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Local authorities – expenditures, revenues, deficit and 

government transfer payments to the authorities, 1997-2012
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Budgetary Performance in Israel's Local Authorities
· During the past fifteen years, local authorities' deficits have declined markedly, as has the ratio between their debts and their revenues, despite decreased transfers from the government.
· The improvement in budget discipline is more noticeable among local authorities in the Jewish sector than among those in other sectors, and is observable in communities of all sizes and income levels.
· As expected, local authorities' deficits are not affected by the business cycle, contrary to the central government deficit.

Since the end of the 1990s, the budgetary performance of the local authorities has changed markedly. These changes are the result of tougher budget constraints faced by local authorities, the expansion of public reporting on their activities, and enhancement of the Ministry of the Interior's supervision. These tougher budget constraints were based on the recommendations of the Suari Committee (1993), which set objective criteria for the provision of "equalization grants" to the local authorities, leading in turn to a change in the problematic concept that was in operation until then of basically rewarding the local authorities through grants for failing fiscal performance (Brender, 2003). Further tightening of the criteria for distributing the equalization grant was later put into place (Gadish Committee, 2000), in order to ensure that this grant would not serve as an alternative to streamlining the local authority over the long term (Sadan-Samet, 2009). There was also increased enforcement of financial reporting requirements through the publication of the authorities' audited financial reports. These reports expanded the information available to the public regarding the authorities' actions, thereby enabling residents to take this information into account when voting in the local elections (Brender, 2003). As part of the Economic Recovery Program (2004), the Minister of the Interior was authorized to revoke authority from the professional and the elected echelons in the local authorities and to appoint a supervisory committee ("Va'ada Kru'ah"; Sadan-Samet, 2009). The changes in the budgetary discipline of the local authorities in Israel are of particular interest during the current period against the background of the role of local authorities in OECD countries in the debt crises being experienced by those countries (Eyraud and Badia, 2013).
An analysis of the fiscal data of the local authorities shows that, between 1997 and 2012, local authorities' budget balances have shifted gradually from a deficit of 0.8 percent of GDP to a surplus of 0.2 percent (Figure 1), accompanied by a decline in local authorities' debt to GDP ratio of 1.7 percentage points. Figure 1 shows that this decline was achieved despite a reduction in government transfer payments of 0.5 percent of GDP, which is the result of a marked reduction in local authorities' expenditures of 1.5 percent of GDP. The VFI (Vertical Fiscal Imbalance) index, which measures the rate of expenditures that are not covered by independent revenue out of total expenditures, also shows a similar trend, declining from 40 percent to 25 percent.
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According to the Ministry of the Interior's audited financial report, there were 247 local authorities in Israel in 2011, 169 of which were Jewish or mixed localities, and 78 were non-Jewish (Table 1). In general, the weight of each local authority's revenues and expenditures out of total municipal revenues and expenditures reflects the proportion of the number of residents within the country's population—other than non-Jewish local authorities, which spend less than dictated by their proportion of the population, and regional councils (counties), which spend more than their proportion of the population.

Table 1

Distribution of population, expenditures, revenues, and debt of local authorities, 2011
	
	Size of community

	
	Sector
	Municipalities and Local Councils
	

	
	Total
	Non-Jewish communities
	Jewish and mixed communities
	Up to 5,000 residents
	5,000 to 20,000 residents
	20,000 to 50,000 residents
	50,000 or more residents
	Regional Councils

	Number of authorities1
	247
	78
	169
	29
	90
	47
	28
	53

	Number of residents (thousands)
	7,672
	1,014
	6,658
	87
	971
	1,516
	4,348
	751

	As a percentage of total residents
	100.0
	13.2
	86.8
	1.1
	12.7
	19.8
	56.7
	9.8

	Expenditures (as a percentage of the total)2
	100.0
	9.1
	90.9
	1.4
	10.4
	18.2
	55.9
	14.0

	Revenues (as a percentage of the total)3
	100.0
	8.8
	91.2
	1.5
	10.2
	18.1
	56.3
	13.9

	Debt burden (as a percentage of the total)
	100.0
	8.3
	91.7
	1.2
	9.5
	18.7
	57.2
	13.4


1 Excluding industrial authorities
2  Expenditures in the regular budget and non-regular budget

3 Revenues in the regular budget and the non-regular budget

Source: Local authorities' audited financial data for 2011, Local Authorities Auditing Department, Ministry of the Interior; and Central Bureau of Statistics.
In order to obtain a picture of the local authorities' budgetary performance over time, we assess the development of the debt burden on each authority from 1997 to 2011 by the type and size of the authority. The debt burden is the total debt of each authority excluding bank overdrafts, and serves as a good estimate of the authorities' debt, since it amounts to more than 95 percent of debt. The development of the debt burden over time reflects whether the authority's budget is in deficit, balanced or in surplus. In order to standardize the level of the debt burden in relation to the size of the authority, we used two definitions: (1) real debt per capita; (2) the ratio of debt to municipal tax revenues ("arnona") and equalization grants.
 The reason for dividing the latter by only this part of the authority's revenue rather than total revenue is that most of the authority's other revenue is designated for pre-specified expenditure . The total of municipal tax revenue and equalization grants is basically the authority's "disposable income", out of which it can, among other things, repay its debts.
Table 2

Development of the local authorities' real debt burden per capita by type of authority and size of community, selected years (NIS thousand, 2000 prices)

	
	Size of community1

	
	Sector
	Municipalities and Local Councils
	

	
	Total
	Non-Jewish communities
	Jewish and mixed communities
	Up to 5,000 residents
	5,000 to 20,000 residents
	20,000 to 50,000 residents
	50,000 or more residents
	Regional Councils

	1997
	2.68
	1.39
	3.21
	2.64
	1.86
	2.22
	1.95
	4.55

	2000
	2.39
	1.49
	2.78
	2.53
	1.73
	1.95
	1.84
	3.92

	2003
	2.16
	1.54
	2.43
	2.74
	1.54
	1.66
	1.68
	3.38

	2006
	1.92
	1.38
	2.15
	2.40
	1.43
	1.48
	1.64
	2.94

	2009
	1.79
	1.25
	2.03
	2.13
	1.37
	1.44
	1.53
	2.67

	2010
	1.66
	1.15
	1.90
	1.87
	1.26
	1.36
	1.45
	2.53

	2011
	1.52
	1.04
	1.73
	1.67
	1.14
	1.28
	1.32
	2.30

	

	Rate of change 1997-2011
	-43
	-25
	-46
	-37
	-39
	-43
	-32
	-49


1 The size of the community is not fixed for 2011. As such, some of the local authorities have moved up in the size category over the years.
* Excluding industrial authorities and authorities that merged.

Source: Local authorities' audited financial data for 1997-2011, Local Authorities Auditing Department, Ministry of the Interior; and Central Bureau of Statistics.

Table 2 shows the gap in real debt per capita between the non-Jewish local authorities and the Jewish and mixed ones both at the initial level and in the different trends of these data between the two groups. In 1997, debt per capita in the non-Jewish localities was less than half of their level in the Jewish localities.
 In the Jewish localities, real debt per capita declined until 2011, while it increased until 2004 in the non-Jewish localities, and only then, apparently as a result of closer supervision over local authorities' budgets, was there a decline among these authorities as well. In total, debt per capita in the Jewish localities posted a real decline of 46 percent between 1997 and 2011, alongside a smaller but still significant decline of 25 percent in the non-Jewish localities.
An analysis of the local authorities' debt compared to municipal tax and equalization grant revenue by type of authority (Table 3) presents a similar picture. While the ratio of debt to municipal tax and equalization grants among local authorities in the Jewish sector has declined by an average of 45 percent, reflecting an improvement in these authorities' repayment power, the decline in the non-Jewish sector was just 9 percent. A multi-year regression analysis of the change in the ratio between real debt and real revenue from municipal tax and equalization grants between 1997 and 2011 indicates that the improvement in budgetary discipline among local authorities in the non-Jewish sector was smaller even when controlling for the size of the authority. The gap between the sectors exists even though the reduction in real equalization grants per capita to the local authorities in the Jewish sector was greater (Table 3).

An analysis of the real debt by community size shows that between 1997 and 2011, real debt per capita declined in all community size groups (Table 2) and the ratio of debt to municipal tax and equalization grant revenue (Table 3) declined, despite the marked reduction in real equalization grants per capita. Budgetary performance improved in all socio-economic groupings. An individual analysis of the authorities indicates that the improvement encompassed the decisive majority of them: the ratio between real debt and revenue from municipal tax and equalization grants grew over the period in only 44 authorities, containing 10 percent of the country's residents.
Table 3

Debt burden relative to municipal tax and equalization grant revenue (selected years) and the real decline in equalization grants per capita between 1997 and 2011 of local authorities by type of authority and size of community 
	
	Size of community1

	
	Sector
	Municipalities and Local Councils
	

	
	Total
	Non-Jewish communities
	Jewish and mixed communities
	Up to 5,000 residents
	5,000 to 20,000 residents
	20,000 to 50,000 residents
	50,000 or more residents
	Regional Councils

	Debt burden compared to municipal tax and equalization grant revenue
	1997
	1.10
	0.85
	1.20
	0.80
	0.99
	1.22
	1.08
	1.47

	
	2004
	1.05
	1.23
	0.98
	1.36
	1.06
	0.87
	0.74
	1.14

	
	2011
	0.70
	0.78
	0.66
	0.63
	0.73
	0.66
	0.59
	0.76

	

	Real decline in equalization grants per capita
	Rate of change 1997-2011
	-52
	-35
	-60
	-40
	-42
	-37
	-1
	-62


1 The size of the community is not fixed for 2011. As such, some of the local authorities have moved up in the size category over the years.

* Excluding industrial authorities and authorities that merged.

Source: Local authorities' audited financial data for 1997-2011, Local Authorities Auditing Department, Ministry of the Interior; and Central Bureau of Statistics.

An international comparison shows that in addition to the positive trend that characterizes the budgetary performance of local authorities in Israel, the absolute fiscal state is better than local authorities in other OECD countries. Local authority debt in Israel in 2010, at 1.6 percent of GDP, was lower than the OECD average, which was 8.2 percent of GDP.
 Moreover, the ratio of local authority debt to annual receipts was one-third among Israeli local authorities in 2010, compared to an OECD average of one-half (OECD, 2012).
During the most recent financial crisis, many local authorities in OECD countries were characterized by pro-cyclical behavior, which endangers the ability to recover from the crisis. This is a result of, among other things, a pro-cyclical tax base (OECD, 2012). In analyzing the connection between the cycle and local authority deficits in Israel, we found a different picture: local authority deficits—even excluding government transfer payments—are not affected by the business cycle. This is perhaps because the tax base of the local authorities in Israel, which comes mainly from fixed real estate taxation and water charges, is practically not affected by residents' income or business activity.
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� This index is one of the six indices proposed in the 2004 Caesarea Forum for assessing local authorities' budget performance (Razin and Brender, 2004).


� The first gap in the debt level between the two sectors of local authorities could be the result of the fact that more people on average live in Arab households. As such, the difference in real debt per household is smaller. Another possible explanation for this gap is that the local authorities in the Jewish sector provide their residents with more services, so the demand for services is higher in these communities, which pushes them to take on debt.


� Local authority debt in each OECD country as a proportion of total debt in that country was calculated according to data appearing the OECD Fiscal Decentralization Database. This debt as a percentage of GDP was calculated by multiplying the percentage of debt by the percentage of total overall debt (total debt according to OECD Economic Outlook). The average local authority debt in the OECD is the arithmetic average of OECD countries that appear in their database with just two levels of government.





