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DEVELOPMENTAL CAPACITY OF VOIVODESHIP-
-LEVEL LOCAL GOVERNMENTS UNDER
UNSTABLE CONDITIONS

In Poland the regional government management is affected by the instability of the
economic and legal environment. Therefore, the aim of the article is to assess the
development opportunities of local government units in Poland compared to changes in the
overall economic situation. We used a comparative analysis of selected measures of local
government units' financial condition characterizing their ability to implement development
activities. The TOPSIS multi-criteria analysis method was used in the assessment of the
financial determinants of development of local government voivodeships on a regional
basis. The assessment covered the years 2019-2023. The research showed that voivodeship
local governments were mostly characterised by high and moderate development potential.
By 2022, there is noticeable reduction in investment activity and under utilisation of full
development capacity. From 2023 onwards, one may notice an upturn in the investment

activity of voivodeship local governments.

Keywords: financial situation, developmental opportunities, local governments.

1. INTRODUCTION

Local government entities, as entities responsible for providing local and regional
public services as well as for undertaking development activities, must be equipped with
adequate financial resources. Local government is responsible not only for the
implementation of current statutory tasks, but also for the development of local
communities. A fundamental problem for local governments, as far as the development
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possibilities are considered, is to find resources for funding investment tasks. Local
government investments are an important determinant of development for both regions and
society as a whole (Kogut-Jaworska, Zawora 2020; Wyszkowska 2018).

During the years 2019-2023, there were a number of unpredictable events that affected
the socio-economic situation both globally and in Poland. The instability of the economic
and legal landscape was reflected in the financial condition of the state budget and
consequently also affected the area of local government finances.

The research aimed to assess the development potential of local government entities in
Poland in the light of fluctuations in the economic situation. In order to achieve the
objective, the state of local government finances was assessed compared to changes in
Poland's GDP. A multi-criteria indicator analysis was used to assess the financial condition
of the local government. It enables the examination of selected areas of this broad issue.
The research in this study primarily focuses on a specific aspect of developmental capacity:
the sound finances of local governments. We applied comparative analysis of measures of
financial condition, characterizing the ability of local government to implement
development projects, in particular, the financial and investment potential, the level of self-
financing and the degree of indebtedness. The assessment used a regional breakdown of
local government entities by voivodeship, relevant to the persistent disparities in the level
of individual regions' economic development. In the development of the regions, a special
role is played by the financial situation of the voivodships' local governments, whose
investment activities can reduce the existing developmental disparities.

The TOPSIS multiple-criteria analysis method was used to assess the financial
determinants of voivodship local governments' development on a regional basis. In order
to calculate the synthetic indicator for individual voivodship local governments, three
groups of factors monitored by the Ministry of Finance were assessed, including 9 budget
indicators, 5 per capita indicators and 3 debt indicators.

The chosen study period (years 2019-2023) covers the transition from a stable
macroeconomic situation and good economic conditions in Poland, through a pandemic-
induced crisis, to a period of a recovering economic environment. The empirical material
comes from the GUS Local Data Bank, Ministry of Finance studies, reports of the National
Council of RIOs and the Supreme Audit Office (NIK).

2. LITERATURE REVIEW

Financial resources constitute the basis for the functioning of local government. They
determine the implementation of tasks, including those of an investment nature (Grzebyk,
Stec, Hejdukova, 2022). Financial condition, as a measure depicting the financial condition
of local government, is a complex and multidimensional concept. We select multiple
attributes of an entity's finances in order to assess its level of financial condition (Hendrick,
2004; Bieniasz, Gotas, 2015). The financial condition of local government is shaped,
among other things, by: revenue, financial self-reliance, amount of investment
expenditures, capacity for obtaining debt, attainment of balanced budgets. Financial health
is also expressed in terms of solvency, as defined as the financial capacity of a local
government to meet its obligations (short-term and long-term) on time and to ensure
continuity in providing public service (Ritonga, Clark, Wickremasinghe, 2019). Thus,
among the definitions of financial condition of local government, the most frequently
emphasized are the capabilities of the local government related to ensuring financial
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security, understood as the ability to perform its own tasks and maintain financial
credibility (Stanny, Strzelczyk, 2018).

Financial analysis is an important tool for assessing the financial situation of local
governments. Its scope includes the study of financial phenomena and the conditions and
consequences of their occurrence. The analysis of an entity's financial condition provides
information about its current and future asset and financial situation. It makes it possible
to determine the local government's developmental opportunities (Zawora, 2018). The
obtained information also provides a basis for comparing the financial position of
individual entities (Filipiak, 2009). The analysis carried out for selected groups of local
government entities reveals trends occurring on a national, regional, and local scale. One
of the primary methods of assessing the financial health of a local government is indicator
analysis, which enables the assessment of the day-to-day operations of local governments
and supports the local development planning process and investment activity (Turek-
-Radwan, 2022; Kata et al., 2022). The sets of indicators used in the analysis of the financial
situation of local government most often concern the assessment of the following: liquidity
understood as the ability to meet obligations; the level of debt and the ability to service it;
financial self-reliance (revenue and expenditure); the entities’ developmental capacity,
understood as the ability to finance investment outlays; the attractiveness of the local
government, showing its wealth and developmental capacity per entities’ residents
(Lukomska-Szarek, Zawora, Kawecki, 2018). On the other hand, the indicator matrix
recommended by the Ministry of Finance includes the following groups of measures:
budget per capita as well as liabilities by debt titles (Ministry of Finance, 2023).

3. METHODOLOGY

The main objective of this research is a multi-criteria analysis of the financial and
development potential of 16 voivodship local governments in Poland (the research sample
n=16 constitutes 100% of the population of the surveyed local government entities). The
discussion of the implementation of the research objective was undertaken on the basis of
data tracked by the Ministry of Finance. In particular, three groups of indicators were
assessed: budget indicators (9), per capita indicators (5) and debt indicators (3). Their
selection was determined by the calculated coefficient of variation. From the examined
group of indicators, we identified stimulants (10) and destimulants (7). Based on the
selected groups of indicators, an attempt was made to perform a multi-criteria indicator
analysis in a dynamic approach; hence, a period covering the years 2019-2023 was adopted
for the study. The study was carried out using the TOPSIS linear ordering measure, which
allows a ranking to be determined based on a synthetic measure (Kozera et al., 2017). In
order to carry out a benchmarking assessment, it is necessary to construct a decision matrix
and then normalize it and assign weights to the individual objects. In the next step,
a weighted and normalized matrix is created from the assigned weights. Based on this
matrix, an ideal and an anti-ideal solution are identified (the value will be maximum for all
indicators that are stimulants and minimum for destimulants and vice versa for anti-ideal
solutions). Then, for each indicator value, the Euclidean distance from both of these
solutions is calculated. On its basis in the next step, we constructed the synthetic indicator
Pi. Later, it is used to create a ranking (Roszkowska et al., 2024). Based on the TOPSIS
linear ordering measure, a synthetic index Pi was generated for the 16 voivodship local
governments and their ranking was prepared. In addition, 4 classes of ranking were
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calculated for the surveyed entities in terms of the financial determinants of their
development.

4. RESULTS

4.1. Local government finances in a changing economic environment

The situation of public finances is dependent on macroeconomic conditions and the
general state of the economy. Public revenues, including those of local government, are
based in large part on tax revenues, which, in periods of economic downturn, result in
fluctuations in state and local government budget revenues. Poland's economy and public
finances in the years 2019-2023 were affected by adverse external and internal conditions.
In 2020, Poland, after years of stable economic growth, experienced a downturn due to the
COVID-19 epidemic. The many restrictions associated with the epidemic had serious
economic and social impacts, resulting in a 2.0% drop in GDP compared to a year earlier,
when the economic growth rate was 4.5% (Table 1).

Table 1. Changes in GDP as well as government revenue and expenditure between 2019 and
2023 (%)

Years 2019 2020 2021 2022 2023
Previous year = 100

Gross Domestic Product 104.5 98.0 106.8 105.3 100.1

Public income 107.4 102.7 114.9 111.1 115.0

Public expenditures 108.7 117.7 102.8 115.5 118.9

National debt 100.7 112.1 103.3 105.3 109.8

GDP =100

Public income 41.0 41.3 423 40.2 41.6
Public expenditures 41.8 48.2 442 435 46.7
Result -0.7 -6.9 -1.9 -3.4 -5.1
National debt 432 47.5 43.8 39.3 389

Source: Own study based on (Supreme Audit Office - NIK; Central Statistical Office — GUS;
Ministry of Finance).

In 2021, Poland, like most countries in the European Union, experienced economic
growth driven by a strong economic recovery. Although temporary restrictions were still
in place to counteract the negative effects of the epidemic, they were of a much milder
nature than the year before. As a result, GDP grew by 6.9%, which was one of the most
dynamic increases since 2007 (when it exceeded 7%). Thus, Poland maintained a growth
rate in 2021 above the EU average rate of 6.1%. (NIK, 2022). The high GDP growth in this
period was also associated with a low baseline indicator (2020). The slowdown in GDP
growth in 2022 was largely due to the unstable international situation and the deterioration
of the developmental conditions of the Polish economy. It resulted in a slowdown in
investments - both domestic and foreign (NIK 2023). Poland's economic growth rate in
2023 was 0.1% of GDP, significantly lower than in 2022.

From 2021 onwards, a gradual rise in inflation was observed in Poland. The average
annual increase in consumer prices was 5.1% (with an average increase of 3.4% the year
before). In 2022, despite the NBP tightening its monetary policy, there was a further
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increase in average annual inflation to 14.4% (the highest since 1997 and higher than the
average in EU countries) (NIK 2023). The deterioration of external economic conditions
in 2022 was largely brought about by Russia's aggression against Ukraine. Global energy
resource prices jumped, triggering price increases for other goods and services as well.
Rising inflation contributed to lower consumption dynamics, also weakened by real wage
growth being too low to keep pace with inflation. In 2023, the average annual consumer
price index stood at 11.4%, which was lower than in 2022 (NIK 2024).

Although the growth in government revenue has been maintained between 2019 and
2023, it should be noted that a much lower growth rate has been registered in 2020
(Table 1). In 2021, the increase in government revenue over the previous year was the
highest in the examined period (14,9%). Public expenditures had been increasing in 2020
and 2023. In 2020, they surged to 48.2% of GDP, driven in part by the need to counter the
negative effects of the epidemic and to support the economy during the recession.

Over the years 2019-2023, both the state and local government sectors had developed
a deficit, which peaked in 2020, when it stood at 6.9% of GDP. After a significant reduction
in the deficit to 1.9 per cent of GDP in 2021, further increases can be observed in the
following years, due to high growth in public expenditure without adequate public revenue
growth. The national public debt recorded its highest increase in 2020 (by 12.1% compared
to the previous year). Another high increase (of 9.8%) is seen in 2023. The dynamic of
public debt growth was almost doubled compared to 2022.

A number of internal and external factors affect the financial situation of local
governments. External factors beyond the control of local government have a particularly
significant impact on the functioning of local government. In the years 2019-2023, the
economy of local government has been affected by the instability of the economic and legal
environment, affecting its financial fitness and the implementation of public tasks. We
should mention the following significant factors among those causing unfavourable
changes in the environment of Polish local government (Dolewka 2023; Swianiewicz,
Lukomska 2021):

o the unstable international situation — the war in Ukraine and the new tasks imposed

on local government concerning aid for war refugees;

¢ high inflation — increasing the cost of local government tasks;

e cconomic fluctuations — related to adverse external conditions, including the

recession related to the COVID-19 pandemic;

o unfavourable demographic trends — depopulation and ageing of the population;

¢ instability of legal regulations — related to revenues and tasks of local governments,

including changes in the PIT and CIT tax system.

Extraordinary external factors affecting the local government's finances include the war
in Ukraine, which began in 2022. Due to the armed conflict on the territory of Ukraine and
the refugee crisis of the citizens of this country, local governments have been tasked with
assisting Ukrainian citizens arriving in Poland. The 2022 Act created the Assistance Fund
to provide local governments with revenue to enable them to carry out the new public tasks
imposed on them (Act 2022). Further problems arising from the outbreak of war in Ukraine
were the war-related effects of difficulties in accessing coal sources, the energy crisis and
the problems of rising costs due to high inflation. These have resulted in the need for local
government entities to carry out additional tasks and thus increased financial costs.

Unfavourable economic developments (including above all the recession caused by the
COVID-19 epidemic, and the slowdown of the Polish economy in the following years)
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have had an impact on reducing the local governments' own revenue potential, particularly
income from taxes. In addition to economic conditions, the state of local government
finances has also been significantly affected by changes in tax law, which were introduced
from 2019 onwards. The reduction in local government's own revenues was particularly
influenced by changes in personal income tax legislation (e.g. reduction of the PIT rate in
the tax scale threshold, doubling of deductible costs for employees), as well as regulations
related to the implementation of the Polish Deal, which came into force in 2022
(introducing numerous PIT reliefs) (Acts 2019, 2021). The Association of Polish Cities
(ZMP) points out that the changes to the personal income tax system introduced in the
years 2019-2022 resulted in a significant decrease in the own income of local government
entities, in particular cities with poviat-level local government rights and urban
municipalities (where personal income taxes are the main component of revenue) (Bilans...,
2024). According to the Supreme Audit Office, recently carried out tax reforms have
limited the financial independence of local governments and their ability to undertake
investment tasks (NIK, 2024).

Table 2. Indicators of the financial situation of local governments in Poland in the years
2019-2023

Years 2019 2020 2021 2022 2023
ot | w0 | o0 | mo | s | ows
Nningreln | s | so | w0 | w0 |

]?;Eiein(;ﬁti?g 117062 | 56895 | 174418 | -8179.8 | -22939.9
Reg:gﬁ;?ﬁi;fﬁfgﬁ’le 10056.7 | 9591.4 9807.4 9706.6 8992.9
g,i’;f;ciﬂiﬁ 144768 | 171040 | 11052. 95764 | 213025
?ggl\llﬁlilﬁf)s 820757 | 898451 | 911228 | 90825.6 | 102723.7

Source: Own study based on (Krajowa Rada RIO).

In 2019, local government budget expenditures exceeded revenues, which translated
into closing the year with a deficit (Table 2). In the years 2020-2021, the budgets of local
governments generated a surplus, which shows that local governments were very cautious
when implementing the budget during pandemic. It was also associated with a significant
reduction in local government investment activity, linked to the deteriorating economic
situation in Poland and growing uncertainty about the local government's ability to meet
its revenue plan. In the years 2022-2023, local governments developed a budget deficit,
particularly high in 2023, when expenditures exceeded revenues by PLN 22.9 billion, as
aresult of the weakening of the revenue aspect of local governments, with a strong increase
in expenditures, particularly property expenditures. In 2023, 81% of local governments
showed a budget deficit. Among the local government types, only the provinces generated
a budget surplus (Finances..., 2024).

In the years 2019-2021, the amount of local government indebtedness increased
steadily. At the same time, the ratio of liabilities to income stabilised. The debt-to-income
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ratio of the entire local government sector decreased from 29.5% in 2019 to a level of
26.3% in 2022. Local government liabilities at the end of 2023 amounted to PLN 102.7
billion and increased relative to 2022, largely as a result of higher local government
borrowing needs related to financing investments and covering deficits (in 2023, local
government investments increased by as much as 45.4%). The highest level of debt has
been noted in the cities with poviat-level local government rights, and the lowest in the
voivodeships, and only the latter ones have seen a decrease in liabilities relative to the year
2022.

The results concerning the operating surplus generated by local governments are
worrying. The gross operating result, i.e., the difference between current income and
current expenditure, determines the financial situation of local governments by showing
their ability to finance investments. Its high level is also a safeguard against the loss of
financial liquidity. Therefore, it makes it possible to predict the feasibility of funding
investments and the repayment of liabilities previously used for this purpose (Satota, 2015).
Achieving a gross operating surplus is essential in local government financial management.
However, this does not consider expenditures for the repayment of borrowings (debits).
Therefore, in assessing the financial position of local governments, the net operational
surplus ratio, which more fully reflects their investment opportunities, should also be taken
into account (Swianiewicz, Lukomska, 2021). When determining it, the gross operating
surplus is reduced by the amount of the local government's debt repayment. The use of net
operating surplus is justified due to the persistently high indebtedness of local
governments. The significant differences in the values of gross and net surplus indicate the
high debt repayment burden on local government budgets (Table 2).

The value of the operational surplus indicator showed sensitivity to changes in
economic conditions (Table 3). During periods of worsening economic conditions,
a decrease in the indicator is evident (year 2020 and years 2022 and 2023). The lowest
local government surplus was generated in 2023 (its decrease in comparison with 2022 was
36%), which indicates a deterioration in the financial situation of local governments. Cities
with county (poviat-level local government) rights remained in the most difficult situation
among different types of local governments, at the same time showing the highest
vulnerability to changes in the economic situation. In 2023, these entities generated the
lowest gross operating surplus. In relation to revenues, it reached a very low value - 0.9%
(with the average in previous years close to 7%). When considering the net presentation of
the indicator, cities with county (poviat-level local government) rights developed an
operational deficit. Voivodeship local governments, which were characterised by the
highest level of operating surplus, remained in the best financial situation. Moreover, only
in this group of local governments, the level of operational surplus increase in the studied
period, which indicates stability of their income situation.

The ability of local governments to implement investments is adversely affected by
running up a current deficit. The investment needs of local governments are high, and
meeting them is dependent on the availability of external sources of funding, such as
the EU financial perspective for the years 2021-2027, the National Reconstruction Plan
or national support programmes. Local governments that have not managed to balance
their operating budgets may find it difficult to raise contributions to fund investment
projects.

Local government investments are an important determinant of regional development
due to their role of local government in supporting and creating the socio-economic
development of a given area.
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Table 3. Operating result (gross and net) in relation to the revenue, by the levels of local
government (%)

Cities on the
Municipalities poviat-level local
Years government rights

Poviat-level local | Voivodeship local
government government

Operational result in relation to total income

gross net Gross net gross net gross Net
2019 8.4 4.9 6.8 3.2 9.0 5.7
2020 7.5 4.4 33 0.1 7.8 5.4
2021 10.1 7.3 9.6 6.5 10.3 8.0
2022 7.8 5.2 3.8 0.4 6.7 4.3
2023 4.4 1.8 0.9 -2.2 3.1 1.4

Source: Own study based on (Krajowa Rada RIO).
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Figure 1. GDP per capita by region in the years 2019 and 2023 (Poland = 100%)
Source: Own study based on (Central Statistical Office).

Disparities in the level of economic development of individual regions persist in
Poland. The value of GDP per capita varied between the respective voivodeships. This
indicates significant variations between the richest and poorest regions. It may be noted
that the eastern part of Poland is characterised by a lower level of GDP per capita. The
lowest value of the indicator was reached by the Lubelskie voivodeship, where GDP per
capita amounted to 69% of the national average in the studied period, and Podkarpackie
and Podlaskie voivodeships — 70% and 73% of the Polish average, respectively. In
addition, Warminisko-Mazurskie and Swictokrzyskie Voivodeships noted low GDP per
capita. It should be pointed out, however, that only four regions achieved a result higher
than the national average, including the highest - the Mazowieckie voivodeship (158% of
the national average), as well as the Lower Silesian, Greater Poland and Silesian.

The financial situation of voivodship local governments plays a special role in regional
development - their investment activities can have an impact on reducing existing
development disparities.
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4.2. Evaluation of financial determinants of development of voivodship local
governments in poland

Voivodship local governments generated the largest budget revenues in 2023 (their
increase on a chained basis constituted +30.4%). Current income grew at a rate of 12-13%
per year between 2020 and 2022, reaching 27.2% in 2023. The faster growth in the last
year of the analysis was attributable to property income (+51.8%). A positive growth rate
in property income was recorded by the surveyed entities in the years 2019-2020 (+13.6%
and +9.6%). In the period 2021-2022, property income was characterized by a negative
chained rate of change (declining first by 7.2% and then by 14.3% compared to the previous

year).

100

13.7 15.3 16.1 17.4 18.3
80
60 34.2 36.3 29.6 27.4 27.7
x
— 40
20 48.4
0
2019 2020 2021 2022 2023
M own revenue grants total general subvention

Figure 2. Percentage structure of own and transfer revenues of local government
voivodeships in Poland in 2019-2023

Source: Own elaboration based on: https:// www.gov.pl/web/finanse/wynik-biezacy-w-
jednostkach-samorzadu-terytorialnego-w-latach-2021---2023; https:/www.gov.pl/web/
finanse/ ik-biezacy-w-jednostkach-samorzadu-terytorialnego-w-latach-2019---2022

Changes in the generated budget revenues of voivodship local governments are
illustrated by their percentage structure (Figure 1, Figure 2). A breakdown by type shows
that income from corporate income tax (CIT) predominated — in the years 2021-2023 their
share oscillated around 49% of total income. The share of subsidies in the first analyzed
period up to 2020 amounted to about 34-36%, then decreased year by year from 2021 to
a value of more than 27% in the years 2022-2023. General subsidy share was characterized
by an increase from 13.7% in 2019 to 18.3% in 2023.

100

19.6 19.2 16.4 13 15.1
0
2019 2020 2021 2022 2023

M current revenue property revenue

Figure 3. Percentage structure of current and property revenues of local government
voivodeships in Poland in 2019-2023

Source: Own elaboration based on: https:// www.gov.pl/web/finanse/wynik-biezacy-w-
jednostkach-samorzadu-terytorialnego-w-latach-2021---2023; https://www.gov.pl/web/
finanse/wynik-biezacy-w-jednostkach-samorzadu-terytorialnego-w-latach-2019---2022
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Analyzing the distribution of revenue by types of activities, it can be pointed out that
the current revenue was by far the dominant one (more than 80% — Figure 2). It is intended
to finance the operational part of the budget, with the largest share coming in 2022 — 87%
of total revenue. Voivodship local governments generated the highest property income in
2023 (their chained growth accounted for +51.8%). The value of grants and investment
funds grew even faster, as the positive rate of change for this period was +55.4%. In the
years 2019-2023, the share of grants and investment measures amounted to 94.8-97.12%
(the highest was recorded in 2023). A period of negative growth in both property income
as well as grants and investment measures occurred in the years 2021-2022.

Budget expenditures of voivodship local governments in the years 2019-2023 gradually
increased (in 2023, the year-on-year increase accounted for more than 33%). The largest
increase in property expenditures occurred in 2023 — 52.2%, while in earlier years, the
slowdown in investment activity occurred in 2020-2022.

100
37.9 35.5 36.1 334 38.1
. H E H H H
0
2019 2020 2021 2022 2023
M current expenditure property expenditure

Figure 4. Percentage structure of current and property expenditures of local government
voivodeships in Poland in 2019-2023

Source: Own elaboration based on: https:// www.gov.pl/web/finanse/wynik-biezacy-w-
jednostkach-samorzadu-terytorialnego-w-latach-2021---2023; https://www.gov.pl/web/
finanse/wynik-biezacy-w-jednostkach-samorzadu-terytorialnego-w-latach-2019---2022

Current expenditure oscillated between 62 and 66% (Figure 3), with the highest value
recorded by the examined entities in 2022. The highest increase in the share of property
expenditures in total expenditures occurred in 2019 (37.9%) and 2023 (38.1%), while in
earlier years, a slowdown in investment activity resulted in a decrease in the share of
property expenditures to 33.4% in 2022.

The voivodship local governments generated a budget surplus in the years 2019-2023.
The operating result was positive, but the property result was negative. In 2021, no
examined entity recorded a budget deficit. In 2022, 6 provinces and in 2023, 5 ended the
financial year with a deficit.

Table 4 presents the indicators selected for the study using the TOPSIS linear ordering
method to characterize the budget management of voivodship local governments in the
years 2019-2023. We presented the arithmetic mean of the individual indicators for the
studied units due to limitations of the paper's scope. A general analysis would suggest that,
over the reviewed period, voivodship local governments were characterized by a high share
of operating surplus in current income (over 30% in 2021, and 29% in 2023). This
translated into high self-financing capacity (the highest in 2021, that is, over 133.5%), as
well as financial capacity (a visible progression between 113 and 161.5%) and investment
potential (115.8-167.3%), especially in the years 2019-2022. The year 2023 marked
a higher utilization of investment potential, similar to the years 2019-2020; the least
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capacity in this respect was recorded by the surveyed units in the years 2021-2022. This
was a period of accumulating high operating surpluses combined with an apparent
slowdown in investment activities. On the other hand, there is evident a significant
reduction in the level of total debt, as well as in debt service.

Table 4. Indicators of the budget management of local government voivodeships in Poland
in 2019-2023

income on debt service

Indicators 2019 2020 2021 2022 2023
WB2 - Share of current transfers in 459 499 445 459 46.6
current Income
WB3 - Share of operating surplus in 2238 251 304 263 290
current income
WB4 — Share qf capital expenditure 389 370 358 339 394
in total expenditure
WBS — The burden of current
expenditures on wages and salary 20.3 19.4 20.1 19.5 19.1
_ derivatives
X, WB6 — Share of operating surplus
@ and income from the sale of assets in | 18.1 204 259 22.8 243
% total income
5 WB?7 — Share of operating surplus
E and property income in capital 106.4 | 122.7 | 1335 | 1143 | 109.2
51) expenditure (Self-financing ratio)
2 WBS — Percentage of total revenue
remaining after the end of the fiscal 8.9 14.6 20.6 19.6 16.2
year
WB9 — Development potential for
property expenditures and capital 113.7 | 1288 | 159.4 | 161.5 | 138.0
repayments
WBI0 — Investment potential for 1158 | 1324 | 1670 | 1673 | 1424
property expenditures
WBI1 1.7 Utilization of investment 888 779 63.9 63.8 743
potential
- WL1 — Current transfers per capita 1739 | 219.0 | 220.8 | 257.8 | 330.7
8 & | WL2 — Current transfers per capita 88.3 110.2 | 1509 | 147.1 | 205.7
£Z §‘ WL3 — Operating surplus per capita | 163.1 | 166.8 | 156.8 | 143.1 | 132.5
38 Z | WL4 - Total liabilities per capita 2512 | 279.0 | 337.9 | 372.9 | 4948
s g ~ -
& & | WLS - Development potential per | y0 3 | 570 | 3123 | 353.7 | 470.6
capita
= WZ1 - Share of total liabilities in 334 302 26.0 218 151
& total income
.% WZ3 — The burden of total income 55 46 46 41 40
s on debt service
2 _
i} WZ5 — The burden of current 93 78 70 6.0 53

Source: Own elaboration based on: Wskazniki do oceny sytuacji finansowe] jednostek

samorzadu terytorialnego w latach 2019-2021. https://www.gov.pl/web/finanse/wskazniki-

do-oceny-sytuacji-finansowej-jst-w-latach-2019---2023
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Table 5 presents the results of the research for individual voivodship local governments
relating to the determination of the synthetic indicator of Pi's development potential and,
on its basis, the compilation of a ranking of the analyzed entities.

Table 5. A synthetic measure (Pi) of the development potential of voivodeships in Poland
based on the TOPSIS method in 2019-2023

Name of local government unit }HU' Ranking zuw}ﬂzu Ranking zuzu}ﬂm Ranking 2021}&22 Ranking zuzz}ms Ranking 2023
Lower Silesia 49) 12 24 14 18 14 26 13 [T05601 6
Kuyavian-Pomeranian | IOBBA9, 11 65505 12 [0 04 13 6% 56 10 [WESio 11
Lubfin [0 1590 02304 W6k 552 15 [MBaee s
Lubusz [ 00 14 08 13 65000 12 055 14 R 553 14
Lod: (e 7 13 |WeBE T 9 [ 61 2 |WeEE: 12
Lesser Poland [eEEE. o |EsE 9 |WEGes T o |WEsEss 13
Masovian |as7E 5 | 0028 5 | 0@z 5 |ass, s |W6sEss 8
Opale | o578 7 [ ossE 5 | os423 4 |esE 5 | 5
Subcarpathian | 0ssz0 1 | o2 1 | oe%s 1 | o844 2 | 07101 1
Podlaskie | 0se7s s |k 4| 10 | 3 9
Pomeranian | 0s121 4 [woEs. 7 | s | 7 (s 7
Silesian | 0ssss 6 |WoBibs T 6 |WoEEso 1 [WEERs 10
Swietokrzyskie |- 2 |- 3 |- 3 - 1 |-
Warmian Masurian (65 110 15 (Wb 15 |[WEka2 (62555 15 |WEboat 15
Greater Poland |- 3 |- 2 |- 2 | 06341 3 |- 3
West Pomeranian | s w0 |[Es| 6 553 | 7 | 0591 4 L 4

Source: Own elaboration.

Based on the data presented in Table 5, it can be concluded that in the years 2019-2023,
a first place in the ranking was achieved by the Podkarpackie Voivodeship (Subcarpathian
Province), with the exception of 2022, in which the highest position was held by the
Swigtokrzyskie Voivodeship. On the other hand, the Lubelskie Voivodeship (Lublin
Province) had the last 16th place (with the exception of 2021 — in this year, the worst results
were recorded by the Warmian-Masurian Voivodeship). At a further stage of the study, on
the basis of the calculated synthetic indicator Pi, individual voivodeships were ranked into
four development potential classes, which are illustrated in Table 6 below.

Table 6. Class of the development potential of voivodeships in Poland based on the TOPSIS

method in 2019-2023

Name of local government
entities

Class 2019

Class 2020

Class 2021

Class 2022

Class 2023

Lower Silesia

Kuyavian-Pomeranian

Lublin

Lubusz

Lodz

Lesser Poland

Masovian

Opole

Subcarpathian

Podlaskie

Pomeranian

NN = (NN [W (WA |W (W

NN =[N [W[W| A |WwW| W

NN =[N |W[W (WA~ |wW|w

NN — (N[N W[W (WA |W (W

NN — (N[N W[W (WA |W (W
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Table 6 (cont.). Class of the development potential of voivodeships in Poland based on the
TOPSIS method in 2019-2023

1;;‘1‘;‘; ;’f local government | 2669019 | Class 2020 | Class 2021 | Class 2022 | Class 2023
Silesian 2 3 3 3 3
Swigtokrzyskie 2 2 2 1 2
Warmian-Masurian 4 4 4 4 4
Greater Poland 2 1 1 1 1
West Pomeranian 3 2 2 2 2

Class 1 Class 2 Class 3 Class 4

(high) (medium-high) (medium-low) (low)

pi2 ﬁi + Spi 5i — Spi =pi < 5i 51' — Spi =pi < 51' pi< 51' - Spi

Source: Own elaboration.

The first class, consisting of voivodeships with the highest development potential in the
years 2019-2023, primarily comprised two voivodeships — Subcarpathian and Greater
Poland (in 2022 also Swigtokrzyskie). In turn, two voivodeships — Lubelskie (Lublin
Province) and Warminsko-Mazurskie (Warmian-Masurian Province) — were placed in the
last, 4th class. In the initial period, a large group of voivodeships, as many as 8, were
characterized by class 2 development potential, but this decreased year on year, and in
2023, there were only 5 of them. A similar number (5-6) voivodeships were included in
class 3.

5. DISCUSSION

Indicator analysis constitutes one of the most popular assessment methods for the
financial situation of local government entities in Poland. In recent years, research in this
area has been undertaken in recent years by the following researchers: Rajchel (2021),
Lubina (2021); Patrzalek, Gatecka (2022), Kotlinska et. al. (2022), Ociepa-Kicinska et al.
(2022); Poniatowicz (2022), Jastrzgbska (2023); Bak, Dawidowicz (2023). Indicator
analysis is often carried out for the entire budgetary economy, but also in the fields of
selected indicator groups. The important topic of the financial self-reliance of local
governments was raised by Szoto-Koguc (2021) or Woznicki (2023). Jastrzebska assessed
the determinants of local government finance transparency in order to indicate which of
them positively and which negatively affect its level, with particular emphasis on the
situation in Poland (2022). Cyburt and Gatecka (2020) pointed to the role of operating
surplus in building the financial stability and investment potential of local governments. In
assessing the indebtedness of local government entities, studies have been conducted, inter
alia, by Filipiak (2018), Kowalska and Legutko (2020), and Rechula (2021). Analysing
particular areas of local government's financial activity, based on a selectively chosen
group of indicators, may bring reliable research results. However, multi-criteria methods
are increasingly frequently used in the analysis and assessment of the general financial
condition of local government. As emphasized by Skica et al. (2020) and Kozerska et. al.
(2017), the financial condition of local government entities is a multidimensional problem,
which is why it is recommended to use measures that take into account the aforementioned
multidimensionality, including the TOPSIS method. It allows for the preparation of
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a synthetic indicator in relation to several diversified criteria for measuring the financial
condition of local government entities and their potential for innovation, investment or
development (research in this area was conducted, inter alia, by the following authors:
Luty, Kozuch, Makuténas, Butvilait¢ (2015); Skica et al. (2020); Galinski (2022).
Fukomska-Szarek, Wodarski (2023), Lukomska-Szarek et al. (2024).

The research conducted in this manuscript focuses on a multi-criteria assessment of the
financial and development potential of a selected group of local government entities -
voivodship ones. The studied period - 2019-2023 - includes both the COVID-19 pandemic,
as well as a time of rapid progression of inflation and changes in the global geopolitical
situation due to the armed conflict between Russia and Ukraine. The authors intended to
pay particular attention to the period after the COVID-19 pandemic. Ociepa-Kicinska et al
(2022) assessed the financial condition of local government entities in the face of the
COVID-19 pandemic using the example of voivodship local governments in Poland. They
postulated that the actions taken by each local government entity to minimize the economic
impact of the COVID-19 pandemic involved spending public funds in a different way than
what was planned in their budgets. The analysis conducted by the authors has shown that
relying on indicators, which, according to theory, should illustrate the financial situation
of local governments, in emergency situations such as the COVID-19 pandemic, does not
reflect the actual reality of the situation. After analyzing the main indicators, the conclusion
arises that the financial impact of the pandemic, in the first period, did not significantly
affect the finances of the voivodeship local governments. The impact may have been more
pronounced for smaller municipalities that have a different percentage of personal and
corporate income taxes. Additionally, they raise local taxes and fees directly from their
residents.

This research, based on the TOPSIS linear ranking method, showed that voivodship
local governments were mostly exhibiting high and moderate development potential. The
studied period illustrates an apparent slowdown in investment activity, the accumulation
of high financial surpluses and the underutilization of full development capacity till 2022.
It is only in 2023 that the investment activity of the voivodship local governments has
started to recover. In the years 2019-2023, the financial performance of voivodship local
governments has indicated the presence of two distinct periods. The first one occurred
during the COVID-19 pandemic and can be characterized by the budget surpluses and
slowdown in investment activity. This was partly due to an increase in current expenditures
and partly due to a reduction in development grants (including EU funds). The second
period (2022-2023) — a difficult time due to the outbreak of war, full-scale invasion in
Ukraine, the increase in inflation and the initially difficult macroeconomic situation of the
country, but characterized by a revival of investment activity. However, it is worth pointing
out that the impetus for this activity was largely driven by government support (resources
provided under the Local Government Roads Fund, from 5 August 2022, the Government
Roads Development Fund boosted development projects, albeit mainly in the field of road
infrastructure).

6. CONCLUSIONS

In the years 2019-2023, the economic performance of local government in Poland was
affected by the instability of the economic and legal environment, affecting the
implementation of its developmental activities. The changes in the economic situation in
Poland occurring during this period were reflected by the financial condition of the state
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budget, and consequently also affected the financial situation of local governments. The
highest vulnerability to changes in the economic situation was demonstrated by the
operating surplus generated by local governments, which determines the possibilities of
financing investments and repaying debts incurred for this purpose. Currently, among the
tiers of local government, cities with poviat-level local government rights are in the most
difficult situation, while voivodship local governments are characterized by the highest
developmental opportunities. The state of the local government finances is important due
to the persistent developmental disparities at the regional level and the role of local
government in supporting and creating the socio-economic development of the area. Based
on the analysis of the indicators of voivodship local governments monitored by the
Ministry of Finance in the years 2019-2023 using the TOPSIS linear ranking method, it
can be concluded that in the years 2019-2022 the examined entities were characterized by
a high degree of self-financing, an increase in both financial and investment potential,
although the use of investment potential decreased from 88% to 64%. Over the entire
analyzed period, total debt was reduced by half (the share of total liabilities in total income
decreased from 33.4% to 15.1%). The voivodship local governments achieved the highest
share of transfer income in current income, almost 50%, in 2020. The greatest operational
developmental capacity of the voivodeships was reached in 2021 (16 of them generated
a budget surplus, none of them generated a deficit), and in 2023, the examined measure
was at the level of 29%. The indicated ranking classes, as per the calculated synthetic
indicator Pi allow us to conclude that half of the surveyed entities belonged to class 1
(2-3) or class 2 (5-6), in class 3, there were about 5—6 entities, while the last class
comprised only two entities.

All authors have read and agreed to the published version of the manuscript.
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