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ABSTRACT 
 
The European Commission (2020) has stated that there is a challenging road ahead, arguing 
that a new economic crisis might be coming. This article, then, analyses what happened during 
the 2008-2009 economic and financial crisis with aggregate local government units’ (LGUs) 
budgets in Croatia so that lessons for eventual possible future crisis might be drawn. The goal 
is to analyse officially available Ministry of Finance data for all 576 LGUs (20 counites, 428 
municipalities and 128 cities) in order to assess the impact of the 2008-2009 crisis on the level 
and composition of aggregate LGUs' revenues, expenditures, deficit/surplus and debt. The 
analysis of the 2002-2018 period shows that the crisis had most visible impact in the period 
2009-2012 and that as a consequence of the crisis LGUs typically reacted procyclically to their 
reduced revenues (by cutting expenditures, especially capital expenditures, and controlling 
deficits and debts). In the event of any future crisis, national government could decide to help 
LGUs by underpinning economic growth and employment or to control the size of the local 
government sector. However, Ministry of Finance should first improve local budget 
transparency by publishing the appropriate data relating to LGUs' finances (their budgets and 
balances sheets). This article proves that local budget transparency is crucial, as only 
transparent budgets can be properly analysed and easily monitored, enabling government and 
citizens to meaningfully participate in improving the efficiency and effectiveness of public 
policies.  
 
Key words: local government units’ budgets, economic and financial crisis, budget 
transparency, Croatia. 

1. Introduction and literature review 

Numerous experts (e.g. Elliott, 2019; Gurvich, 2019) and institutions such as the European 
Commission (2020) have recently warned that the world might be heading for a new economic 
crisis. The 2008-2009 global financial and economic crisis, sometimes characterised as the 
worst economic crisis since the Great Depression, which started with a collapse of the housing 
bubble in the USA and the bankruptcy of the investment bank Lehman Brothers, affected LGUs'
budgets all over the world (Ladner & Soguel, 2015). The impacts on LGUs' budgets differed,
but many of them experienced the “scissors effect” (reduced revenues and increased 
expenditures on social services), growing public debt and deficit, which negatively impacted

                                                             
1 This research was funded by the Croatian Science Foundation (CSF) under project IP-2019-04-8360. Opinions, 
findings, conclusions and recommendations are those of the author and do not necessarily reflect the views of the 
CSF.
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the quantity and/or quality of their provisions of public services (Council of European 
Municipalities and Regions, 2008; Davey, 2011; Ladner & Soguel, 2015; OECD, 2010).
The focus of this article is on the impact of the 2008-2009 crisis on LGUs' budgets since they 
are particularly important and visible to citizens, providing them with essential day-to-day 
services such as education (kindergartens, schools), health, public transport and social welfare.
For example on average in 2006 and 2007 subnational governments in OECD countries 
represented 15% of GDP, 31% of public spending and were responsible for about 66% of public 
investments (OECD, 2010).

There is very little research about the impact of this crisis on LGUs' budgets (e.g. Council of 
European Municipalities and Regions, 2008; OECD, 2010; Davey, 2011; Ladner and Soguel, 
2015) and even less so in Croatia (Bajo & Stavljenić, 2017; Davey, 2011; Drezgić, 2010). 
Drezgić (2010) analysed the impact of crisis on Croatian LGU budgets in the period up to 2010, 
arguing that the effects of the economic crisis are visible through the fall in their revenues and 
expenditures, concluding that LGUs simply follow the economic shock and that it seems as the 
overall effect is pro-cyclical. Davey (2011) analysed the impact of the economic downturn on 
LGUs across all Europe including Croatia. Bajo & Stavljenić (2017) analysed the impact of 
crisis on LGUs' indebtedness in the 2010-2015 period, concluding that they violated borrowing 
constraints (due in large part to borrowing by the City of Zagreb).

The important questions are: (1) did the Croatian LGUs during the 2008-2009 crisis try to 
cushion its impact on demand and employment by increasing public spending and deficits, or 
(2) did they try to avoid further deficits by using austerity measures and a withdrawal of 
investments? 

Theoretically, LGUs can react to an economic crisis or they can pretend that it does not exist
(e.g. Ladner & Soguel, 2015; OECD, 2010). The LGU that pretends the crisis does not exist, 
simply relies on automatic budget stabilisers, accepting reduced tax revenues, increased
expenditures and higher deficits. Automatic stabilisers work mostly through tax revenues and 
unemployment and welfare benefits (Dolls, Fuest, & Peichl, 2012). Tax revenues generally 
depend on household income and economic activity. Since an economy slows during a crisis,
household incomes fall and LGUs' tax revenues automatically fall too. Furthermore, as there is 
a rise in the number of unemployed people and those on low incomes, LGUs' expenditure 
increases automatically. An LGU that decides to react, has two options: first, a counter-cyclical
“Keynesian” policy (further reducing taxes and/or increasing expenditures and deficits in order 
to encourage economic growth) or secondly, a conservative or pro-cyclical policy (reducing 
expenditures and possibly increasing taxes in order to control deficits) (Ladner & Soguel, 
2015). Drezgić (2010) writes that both Keynesian and neoliberal theories agree that during a 
crisis government need to use deficit financing and lower taxes, i.e. to run a counter-cyclical
policy. Neoliberals argue that such an approach raises allocative efficiency, and Keynesians 
highlight the positive effects of the short-term stabilisation of aggregate demand management 
policies. 

In order to assess LGU reactions during the 2008-2009 crisis, this article uses the data published 
by the Ministry of Finance for all Croatian 576 LGUs2 (20 counties, 428 municipalities and 128 
cities) in the period 2002-2018. The data in question relate to the level and composition of 
LGUs' revenues, expenditures, deficit/surplus and debt. Based on the above-mentioned 
theoretical underpinnings the hypothesis is that as a consequence of the crisis in most of the 
                                                             
2 Regardless of the formal differentiation among the units of local and regional self-government, for the purposes 
of this article, the term “local government units” covers all 20 counties, 128 cities and 428 municipalities. 
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LGUs revenues fell and that they reacted by increasing expenditures, deficits and debts. The 
other hypothesis is that the structure of LGUs' budgets changed, i.e. that as a consequence of 
the crisis they relied more on national government grants and that they mostly reduced capital 
expenditures (for non-financial assets).

There is no wonder that there are almost no articles about the impact of 2008-2009 crisis on the
aggregate Croatian LGUs' budgets because the important officially published databases needed 
for such an analysis are incomplete and also of poor quality. Consequently, this article argues 
that there is a need to improve local budget transparency on the national level, i.e. that the 
Ministry of Finance has to start publishing better (consolidated, timely and consistent) 
databases of LGUs' finances (their budgets and balances sheets). Budget transparency implies 
having an insight into complete, accurate, timely and understandable budget information (Ott, 
Mačkić, & Bronić, 2018). Along with public participation, it is crucial for good governance as 
a transparent budget can be properly analysed, and its implementation can be easily monitored, 
enabling citizens (e.g. legislators, auditors, researchers, media) to analyse the data and 
participate in improving the efficiency and effectiveness of public policies (e.g. Piotrowski & 
Vanr Ryzin, 2007; Ríos, Benito, & Bastida, 2017). The Council of Europe in 2011 also argued 
that in order to overcome the 2008-2009 crisis there was a need for better governance, more 
transparency and increased public scrutiny in decisions about reduced public resources, 
increased efficiency across the whole public sector, together with a need to be more aware of 
the human rights of the most vulnerable families (Davey, 2011). 

The rest of this article provides insights into the impact of the 2008-2009 crisis on total LGU 
revenues and expenditures, the structure of their revenues and expenditures and their debt. It 
ends with conclusions, limitations and recommendations for further research.

2. Impact on the total revenues and expenditures of the LGUs 

Croatia experienced an almost six-year long recession triggered by the 2008-2009 economic 
and financial crisis, (from the last quarter of 2008, until second quarter of 2014 - Graph 1).
Negative growth rates peaked during 2009 and 2010, and after that the recession continued until 
the second quarter of 2014, but typically with lower negative growth rates.

Graph 1: Croatia gross domestic product – real growth rates (in %)

Source: Croatian Bureau of Statistics, 2020. 

Similarly, the 6-year period of recession could be nicely presented using employment and 
unemployment indicators. From the 2008 until the end of 2014 the number of unemployed
persons grew, and the number of employed persons in legal entities declined (except during 
summers – due to tourist seasons).
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Graph 2: Croatia employment and unemployment indicators (in 000)

Source: Croatian Bureau of Statistics, 2020. 

Now the major challenge for any sort of analysis of the impact of crisis on aggregate LGU 
budgets before 2016 is the lack of relevant consolidated officially published data and breaks in 
those data series. Firstly, no officially published consolidated budget data of all 576 LGUs 
before 2015 exist, only the consolidated budget data of the 53 largest LGUs (Ministry of 
Finance, 2019). This means that prior to 2015 it is impossible to accurately calculate even the 
main fiscal decentralisation indicators (such as the percentage of total LGUs' revenues in total 
general government revenues, or the percentage of total LGUs' total expenditures in total 
general government expenditures). Secondly, in 2016 the methodology of presenting LGUs' 
consolidated budget data changed considerably since remunerations and certain benefits to the 
primary and secondary education employees paid by the Ministry of Science and Education 
were included in LGUs' budgets. Before that they were included in the national budget. Due to 
this methodological change, total LGUs' budget revenues in 2016 increased by HRK 7 bn or 
22% (Ministry of Finance, 2015, 2016).3

The reader should be aware, while bearing in mind the constraints referred to above, that this 
article is based on the only officially publicly available financial data for all LGUs, i.e. the 
2002-2018 nonconsolidated database of 576 LGU budgets and balance sheets (Ministry of 
Finance, 2020a). But this database does not include LGUs' budget users (e.g. the kindergartens, 
schools, hospitals and so on majority-financed from LGUs' budgets).4 The consequence is, that 
for example, the City of Zagreb budget revenue and receipts without its 328 budget users in 
2018 were HRK 7.8 bn, while in fact its total revenues and receipts including all its budget 
users were HRK 9.8 bn, i.e. were 25% higher (Grad Zagreb, 2019). Furthermore, due to the 
methodological changes in this database, during the analysed period there were three breaks
between periods (2002-2010; 2010-2014; 2014-2018) without any narrative explanation of 
these changes. 

In 2002-2008 period the LGUs' aggregate revenues and expenditures doubled (from around 12
bn to around HRK 25 bn). The crisis stopped this trend and it took the next ten years for LGUs' 
revenues and expenditures to reach the 2008 levels (Graph 3). The negative impact of the crisis 
on total LGUs' revenues and expenditures were most noticeable in the period 2009-2012, while 

                                                             
3 This change was done for the adjustment with the EU statistical data requirements.
4 For the list of all LGUs' budgetary and extrabudgetary users see the Register of budgetary and extrabudgetary 
users (Ministry of Finance, 2020b).
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after 2012 it seems that a slow recovery started. Only in 2009 were total LGUs' expenditures
significantly higher than their revenues and thus this was the only year when they aggregately
reported a high deficit (HRK 1.9 bn). In all other analysed years total LGU revenues were
almost the same as their total expenditures, i.e. contrary to our hypothesis LGUs usually did not 
run high deficits, they had a conservative or pro-cyclical policy (probably reducing 
expenditures in order to control deficits). This is consistent with the OECD (2010) conclusion 
of trends in LGUs' reactions to the economic cycles during the past 30 years, presenting
evidence that LGUs fiscal policy might usually be pro-cyclical (since their budget deficits are 
less cyclical than national government deficits and they tend to move more quickly towards 
balanced budgets after the shock). 

Graph 3: Aggregate LGUs' revenues and expenditures, in bn HRK

* Receipts from financial assets and borrowing are not included.5  **Break in database.
Source: Author's calculation based on Ministry of Finance (2020a). 

The difference between revenues and receipts and expenditures and outlays can serve as another 
measure of LGUs' deficit/surplus. Graph 4 shows the same picture as Graph 3, revealing that in 
most of the analysed years LGUs aggregately did not run bigger deficits/surpluses, i.e. LGUs' 
revenues and receipts were almost the same as total LGUs' expenditures and outlays. This could 
be partly explained by the fact that LGUs' fiscal rules (e.g. tax autonomy, balanced budgets and 
borrowing limits) often restrain debt and lead to pro-cyclical policy (OECD, 2010). In fact in
Croatia, the Budget Act (article 7) stipulates that an LGU’s budget must be balanced, i.e. that 
total revenues and receipts must cover total expenditures and outlays. If, during the budget year, 
expenditures and outlays increase or revenues and receipts decrease the budget must be 
balanced by identifying new revenues and receipts and/or reducing expenditures and outlays. 

                                                             
5 Briefly, revenues and expenditures are related to non-financial, and receipts and outlays to financial transactions. 
The terms revenues and expenditures are used in the revenue and expenditure account when it comes to business 
operations and the purchase and sale of non-financial assets, and the terms receipts and outlays are used in the 
financing account and relate to financial assets and the granting, taking out and repayment of loans (Ott, Bajo, 
Bronić, Bratić, & Medak Fell, 2009). 
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Graph 4: Aggregate LGUs' revenues and receipts and expenditures and outlays, in bn HRK

*Break in database.
Source: Author's calculation based on Ministry of Finance (2020a). 

Graph 5 shows that in the 2003-2008 period, the increases in LGU revenues were relatively 
high, while in 2009-2011 revenues decreased, starting to recover after 2012 (with the exception 
of cities, especially Zagreb in 20146 and 2015). The personal income tax (PIT) reform as well 
as the changes in PIT revenue sharing between national and local governments effective from
2015 might have had a smaller or larger effect on the City of Zagreb’s 2015 revenue7, but 
without deeper analysis it is impossible to know exactly. Furthermore, it should be noted that 
all changes presented in graph 5 should be interpreted with caution since in the entire analysed 
period there were smaller or greater changes in PIT and the sharing of PIT with LGUs, which
could have affected LGUs' revenues aggregately (PIT is the most important LGU revenue 
source).

                                                             
6 In 2014 City of Zagreb revenues were lower than in 2013, mostly because in 2013 Zagreb received extra tax 
revenues from personal income tax in the amount of about HRK 0.5 bn on the basis of a ruling of the Administrative 
Court of the Republic of Croatia on entitlement to an additional share in the personal income tax for decentralised 
functions (Grad Zagreb, 2015).
7 The most important PIT changes in 2015 included an increase in basic tax allowance and an extension of the 
personal income tax brackets. PIT revenue sharing between national and local governments also changed since 
January, 1, 2015, and as a consequence the share of the City of Zagreb in the total PIT revenues was reduced (Grad 
Zagreb, 2016).  
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Graph 5: Annual growth rate of LGU revenues, by type of LGU (%)*

* Receipts from financial assets and borrowing are not included. **Break in database.
Source: Author's calculation based on Ministry of Finance (2020a). 

Graf 6 shows that in the 2002-2008 period LGU expenditures increased and that contrary to our 
hypothesis they decreased in the 2010-2011 period. The biggest LGUs' expenditure cut was in 
2010 (i.e. much higher than the decrease experienced relating to their revenues the same year).
Since 2013 LGUs' expenditures have mainly increased.

Graph 6: Annual growth rate of LGU expenditures, by type of LGU (%)*

* Outlays on financial assets and loan repayments are not included. **Break in database.
Source: Author's calculation based on Ministry of Finance (2020a). 

3. Impact on the structure of LGUs' revenues 

Graph 7 shows that in the 2002-2008 period LGUs' revenues almost doubled, from HRK 12.4 
to 25 bn. As a consequence of the crisis, in the 2009-2011 period they decreased, after that they 
were slowly recovering and only in 2018 surpassing the pre-crisis 2008 level (amounting to
around HRK 27 bn). In the whole of the 2002-2018 period the most important source of LGUs'
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revenues was PIT and surtax, followed by non-tax revenues (especially utility contributions and 
charges) and grants.

Graph 7: Aggregate LGUs' revenues (economic classification), in bn HRK*

* Receipts from financial assets and borrowing are not included. **Break in database.
Source: Author's calculation based on Ministry of Finance (2020a). 

Unexpectedly, it seems that the crisis did not have a significant impact on the structure of 
aggregate LGUs' revenues (Table 1). Although as a consequence of the crisis (especially since 
2011) the importance of grants in LGU financing increased it must be noted that the first reason 
for this change might be related to methodology changes. Until 2010 grants for decentralized 
functions8 were booked under PIT, while since 2011 they are presented as grants. Even the
OECD (2010), analysing past trends in LGUs' reactions to the economic cycles, argues that in 
the past intergovernmental grants did not usually smooth the fluctuations of LGUs' revenues, 
but often exacerbated them, because spending decisions on the higher government level are
sometimes delayed and late. The second reason for this structural change might be that since in
2013 Croatia joined the EU, LGUs started to receive more EU grants, which increased the 
importance of grants in their revenues, and also helped them to speed up the recovery.

One should also notice significant changes in 2007 (Table 1) when due to the tax reform other 
taxes fell significantly as revenues from corporate income tax were completely transferred from 
local to the national budget (before corporate income tax revenues were shared between 
national budget and LGUs). Furthermore, from 2007 the importance of PIT as a source of 
LGUs' budget increased, as the national government in that year gave a greater share of PIT 
revenues to the LGUs. This was actually good for LGUs and probably stabilised their revenues 
during the crisis, since it is usually argued that in times of crisis corporate income tax revenues 
fall quicker than PIT revenues (Davey, 2011).

Finally, it must be noted that to the extent it is expected that LGUs will not be able to act contra-
cyclically on the revenue side. Croatian LGUs have a very low level of tax autonomy (see e.g. 
Bronić, 2013; Bronić & Franić, 2014) and as argued by OECD (2010) fiscal rules (including
                                                             
8 Decentralised functions – in 2001 responsibility for part of specific public services (primary and secondary 
education, health care, social welfare and fire-fighting services) were delegated by government to certain LGUs, 
for which these LGUs receive additional funding (Ott et al., 2009). 
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the restrictions on LGUs' powers to increase spending and taxes) often lead to counter-cyclical 
policy.

Table 1: The structure of aggregate LGUs' revenues, 2002-2018, in %*

* Receipts from financial assets and borrowing are not included. Break in database in 2010 and 2014.
Source: Authors calculation based on Ministry of Finance (2020a). 

4. Impact on the structure LGUs' expenditures 

Graph 8 nicely shows how LGUs' expenditures peaked in 2008 and 2009 and then fell. LGUs 
obviously needed some time to react to the crisis as there were no great changes in the level of 
their expenditures in 2009. It seems that crisis did not have a great impact on the structure of
LGUs' expenditures either. Until 2015 they spent most on material expenditures, acquisition of 
non-financial assets (capital investments) and on employees’ salaries. However, since 2015 
expenditures for employees, as one of the three most important types of expenditures, were 
replaced with grants given. The reason for this structural change again comes from 
methodology changes as remunerations and certain benefits to the primary and secondary 
education employees paid by the LGUs, before presented as material and employee 
expenditures, started to be presented as grants to their budget users (kindergartens, schools, 
etc.).

Graph 8: Aggregate LGUs' expenditures (economic classification), in bn HRK*

* Outlays on financial assets and loan repayments are not included. **Break in database.
Source: Author's calculation based on Ministry of Finance (2020a). 

However, Table 2 shows that the share of capital expenditures (i.e. acquisition of fixed assets) 
in total LGUs' expenditures since 2008 fell and that not even ten years later did it regain its 
importance. Drezgić (2010) argues that this seems logical, due to the fact that capital 
investments are the easiest category to cut from a political perspective, but also that in this way 
the allocative efficiency of the LGUs is reduced.

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Personal income tax 40 42 46 43 42 51 51 55 55 48 50 52 51 44 46 42 50
Other taxes 16 16 16 16 19 6 6 6 6 6 6 6 5 6 6 6 7
Grants 11 10 6 7 6 9 9 9 8 15 13 13 15 19 19 23 17
Non-tax revenues 28 27 27 29 28 27 27 26 28 28 28 26 26 28 26 26 24
Sale of non-financial a. 5 5 5 5 5 6 6 4 3 4 3 3 3 3 2 3 2
Total revenues 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100
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Table 2: The structure of aggregate LGUs' expenditures, 2002-2018, in %*

* Outlays on financial assets and loan repayments are not included. Break in database in 2010 and 2014.
Source: Author's calculation based Ministry of Finance (2020a). 

5. Impact on the aggregate debt of LGUs  

Direct LGU debt is a sum of all budget deficits incurred in the current and in earlier periods 
financed by borrowing (i.e. credits, loans and security issues) (Ott & Bronić, 2016). Besides the 
direct debt, there is also a potential debt, consisting of guarantees mostly issued to LGUs'
companies and institutions. As there are no available data about LGUs' guarantees for the 
complete 2002-2018 period, they are not included in this analysis.

The Budget Act (articles 86 -92) stipulates that LGUs may incur short-term debt to fund their 
regular activities in cases of uneven revenue collection over the year (without having to obtain 
any consent) and long-term debt for capital investments (the purchase of non-financial assets) 
with the consent of the relevant local representative body and the national government's 
approval. Total annual debt service arising from borrowing, for each LGU may not exceed 20% 
of its revenues realized in the preceding year.9

Although in the 2008-2014 period the direct LGUs' debt increased from HRK 2.6 to 4 bn, the 
greatest increase actually happened in 2014 when in one-year it increased by almost HRK 1 bn
(Graph 10), mostly due to the increase in direct debt of the City of Zagreb (as Zagreb bought 
the former Gredelj Rolling Stock Factory and “Zagrepčanka” from Zagreb Holding for around 
HRK 0.9 bn (Grad Zagreb, 2015)).

Graph 10: Aggregate LGU direct debt, in bn HRK

Source: Author's calculation based on Ministry of Finance (2020a). 

                                                             
9 LGUs’ borrowing is additionally regulated by other rules and legislation. Thus, the annual national budget 
execution acts set the overall annual limit for borrowing of all LGUs (e.g. for 2020 overall annual limit for all 
LGUs together amounts to 3% of their total operating revenues in 2019). For more details about LGUs' borrowing 
see Ott and Bronić (2016).

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Employee expenditures 17 16 17 17 17 17 17 18 21 22 22 21 21 10 9 9 9
Material expenditures 32 29 30 29 29 29 29 30 32 34 34 34 33 26 26 25 24
Subsidies 5 5 5 5 5 5 5 6 6 5 5 6 5 5 5 5 5
Grants given 8 3 2 2 2 2 2 2 2 2 2 2 2 27 27 28 26
Benefits to citizens and households3 3 3 4 4 4 4 5 5 5 5 6 6 5 5 6 6
Current donations 8 12 9 9 8 8 9 8 9 9 9 9 9 8 8 8 8
Other current expenditures 6 7 7 8 7 8 8 7 8 6 7 6 6 6 5 5 4
Aquisition of fixed assets 20 25 26 25 27 28 26 23 17 17 16 16 19 13 15 15 19
Total expenditures 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100
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It could be argued that LGUs have been constrained in borrowing as a consequence of the crisis
due to the relatively rigid borrowing rules. Drezgić (2010) rightly points to the problem with 
the LGUs' borrowing rules, which are primarily focused on static indicators. For example, total 
annual debt service arising from borrowing, for each LGU, may not exceed 20% of its revenues 
realized in the preceding year. However, the problem occurs when as a consequence of the crisis
the amount of the repayments usually remains the same as in the previous period while revenues 
are falling, which might cause liquidity problems and lead to some LGUs breaching the 20% 
limit. In fact, Bajo and Stavljenić (2017) show that in the 2010-2015 period Croatian LGUs 
were sometimes borrowing without the consent of the national government and breaking above 
mentioned borrowing limits. They also claim that for the City of Zagreb – because of its dual 
status of city and county – borrowing should be defined separately, since it is not only the single 
biggest borrower, but is also most often breaking the national government's borrowing rules. 

6. Conclusion 

This article analyses the response of Croatian LGUs to the 2008-2009 economic crisis, 
hypothesizing that as a consequence of the crisis, revenues in the majority of LGUs decreased 
and that they reacted by increasing their expenditures, deficits and debts. However, analysed 
aggregate nonconsolidated data shows that LGUs reacted to the fall in their revenues mostly 
pro-cyclically (cutting expenditures, running moderate deficits, and not incurring too much 
debt). This might be explained by the rigid fiscal rules imposed on LGUs (low tax autonomy, 
balanced budget requirements and strict borrowing limits) which often restrained their 
indebtedness and resulted in a pro-cyclical policy.

It was expected that the structure of LGUs' budget would have changed as a consequence of the 
crisis, i.e. that they relied more on national government’s grants and that they greatly reduced 
capital expenditures (for non-financial assets). The analysis showed that LGUs did reduce 
capital expenditures, but that they did not rely more on national government grants. National 
government was not particularly helpful in LGUs' coping with the crisis, but luckily, in 2013 
Croatia joined the EU, and LGUs started to receive more EU grants which helped them to speed 
up the recovery.

In the event of some future, similar crisis, national government will have to decide between 
underpinning economic growth and employment or controlling the size of the local government
sector. In the first case, to help LGUs national government should act more contra-cyclically, 
relaxing some LGUs' fiscal rules (e.g. borrowing limits, giving more tax autonomy) or
introducing some short-term measures (e.g. increasing discretionary grants to finance LGUs' 
investment projects that would not be financed otherwise, temporarily increasing LGUs' share 
in tax revenues). In addition, national government could immediately opt for territorial 
reorganisation (particularly solving the problems of small LGUs with inadequate fiscal 
capacity), increasing the efficiency of LGUs and helping them to cope better with some 
potentially new crisis.

This article proves that local budget transparency is crucial for any meaningful analysis and 
decisions, as only transparent budgets can be properly analysed and easily monitored, enabling 
government and citizens to improve the efficiency and effectiveness of public policies. Thus, 
the major limitation in any kind of LGU budgets analysis especially before 2016 is the lack of 
credible officially published data. The nonconsolidated LGU budget and balance sheet data 
used in this analysis are lacking data about LGUs' budget users (e.g. kindergartens, schools, 
hospitals), resulting in an underestimation of LGUs' revenues and expenditures. It certainly has 
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an impact on the structure of the analysed LGUs' revenues, expenditure, deficit/surplus and 
debt. Accordingly, one of the most important conclusions of this article is that it is necessary to 
improve budget transparency on the national level, i.e. the officially publicly available LGUs'
budget and balance sheet databases. Thus, the Ministry of Finance should finally start 
publishing the consolidated budget and balance sheet data of all 576 LGUs, of all their budget 
users and of all the guarantees they issued. 

This article also clearly points to another important limitation of the analysis, the numerous 
methodological changes (breaks) in the Ministry of Finance’s database without the appropriate 
narrative explanations. The researchers might try and might even find some explanations in 
some other sources; however, one cannot be sure that those are correct explanations, which 
poses the dilemma whether something could be explained by methodological changes or
whether there might be some other causes of the changes. Accordingly, the Ministry of Finance
should always give a narrative explanation of all methodological changes (breaks) in the 
databases that they are publishing. 

Knowing how LGUs aggregately reacted to the crisis could inspire further investigations of the 
reactions of individual LGUs and the usefulness of their actions in the short and long term. 
Davey (2011) rightly pointed out that there is no one-size-fits-all solution and that LGUs' policy 
responses depend and should depend on their numerous differences (e.g. are they big or small, 
rich or poor, how efficient are their institutions). Also, more research could be done analysing 
how tax reforms or methodological changes have affected LGUs' revenues. However, the main 
prerequisite for any competent research in this field is the availability of appropriate official 
data.  
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