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1. Introduction 

 

The year 2012 is already the eighth year of implementing fiscal decentralization in the Slovak 

Republic. Tax revenues generate more than half of local government total revenues. The most 

significant tax revenues (in terms of volume), however, are shared taxes (more than 70%). 

Despite the title, shared taxes play the role of unconditional grants if even they are formally 

labelled as local government own revenues under current legislation. The share of personal 

income tax is the principal intergovernmental transfer that plays a significant role in a 

redistribution of resources between local authorities a regional in Slovakia, intending to 

ensure sufficient revenues to meet its expenditure responsibilities. Comparing the amount of 

personal income tax collected in Slovak regions and determining the rate of its interregional 

redistribution is the subject of the submitted paper.  In this regard, the allocation of personal 

income tax share is examined as an instrument of regional policy and factors affecting inter-

regional disparities.  

The  paper presents some results of the research project VEGA1/0822/11   Redistribution of 

financial resources in the decentralized fiscal system in Slovakia  

 

2. Fiscal equalization and tax sharing  

Fiscal equalization can be considered as natural component accompanying fiscal 

decentralization, since it aims to correct imbalances resulting from the autonomy of sub-

national governments. Decentralization leads to growth of imbalance, when large-scale 

provision of public services is devolved to local government that do not have enough fiscal 

resources to ensure adequate funding of services. Assignment of revenue sources and 

expenditure responsibilities to local governments is also accompanied by the emergence of 

fiscal imbalances between local government budgets. The proper system of intergovernmental 

transfers can correct inequities and inefficiencies caused by decentralization. 

The fiscal federalism literature  refer to “vertical fiscal imbalance”, also known as “vertical 

fiscal gap” (Oates 1977, Boadway and Tremblay 2005)  as the situation that arises when the 

central government has a power to obtain more revenues than it requires for its own direct 

expenditure responsibilities, while the  sub-national governments  are  in the opposite 

situation. This creates an imbalance that must be resolved in order to respond to the 

asymmetric decentralization of expenditure and revenue-raising authority.  

 

Horizontal fiscal imbalance can arise when there are significant differences in income and 

thus public resources among sub-national governments. Horizontal fiscal imbalance refers to 
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the situation where the municipalities and regions have differing abilities to provide 

comparable levels of services through the imposing comparable tax burdens, because of 

demographic and economic disparities between them. There are differences in fiscal 

capacities and/or fiscal needs. 

 

Fiscal equalisation involves the transfer of payments across jurisdictions with the aim of 

offsetting differences between a jurisdiction's revenue raising capacity and expenditure needs. 

It can address both vertical fiscal imbalance and horizontal fiscal imbalance. However, some 

authors use this term more narrowly: „Its principal objective is to allow sub-central 

governments to provide their citizens with similar sets of public services at a similar tax 

burden even if incomes differ across areas....... fiscal equalisation is not concerned with 

differences in individual household income but with differences in access to public services in 

a geographical sense“ (Blöchliger and Charbit, 2008, p. 2).  Generally, the equalisation which 

addresses horizontal fiscal imbalance ususually also referred to as fiscal equalisation. 

 

Intergovernmental transfers are used by central government to reduce fiscal disparities and fill 

the gap between the spending needs and fiscal capacity of municipalities and regions. Tax 

sharing and intergovernmental grants are two sub-central funding arrangements that are often 

used as fiscal equalization instruments.  Under the tax sharing arrangement subnational 

governments are automatically attributed a fixed percentage of the yields of certain national 

tax without  any discretion or taxing power of subnational authorities.  Moreover, central 

governments play a dominant role in determining the amount of revenue each sub-central unit 

receives from the shared source. It has therefore become common in the academic literature to 

interpret grants and tax sharing as equivalent tools of central fiscal control over sub-central 

tiers.  We do not intend to discuss the differences between the two methods of transfers. 

Anyway, according to the purpose of this paper, it should be mentioned that resources 

emanating from tax sharing are thought to convey more power and autonomy to subnational 

government than intergovernmental grants. Also in a tax sharing system, subnational 

governments tend to bear more financial risk in terms of tax revenue losses or fluctuations 

than if their revenue was based on grants  (Blöchliger and Petzold 2009). 

 

Tax sharing arrangements may differ according to how tax revenue is distributed across 

individual jurisdictions, i.e. whether an individual subnational government share is closely 

related to what it generated on its territory or whether there is some in-built redistribution.  

In the first case the revenue share of each sub-national government is strictly related to what it 

generates on its own territory. Tax share allocated to each region is proportional to what that 

region generated on its territory and there no horizontal redistribution or fiscal equalisation 

across regional/local governments. The other arrangement redistributes a fixed share of 

specific tax revenues to subnational governments on the principle of horizontal fiscal 

equalisation, levelling out differences in potential revenue raising capacity and/or needs. 

Fiscal equalisation arrangements are implemented indirectly via a vertical system financed by 

national tax revenues generated at the sub-national level. 

The aim of this paper is to present some results of a survey that was applied in order to 

resolve the question if tax sharing have a major role in fiscal equalization in Slovakia, to 

explore whether there is a large regional redistribution via tax sharing , which regions 

contribute and which ones receive. With this purpose we will first briefly outline the 

subnational system of finance in Slovakia. The next section present some data illustrating 

regional disparities. Then we will focus on comparing the amount of personal income tax 

generating in each region and  sum of personal income tax share allocated to municipal and 

regional budgets in the same regions.  



 

2.1 Subnational system of finance 

Slovakia is divided into eight regions (corresponding to the EU's NUTS 3 level) and 2,890 

municipalities (as at 31 December 2011). The basic statistical data are provided in table 1. 

Until 2002, there was a one-tier system of local government comprising more than 2,800 

municipalities. Within these there are 136 towns and cities where live 55 per cent of 

population. The vast majority of municipalities are very small, being based on village 

communities. Over two-thirds have a population of fewer than 1,000, and the range is from 

just seven people to 424,623 in the capital, Bratislava. After the regional elections in 

December 2001, the governing bodies of the regions took up their functions.   Every level 

(region and municipality) has its own elected officials, defined responsibilities, and tasks. The 

municipalities and regions have rule-making powers. 

Table 1   Regions in Slovakia 2011 

Higher territorial unit   
 Area 

 (km
2
)   

Number of inhabitants  
Number 

of municipalities  

Urbanisation 

rate 

(in %) 

Region of Bratislava    2053  606 537 73 0,81 

Region of Trnava    4148  555 509 251 0,48 

Region of Trenčín    4501  594 186 276 0,56 

Region of Nitra    6343  689 564 354 0,46 

Region of Žilina    6788  689 601 315 0,49 

Region of BanskáBystrica    9455  660 128 516 0,53 

Region of Prešov    8993  815 806 665 0,48 

Region of Košice    6753  792 991 440 0,56 

Slovak republic  49 034  5 404 322  2890  

Source: Statistical  Office of Slovak Republic 

In 2001–5, Slovakia carried out a comprehensive reform of public administration, in which 

decentralization was a key element.  In 2001, a law on the self-government of regions 

(technically called ‘higher territorial units’) set up a second tier of local government. Within 

this period, massive powers have been transferred to subnational government. The transfer of 

executed competences from the public administration bodies to the municipalities and 

regional governments was accompanied by a significant devolution of expenditure 

responsibilities from the centre to sub-national governments in the areas of education, social 

services, roads and health care, etc. Assignment of expenditure responsibilities to local 

governments was also accompanied by the emergence of fiscal imbalances between  sub-

national government budgets. Matching revenue resources to spending responsibilities was 

one the most crucial issues. 

A new system of financing the municipalities and higher territorial units (regional 

government), was prepared to take effect in 2005, the substance of which was to determine 

revenue collections of the regional government as well as to strengthen the independence and 

responsibility of local governments in deciding on the use of public funds for efficient sub-

national service delivery. 

http://www.swisscorner.com/?title=European_Union
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Its basic principle was that the local government would finance their „original" competences 

from their own resources. Economic base of this process was to increase tax revenues of 

municipalities and higher territorial units at the expense of subsidies from the state budget.  

 

The principal intergovernmental transfer is the share of personal income tax, which is 

collected by the centre. The legislation has stipulated the share of the aggregated personal 

income tax that was re-distributed from the state to respectively the regional government 

(23.5%) and the municipalities (70.3%). The remaining 6.2 per cent was kept by the state. 

Since 2012 the percentages of yield have been changed in favour of state – 65.4% 

municipalities, 21.9% regions, 12.7% state. The share for each subnational government is 

calculated on the basis of needs and former expenditures of the national government for 

devolved responsibilities. Sub-national government are free to use the revenue allocated, i.e.  

it is the unconditional revenue.   

 

Transfers play a significant role in the sub-national government budgets in Slovakia, 

intending to ensure sufficient revenues to meet its expenditure responsibilities. Although tax 

revenues generate more than half of subnational government total revenue, the most 

significant tax revenues (in terms of volume), however, are shared taxes (more than 70%). 

Despite the title, shared taxes play the role of unconditional grants if even they are formally 

labelled as local government own revenues under current legislation. Total funds are 

determined by tax sharing formula. 

 

 

Table 2  Shared taxes as a percentage of current revenue and expenditure  

 2008 2009 2010 2011 

Per cent of municipal 

current revenue 
47 43 37 42 

Per cent of regional 

current expenditure  
45 40 35 39 

Per cent of municipal 

current expenditure  
54 47 39 45 

Per cent of regional 

expenditure 
47 42 35 41 

Source:  Government  Final Accounts  

 

Municipalities and regions are entitled to a share of the national personal income tax which is 

redistributed across subnational governments taking a number of need criteria into account, 

i.e. tax revenue for a single subnational government is not proportional to what was generated 

on its territory. Formulas used for calculating the tax re-distribution to a certain 

region/municipalities are driven mostly by population and population-related factors such as 

number of inhabitants, age structure, size, population density, etc. The criteria that explain 

need differences have been selected, their weight was established and associated data are 

regularly collected and published.   

 

2.2 Regional disparities  

There are sharp regional differences across Slovak regions. The eastern regions have a much 

higher incidence of poverty, as economic activity is heavily concentrated in the west, 



particularly around the capital, Bratislava. Regional disparities are not only substantial, but 

they also tend to be persistent. Regional disparities have remained basically unchanged over a 

period of more than 20 years. To illustrate regional disparities in table 3 we provide 

regional GDP and unemployment rate indicators in 2010.  

Disparities are usually measured by regional GDP as an indicator of economic performance in 

a particular territory. GDP per capita can be assumed to be a good indicator of revenue raising 

capacity (Blöchinger et al. 2007, p.26).   In the long run, the highest GDP has been produced 

in Bratislava region with total share of almost 30% of total GDP.   

GDP calculated per capita in the region of Bratislava exceeds 240% of the average GDP per 

capita. On the other hand GDP per inhabitant in region of Prešov represents only 56.6% of the 

average; moreover the inhabitant in the region of Prešov produced in the year 2010 only 23% 

of GDP produced by inhabitant in the region of Bratislava. 

Regional GDP is followed by unemployment rate in regions. The lowest unemployment rate 

is in region of Bratislava (5.4%). On the other hand the highest unemployment rate is in the 

region of Prešov (18.5%).  

Table 3   Regional GDP, regional GDP per capita in 2010 

Region 

 

regional 

GDP 

(mil. 

EUR) 

% 

regional 

GDP on 

total 

GDP 

regional 

GDP per 

capita (in 

EUR) 

% 

regional 

GDP per 

capita on 

total 

GDP 

unemployment in 

the number of 

unemployed (in 

thousands) 

unemployment 

rate (in %) 

Region of Bratislava 18 297 27,78 29 241 241,05 20,9 5,4 

Region of Trnava 7 666 11,64 13 634 112,39 36,6 9,4 

Region of Trenčín 6 435 9,77 10 744 88,57 30,7 7,9 

Region of Nitra 7 105 10,79 10 078 83,07 54,1 13,9 

Region of Žilina 7 500 11,39 10 746 88,59 48,7 12,5 

Region of Banská 

Bystrica 5 857 8,89 8 974 73,97 

60,3 15,5 

Region of Prešov 5 546 8,42 6 861 56,56 72 18,5 

Region of Košice 7 464 11,33 9 581 78,98 65,8 16,9 

TOTAL 65 869 100 12 131 100 389 100 

Source: Statistical Office of Slovak Republic 

The presence of unequal economic circumstances, which produce disparities in the capacity 

of different regions to generate wealth and thus fiscal resources, is the main rationale for 

fiscal equalisation. 



 

2.3 Personal income tax redistribution  

As mentioned above a fixed share (93.8%) of personal income tax collected in regions was 

redistributed to subnational governments taking a number of need criteria into account. In our 

research we have looked at the amount of personal income tax collected in different regions 

and the sum of revenue from PIT share distributed to municipal and regional government 

budgets in the respected region.  Some of the results and findings are presented in the figures 

and table below.   
 

Figure 1 illustrates the proportion of tax revenues generated in regions in 2010. 

 

Figure 1   Personal income tax in year 2010 

 

Source: National Tax Office  

 

As shown in graph 1 personal income tax collected in each region in the year 2010 is 

comparable in 6 territorial units.  Huge difference is achieved in the region of Bratislava 

where collected tax exceeds more than 50% of the total personal income tax collected in the 

Slovakia. On the other hand, in region of Prešov with the highest number of municipalities as 

well as the highest number of inhabitants, personal income tax collection did not exceed more 

than 4 % of the total collected personal income tax. 

In the table 4 below personal income tax collected in particular region as well as tax- shared 

revenues in municipalities and self-governing regions (summed) are shown. Personal income 

tax collected in comparison with revenues from shared tax differs mostly in the region of 

Bratislava where the coefficient is around 20%.   In regions of Trnava, Trenčín, Žilina, Nitra, 

Košice and Banská Bystrica the ratio values range from 112%-168%. However, in the region 

of Prešov collected taxes in the year 2010 achieved value 63.4 million EUR, revenues of this 

region (counted revenues of municipalities and self-governing regions) exceeded 203.2 

million EUR (the ratio achieved value of 320%). 
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Table 4   Personal income tax and tax sharing revenue in regions 

 Region   2007 2008 2009 2010 

Bratislava 

personal income tax collected 707 031 693 830 989 148 791 473 827 754 231 524 

revenue from tax sharing 173 992 347 211 639 792 200 528 965 164 800 934 

% tax sharing revenue on 

personal income tax 24,61% 25,47% 25,34% 21,85% 

Trnava 

personal income tax 132 215 394 154 608 147 135 916 888 114 744 469 

 revenue from tax sharing 137 393 480 164 895 519 154 981 107 129 406 745 

% tax sharing revenue on 

personal income tax 103,92% 106,65% 114,03% 112,78% 

Trenčín 

personal income tax 130 112 382 152 624 159 130 202 900 106 003 796 

revenue from tax sharing 153 949 401 181 935 379 170 189 031 138 857 999 

% tax sharingrevenue on 

personal income tax 118,32% 119,20% 130,71% 130,99% 

Nitra 

personal income tax 113 490 405 136 426 738 122 217 521 101 833 368 

revenue from tax sharing 176 743 004 208 159 079 195 059 475 158 213 533 

% tax sharingrevenue on 

personal income tax 155,73% 152,58% 159,60% 155,37% 

Žilina 

personal income tax 133 892 054 158 598 474 131 554 756 111 919 871 

revenue from tax sharing 189 014 496 226 774 201 218 429 955 182 796 310 

% tax sharingrevenue on 

personal income tax 141,17% 142,99% 166,04% 163,33% 

Banská 

Bystrica 

personal income tax 106 400 658 127 583 780 111 424 285 97 374 988 

revenue from tax sharing 179 834 011 211 461 060 197 549 661 163 262 467 

% tax sharingrevenue on 

personal income tax 169,02% 165,74% 177,29% 167,66% 

Košice 

personal income tax 153 980 685 179 860 340 149 848 903 133 460 236 

revenue from tax sharing 205 528 300 242 935 384 227 420 742 187 973 779 

% tax sharingrevenue on 

personal income tax 133,48% 135,07% 151,77% 140,85% 

Prešov 

personal income tax 82 231 872 101 450 489 84 121 635 63 409 816 

revenue from tax sharing 220 249 187 261 378 364 246 336 352 203 153 855 

% tax sharingrevenue on 

personal income tax 267,84% 257,64% 292,83% 320,38% 

TOTAL personal income tax 1 559 355 143 1 842 141 275 1 656 760 715 1 482 978 068 

TOTAL personal income tax sharing 1 436 704 226 1 709 178 778 1 610 495 288 1 328 465 622 

Source: National Tax Office 

 

Tax collection per capita in comparison with revenue from tax sharing in particular region 

calculated per one inhabitant is shown in the figure 2. The highest tax collection per 

inhabitant is in Bratislava region, followed by other regions where the situation is much more 

comparable. The worst situation is in region of Prešov where collected tax per inhabitant was 

only 78 EUR compared with revenue from shared tax more than 250 EUR . The figure shows 



that the redistribution has major effect on „poor“ regions as region of Prešov, followed by 

other regions where the coefficient reflecting the difference between tax collecting and real 

revenue from tax sharing is more than 1 (100%). 

 

 

Figure 2   Personal income tax and tax sharing in regions calculated per inhabitant in year 

2010 

 

Source: National Tax Office  

To sum up, the region of Bratislava is the region with the highest rate of urbanisation and the 

lowest unemployment rate together producing the highest regional GDP in Slovakia.  This 

region is the main contributor to the fiscal equalization via personal income tax sharing.  On the 

other hand   the region of Prešov has produced the lowest GDP in comparison with other 

regions; also its GDP per capita has been the lowest. With the highest unemployment rate it the 

collected personal income tax was only around one third of the average tax collection in all 

Slovak regions (when we abstract from tax collecting in the region of Bratislava, data collecting 

in the region of Prešov was around the 60% of the average of all other higher territorial units). 

This region is the main receiver of the system, although all other regions belong to this 

category.  

 

3. Conclusion 

Fiscal equalisation is shaped by the wider institutional framework such as size, number of 

sub-national governments, the responsibilities and fiscal resources allocated to each 

jurisdiction.  In Slovakia Bratislava region seems to be the only contributor in Slovak personal 

income tax sharing arrangement. It confirms assumption that capital regions are generally 

richer a thus have a larger tax base.  Although there is logic to regional redistribution and the 

allocation criteria are listed objectively, there is a feeling of having to contribute too much 

among local politicians in capital region.  
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In presented tax-sharing arrangement only cost differences are equalised. There is no transfer 

arrangement aimed at revenue equalization, i.e. reducing difference in 

municipality’s/region’s per capita revenue raising capacity. On the other hand Slovakia is 

one of the countries in which a relatively small proportion of local revenues come from local 

taxes, so that there are less fiscal differences to equalise. 

Shared tax is essential revenue in budget of small municipalities. Thus, equalisation could 

prevent small municipalities from amalgamating or from searching other forms of joint 

provision that would help save cost or increase quality. 
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