to many authors, eras of austerity can be understood as periods of cutting in
public finances, services, and goods because of events that have a significant impact on
them, such as global financial crises (Whitfield, 2012; Schifer & Streeck, 2013; Gurnani,
2016). The scientific sphere began to deal with the effect of crises during eras of austerity
on the management of local governments in connection with their financial resilience
and vulnerability after the economic crisis in 2009 (Peters, 2011). According to Barbera
et al. (2017) and Barbera et al. (2020), the connection between vulnerability, resilience,
and financial performance during crises reduces the ability to cope with emerging
shocks. Arunachalam et al. (2023) state that municipal councils are vulnerable to crises
due to insufficient structural reforms.

Local democracy in the Slovak Republic has faced several challenges since the
regime change in 1989. Further reorganization and modernization of the public sector
came hand in hand with fiscal decentralization, which took place in 2005. Concomitant
‘good times’ characterized by economic expansion before 2009 reinforced the
impression of higher local financial autonomy attributed to fiscal decentralization.
However, the structural breaks of ongoing turbulent decades have broken those
illusions of policymakers, local leaders, and citizens because many Slovak municipalities
proved to be vulnerable to current events, while their resilience aimed to be supported
by structural reforms realized up to 2005.

This research examines the financial vulnerability and resilience of Slovak local
governments by evaluating and comparing vulnerability and resilience through six
indicators of local financial performance. The analysis is conducted on almost a whole
sample of 2,923 Slovak municipalities from 2005 to 2022, while local governments are
classified into size categories. We compute a dispersion of financial indicators for each
size category, and further, we employ the indexation method to catch the important
changes in the local financial performance during the monitored period compared to
2005.

This research expands the literature on local governments’ financial vulnerability
and resilience. It provides valuable information for local government leadership and the
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scientific sphere by offering findings on whether and how local government’s size affects
its financial performance during and immediately following periods of austerity.
Moreover, in the conditions of the Slovak Republic, a young and still developing
democracy, we did not find a study that would evaluate the impact of the eras of
austerity (The Global Financial Crisis from 2009 and the recent ongoing economic crisis
arising from the crisis COVID-19) on the vulnerability and resilience of Slovak local
governments using a set of financial indicators. This paper aims to fill a gap in this field,
which can be observed not only in the conditions of the Slovak Republic.

2. Theoretical backgrounds — The concept of economic
resilience and vulnerability in the condition of
municipalities

In their research, Barbera et al. (2017) explain the connection between vulnerability and
resilience. They state that to understand vulnerability, one must understand the patterns
of financial resilience.

The term economic resilience has evolved from two dimensions of understanding.
Resilience is understood from the engineering perspective (Holling, 1973; Pickett et al.,
2004; Bhamra et al., 2011; Duit, 2016) and the evolutionary perspective (Hamel &
Vilikangas, 2003; Davoudi et al., 2012). The engineering perspective on resilience is
defined as the ability to return to the original state, and the evolutionary perspective on
resilience is the ability to react to adverse conditions. The ability to react to adverse
conditions is characterized in economies as responding to shocks (Hood, 1991) and
subsequently adapting to new conditions (Hamel & Vilikangas, 2003). Resilience can
be understood as the perception and assessment of risks arising from changed
conditions (Linnenluecke & Griffiths, 2013); how these risks are managed from the
point of view of coping with the impact of change, or the ability to transform, necessary
after the impact of change (Darnhofer, 2014). According to many authors, economic
vulnerability is also defined as the consequences that arise when the economy is exposed
to exogenous shocks (crises) connected with economic openness. In connection with
this, economic resilience is also examined as the economy’s politically and otherwise
induced ability to withstand the effects of such shocks or recover from them (Briguglio
et al., 2009; Steccolini et al., 2017). Zafra-Gémez et al. (2009) claim that the concept of
vulnerability was defined in connection with the examination of the financial
sustainability of the municipality by the Canadian Institute of Chartered Accountants
in 2009. The authors mention that investigating vulnerability is essential, especially in
connection with the ability to fulfill existing financial obligations, including public
services of municipalities. However, the incomes of many municipalities worldwide and
in one country are not always sure. Many municipalities rely on transfers from a higher
level of government (Lobo & Ramos, 2011; Sedmihradskd, 2018; Wright & Slukhai,
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2021), resulting in higher financial risk. According to the OECD (2022), municipalities
are at risk due to their lack of income autonomy because, during crises, they are also
influenced by the reactions of higher government levels themselves. Steccolini et al.
(2017), however, draw attention to the differences that must be considered when
assessing the impact of crises in connection with resilience on the economy of
municipalities, which include the number and size of municipalities or the nature of the
organization of the state and whether the state is unitary or federal.

A somewhat different understanding of resilience and associated vulnerability is
also the ability of local governments, regions, and economies to return to a state of
recovery post-crisis (Martin, 2012). Some researchers claim that financial resilience can
be examined through taxes, financial reserves, and other income, such as tax income.
These determinants are considered determinants of financial resilience. Lee and Chen
(2021) also characterized these determinants collectively as total financial, human, and
political resources. At the same time, the authors confirmed that the way the
government deals with crises and the level of financial resilience varies depending on
the source type. Klimanov et al. (2020) argue that fiscal resilience at the regional level is
a capability of the regional budget system to recover from various shocks caused during
eras of austerity. In the case of Russian regions, they found that in 2020, fiscal resilience
was primarily supported by income from higher government levels, specifically from
federal grants.

The consequences of the financial crisis of 2009 and the recent health crisis of
COVID-19, which resulted in the ongoing financial crisis, persist even several years after
their onset. All levels of government have significant problems with the ability to absorb
and manage the negative impacts of crises. However, local governments need more
abilities to adapt to these impacts due to limited financial resources and other
restrictions. In general, in addition to the immediate effects of financial and other crises,
economies are also affected by crises that occur with an unavoidable time delay. The era
of austerity in Denmark’s economy was, according to Mailand (2014), connected with
entering the financial crisis in 2009, the same as in Greek municipalities, which
demonstrated vulnerability to shocks and further deepening of financial crises (Cohen
& Hlepas, 2017).

The second global severe era of austerity is also considered to be the economic
crisis stemming from the adverse circumstances of the COVID-19 crisis. According to
Hochrainer et al. (2023), a difference can be observed between the 2009 crisis and the
crisis resulting from the COVID-19 pandemic. The 2009 crisis had a slow onset, while
the 2020 crisis had a sudden onset. Ahrens and Ferry (2020) confirmed the statement of
the OECD (2022). They mentioned a more complex situation for municipalities to
manage, namely the COVID-19 and related financial crises. According to the authors,
municipalities were more vulnerable in the 2020 economic crisis due to already existing
and implemented austerity measures that could weaken the ability of local governments
to face the 2020 crisis. However, due to the short time since the recent COVID-19 crisis,

it is essential to mention that due to the delay in the manifestations of the measures
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taken in the COVID-19 crisis, it is very likely still too early to talk about the
consequences themselves and the degree of financial vulnerability and resilience in
connection to this crisis. Padovani et al. (2021) proved that Portuguese municipalities
are financially vulnerable to global pandemic crises in Portugal and Italy. Bloom et al.
(2018) confirmed that fact, too. They claim that extensive infectious pandemic diseases
and their related economic consequences cause economic crises that affect the economy
of the regions. Even in the conditions of the Slovak Republic, government regulations
during the pandemic, confirmed by the fear of Slovak residents for their health, led to
the temporary closure of public institutions such as schools, transport services, and
public services. However, these actions have significant economic and social impacts on
public finances, e.g., lower incomes.

This paper aims to examine the financial vulnerability and resilience of 2,923
Slovak local governments sorted into size categories according to their numbers of
inhabitants in the period 2005 - 2022. The contribution focuses on the possible
identification of differences and dynamics of financial performance of almost all Slovak
local governments in the era of austerity defined by recently observed external shocks
(the Global Financial Crisis in 2009 and the crisis that arose in connection with the
COVID-19 pandemic after 2020). The contribution analyses the dispersion of financial
indicators connected with the paper’s main aim. It tries to identify in which size category
there is the highest volatility related to vulnerability during the crisis period and which
size category adapts the fastest to the crises and the demanding ability to return the
economy to the original or similar state, pointing to its resilience which considered to
be an ability to govern to anticipate, understand, and react to adverse influences, crises,
over time. (Barbera et al., 2017; Lee & Chen, 2021). Surprisingly, our results reveal other
structural breaks in the Slovak economy in the monitored period, too, except for the
Global Financial Crisis in 2009 and the economic crisis resulting from the COVID-19
crisis after 2020.

In the monitored period 2005-2022, with the beginning related to the
implementation of fiscal decentralization in the Slovak Republic, several crucial changes
influencing the financing of local governments were observed. First, the economic
expansion contributed to the increase in tax revenues. It supported the perception of
the legislative arrangement tied to the tax reform in 2004 and fiscal decentralization in
2005 as appropriate. Besides, fiscal decentralization brought the system change in
financing the local governments when fixed criteria on sharing tax revenues (personal
income tax) facilitated financial planning (budget planning) at the local level.
Subnational governments beneficiated 93.8% of the shared tax, of which 70.3% was
shifted to municipal budgets. Besides these critical tax revenues, municipalities
increased tax rates on immovable property, presenting the second most crucial local tax
revenue by 100% on average in 2005 (Business Alliance of Slovakia, 2021). Central
government’s answer to the Global financial crisis (2009) included the reduction of the
share of sub-national governments from 93.8% to 87.3% since 2012 having 65.4% for
municipalities, its slight increase to 88.9% in 2014, 95% in 2015, and 100% in 2016 up
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to now (Malic¢ka, 2017), with a correspondent share of municipalities presenting 67% in
2014, 65.8% in 2015, and 70% in 2016 up to now. According to data provided by the
Business Alliance of Slovakia (2021), Slovak municipalities did not increase local taxes
dramatically in times of austerity.

Nevertheless, they did it in 2019 when another increase of 100% was observed in
immovable property tax rates since 2020. Simultaneously, municipalities also increased
the waste fee and other local taxes. In this manner, they tried to deal with legislative
changes in Act No. 595/2003 Coll. on income tax, mainly related to the increase of the
minimum wage, the introduction of a recreation allowance, the increase of wages in the
field of education, and public administration, and the increase of the non-taxable part
of the taxpayer’s tax base (ZMOS, 2020). Since 2021, other changes in tax legislation
leading to additional tax relief have been made (Candik, 2020). According to the
Programme Statement of the Government of the Slovak Republic for the period 2020-
2024, the central government considered changes to the local tax mix by creating
additional shared taxes (Government Office of the Slovak Republic, 2020), which were
not implemented in practice. However, with the arrival of the multi-crisis, the
municipalities must face increased expenses, which they currently cover from their
budgets (Spacekova et al., 2023).

3. Research objective, methodology, and data

The analysis examines the vulnerability and resilience of Slovak municipalities
considering six financial indicators of local financial management with an emphasis on
the following periods of crises - the Global Financial Crisis in 2009, the economic crisis
resulting from COVID-19 crises after 2020, and subsequent periods of recovery.
Moreover, the Slovak municipalities are divided according to size categories to reflect
the fragmented residential structure in the Slovak Republic (Malicka & Mouréo, 2022;
Jiptner & Klimovsky, 2021) and to ensure a higher degree of homogeneity within the
created group. The analysis takes place from 2005 - 2022 and begins in 2005 due to fiscal
decentralization (Malicka, 2019) in the Slovak Republic, which presents a systematic
change in funding Slovak local self-government. Besides, the other analysis limitation is
linked to the data availability since 2005.

Financial indicators that are directly derived from the budget categories of local
governments are, among other things, the result of fiscal policy, which is one of the
essential tools available to the government, not only of the Slovak Republic (Klimanov
etal., 2020). Fiscal policy is also a manifestation of economic resilience, which is affected
by shocks in the form of financial crises. Through fiscal policy, each economy influences
the response to crises and managing these crises in post-crisis periods (Briguglio et al.,
2009).
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To calculate six financial indicators, we used the fiscal and budget categories of the
economic classification of revenues and expenditures provided by the Ministry of
Finance of the Slovak Republic (MF SR), acquired on Act No. 211/2000 Coll. on free
access to information and amendments and additions to specific laws (Act on Freedom
of Information). In addition, the data on the number of inhabitants is collected from
the DATAcube database, provided by the Statistical Office of the Slovak Republic (SO
SR, see Table 1). In the selection of financial indicators, we were inspired by the related
research within the Slovak legal framework (Pekova, 2004; Barbera et al, 2017;
Wojtowicz & Hodzi¢, 2022; Law no. 583/2004 Coll. of the Act on Budgetary Rules of
Territorial Self-Government).

Table 1:

Fiscal and demographic variables

Variable Characteristic Source

Fiscal variables

Sum of local taxes, shared taxes and subsidies per
inhabitant (in EUR)

Sum of local taxes and shared taxes per inhabitant
(in EUR)

Share of principal and interest payments on
current revenues (%)*

MF SR

Data on revenues
and expenditures of
2,926 municipalities
of the Slovak
Republic according

Financial strength
Tax strength

Debt service

Total debt Share of received loans on current revenues (%)* .
. to economic
(Current revenues + capital revenues - current - )
. - . . classification in
Basic balance expenditures - capital expenditures)/(current

thousands of EUR.

- i 0, *
revenues - capital revenues) (%) (2005 - 2022)

Total revenue - total expenditure per inhabitant

Total profit/loss (in EUR)**

Demographic variables

Number of inhabitants on January 1st of the SO SR (DATAcube)

Population size correspondent year (2005-2022)

Derived variables

1 if population <199;

2 if 199< population <499;

3 if 499 < population <999;

4 if 999< population <1,999;

5 if 1,999< population <4,999;

6 if 4,999< population <9,999;

7 if 9,999< population <19,999;
8 if 19,999< population <49,999;
9 if 49,999< population <99,999;
10 if population>99,999.

Own processing
based on the
methodology of the
SO SR (DATAcube)
(2005 - 2022)

Size category

Note: * indicators are usually expressed using percentages that help
their interpretation, in further analysis we proceed using
shares. ** Current revenue + capital revenue + revenue

financial operations - current expenditure - capital expenditure
- expenditure financial operations per inhabitant (in EUR)

Source: Authors’ own, 2024.
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As part of monitoring the vulnerability and resilience of Slovak municipalities, we
performed an analysis based on financial indicators computed for nine size categories,
which is vital to consider according to Steccolini et al. (2017). Following the SO SR
methodology, we can distinguish among ten size categories, but in size category 10, one
municipality has more than 99,999 inhabitants. Since it is impossible to compute the
dispersion within a group with only one observation, this size category is removed from
further analyses. Besides, MF SR provided us with data on 2,926 local budgets, including
the budget of the capital city Bratislava as a whole and the second biggest city in SR -
Kosice, except for their city municipalities that have their budgets. These two cities have
more than 100,000 inhabitants, but we excluded them from the sample, too, to avoid
duplicities because of encountering their city municipalities in the sample. The final
sample thus consists of 2,923 Slovak municipalities with their local budgets. Based on
this, we proceeded to perform the analysis only for nine size categories (for more details,
see Tab.1). In Slovak circumstances, we identified the presence of a fragmented
residential structure, i.e., a large number of small local governments (municipalities
from size categories 1, 2, or 3) with a small number of inhabitants (Lukacova & Malicka,
2023; Mali¢ka & Mourdo, 2022; Juptner & Klimovsky, 2021). Table 2 presents the
descriptive statistics; we also listed the number of observations, representing the
available data for individual financial and demographic indicators.

Table 2:

Descriptive statistics

Variables N:b':f Min Max Mean Median St.dev.
Financial 49,603 0 1662.16 406.89 389 307.70
strength

Tax strength 49,708 2.49 701.37 237.68 251.05 153.65
Debt service 43,815 0 0.98 0.04 0.02 0.07
Total debt 40,914 0 2.61 0.08 0 0.22
Basic balance 46,213 -2.24 1 -0.062 -0.01 0.24
Total 44,258 -486.29 320.25 3.57 2.57 66.66
profit/loss

Population size 52,668 7 476,922 113.01 656 10,791.93
Size category 52,668 1 10 3.09 3 1.52

Source: Authors’ own, 2024.

To identify and remove extreme values for correct dispersion (variability)
calculations, we calculated the Interquartile Range in the analysis, which is used when
the data distribution is asymmetric. The interquartile range is used to identify quartiles
of the analyzed data scale to outliers that were excluded for further analyses (Dash et al.,
2023; Vinutha et al., 2018; Greco et al., 2023).

Inspired by the papers of Barbera et al. (2016), Barbera et al. (2017), and Barbera
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et al. (2020), to express the vulnerability and resilience of municipalities, we focus on
measuring the dispersion (variability) of selected financial indicators. The
abovementioned authors refer to the volatility of different fiscal indicators and synthetic
financial performance measures of local budgets. The variability of fiscal variables over
time and their visualization is considered in Barbera et al. (2016). Barbera et al. (2020)
and Malkina (2022) employ the standard deviation in their paper to measure the
volatility of selected fiscal indicators, too. Standard deviation belongs to standard
measures of volatility/variability. In the literature on resilience, there are employed
other measures, too, e.g. growth rates (Giannakis & Bruggeman, 2020; Malkina, 2022),
but the main goal resists revealing the sensitivity via the annual variations (Barbera et
al., 2016; Arbolino & Di Caro, 2021), change of directions and fluctuations of the
indicators in question (Fekete, 2018; Giannakis & Bruggeman, 2020). However, when
explaining vulnerability and resilience in terms of risk (e.g., Holzmann et al. 2008), the
risk is also measured using the variability measures (Markowitz, 1990).

To unveil the changes in financial indicators inside the quasi-homogenous group
of Slovak municipalities (classified according to the size category), we employ the basic
variability measure and focus on the changes in their directions. The assumption of
municipalities being vulnerable to external shocks is linked to an increase in observed
variability, which refers to significantly different reactions of municipalities to external
stimuli. The assumption of being the municipality resilient refers to the ability to return
to the initial circumstances. Since specific initial variability within size categories is
already observed in the year 2005 and we want to find out the sensitivity of local
governments to changes compared to the base year (considering the assumptions on
vulnerability and resilience), we use the basic indexing method. Thus, after excluding
the extreme values, for a better representation of the measured values, we formulate the
observed variability of indicators in the form of indexes, where the values from 2005
represented 100 % of the measured value.

To summarize our quantitative approach, we employ several research methods in
the analysis after sorting the municipalities into size categories and computing financial
indicators. First, we proceeded to remove the extreme values of the financial indicators
for all municipalities of the Slovak Republic. Second, we measured vulnerability and
resilience by measuring the dispersion of six indicators of local financial performance
(Barbera et al., 2017; Malkina, 2022). We measure resilience and vulnerability by the
standard deviation of a sample of data. Third, we computed the indices linked to 2005
(2005=100%) for each size category and financial indicator dispersion due to the initial
point referring to fiscal decentralization.

In many available studies, similar research questions are mainly solved through
qualitative methods through interviews or surveys, which we decided to enrich with
quantitative analysis (Lodge & Hood, 2012; Posner & Sommerfeld, 2013).
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4, Results and Discussion

We calculated the dispersion from six financial indicators expressing the financial
performance of the Slovak Republic municipalities. The calculation of variability is the
standard deviation calculation (STDEV). In Fig. 1 - 6, results of tracking the dispersion
of six financial indicators in 2005 - 2022 of 2,923 local governments in the Slovak
Republic according to their size category (calculated from the numbers of inhabitants)
are displayed. Just to keep in mind, we use the indexation method where 2005 presents
100% due to two facts. First, 2005 is the year of implementation of fiscal decentralization
in the Slovak Republic. Thus, it presents the systematic change in local financial
management. We might consider it a structural change. Second, the limitation of the
dataset is linked to the MF SR, which provides data from 2005. In the graphical
representation of analysis results, we point out eras of austerity - The Global Financial
Crisis from 2009 and the crisis that arose in connection with the COVID-19 pandemic
after 2020, often named the multicrisis.

Financial and tax strength indicators (Fig. 1 - 2) show an extreme increase in
standard deviation. For both indicators, a sharp increase between 2008 and 2009 can be
observed. The results clearly show that bigger size categories 5, 6, and 8 are the most
vulnerable (the mentioned size categories reach maximum values) during the Global
Financial Crisis from 2009.

Figure 1:
STDEYV of financial strength indicator of Slovak municipalities according to the size
category
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In the case of tax strength (Fig. 2), the indexed standard deviation as a dispersion
measure shows unequal development of municipalities within the size categories,
especially in more extensive size categories (7,8,9), when the dispersion increases in the
monitored period. It might point to different intensities of tax revenues per inhabitant
caused by the different tax capacities of these municipalities. However, the regional
disparities in the SR, when comparing the western part of the country (including the
area of the capital city) to the rest of the country (central and eastern), are empirically
proven (e.g., Michalek et al.,, 2018; Olah et al., 2020; OECD, 2022). Besides, we can
observe a different development of the dispersion between bigger and smaller size
categories. When considering the composition of tax revenues of small and big
municipalities (towns and cities), small municipalities suffer from insufficient tax
revenues and depend on revenue from shared tax (Malicka, 2019; Malicka, 2021).
However, the shared tax creates a substantive part of the tax revenues of all
municipalities in the SR, so all of them react to cuts in income taxes in “bad times,” but
generally, bigger municipalities can generate additional tax revenues due to a broader
tax base (higher tax capacity). During the COVID-19 pandemic, the most apparent
jump in these financial indicators is for size categories 6, 8, and 9, which are constantly
growing from 2020 to 2022 (see Fig. 2). In this case, however, it is necessary to note that
the standard deviation of the most influenced size categories of these indicators is the
furthest from the starting value of the indicators from 2005. The results confirmed the
OECD (2022) and Ahrens and Ferry (2020) research dealing with a problematic
situation for municipalities managing COVID-19.

Figure 2:
STDEV of tax strength indicator of Slovak municipalities according to size category
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The maximum dispersion value when measuring total profit or loss (Fig. 3) is
observed with some delay in the financial crisis period from 2009, mainly in small-size
categories in Slovak municipalities. The delay is caused by the method of remittance of
income from local governments’ taxes with a one-year delay, based on Act no. 564/2004
Coll. Z. Act on the budgetary determination of income tax revenue of territorial self-
government. The most vulnerable size categories, which react the most to changes in
current and capital account items and financial operations per capita, are thus small-
sized categories. The results prove that the values of the indices expressed from the
standard deviations of this indicator changed rapidly after the 2009 crisis. It points to
the massive differences among municipalities when dealing with crisis challenges.
Surprisingly, our results do not confirm the impact of the COVID-19 pandemic and
related crises, while an increase in dispersion is evidenced before the mentioned crisis.
Higher dispersion pointing to specific changes in municipal financial management is
tied to the taxation reform with several issues, when, e.g., tax bonuses on children
doubled in the first half of 2019, and the increase of the non-taxable part of the tax base
was stipulated, too (ZMOS, 2020). Thus, total personal income tax revenue (shared tax)
has evidenced specific cuts. Moreover, another break was evident in 2015-2016. Morvay
et al. (2017) mentioned a slight worsening of the Slovak economic condition when a
decrease in the growth of GDP per capita, a decrease in investment activity, and gross
fixed capital formation were observed in 2016.

Figure 3:
STDEYV of total profit/loss indicator of Slovak municipalities according to size
category
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The results of the dispersion of basic balance indicators are also very similar.
Municipalities in small-size categories responded to structural breaks the most in 2009,
2015-2016, and 2019 (Fig. 4).

Figure 4:

STDEV of basic balance indicator of Slovak municipalities according to size
category
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When considering the local indebtedness, the indexed dispersion of the indicator
related to the outstanding debt uncovers its active use since the fiscal decentralization
in 2005 (see Fig. 5) compared to previous financial indicators. Small-sized categories
reacted to the crisis in 2009 evidently, considering both dispersion measures, which
were also confirmed by Lentner and Heged{is (2019) in other V4 countries (Visegrad
cooperation). In the case of the size category 9, we can observe an abysmal increase after
2009 when computing the indices of standard deviation. Thus, we regard small-sized
categories of municipalities as the most vulnerable in these times. In the case of the total
debt financial indicator, higher volatilities in the dispersion relate to the economic
slowdown in 2016 and personal income tax reform in 2019. In the COVID-19
pandemic, increasing inflation rate, war conflict, and energy crisis, no volatilities in
dispersion have been observed. Municipalities did not fund their activities using
returnable financial resources, contributing to higher indebtedness. It is confirmed by
the results of the qualitative research provided by Euractive and ZMOS in 2023, too
(Spacekova et al., 2023).
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Figure 5:
STDEYV of total debt indicator of Slovak municipalities according to size category
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Source: Authors’ own, 2024.

As well as total debt, the debt service indicator is important, too, in measuring the
vulnerability and resilience of local governments because almost all systems of
measuring fiscal vulnerability and resilience recognize the importance of the public debt
by the ability to repay all debt obligations and recover from adverse effects that affect
long term sustainable development (Wojtowicz & Hodzié, 2022). Wojtowicz and
Hodzi¢ (2022) consider total debt and other debt indicators to be an adequate measure

of resilience given the role of public debt as a countercyclical tool against external
shocks.

The indices of the dispersion of the debt service indicator (see Fig. 6) emulate the
trend in the case of previous fiscal indicators computed for Slovak municipalities in
varjous size categories. Again, small-sized categories are the most vulnerable to the
Global Financial Crisis in 2009, as in the case of total debt, even though the indices
expressing the dispersion of the mentioned indicator have been growing slowly since
the year before the 2009 crisis. Besides, municipalities reacted to the economic
slowdown in 2016. The changes in the 2009 crisis and 2016 slowdown were not repeated
during and shortly after the COVID-19 crisis and multi-crisis after 2020.
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Figure 6:

STDEYV of debt service indicator of Slovak municipalities according to size category
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However, it is possible that the observed period after this crisis is still short overall,
and it is also influenced by the period in which Slovak municipalities did not have to
repay their debts associated with the repayment of interest and principal related to loans.
In connection with the arrival of the COVID-19 crisis, local governments received €
151,919,185 as refundable financial assistance from state financial assets. Of this, €
99,844,944 went to 1,719 municipalities and cities. The loans were to be repaid gradually
in four equal payments in 2024, 2025, 2026, and 2027. However, in September 2023, the
Ministry of Finance of the Slovak Republic approved the cancellation of these COVID
loans, part of a discretionary policy, to all municipalities of the Slovak Republic
(Ministry of Finance of the Slovak Republic, 2023).

5. Discussion

Generally, local governments have limited options for responding to negative impacts
(Miller & Hokenstad, 2014). Therefore, Ahrens and Ferry (2020) claim that responses
to unforeseen events should go beyond the local level. It is necessary to realize that, as is
usual, the crises persisted for several years after its inception. All levels of government
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have huge problems with the ability to absorb and manage damaging crises. However,
local governments cannot adapt to these impacts, even from financial state resources
and other constraints.

In the conditions of the Slovak Republic, in some cases, negative financial aspects
created during eras of austerity last a more extended period, which is also confirmed by
the results of analyses of this research. The analysis results confirm that the Slovak
Republic’s local governments react differently to the period of crises arising from
external global influences (The Global Financial Crisis from 2009 and the multi-crisis
related to the COVID-19 pandemic after 2020). Moreover, two other structural breaks
were identified in Slovak economic circumstances in the monitored period. Slovak
municipalities reacted to the economic slowdown in 2016 and taxation reform in 2019.
The analysis results also confirm the results of other authors from Italy, the United
Kingdom, and the USA. The authors of these studies confirmed that local governments
respond differently to shocks depending on several factors. Among these factors, the
authors included local governments’ size and location. For example, in Italy, there is a
difference between insular and continental local governments compared to local
governments in the northern part of the country (Barbera et al., 2017; Lee & Chen,
2021).

The results show that the most vulnerable size categories during periods of
austerity are small size categories, i.e., Slovak local governments with a small number of
inhabitants, which present 70% of the sample (and thus almost all Slovak municipalities,
Lukdcova & Malickd, 2023). However, as mentioned, small municipalities have limited
possibilities to cope with essential external shocks. Besides, according to Jiiptner &
Klimovsky (2021), the chaotic intergovernmental coordination multiplied by
fragmented local governments makes it challenging to implement adequate fiscal
policies at the local level because of the information asymmetry (Wright et al., 2022)
between the central and local levels of government in Slovakia in the era of crisis. When
considering more significant size categories, too, the regional disparities in the SR
between the West and the rest of the country that are empirically proven (e.g., Michélek
et al., 2018; Olah et al., 2020; OECD, 2022) might cause different reactions in Slovak
municipalities in terms of vulnerability and resilience considering the tax base
determining the tax capacity.

The impact of the Global Financial Crisis on local financial management of Slovak
municipalities is evident, as shown in our findings. The effect of the multi-crisis is not
so noticeable yet. However, according to the research of Spacekova et al. (2023), local
governments were under pressure in times of multi-crisis. Except for central
government compensations, which did not cover their actual costs related to the
pandemic crisis, military conflict in Ukraine, and energy crisis, half of the respondents
mentioned that they implemented activities aimed at saving funds in the local
government budget, others used their reserve funds or stopped their capital
investments. The above was how they challenged the area of multi-crisis within their
budgets. Except for the weaker external shock described by Morvay et al. (2017), tied to

65



THE NISP ACEE JOURNAL OF PUBLIC ADMINISTRATION AND PoLicy, VoL. XVII, No. 1, SUMMER 2024

a slight worsening of Slovak economic condition in 2016 when the growth of GDP per
capita decreased, investment activity and gross fixed capital formation decreased, too,
Slovak local governments had to face also to the other structural break during the
monitored period. The tax reform performed in 2019 (the sum of tax bonuses on
children, increase of the non-taxable part of the tax base, ZMOS 2020), thus total
personal income tax revenue (shared tax), evidenced specific cuts. Slovak municipalities
are vulnerable to structural breaks presented by reforms, especially taxation reforms,
that also directly affect their tax receipts.

Implications for shaping public fiscal policies are in line with theory and evidence.
As proposed by the Theory of Fiscal Federalism (e.g., Oates, 1999) and confirmed by,
e.g., Ahrens and Ferry (2020), Miller & Hokenstad (2014), public fiscal policies dealing
with the stabilization and redistribution in different phases of the business cycle should
be the domain of the central level of the government. Besides, a sufficient level of local
financial autonomy should be devoted to local governments, and the fiscal system (fiscal
policy) should make them less sensitive to cuts in shared taxes, promoting the possibility
of generating higher amounts of their tax revenues. However, in Slovakia, the question
of low local financial autonomy is under scrutiny in research (e.g. Mali¢kd, 2019 and
Malickd, 2021), while the reduction of the municipalities' dependence on income taxes
(shared taxes) that are sensitive to external shocks points to suggested changes in the
immovable property taxation, which is a domain of municipalities (of course within the
limits stipulated by the legislation). The answer proposed by the current stream of
thinking, based on tying property tax rates to real estate market prices, may be subject
to fluctuations in the real estate market, which will ultimately make it difficult to plan
budgets and threaten municipalities’ financial autonomy. In the field of reforms,
policymakers should take into account the broader influence of reforming steps because
municipalities are sensitive to unexpected changes in legislation. Better predictions of
the reactions of local levels of government from the side of the central government, or
simply to listen to the opinion and assumptions based on analyses of the other (affected)
party in one voice (as it was, e.g., in the case mentioned by ZMOS, 2020) might be
beneficial. Additionally, as Jiiptner and Klimovsky (2021) mention, policymakers
should improve the inter-governmental communication channels, especially in times of
crisis, to achieve better inter-governmental coordination.

6. Conclusions

The financial crisis of 2009, as well as the multi-crisis caused by the spread of the
coronavirus infection beginning in 2020, was accompanied by negative financial
phenomena in the conditions of local governments. In addition, it had a significant
impact on the economies of most countries of the world, including the Slovak Republic.

This paper investigates the reaction of Slovak local governments to recently
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observed global external shocks. The paper aims to examine the financial vulnerability
and resilience of local governments in the Slovak Republic from 2005 to 2022 by selected
analysis methods. The research was conducted on a sample of 2,923 local governments,
sorted according to their size. According to the theoretical background, financial
indicators were computed in the analysis to investigate financial vulnerability and
resilience, and the standard deviation was calculated for each size category. Using the
indexation linked to the year of fiscal decentralization in 2005, which aimed to enhance
the fiscal autonomy of local governments in Slovakia, we performed to point out how
the Slovak municipalities reacted to the eras of austerity - The Global Financial Crisis
from 2009 and the multi-crisis starting in 2020. The results confirm our expectation that
recently observed external shocks known as crises influence the local public sector, too.
According to the analysis of financial indicator volatilities, the findings support the
sensitivity of Slovak municipalities on structural breaks with different intensities of
reactions when considering different size categories of municipalities, regarding the
small-sized municipalities as one of the most vulnerable. Besides, the findings revealed
that Slovak municipalities also reacted to other, less obvious, changes in the Slovak
economy. Except for the critical years 2009 and 2020, there are evident changes in
dispersions in 2016 linked to the slight economic slowdown and in 2019 linked to the
reform of taxation.

The research realized in the conditions of Slovak local governments confirms the
need for better budget planning, which will support financial health and improve the
financial management of local governments in turbulent eras. Despite the need to
support the improvement of local financial autonomy, one of the possibilities would be
to strengthen the management of public institutions and their financial resilience by
establishing tools for support in times of crises at higher government levels.
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