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Abstract

The decentralised provision of social services raises concerns about availability
of services in different geographical areas, particularly in low- and middle-
income countries with weak governance and fiscal redistributive capacities. Yet
the interconnection of different decentralisation regimes and territorial inequali-
ties in the provision of social services remains underexplored. This article engages
with one aspect of this puzzle, the implications of the fiscal conditions on exacer-
bating (or overcoming) territorial inequalities in services provision. Using the
Croatian system of early childhood education and care (data for the 2005-2018
period) as an empirical lens, the article shows that in the absence of a well-estab-
lished policy and fiscal framework sensitive to regional inequalities in administra-
tive and fiscal capacities, decentralised systems can only institutionalise territo-
rial inequalities in services provision. Next to the legal entitlement to a certain
service, inter-territorial fiscal equalisation policies are crucial in overcoming
fragmentation in social rights along territorial lines.

Keywords: early childhood education and care, decentralisation, devolution,
local welfare systems, territorial inequalities, fiscal decentralisation, Croatia

1 INTRODUCTION

Following a mainstream subsidiarity discourse that “going local [...] is the best
solution for all problems” (Kazepov and Barberis, 2017: 307), European welfare
systems have undergone reforms aimed at strengthening local autonomy in the pro-
vision of social services (see, e.g., Ruano and Profiroiu, 2017). Reforms were typi-
cally guided by the idea that decentralisation, that is, the transfer of responsibility
for defining, financing and providing services to lower levels of government, will
bring more efficient services that better respond to diverse regional preferences and
needs (Darby, Muscatelli and Roy, 2003; Neuman, 2005; Bartlett, Malekovi¢ and
Monastiriotis, 2013; Hlepas, 2016), as well as greater accountability and transpar-
ency of governance at the local level (Czike, Krémer and Tausz, 2002). Neverthe-
less, there are certain challenges inherent to decentralisation, such as the risk of
“Institutionalising” territorial disparities in service provision and increasing inequal-
ities in access to social services (Kazepov, 2008; Andreotti, Mingione and Polizzi,
2012). Concerns about equality have been particularly raised in relation to low- and
middle-income countries and countries with poor governance and weak mecha-
nisms devoted to equalization of local government fiscal capacities (Rodriguez-
Pose and Ezcurra, 2010; Kyriacou, Muinelo-Gallo and Roca-Sagalés, 2015; Kaz-
epov and Barberis, 2017; Liu, Martinez-Vazquez and Wu, 2017).

Yet the intersection of different decentralisation regimes and territorial inequalities in
the provision of social services remains underexplored (cf. Kazepov and Barberis,
2017; Costa-Font, 2010; Costa-Font and Turati, 2018) and asks for further elaboration.
This article aims to contribute to this debate, in particular with respect to the implica-
tions of the different fiscal mechanisms and conditions involved in decentralisation on
the exacerbation (or alleviation) of territorial inequalities in the provision of social



services (see Kazepov and Barberis, 2017). Using the Croatian case as an empirical
lens, the article explores the patterns and dynamics of early childhood education and
care (ECEC) services expansion within a strongly devolved system marked by high
territorial fragmentation and the absence of inter-territorial fiscal equalisation mecha-
nisms. It shows that in the absence of a well-established fiscal framework sensitive to
regional inequalities in administrative and fiscal capacities, decentralised services can
only institutionalise territorial inequalities in the provision of social services.

The contribution to the existing literature is twofold. First, the article contributes to
the literature on fiscal decentralisation (e.g., Liu, Martinez-Vazquez and Wu, 2017,
Martinez-Vazquez, Lago-Penas and Sacchi, 2017) by pointing out the importance of
fiscal equalisation mechanisms for equalising the provision of social services within
decentralised systems (cf. Kazepov and Barberis, 2017). By building an original
database covering 556 Croatian local government units (LGUs)' over the 2005-
2018 period and exploring the patterns of ECEC provision, the article adds to the
evidence on trends and dynamics of territorial inequalities in service provision in
systems that did not establish fiscal equalisation mechanisms and whose financing
largely depends on the local tax base determined by fiscal policy set at the national
level. While the ECEC institutional framework in Croatia was stable in the last two
decades (Baran, Dobroti¢ and Matkovi¢, 2011; Dobroti¢, Matkovi¢ and Menger,
2018), fiscal policy was subject to frequent reforms which affected the disposable
revenue of LGUs. That allowed exploring whether the change in LGUs’ revenues
itself translated into (dis)investments in service delivery and the reduction of
regional inequalities in ECEC provision, or whether there is a need to reform the
fiscal policy mechanisms involved in decentralisation in the light of the literature
that points to the importance of inter-territorial fiscal equalization (e.g., Liu, Mar-
tinez-Vazquez and Wu, 2017). Focusing on a single country is beneficial here as it
allows for the control of the variations in an institutional context and limits the vari-
ations in structural and cultural factors to a minimum, overcoming one of the main
challenges in cross-country studies on decentralisation (Faguet and Sanchez, 2014).
At the same time, it retains ample variation in observations from several fiscal pol-
icy reforms in the 2005-2018 period, the 2009-2014 economic crisis and a large
number of heterogeneous LGUs. Besides, in this way, the article also adds a new
evidence base to earlier studies published in Croatia, which problematised inequali-
ties in social rights provision produced by the ill-advised policy and fiscal frame-
work involved in decentralisation (for recent findings see, e.g. Dobroti¢, 2016;
Dobroti¢, Matkovi¢ and Menger, 2018; Babi¢, 2018; Berc, Blazeka Kokori¢ and
Opaci¢, 2019; Babi¢ and Suéur, 2022).2 Yet this is the first study built on panel data

! Croatia is administratively divided in 20 counties and the City of Zagreb (regional level), and 127 towns and
428 municipalities (local government units).

2 Discussing the development of eldercare services in Croatia, Dobroti¢ (2016: 30) stressed that “’limited
decentralisation’, that is, the fact that decentralisation of the eldercare function was not accompanied by ade-
quate fiscal decentralisation, contributes to the maintenance of regional inequalities in service coverage”.
Similar findings in later studies also showed that social benefits and service provision tend to be lower in less
developed areas (Dobroti¢, Matkovi¢ and Menger, 2018; Babi¢, 2018; Berc, Blazeka Kokori¢ and Opacié,
2019; Babi¢ and Sucur, 2022).
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and explicitly connecting funding mechanisms, that is, the fiscal conditions involved
in the decentralisation, and territorial inequalities in service provision. Second, the
article contributes to the literature on ECEC systems and developments. It provides
necessary empirical evidence and insight into the governance-related challenges
European countries are facing in setting up ECEC entitlements for all children, the
main goal of an ongoing “global agenda of childcare” (Rostgaard, 2018: 101). It
points out how reaching the European Union’s ECEC targets® may be particularly
challenging in countries with highly decentralised systems operating within the con-
text of large territorial economic disparities, particularly if coupled with vague
ECEC framework law and a lack of budget transfer mechanisms dedicated to secur-
ing funds for the ECEC function (cf. OECD, 2001; Neuman, 2005; Moss, 2007;
Kazepov, 2008).

The article starts with a discussion of the effects of decentralisation on territorial
disparities in the provision of social services, including an overview of the main
characteristics of the Croatian ECEC system and the policy context within which
it operates. Based on these insights, an analytical framework is set out, which is
then applied in the analytical section utilising the empirical evidence on territorial
patterns of ECEC services development in Croatia to examine the dynamic and
limits of ECEC expansion within a strongly devolved system characterised by
high local discretion in ECEC provision and the absence of earmarked mecha-
nisms of inter-territorial fiscal equalisation, coupled with large regional inequali-
ties in the local units’ fiscal and administrative capacity. It concludes by emphasiz-
ing the importance of a well-established policy framework and fiscal system
(including fiscal equalisation mechanisms) behind decentralised services to ensure
equal rights for all citizens and overcome the fragmentation of social rights along
territorial lines.

2 DECENTRALISATION, TERRITORIAL INEQUALITIES IN THE PROVISION
OF SOCIAL SERVICES AND THE ECEC SYSTEM IN CROATIA
Kazepov and Barberis (2017) point to the interconnection of different “territorial
regimes” and the extent of institutionalised territorial disparities in public service
provision, with underlying regulative mechanisms playing an important role in
palliating or exacerbating these inequalities. The literature indicates that the
absence of legal entitlements to certain public services and of inter-territorial fis-
cal equalisation policies, as well as weak governance (particularly inadequate
coordination between central and local bodies), tend to yield a fragmentation in
citizenship and social rights along territorial lines (Andreotti, Mingione and
Polizzi, 2012; Kazepov and Barberies, 2017; Liu, Martinez-Vazquez and Wu,
2017). The inequalities in social rights may be additionally exacerbated in the
context of high territorial fragmentation, that is, “a structure of many independent

* Barcelona goals target an ECEC enrolment rate of 33% of nursery-age children (0-2) and 90% of kindergar-
ten-age children (from 3 to primary school; European Council, 2002), and the educational target of the Europe
2020 strategy required an ECEC enrolment rate of 95% of children aged four or older (until they enter primary
school; European Commission, 2011).



units of government with very small populations, and limited public resources and
management capacity” (Hortas-Rico and Rios, 2020: 963). This raises the risk of
having many LGUs with limited administrative and fiscal capacities, which strug-
gle to establish and provide services due to both the small economy of scale and
administrative inefficiencies (e.g., staff costs and overheads multiply across many
local administrations; Faguet and Sanchez, 2014).

All these features are to be found in the Croatian system of ECEC governance and
may pose a significant implementation barrier in service provision to local com-
munities with fewer financial resources (see, e.g. Brennan et al., 2016) and weak
administrative capacities (Bartlett, Malekovi¢ and Monastiriotis, 2013). Namely,
the ECEC system in Croatia has been devolved since its establishment in the early
socialist period. Functional decentralisation was followed by financial decentrali-
sation in 1959 when the ECEC funding was fully transferred to the municipal
level (Iris, 1984), while a legal entitlement to ECEC or fiscal equalisation mecha-
nisms were never established (Baran, Dobroti¢ and Matkovié¢, 2011). Weak cen-
tral state involvement paved the way for the institutionalisation of territorial dis-
parities in ECEC accessibility and affordability (Dobroti¢, Matkovi¢ and Menger,
2018), which only intensified with the transition from a socialist to a capitalist
regime. The policy context has changed profoundly since 1990 as local finances
were reduced, and the territorial organisation became even more fragmented. The
number of LGUs (towns and municipalities) quintupled from 109 to 556. The
majority (80%) of LGUs have fewer than 5,000 inhabitants (Kopri¢, Musa and
DBulabi¢, 2016),* and therefore poor fiscal and administrative capacities are a com-
monplace. As the financing of operational costs and the development of new
ECEC infrastructure remained exclusively dependent on LGUs and their fiscal
capacities, large territorial disparities in ECEC provision persisted (Dobroti¢,
Matkovi¢ and Menger, 2018).

Although the decentralisation literature argues for fiscal autonomy “to ensure
that financing and expenditure responsibilities are linked at the margin, so that
local politicians can bear the costs of their decisions” (Darby, Muscatelli and
Roy, 2003: 8), it also argues for some limits to be imposed on fiscal autonomy
when it comes to equality of access to public services. Fiscal equalisation
mechanisms are seen as one of the instruments that may equalise service provi-
sion within the decentralised systems (Kazepov and Barberis, 2017). That is
particularly important as not all local communities have the same revenue base
at their disposal. Wealthier communities tend to have better access to resources
(including more skilled workers), thus, challenging the basic assumptions on
which decentralization is based (Rodriguez-Pose and Gill, 2004; Lessmann, 2012).
Hence, although fiscal autonomy can contribute to the accountability of local pol-
icymakers, a guarantee of equal access to quality public services also requires

* There is a great variety in population size of LGUs, from 137 to 803,900 residents as of the end of 2017,
the median standing at 2,826.
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some degree of inter-territorial redistribution to provide adequate resources to less
developed communities (Darby, Muscatelli and Roy, 2003; Rodriguez-Pose and
Gill, 2004; Liu, Martinez-Vazquez and Wu, 2017). The same is stressed in the
ECEC literature, which emphasizes that the entitlement to ECEC must be coupled
with a funding system that enables all children equal access to quality ECEC
(Moss, 2007). Governance is seen as a critical component of the ECEC system,
which may importantly affect the availability, affordability and quality of ECEC
services as well as their efficiency in achieving equity goals (Kagan and Cohen,
1997, cited in Neuman, 2005). At the EU level, such a framing of both governance
and funding issues was integrated into the 2019 Council Recommendation on
High-Quality ECEC systems (Council of the European Union, 2019).

Fiscal equalisation mechanisms have never been introduced into the Croatian
ECEC system. The 2001 decentralisation reform in Croatia established local
responsibilities for four public services: primary and secondary education, health-
care, social assistance and fire protection. It was coupled with a fiscal package
aimed at increasing local revenues by: 1) an increase in the share of personal
income tax assigned to LGUs; 2) an increase in the fiscal autonomy of LGUs by
allowing them to collect additional local taxes and surtax;’ 3) an earmarked part
of the personal income tax revenue for the newly decentralised functions;® and 4)
an equalization grant for decentralised functions. Moreover, the wage costs for
most of the newly decentralised functions continued to be further paid from the
central budget. As the reform covered only the newly decentralised functions and
the already decentralised ECEC system was not part of the reform package, nei-
ther a funding mechanism nor an obligation for LGUs to provide ECEC was intro-
duced. Still, the ECEC system could have benefited from a higher share of the
personal income tax being transferred to LGUs or from the autonomy given to
LGUs to introduce new local taxes (Act on the financing of regional and local
government units, No. 33/2000; 59/2001). However, the LGUs’ own-tax revenues
continued to form a small proportion of their total revenues (Jurlina Alibegovi¢,
2013). Most of the local revenue came from taxes from the resident population
and businesses (defined at the state level), with more developed areas therefore
performing better. As a result, LGUs retained low fiscal autonomy and revenue-
raising authority, and the share of local budgets in the consolidated budget of the
central government and GDP continued to be small (table 1).

> New local taxes (e.g., taxes on the use of land or properties) were permitted and the introduction of differ-
ent levels of surtax on income taxes (max 10 to 30%, depending on the size of the municipality/city). LGUs
have the autonomy to determine their level, however, with maximum tax ceiling rate for each purpose set at
the national level (Act on the financing of regional and local government units, No. 33/2000; 59/2001). They
can also charge various fees (e.g., fees for ECEC services).

¢ An additional share of personal income tax was transferred for decentralised functions: 2.9% for primary
education, 2% for higher education, 2% for social assistance, 2.5% for healthcare and 1% for fire protection
(Decision on decentralised functions, No. 75/2001). The share increased in 2007 at 3.1%, 2.2%, 2.2%, 3.2%
and 1.3% respectively (Decision on decentralised functions, No. 143/2006), however, it decreased again in
2014 at 1.9%, 1.3%, 0.8%, 1% and 1% respectively (Decision on decentralised functions, No. 33/2016).



In the two decades following the 2001 decentralization, the government has
implemented several reforms affecting the disposable revenues of LGUs (table 1).
Repeated personal income tax reforms at the national level (2003, 2005, 2008,
2010, 2013, 2015, 2017) that aimed to decrease the tax burden on labour and
increase the disposable income for citizens had a secondary effect of unevenly
reducing this revenue stream for LGUs. Therefore, personal income tax reforms
have usually been followed by reforms pertaining to the financing of LGUs (in
2007, 2012, 2015, 2017 and 2018), which resulted in a short-term increase in the
LGUs’ revenues. Finally, the 2009-2014 crisis severely affected LGU budgets, as
employment levels (and personal income tax revenues) nosedived (Vuksic, 2014).
Consequently, the contraction of local revenues was much stronger than the GDP
change in 2010 and 2011 (table 1).

Therefore, while the legal framework of and governance setting for a strongly
devolved ECEC system in Croatia remained stable in the last twenty years, the LGUs’
capabilities to improve ECEC provision remained highly dependent on the national
fiscal policy, where a steady procession of minor reforms affected the level of reve-
nues at the disposal of each LGU in an unpredictable manner. Such exogenous inter-
ventions, together with the 2009-2014 crisis, provide enough variation in local reve-
nues to explore the patterns and limits of ECEC expansion within a devolved system
underlined by the weak autonomy of LGUs, their heterogeneous fiscal and adminis-
trative capacities and the absence of a fiscal equalisation mechanism.

95

(£202) 011-68 (1) LY

VILVOYUD NI NOISNVAXT WHLSAS FUVD ANV NOILYDNAT AOOHATIHD
ATIVA :SWALSAS TIVATIM AASITYILNIDAA NI SHILITVNOANI
TYRIOLIYHL ONIANVLSYIANN :DIAONLYIN OFL “DILOYHOd VNVAI



¢S 6°Cl 60" 1°0- - 16781 ce8l ¥10T
(-) o381 uONONPAP [eUOsIod UI YIMOID)
(€107 Uel) :XE) QWOOUT [BUOSIdJ

9°¢ el 81 S0- L9°81 S8l £10C

(+) sNDT 03 pouSISSe Xe) SWOJUL JO dIBYS Ul JIMOID)

(10T TeIN) :SNDT JO Suroueul]

'S ¢TI 6'9- €0 - 66°L1 8891 110C

(-) ser10391e0 XB) Swooul [euosiad ur a3uey)

(0T0Z IN[) :XB) QWOOUI [BUOSIdJ

LS Sel 8L~ €L - LLOT 98°81 600C
(-) 9ye1 uononpap Jeuosiad Ul YimoIn)

(4 £l 01~ €T [4: 921 0¢°L1 414

v's 6°Cl 0L SI- ol CLLL 010¢

LS Sel [ 0c (3007 [Nf) : X2} SWOOUT [PUOSIAG [4 L6'61 800¢

(+) uonouUN} UOHESI[ENUIIP
) i . . 0} pouSISSe Xe) QUIOJUI JO dIeYS Ul [JMOID) . .

Ls cel e es (+) SNDT 01 paudIsse Xe) SWIOJUT JO IBYS U [}MOID) voez el L00Z
(00T uer) :SNDTJO SupouruLy

¥'S sl €0l 6t - Isel 98°C1 900T

-) 9e1 uonONPap [euosiad Ul YIMol
s 0ClI 8L 'ty © HoTPep | FROTD 69°L1 vo'el S00¢

(S00T Ue[) :XE) QWOOUI [BUOSIdJ
0 S 89 6'¢ - 1791 44! 00T
SINUAAAL 9, ‘(sdorid paxy) (Aem (9s©a199p) AL 10 (Isearour) dapisod
Jnqnd [IMOIS3 INUIAL ul dwoedur d[qesodsip s unIYJe) WLI0d.1 Y} Jo 9dA],
Jo o, [890] 1BIA U0 JBIX (92UIS IATIIIYYI) :BIIE ULIOJAI XB],

9, ‘UIMoI3
dd 1exy

(soo1ad 8107 SIIH ORIH uq)
uq) INUIAM N ANUIAM 1]

ddad

aed
30 % A

ddD puv sanuaaa.
[PIUDUIUIDAOS PIIDPIIOSUOD Y] UL SINUIAL JUIUIUADAOS [DDO] JO 24DYS YY) DNUdADA [)D)T 2]qPSOSIP UO §102[J2 WiL0fo.4 [DISL pup SINUIAIL ST
[ 214V ],

PUBLIC SECTOR IVANA DOBROTIC, TEO MATKOVIC: UNDERSTANDING TERRITORIAL
6 ECONOMICS INEQUALITIES IN DECENTRALISED WELFARE SYSTEMS: EARLY
9 47 (1) 89-110 (2023) CHILDHOOD EDUCATION AND CARE SYSTEM EXPANSION IN CROATIA



PUBLIC SECTOR IVANA DOBROTIC, TEO MATKOVIC: UNDERSTANDING TERRITORIAL
ECONOMICS INEQUALITIES IN DECENTRALISED WELFARE SYSTEMS: EARLY
47 (1) 89-110 (2023) CHILDHOOD EDUCATION AND CARE SYSTEM EXPANSION IN CROATIA

97

"XD] A2[SUD.1] 2]DISD [DIA UO SO} ‘SIXD] [DIO] UO SIIY ‘SIIUN JUDUIUIDAOS [DI0] pUb [DU013a4 JO Su1duvUlf
Y1 U0 S12Y XD] 2u0dUl [PUOS.L2d UO SO (JDH puv sainjipuadxa d1gnd paipp1josuod) yung [puoypN unypoL)) (ST Jo sriodat prouvutf) aouvul,y Jo LySIULY S2N0S

(+) eynuioy uonezijenba [BISI]

LS 4! 8Tl 9¢ (+) SNDT 01 PAUSISSE Xe) AWOOUI JO AIBYS UT YIMOID) ¥9°1¢C ¥9°1¢C 810T
(8107 uer) :sNHT Jo Suroueury

(-) ser10391e0 XB) Swooul [euosiad ur a3uey)

(STOT ue[) :XE) QWOOUI [BUOSId

(+) SNDT 0

PpouSIsse Xe) I9JSueI) dJBISI [BI JO AIBYS AU} UI JIMOID)
(-) soxe) Teo0] Ul d3uBY)

(L10T uer) :sNOHT o Suroueurf

€s ! s 3 - 6681 16781 910T
(-) o3e1 uONONPIP [eUOsIOd UI YIMOID)

(G107 uel) :XB) QWOOUL [BUOSIdJ

(+) snOT1 0

paugisse Xe) 1oJSuLI) 2)8)Sd [BI JO IRYS dU) UI [JMOID)

(-) uonoOUNJ UOTILSI[RIIUIIP

0} pouSISSe XE) SWIOJUT JO AIBYS U Y}MOID)

(+) sNDT 03 pouSISSe Xe} SWIOJUI JO dIBYS Ul JIMOID)
(ST0T uer) :sNHT jo Suroueur

(Aem (9s©a199p) dAESU 10 (Isearour) dapisod

ur duwodur djqesodsip s SunddFe) wLi0ja.1 3y Jo adAy,
(99uIs IA1IIYI) :BIIR ULIOJAL XB],

s [ 01 6T 6l'6l 0681 L10T

(4 911 Sy 4 S0'81 8L°LI S10T

SINUAAAL ¢, ‘(sdorad paxy)
snqnd [IMO0.I3 INUIAIL
Jo 9, [830] 1834 U0 aBdx

9%, ‘qIM0I3
ddO 183"

(so1ad 8107 SIYH OIH uq)
Uq) ANUAAL (1D  INUIAM D]

dddD

Ivax
3o %



98

SOINONODH

(€202) 011-68 (1) LY
AOLODES OI1dnd

ATAVE ‘SIWHLSAS TAVATIM AISITVILNEDIA NI SHILITVNOANI
TVRIOLREAL ONIANVLSYIANN :DIAONLYVIN O4.L “DILOYFOd VNVAI

VILVOUD NI NOISNVIXT WHLSAS ddVD ANV NOILLYDNAd AOOHATIHD

3 THE ANALYTICAL FRAMEWORK

This article aims to point out that there are the limits of ECEC development within
strongly devolved ECEC systems characterised by the absence of a legal entitle-
ment to a regular ECEC program, which operates within: 1) the context of pro-
nounced territorial fragmentation creating unequal fiscal and administrative
capacities of LGUs; and 2) a fiscal policy framework that does not provide budget
transfers from the central to the local level dedicated to the ECEC function (i.c.
lacks a fiscal equalisation mechanism). In particular, it analyses whether and to
what extent changes in LGUs’ disposable revenue caused by the central state-led
fiscal reforms affected LGUs’ investments in ECEC. Other ECEC policy elements
being stable, frequent changes in taxation and financing rules during the observed
period have affected LGUs’ abilities to tax and spend differently, depending on
their economic activity, wage structure and sources of income and therefore exog-
enously introducing revenue variation both among and within LGUs. In other
words, the article examines whether changes (constraints or expansions) in LGUS’
fiscal capacity may be associated with changes in ECEC enrolment rates within a
system that does not oblige LGUs to provide this service and the context of pro-
nounced inequalities in LGU’s fiscal and administrative capacities, which particu-
larly affects underdeveloped areas. The investigated period also allows assess-
ment of the effects of external shocks (i.e. the economic crisis) on resilience/
retrenchment of the local ECEC provision in such a system.

Towns and municipalities (LGUs) are used as a basic unit of analysis. The dataset
was compiled for the purposes of this article from the institution-level Croatian
Bureau of Statistics’ education and population reporting and the Ministry of
Finance’s local budget series. It is organised as a panel covering the 2005-2018
period for the entire population of 556 LGUs. For each LGU, it contains detailed
annual information on revenues, budget and consolidated public expenditure for
ECEC function’, number of children and educators in ECEC, and an estimate of
the population. As for time-invariant attributes, the official categorisation of
mountain (85) and island (47) LGUs is applied, as well as the Eurostat degree of
urbanisation (DEGURBA) category for all the LGUs. Based on our exposition,
the following variables are considered in the analysis:

The overall ECEC enrolment rate (0-6) is a key service provision outcome of
interest. Although enrolment rate indicators are usually monitored separately for
the nursery (0-2) and kindergarten (3-6) level, the pooled indicator is used in this
analysis as Croatia has a unified ECEC system, and budgetary expenditures on
those two programmes are not formally separated and can spill over.

Total local revenues collected (in fixed 2018 value) is used as an indicator of the
LGUs’ fiscal capacity at any given year.®! The effect of both the level and change
in revenues is explored.

7 As the functional budget breakdown of local government is published in consolidated fashion (including
publicly owned ECEC facilities) only up to 2015, such consolidated LGU data for the ECEC function for the
2016-2018 period was provided by the Ministry of Finance.

# Only the EU transfers to LGUs are not included as they are mostly awarded for highly specific projects at
the time of their implementation, and none were invested into the ECEC sector until 2018.



Share of locally-sourced revenues is applied as a fiscal autonomy indicator of
LGUs (see Akai and Sakata, 2002), and it excludes state-level equalisation trans-
fers. In addition, the level of surtax on personal income that LGUs are free to
adjust indicates the commitment of local governments to increasing their revenues
that may be spent on the ECEC function.

Share of ECEC expenditure in the LGUs’ budget is used as an indicator of LGUS’
commitment to investing in ECEC, alongside which is an indicator showing
whether a town has fiscal responsibility for primary education (34 such towns in
Croatia) as those might have a greater capacity to govern educational systems,
including the ECEC system (see, e.g., Rodriguez-Pose and Gill, 2004).

The model controls for the degree of urbanisation, remote island and mountain
location as ECEC services are more challenging to establish in areas with a more
dispersed population, and for the LGUs population size, as efficiency loss might
emerge due to smaller economies of scale or administrative inefficiencies (see
Faguet and Sanchez, 2014). Also, the impact of change in the size of the preschool
population is assessed as capacities might increase due to demographic pressures.

The analytical strategy is as follows: First, territorial inequalities in the overall
ECEC enrolment rates, including their changes over the 2006-2018 period, are
described. Then, the existing relationship between ECEC enrolment rates and budg-
etary commitment to ECEC is plotted against the fiscal capacity of the LGUs (per
capita). This being established, a pooled OLS regression model is estimated using
the most recent 2016-2018 data and a full set of fiscal and spatial indicators to iden-
tify those contributing to the established ECEC enrolment rates. Penultimately, to
fully utilise the panel form, a first difference regression is applied with 2006-2018
data, with an eye towards the contribution that the changes in revenue (in the prior
year) and demographic pressure may have had on the change in ECEC enrolment
rates. In order to check for the resilience of once-established ECEC services to aus-
terity, the effects of revenue growth and cuts are estimated separately. Finally, sev-
eral first difference regressions are deployed to explore the dynamics of ECEC
investments; that is, how general budget change translates into the ECEC commit-
ment, ECEC budget (per capita and child), and a pupil-educator ratio.

Some of the data collected were not used in the analysis. Two municipalities with
fewer than ten children of preschool age are excluded. For the first difference
analysis of the panel data, LGUs without ECEC capacities in a given year (zero
children attending) are not included — a total of 2,395 observations (155-204
LGUs per year), neither are LGUs that established a provision in a given year
(total of 127 observations). As for the revenue indicator, there were 275 occasions
on which reported revenues peaked or collapsed in one year by more than 50%,
only to reverse to the baseline a year after. Observations involving such outlier
occurrences were omitted from the regression analysis.
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4 ANALYSIS
4.1 REGIONAL DIFFERENCES IN ECEC ENROLMENT RATES AND THE LGUs’
FISCAL CAPACITY
The expansion of the ECEC system in Croatia was slower than in other former
socialist countries of Central Eastern Europe (cf. figure 1; Stropnik, 1989; Zrinscak,
2002; TransMonee, 2019). In the 1990s, there was only modest growth in ECEC
enrolment rates, which mostly emerged due to negative demographic developments
(Matkovi¢ and Dobroti¢, 2013). A more noticeable increase in ECEC capacities
reappeared in the 2000s (figure 1), and the overall ECEC enrolment rate increased
from 31.0% to 46.1% between 2005 and 2018.° During this period, the ECEC popu-
lation size remained rather stable, but public investment in ECEC increased from
0.46% to 0.60% of GDP between 2005 and 2009 and levelled off afterwards.

There is a large variation in ECEC enrolment rates both within the NUTS3 regions
and particularly between them (cf. Dobroti¢, Matkovi¢ and Menger, 2018). As
indicated in figure 2, several large areas in northeast and central Croatia have no
or very sporadic ECEC provision. At the same time, higher ECEC enrolment rates
are a characteristic of coastal areas and large urban centres (cf. Dobroti¢, Matkovié¢
and Menger, 2018 for 0-2 and 3-6 breakdown). ECEC enrolment rates plot (figure
2) closely resembles the wealth disparities between LGUs (cf. figure 2).

However, territorial disparities in ECEC enrolment rates, while still high, seem to
be narrowing, as the population-weighted coefficient of variation steadily declined
from 0,616 in 2005 to 0,414 in 2018 (figure 1).!° Over the 2005-2018 period, new
capacities were established in 52 LGUs, and ECEC enrolment rates in several
hitherto underprovided areas were improved, while the provision declined or
remained stagnant in several coastal areas (figure 2).

Figure 3 (left pane) demonstrates a moderate correlation (r = -0,34) between the
total local revenues collected per capita and ECEC enrolment rates in 2016-2018.
This association is not evident in high-revenue LGUs, collecting above HRK 5,000
per capita (r = 0,02, n.s.). Also, almost all LGUs without the ECEC services
belong to the group of low-revenue LGUs. Yet, there seems to be no association
between revenues collected and LGUs’ commitment to ECEC (r =-0,05, n.s.), and
there is considerable variation in LGUs’ ECEC expenditure at all revenue levels,
particularly among the LGUs with low fiscal capacity (figure 3, right pane). On
the one hand, 40 towns and municipalities (containing 9.2% of the preschool pop-
ulation) invest more than 15% of their budget in the construction and operation of
ECEC facilities. On the other hand, 215 small towns and municipalities (account-
ing for 12.4% of the preschool population) invest less than 5% of their budget in
ECEC. However, most LGUs with moderate-to-high fiscal capacity invest
between 6 and 14 per cent of their budget in ECEC.

In 2018, nursery-age children (0-2) enrolment rate reached 23.7% and kindergarten-age children (3-6) enrol-
ment rate (regular programs) stood at 61.3%. That still places Croatia among the EU countries with the lowest
ECEC enrolment rates, particularly for kindergarten-aged children (cf. OECD, 2019).

10With the exception of the 2009-2012 crisis period when the variation coefficient stagnated at about 0.54-0.55.
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FIGURE 2

Regional differences in ECEC enrolment rates (0-6), LGUs’ total revenues per
capita (2018 prices), change in ECEC enrolment rates (0-6) between the 2005-
2007 and 2016-2018, and change in preschool population size (0-6)

(a) ECEC enrolment rate (0-6), 2016-18 average (b) LGUs revenues per capita, 2016-18 average
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programs only.
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FiGuRre 3
ECEC enrolment rate and fiscal capacity, and commitment to ECEC and fiscal
capacity (average, 2016-2018)

ECEC participation rate (0-6), %
ECEC expenditure in total budget, %

f
1,000 3,000 5,000 7,000 9,000 11,000 13,000 15,000

Local revenues per capita (HRK) Local revenues per capita (HRK)

Note: Bubble size denotes size of preschool population (0-6) in the LGU.

Source: Calculated from Croatian Bureau of Statistics and Ministry of Finance data. Regular
programs only.

4.2 CROSS-SECTIONAL EVIDENCE ON FISCAL AND SPATIAL INDICATORS
CONTRIBUTING TO THE ECEC ENROLMENT RATES

The pooled linear regression model based on the 2016-2018 data shows that after
controlling for the size and density of the population as well as fiscal commitment
indicators, the ECEC enrolment rates are still strongly associated with the LGUs’
fiscal capacity —each HRK 1,000 per capita in local revenues is associated with a 3
percentage point higher ECEC enrolment rate. Therefore, the difference from the 2
to 9" revenue decile (1.91 to 7.25) could account for a 16.1 percentage point differ-
ence in ECEC enrolment rates. Moreover, greater LGU fiscal autonomy contributes
to higher enrolment rates: the difference from the 2™ to 9" revenue decile (29% to
77%) could account for a 6.7 percentage point difference in ECEC enrolment rates.

Apart from the revenues, LGU commitment to investing in ECEC is firmly associ-
ated with ECEC enrolment rates, as a ten percentage point difference in the share
of ECEC expenditure in an LGU budget (e.g., from 5% to 15%) accounts for a
13.7 percentage points difference in ECEC enrolment rates. Finally, having author-
ity for running the primary education (currently, most of LGUs with a population
size over 30,000, and about a third of those with a population size 10-30,000) spill
over to 7.3 percentage points higher ECEC enrolment rates.

Population size and density do matter for provision. Fiscal indicators being con-
trolled for, LGUs with too few children to organise an efficient-sized ECEC



facility are still likely to have a lower enrolment rate. Following the model, LGUs 1 03
with fewer than 2,000 residents are likely to have an 8.7 percentage point lower
enrolment rate than those with over 5,000.!" Also, rural areas have lower ECEC
enrolment rates than more densely populated LGUs. However, municipalities offi-
cially categorised as mountainous do not have lower ECEC capacities, and on
islands, ECEC enrolment rates are currently higher than in similar LGUs on the
mainland (cf. figure 2).
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TABLE 2
Pooled regression model: ECEC enrolment rate (0-6), 2016-2018

Coef.  Std. err. (cluster)

Fiscal capacity: revenues per capita (HRK 1,000) 3.02%** (0.39)

Fiscal autonomy: share of local revenues (%) 0.147%%* (0.03)
Surtax (%) 0.13 (0.17) E
Commitment to ECEC — share in budgetary expenditure (%)  1.37*** (0.20) % E. %
LGU authority over primary education (yes) 7.34%H% (2.13) E g2
Population size (ref: 2,000-5,000) sgt
Up to 2,000 4.14% (1.69) EE
Over 5,000 4.54% (1.94) 253
Degree of urbanisation (DEGURBA) (ref: Cities) e 5 g
Towns and suburbs (intermediate) -2.56 (2.66) % § %
Rural areas (thinly populated) -7.11% (3.14) 5 % %
Island 8.24** (2.94) 2¢%
Mountain LGU -0.74 (2.14) Zzé
Constant 2.71 (3.97) o %
N=1,662, groups: 554, R2 =0.440 *p<0.05, **p<0.01, ***p<0.001. :E

4.3 ESTIMATING THE EFFECT OF CHANGES IN LGU REVENUES ON ECEC
ENROLMENT RATES

Having a panel of fourteen years of data, externally introduced variation in the
level of LGU revenues caused by frequent changes in local government income
and taxation rules and the 2009-2014 economic crisis allows for a closer look at
changes in ECEC enrolment rates. More precisely, it enables us to explore when
and under which circumstances ECEC enrolment rates change. For that purpose,
the analysis starts with descriptives of the first differences in ECEC enrolment
rates. On average, ECEC enrolment rates in LGUs increased by 1.19 percentage
points per year. Some growth was present in times of both declining and rising
revenues. However, the increase in ECEC enrolment rates was considerably
slower after years of considerable reductions in LGUSs’ revenue per capita, and
strongest after years of moderate revenue growth or stability (table 3).

' 'The size of the preschool population at average stands at about 7% of total population, and the optimal ECEC
facility size, stipulated by the national pedagogical standard, is 340-400.
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TaBLE 3
Average change in ECEC enrolment rates, by annual change in LGU revenues per
capita (fixed prices), 2006-2018

Annual change in revenue per capita Average annual change in enrolment
(fixed prices), HRK rate in the subsequent year (p.p.)
Decrease >1,000 0.64

Decrease 300-1,000 0.90

Minor change 1.26

Increase 300-1,000 1.45

Increase >1,000 1.00

Total 1.19

Note: Only LGUs with existing ECEC capacity. Outliers excluded.

The net effect of the budgetary change was isolated using a first-difference OLS
regression (observations clustered by LGUs), allowing the assessment of the
effect of the budgetary change on change in ECEC enrolment while also control-
ling for pressures related to demographic change (table 4). The first-difference
regression indicates that an increase in an LGU’s revenues of HRK 1.12 million
(about 150,000 EUR) led to one child newly enrolled in ECEC. In addition, the
reductions in LGU revenues, many of which occurred in the 2009-2014 crisis
period, were not associated with a subsequent reduction in ECEC provision. A
similar pattern was also identified concerning the indicators related to demo-
graphic trends. An increase in the number of children was followed by an increase
in ECEC capacities (6.9 places per 10 children increase). However, the decline in
population size did not lead to a reduction in ECEC enrolment.

TABLE 4
First-difference regression on change in ECEC enrolment, 2006-2018

Coef. Std. err.

Change in LGU revenues in the previous year (per million HRK, fixed prices)

Growth 0.89%** (0.12)

Decrease -0.08 (0.08)
Change of preschool population size (per child)

Growth 0.69%** (0.03)

Decline -0.25 (0.22)
Constant 3.01 (2.16)

N=4,530, clusters: 417, R2=0.36, *p<0.05, **p<0.01, ***p<0.001.

4.4 ESTIMATING THE EFFECTS OF CHANGE IN LGU BUDGETS ON ECEC
INVESTMENTS

Apart from the ECEC enrolment rate, an increase in an LGU disposable budget

might have led to an increase in other kinds of ECEC investments such as expendi-

ture per child or staffing. The mechanism of such developments was explored via

four auxiliary first difference specifications, deploying different dependent variables

(table 5). The change in the ECEC budget per capita (1) is responsive to changes in



the general LGU budget to a similar extent when the LGU budget is both expanding 1 O 5
and contracting, with an additional HRK 33 being allocated for a HRK 1,000 budg-
etary increase, and HRK 36 being divested for HRK 1,000 of budgetary contraction.
However, if the share of ECEC expenditure in the local budget is already high, the
change in the ECEC budget per capita is suppressed downwards. The effect of
demographic change on the change of the ECEC budget per capita is below the
threshold of statistical significance, in cases of both demographic contraction and
expansion. The change in the share of the budget dedicated to ECEC (2) indicates
the stickiness of ECEC spending. When the LGU budget is contracting, the share of
an LGU’s ECEC budget grows. However, the share of the budget devoted to ECEC
usually declines in years of budgetary expansion. These findings (1 and 2) indicate
that in good fiscal years the ECEC budget grows slower than the LGUs’ budget in —
general, yet, in bad fiscal years the cuts to ECEC services funding are limited. Also,
population pressure slightly contributes to the change in the proportion of the budget
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dedicated to ECEC. E

=23

TABLE 5 ZZ5

First-difference regression on change in ECEC investment, 2006-2018 5 ; g

M @ ® @

Change in Change Change in Chanee £SO

ECEC budget in share ECEC public . g' 282

. . in a pupil- g

per capita of budget expenditure £2z2

. . educator R

(real prices) dedicated per enrolled ratio EE

(HRK) to ECEC  child (HRK) z22

Change in LGU budget per capita (fixed prices) (000 HRK) ; 5 %

Growth 32.63%* -0.45%%* 1,472%%* g = <

Decrease -36.18%+* 0.48%** -1,821 #xx 5 F

Change of preschool population size (%)
Growth 1.27 0.04 0.03
Decline -2.03 -0.04*
Change in ECEC 433 0.16%**
enrolment rate (p.p.) )
Change in public
expenditure per -0.00
enrolled child
Commitment to ECEC
— share in budgetary -9.80%+ S20%%% 0,00
expenditure during
the previous year (%)
Constant 96.81*** 0.27%** 5,076%** -0.35%**

R? 0.093 0.027 0.134 0.041
N 4,488 4,488 4,488 4,475

%9<0.05, **p<0.01, ***p<0.001.

Both in times of budget expansion and, in particular, budget contraction, a consid-
erable adjustment happens with respect to public expenditure per enrolled child
(3). According to the model, one HRK change in the LGU budget per capita is
associated with about HRK 1.47 increase (if budget is growing) or a HRK 1.82
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decline (if budget is decreasing) in the ECEC public expenditure per enrolled child.
Moreover, expansion in ECEC enrolment rates contributes to lower investment per
child, about HRK 436 per one percentage point increase in ECEC enrolment rate,
if the change in ECEC capacity is not followed by a proportional increase in invest-
ment. However, the change in investment per child is not related to the hiring (or
dismissal) of ECEC staff, and neither is the LGUs’ commitment to ECEC, as nei-
ther contributes to the change in a pupil-educator ratio (4). Here the change occurs
only due to a change in the ECEC enrolment rates (increased capacity). This find-
ing points to trade-offs between ECEC quality and accessibility.

5 CONCLUDING DISCUSSION

This article explored the patterns and dynamics of the development of devolved
social services provided under the conditions of strong local disparities in the fiscal
and administrative capacity, coupled with a lack of inter-territorial fiscal equalisa-
tion mechanisms. Using territorial inequalities in the provision of ECEC services in
Croatia as an empirical lens — a case within which the local governments have a high
level of discretion in service provision, no service mandate and no earmarked trans-
fers from the central budget — the article shows that the inadequately established
policy framework and above all the lack of a fiscal system including fiscal equaliza-
tion mechanisms that underpin decentralised services may be an important obstacle
to providing equal rights to all citizens in the country. In other words, reaching the
EU’s ECEC targets that ask for high ECEC coverage (especially for older age
groups) may be particularly challenging in countries with highly decentralised sys-
tems coupled with vague policy frameworks, prone to the institutionalisation of ter-
ritorial inequalities in the provision of social services. Fourteen years of observa-
tional data have provided ample evidence of higher ECEC enrolment rates in local-
ities with higher total revenues and greater fiscal autonomy (i.e. wealthier communi-
ties less dependent on central state transfers), as well as in those that are more com-
mitted to the ECEC function or have the administrative capacity to govern primary
education. The analysis revealed a slow but steady increase in ECEC enrolment
rates, followed by a reduction in disparities in ECEC provision among LGUs over
the 2005-2018 period (in part due to saturation in prosperous regions). However, the
ECEC expansion is very gradual, territorial disparities are still large, and the EU’s
ECEC targets are far from being achieved at the national level.

Concerning the role of fiscal policy developments, a robust pattern of ECEC enrol-
ment rates growth was identified in the years following the increase in LGU disposa-
ble revenue. At the same time, already existent ECEC capacities seem to be resilient
to the budget cuts. However, this growth mechanism does not seem very efficient, as
in general, only a minor part of the budget growth was invested in ECEC. Conse-
quently, overall revenue growth reduced the share of ECEC expenditures in the local
budgets. Moreover, in the periods of budget expansion, the ECEC expenditure per
child was prone to fast growth while the teacher-pupil ratio (seen as a proxy for ECEC
quality) was not being improved. Conversely, the ECEC system has proved to be
rather resilient to revenue decline, avoiding a reduction in ECEC enrolment rates via
two mechanisms: (a) increasing the share of ECEC expenditures in the local budget,
and (b) taking a cost-cutting route, that is, decreasing the ECEC expenditure per child



and potentially affecting the quality of services being provided. The latter might have 1 07
been instrumental in containing the growth of local ECEC expenditures, although
those increased from 0.45% to 0.63% GDP in the 2005-2018 period.

While demonstrating a certain resistance of the already established system to
external shocks, these findings point at the limits of ECEC expansion within a
policy and institutional setting such as that found in Croatia. First, a sizeable post-
1990 territorial fragmentation gravely limited the administrative and fiscal capac-
ities of many LGUs, particularly in less developed areas of Croatia (see, e.g.
Kopri¢ and Bulabi¢, 2018). This is an essential obstacle to higher investments in
new ECEC capacities with provision being weaker in the smallest municipalities
and towns, which do not have enough population to organise an efficiently sized
ECEC facility on their own, indicating the importance of economies of scale (cf.
Faguet and Sanchez, 2014). At the same time, inter-municipal collaboration in
joint ECEC services provision in Croatia is rare and, in most cases, inherited from
the pre-fragmentation period (see Dobroti¢, Matkovi¢ and Menger, 2018). Sec-
ond, the fiscally decentralised ECEC system in Croatia never introduced mecha-
nisms to address the weak fiscal capacity of many LGUs, especially after the
1990s when the number of LGUs quintupled, resulting in many of them not being
able to serve basic local needs (see Kopri¢, Musa and Pulabi¢, 2016). Equalisa-
tion funds were primarily established to serve newly decentralised functions (pri-
mary and secondary education, healthcare, social assistance and fire protection),
while ECEC has never become part of this package. Such a setup severely limited
the development of the ECEC system, particularly in the absence of an obligation
to dedicate a part of the budget to the ECEC function. Third, the vague ECEC
framework law inherited from the socialist period has never been the subject of
comprehensive reform, providing a lot of local discretion in services provision.
Among other things, a child’s entitlement to the regular ECEC program has never
been established, leaving this function low among the priorities of many LGUs.
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These findings indicate that it is not decentralisation per se, but the inadequate under-
lying mechanisms and conditions that are likely to contribute to the persistence of
regional inequalities in ECEC provision. They particularly indicate the importance of
the regulatory capacity of the state to provide equal rights to all citizens. As shown,
in highly devolved systems, it is crucial to have a well-established fiscal system to
achieve territorial equality and efficiency in service provision. As pointed out by
Rodriguez-Pose and Ezcurra (2010: 639), “positive effects of political decentralisa-
tion on cohesion will be easily counterbalanced by the unequal capacity of regions in
the core and in the periphery of these countries to make the most of decentralised
resources, especially in the absence of well-established territorially progressive fiscal
systems”. Thus, “the regulatory capacity of the nation-state plays a crucial role in
[...] guaranteeing citizens’ rights independently of the local conditions in which a
person is embedded” (Andreotti, Mingione and Polizzi, 2012: 1928).
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