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Summary  
 

Purpose – Without undertaking a comprehensive assessment of the costs and benefits of the urban 
sprawl, this article attempts to analyse the impact of this phenomenon on the financial standing of 
municipalities.  

Research method – We have primarily used difference-in-differences (DiD) regression analysis with refe-
rence to the treatment group (suburban municipalities) and the control group (other municipalities 
excluding cities with county status). The research was undertaken during the years 2004-2018 and used 
financial data from the Ministry of Finance. 

Results – Urban sprawl is a beneficial phenomenon, at least in the short and medium term from the 
perspective of the financial standing of municipalities (which experience an inflow of new residents). 
It is clearly evidenced in the revenues of the budgets of suburban municipalities, i.e. an increase in both 
total and per capita revenues in relation to the control group. The effect of suburbanisation is also 
visible on the spending side, although, due to the economies of scale, current expenditures grow 
relatively slower than the number of inhabitants. The operating surplus of the budget per capita is 
increasing more rapidly in suburban municipalities compared to the control group. The same is true for 
municipal investment expenditures. 

Originality /value / implications /recommendations – In reviewing the subject literature, the issue of the 
impact of urban sprawl on the finances of local government units (LGU) is treated marginally and 
indirectly, e.g. when discussing the costs of providing local public services. This article aims to present 
a synthetic and quantitative review of the impact of suburbanisation on the financial position of LGU 
budgets, comparing the situation of suburban municipalities to other municipalities. Attracting “new” 
residents is a desirable strategy in the development of municipalities, hence with the current system of 

                                
1 Article received on 24 March 2020, accepted on 29 May 2020. 

The research has been conducted within the project “New model of urbanisation in Poland – practical 
implementation of the principles of responsible urbanisation and compact city (Gospostrateg 
1/384689/20/NCBR/2019) co-funded by the National Centre for Research and Development within 
the Strategic Research and Development Programme "Social and economic development of Poland in 
the conditions of globalising markets” – GOSPOSTRATEG". 



Urban sprawl and the financial standing of municipalities 41 

financing, LGUs are likely to oppose changes aimed at limiting or controlling the suburbanisation 
process. 
 
Keywords: suburbanisation, consequences of urban sprawl, financial standing of municipalities, 
Poland  
 
JEL Classification: H71, H72, R51 

 
 
 

1. Introduction  
 
The phenomenon of urban sprawl (or city sprawl), also referred to as exurba-

nisation [Nowak, 2015, p. 133], is a spontaneous process of residents moving to the 
suburban municipalities accompanied by a relocation of part of the functions of the 
central city. It is its spontaneity and unplanned character that distinguishes urban 
sprawl from suburbanisation [Lityński, 2019, p. 21]. This occurrence is commonly 
perceived as negative [see e.g. Burchell et al., 2002; Kowalewski et al., 2014]. 
Attention is drawn to its spatial, economic, social, and environmental costs [Gli-
wiński, 2018], while the subject literature focuses mainly on its environmental, 
urbanisation and social aspects.  

However, purely economic consequences of this phenomenon remain on the 
sidelines. They can be seen from the perspective of individuals, or more often 
families, who move out of the city, although they still have a lot in common with the 
city (e.g. work, school, health care, culture, shopping, etc.). In this case, the benefits 
result predominantly from improved housing and living space, and also proximity to 
nature, while the main additional cost component is the cost of transport. Based on 
tax returns for 2006, the Central Statistical Office (GUS) estimated, that the costs 
for commuters travelling more than 5 kilometres a day amounted to 25.9 billion 
zlotys a year. According to 2010 data from the Labour Force Survey (LFS, in Polish: 
BAEL), for people whose one-way travel time was more than 30 minutes, it was 
estimated that the total travel time amounted to 610 million man-hours per year, 
which when multiplied by the average net salary amounts to 8.4 billion PLN per year 
[Kowalewski et al., 2014, pp. 116-117]. Lityński and Hołuj [2017, p. 15] estimated 
these costs for Polish agglomerations; on average, a household loses 4.1 thousand 
euros, of which 2.4 thousand euros are direct costs, and 1.7 thousand euros can be 
attributed to the costs of time lost to travel. If the awareness of these costs had been 
higher, it is possible that the willingness of residents to move out of cities may have 
been lower. The dynamics of urban sprawl in developed countries (including 
Poland) shows that individual benefits exceed costs [EEA, 2006]. The benefits of 
suburbanisation are largely private and the costs are largely public, which is due to 
the fact that some of them have the character of externalities [Brueckner, 2001, 
p. 67]. An additional reason is the imperfect legal regulations. As a result, a signifi-
cant portion of the general settlement costs is borne by other residents or taxpayers 
[Łukomska, Neneman, 2020]. Lisowski and Grochowski [2008, p. 27] view the 
sources of difficulties in solving the issue of urban sprawl as a conflict between the 
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private (particular) benefits of the settlers (who gain the desired housing conditions), 
investors, land sellers, and the surrounding municipalities (who gain additional tax 
revenues), and the social rationality resulting from increased energy-consumption, 
terrain-consumption, cost-consumption, as well as environmental and landscape 
degradation. 

On a national scale, the advantages and costs of suburbanisation can be seen 
from the financial perspective of municipalities, as this process takes place in their 
territory and they benefit from it; however it also incurs costs. Therefore, it is 
necessary to analyse its impact on LGU revenues and expenses. Łukomska and 
Neneman made such an attempt in their work [2019, 2020]. 

In general, the subject literature compares the situation of suburban munici-
palities to the position of the central city [Orfield, 2002; Smutek, 2016], although an 
interesting study by Lityński was published recently [2019] in which the author 
makes a comprehensive analysis of the effects of this phenomenon on local 
government finances. However, his analysis is purely based on data from 2015-2017, 
which seems to be too short a period of time to demonstrate any long-term 
consequences of city sprawl. Our study analyses lengthier periods and, in contrast to 
the analyses of Smutek [2016], attempts have been made not only to indicate the 
occurrence of the phenomenon, but also to estimate its impact on the financial 
situation of municipalities. 

The aim of this work is to estimate the effect of suburbanisation on selected 
aspects of local government finances. Our hypothesis is that in suburban munici-
palities the financial situation constantly improves with the influx of residents in 
comparison with the situation in other municipalities (excluding cities with county 
status). With respect to investment expenditures of municipalities, it should be 
expected that due to increased investment needs (related to “new” dispersed land 
development and expectations of settlers), outlays on investments in suburban 
municipalities increasingly exceed such expenditures in other municipalities. 

Our analyses are based on data from the years 2004-2018. The suburbanisation 
process has significantly accelerated after Poland's accession to the EU, which is 
mainly due to the rapid GDP growth rate as the wealth growth is an important 
driver of this phenomenon. A new system of financing for local government units 
(LGUs) introduced this year is also significant as this ensures comparability of data. 

 
 

2. Urban sprawl and the financial standing of municipalities  
 
Urban sprawl has a significant impact on the financial situation of the suburban 

municipalities: it causes a change in the LGU’s total revenues and their structure and 
also impacts their expenditures, although to a different extent. 

As far as income is concerned, municipalities located adjacent to cities are 
beneficiaries of the city sprawl, while the central cities incur loses [Smutek, 2016]. 
This is because the system of LGU’s financing is based on revenues from 
participation in PIT and real estate tax, so the tax revenues “follow” the moving 
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inhabitant. The increase of PIT revenues is naturally strongly correlated with the 
increase in the number of residents, and more specifically, with PIT taxpayers, as 
shown for the Lublin agglomeration [Łukomska, Neneman, 2019]. A significant 
increase in the absolute income value is not always accompanied by increases of its 
value in relative terms, e.g. per capita. 

The change in the number of inhabitants also affects spending, although it 
appears differently in the central city compared to the suburbs. Some of the costs of 
municipalities are fairly constant and change only slightly with the change in the 
number of inhabitants; as a result of the “natural monopoly”2. In such circum-
stances, we are dealing with the benefits of the economies of scale, i.e. with a greater 
number of services or goods provided, their average cost is lower. 

The growth in the number of inhabitants is associated with an increase in some 
of the costs, especially investment costs in suburban municipalities. However, this 
growth may be in many categories lower than the growth rate of the number of 
inhabitants, so it may decrease per capita. The main expenditure for the municipalities 
is education. Formally, they are covered by an educational subsidy, however it is 
insufficient. The cost and benefit analysis for the financial situation of municipalities 
in the context of educational expenses is multi-faceted and not at all obvious. In 
general, the larger the number of children is in schools, the higher the amount of the 
subsidy for education received by the municipality. However, the unfavourable 
demographic trends observed in recent years has caused the number of pupils to 
fall, which subsequently results in a decrease in the number of students per one class 
and thus a significant increase in costs per pupil3. The cost of education in a class of 
15 pupils is almost the same as in a class of 25. This means that additional students 
can be a benefit to the municipality as they reduce unit costs. They also help to 
avoid the unpopular decisions to close schools. Central cities can also benefit from 
this by “attracting” pupils from suburban municipalities, so that schools do not have 
to be closed down and teachers made redundant, and in order to reduce the costs 
per student. This strategy is successfully implemented in Lublin [Łukomska, 
Neneman, 2019]. The cost benefits, i.e., a decrease in the average cost, may also 
occur in other types of expenditures, such as administrative expenses or main-
tenance costs of local roads. In general, the higher the population density, the easier 
it is to achieve economies of scale [Elis-Williams, 1987; McGuire, Sjoquist, 2002; 
Burchell et al., 2002]. Urban sprawl means, on the one hand, an increase in the total 
cost of providing public services (resulting from the relocation of residents to less 
densely populated areas) and, on the other hand, local costs per capita may decrease 
due to a growing population. This means that with the increase in the number of 
inhabitants of suburban municipalities, a decrease in expenditure per capita should be 

                                
2 Decreasing average costs may concern public administration services, education, pre-school care, 
‘communal services’ (including water and sewage, solid waste collection, street lighting, local parks and 
green areas etc.), health care, although some of them depend on the nature of the settlement; dispersed 
settlement may cause an increase of the average cost of e.g. ‘communal services’.  
3 Education is an example of a service where fixed costs dominate. 
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expected. This certainly applies to current expenditures, while investment expen-
ditures per capita may increase [Smutek, 2016, p. 116]. The balance of benefits and 
costs of a suburban municipality depends to a large extent on the costs of 
infrastructure development and maintenance, and this is determined by the type of 
settlement: compact or dispersed. An interesting analysis was conducted in Austria 
which showed that the financial situation of the municipality may deteriorate if the 
settlement is dispersed [Humer et al., 2019]. 

Lityński [2019] made an attempt to assess the balance of benefits and costs for 
the settlement municipalities, and concluded that the increase in PIT revenues in 
suburban municipalities is accompanied by a decrease in revenues from the general 
grant (i.e. lower dynamics of the total revenue growth) and an increase in expenses 
(especially investment expenses), which in the long-term will worsen the financial 
situation of the municipality. The more dispersed the spatial development structure 
of the municipality is, the stronger such deterioration will be.  

A certain dichotomy between experts' opinions [see Lityński, 2019] emphasising 
greater costs than benefits of suburbanisation and the strategies of municipalities 
aimed at attracting new residents can be explained in many ways. Perhaps the 
municipal authorities are not able to make a full cost-benefit analysis, or maybe their 
time horizon is too short, or maybe apart from financial issues they attach signifi-
cant importance to other factors, such as the increase in the number of inhabitants, 
which they may treat as a confirmation of good municipal management. Certainly, 
a different method of analysing data is also crucial. Scientists prefer analyses made 
with reference to relative measures, i.e. income or expenses per capita, while in 
everyday life people, including municipal authorities, think more in absolute terms. 
For example, an increase in the number of inhabitants and revenues by e.g. 25% will 
not change the income per capita, but undoubtedly the municipality will be richer and 
the situation of its authorities and inhabitants will be more comfortable, if only 
because its current debt per capita will drop4. 

It is difficult to assess clearly the balance of benefits and costs of city sprawl in 
relation to the financial situation of municipalities on a national scale. Undoubtedly, 
the income of local government units is growing, and this happens for two main 
reasons. Firstly, houses in the suburbs are bigger than in the cities, so with the 
property tax, where the tax base is determined by the area of the house and not its 
value, it generates higher income from this tax. Secondly, new settlement often takes 
place in areas where previously agricultural activity was carried out, which it is not 
subject to income tax in Poland. The agricultural tax, which can be treated as 
a substitute for the real estate tax, has very low rates, and land classified as the fifth 
or the sixth grade is exempt from this tax. For example, for a municipality, 
a conversion of a field (with the highest tax rate) into a warehouse plot means an 
increase in real estate tax income from one square meter by almost 1250 times! 

                                
4 Of course, the debt may increase in the future, e.g. due to the pressure of new residents on 
infrastructural investments, but this does not change the fact that, ceteris paribus, an increase in the 
number of residents means a decrease in debt per capita at a given moment. 
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Allocating this land to building plots means an increase in the municipality’s income 
by more than 25 times, and to residential buildings by more than 41 times [Łukom-
ska, Neneman, 2020]. Such a great diversification of LGU’s revenues from land 
taxation is a powerful stimulus encouraging local authorities to support the settle-
ment, even the dispersed one. The increase in the municipality's population density 
and thus its revenues means a lower level of subsidies available for such a settlement 
municipality. For such municipalities, this is obviously a loss, however from the 
point of view of public finances, it is an undeniable benefit. On the expenditure 
side, regardless of the nature of new settlements, the population density in suburban 
municipalities is generally lower than in cities, and this results in a significant 
increase in the cost of providing public services [EEA, 2006; Hortas-Rico, Solé-Ollé, 
2008; Ida, Ono, 2013]. In Poland, Śleszyński [2018, p. 70] analysed higher infra-
structure costs in the example of construction and maintenance of water supply 
systems. While in cities, 2 meters of a water supply system is sufficient to serve 90% 
of the population, in suburban areas 8.5 meters of water supply system is required 
for the same purpose.  

It is impossible to estimate the balance of additional income and supplementary 
costs of all local government units resulting from the city sprawl. The certain 
element is the geographical change in income tax distribution (i.e. different division 
of the same cake) and a slight increase in revenues resulting from larger size of real 
estate. In Polish conditions in particular, there is also significantly higher revenues 
associated with the conversion of agricultural land for housing development, howe-
ver this is primarily due to the imprefect system of agriculture taxation. From the 
point of view of a municipality, this constitutes a strong incentive for suburbani-
sation. The second motivation results from the fact that a part of the public costs of 
suburbanisation does not affect the beneficiaries of this phenomenon. When exa-
mining limiting or at least “taming” this phenomenon, it is necessary to remember 
those stimuli that clearly influence the policy of municipalities. 

 
 

3. Research data and methodology 
 
This article focuses on the effects of suburbanisation processes, which are ref-

lected in municipal budgets. The empirical analysis uses financial data from financial 
reports on the execution of municipal budgets during the period 2004-2018 received 
by the Ministry of Finance. The analysis covers all municipalities in Poland, 
excluding cities with county status. To identify the group of suburban municipalities 
the delimitation developed by Śleszyński [2013] was used. 

The analysis focuses on changes that have occurred in the financial situation of 
suburban municipalities (excluding cities with county status), which are compared 
with the changes in other municipalities. The financial situation is analysed through 
the perspective of those elements of municipalities' budgets where a clear impact of 
population changes (resulting from suburbanisation) was anticipated. Firstly, the 
revenue aspect was evaluated, and more specifically, revenues generated by munici-
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palities themselves. It is expected that in suburban municipalities the growth of own 
revenues per capita in the analysed period is higher than in other municipalities 
(mainly due to higher revenues from PIT and real estate taxes). Next, the expendi-
ture side was analysed in terms of current expenditures, followed by the current 
budget result, i.e. the operating surplus. The gross value of this indicator was 
primarily used, although the analysis also referred to the net operating surplus. 
Finally, the analysis included the investment expenditures of municipalities. 

The analysis method is the difference-in-differences (DiD) regression models, 
often used to study relationships in time between groups of individuals [Angrist, 
Pischke, 2008]. In the case of this method, there is no control over the process of 
selecting units for the study group, as it is usually fixed “in advance”, e.g. munici-
palities that have been subject to a specific reform or support program. In our case, 
these are the municipalities delimited as agglomeration municipalities subjected to 
suburbanisation processes. The DiD analysis is based on comparing the differences 
in the values of the examined target variables over time between the entities subjec-
ted to the intervention (“experimental” group) and those not subjected to it, which 
serve as a control group. In the case of this study, the suburbanisation process is the 
intervention. Our analysis covers the years 2004-20185, and it is difficult to indicate 
the exact moment of intervention/reforms. Suburbanisation is a continuous process, 
therefore we analysed the effect of the difference for the examined results (concer-
ning the financial situation) between suburban and other municipalities in the whole 
period mentioned above, referring to 2004 as the base year. Furthermore, since the 
municipalities belonging to particular groups significantly differ in size (number of 
inhabitants), which is an important feature for the budget variables which were 
examined, we decided to control it directly in the models. 

The estimation was made using regression models with standard fixed effects 
(FE) described in the following equation: 

 
Yij = b0 + bgGij + btTj + bgt(GTi) + bLLij + εij 

 
where, 
Yij –  dependant variable in the i municipality and in the j year,  
Gij –  zero-one variable describing the fact of belonging of the i municipality in 

j year to the group of suburban municipalities (G=1) or to the control group, 
i.e. the remaining municipalities, without cities with county status (G=0) 

Tj –  dummy variable describing the year of observation (T=0 for 2004, T=1 for 
2005, 2006, 2007, ... etc.), 

GTi – interaction of time and intervention (DiD estimator), 
Lij –  the size of the i municipality in the j year, 
εij –  random element, 
b0 –  parameter describing the average value of the dependent variable in 2004 in 

the control group 
                                
5 For some supplementary analyses, the period covers only the years 2011-2018.  
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bg –  parameter describing the difference in averages between the two groups in 
2004,  

bt –  parameter describing the difference of average values of parameters between 
2004 and year T=1 in the control group  

bgt –  parameter describing to what extent the change between years differed bet-
ween the group of suburban municipalities and the control group 

 
In order to take into account the data structure, an estimation correction of 

clustered-robust standard errors was applied, related to groupings of observations 
by municipalities. Dependent variables in subsequent models are: municipalities own 
revenues per capita, municipalities current expenditure per capita, municipalities ope-
rating surplus per capita, municipalities investment expenditure per capita. 

 
 

4. Research results 
 
In the period 2004-2018, the actual total own revenues (including shares in 

central taxes) of the suburban municipalities of the largest agglomerations increased 
by 139%, while total own revenues of the remaining municipalities (excluding cities 
with county status) increased by 106% (chart 1). It should also be noted that at the 
same time, the number of residents served by local governments increased signi-
ficantly in suburban areas (by ca. 16%). In the remaining municipalities the number 
of inhabitants did not change during the analysed period (chart 2). 

 
CHART 1 

Change of own revenues in the group of suburban municipalities 
and in other municipalities (excluding cities with county status, 

in fixed prices, 2004=100) 

 
Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 
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CHART 2 
Change of inhabitant’s number in the group of suburban municipalities 

and in other municipalities (excluding cities with county status, 2004=100) 

 
Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 
 

The trend of changes in own revenues per capita in suburban municipalities did not 
differ significantly from that in other municipalities. Until 2011, per capita revenues in 
agglomeration areas grew slightly faster than in the remaining municipalities, but 
since 2012 this situation has reversed (chart 3). 
 

CHART 3 
Change of own revenues per capita in the group of suburban municipalities 

and in other municipalities (excluding cities with county status, 
in fixed prices, 2004=100) 

 
Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 
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New residents in suburban areas “bring with them” additional revenues to the 
local budget, mainly in the form of their participation in the central PIT and real 
estate tax (when they purchase an agricultural land and build a house on the plot). 
The share of revenues from PIT in the structure of own revenues increased in all 
municipalities in Poland, however, in the case of suburban municipalities this 
increase was slightly more pronounced in comparison with other municipalities 
(in the period 2004-2018: by 13 percentage points in suburban municipalities; 
by 11 percentage points in other municipalities). At the same time, the significance 
of real estate tax revenues in the own revenues of municipal budgets generally 
declined, both in suburban and other municipalities, by about 8 percentage points 
(table 1). 

 
TABLE 1 

Share of revenues from PIT and real estate tax in own revenues of suburban 
municipalities and other municipalities in 2004-2018 (in %) 
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Share of PIT in own revenues 
sub-
urban 
m. 

34.0 35.6 36.9 38.8 40.9 41.4 40.1 41.0 41.4 40.5 40.5 42.3 43.4 45.0 46.8 

other 
m. 28.2 29.4 31.8 34.3 35.5 32.9 31.5 33.3 32.8 32.6 32.9 34.5 35.5 36.8 38.8 

Share from real estate tax in own revenues 
sub-
urban 
m. 

32.4 32.3 29.1 24.9 24.8 27.5 27.7 28.4 29.2 28.9 27.6 27.3 26.6 26.1 24.8 

other 
m. 36.0 35.1 33.7 30.5 28.6 30.8 31.0 30.9 31.0 30.9 29.9 29.7 29.0 29.1 27.7 

Source: own calculations based on data from local government’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 

 
The analysis of the level of own revenues per capita shows that in the entire 

analysed period 2004-2018, it was higher in the suburban municipalities in compa-
rison within other municipalities. The difference between the two groups of identi-
fied municipalities was growing systematically until 2009, then it remained stable in 
the years 2010-2014, only to grow slowly again until 2018. During the 14 years of 
the analysed period, the own revenues of suburban municipalities increased by 
almost 500 PLN per capita more than in other municipalities, while controlling the 
population size of the municipality (chart 4). 
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CHART 4 
Estimated difference effect between own revenues per capita in suburban 

municipalities and other municipalities, while controlling the municipality 
size (excluding cities with county status, in PLN per capita) 

 
* the bars represent the regression coefficients bgt from the equation (1); the bars in full 
colour represent values significant at the level of 0.01; striped bars represent values signifi-
cant at the level of 0.1; white bars represent insignificant values of coefficients.  

Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 

 
A different effect of the city sprawl processes can be observed in relation to the 

spending side of municipal budgets, in particular with respect to the current 
expenditures. In almost the entire analysed period (with the exception of the final 
years under analysis), current expenditures per capita in suburban municipalities 
increased by a smaller amount than in other municipalities when compared to 2004, 
which confirms the occurrence of the economies of scale. The difference between 
the groups, while controlling the size of the municipality, was negative for the 
majority of the analysed period (it reached its minimum in the period 2004-2011, 
then it was over -100 PLN per capita) (chart 5). 
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CHART 5 
Estimated difference effect between current expenditure per capita 

in suburban municipalities and other municipalities, while controlling 
the municipality size (excluding cities with county status, in PLN per capita) 

 
* symbols explanation as in chart 4.  

Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 
 

The financial situation (measured by the budget operating surplus per capita) was 
more favourable in suburban municipalities than in other municipalities in the entire 
period under review. In the years 2004-2018, the operating surplus per capita in 
suburban municipalities was on average 50% higher than in the remaining munici-
palities (in 2004 it amounted to almost 290 PLN per capita in suburban municipalities 
and about 200 PLN in other municipalities). Moreover, in almost the entire analysed 
period (except for the period of economic slowdown, i.e. 2009 and 2012-2013), the 
current budget surplus grew faster in suburban areas than in other municipalities 
(chart 6). 

The difference between the group of suburban municipalities and other 
municipalities concerning their budget operational surplus (while controlling the 
population size of the municipality) grew in the period 2004-2007 (in 2007 it 
reached as much as 185 PLN per capita) and in 2014-2018, i.e. in the times of relative 
stabilisation of the macroeconomic situation. In 2008-2013, although the difference 
was mostly positive (except for 2012), it showed a falling trend. On average, in the 
entire analysed period (in comparison to 2004), the surplus of current revenues over 
current expenditures was higher by about 85 PLN per capita in suburban municipa-
lities than in other municipalities (chart 7). 
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CHART 6 
Changes of operating surplus per capita in the group of suburban 

municipalities and in other municipalities (excluding cities with county 
status, in fixed prices, 2004=100) 

 
Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 

 
CHART 7 

Estimated difference effect between operating surplus per capita in suburban 
municipalities and other municipalities, while controlling the municipality 

size (excluding cities with county status, in PLN per capita)* 

 
* symbols explanation as in chart 4. 

Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 
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It is worth remembering, however, that local authorities do not have to allocate 
the operating surplus entirely for investment expenditures. Part of this free money is 
used for debt service (repayment of capital instalments on incurred liabilities). 
The question is whether suburban municipalities are different from other muni-
cipalities in this respect. The analysis of financial data for the last 8 years shows that 
suburban municipalities allocated a much smaller part of their operating surplus to 
debt service in comparison with other municipalities (by 15 percentage points less 
on average in the analysed period) (table 2). 

 
TABLE 2 

Change of share of funds allocated for debt service in the operating surplus 
in suburban municipalities and other municipalities in 2011-2018 (in %) 

 2011 2012 2013 2014 2015 2016 2017 2018 

suburban m. 40.7 42.7 40.5 30.4 31.3 27.2 25.4 24.3 
other m. 67.8 68.1 64.1 39.4 44.6 33.3 31.1 34.2 

Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 

 
As a result, the difference between the suburban and other municipalities in 

terms of the net operating surplus (in PLN per capita) was therefore greater than in 
terms of gross operating surplus, as mentioned above. The conducted analyses 
suggest that in the evaluated period, as a result of the suburbanisation processes, the 
financial situation in terms of the current budget of suburban municipalities was 
more favourable than that of other municipalities (where the population remained 
relatively stable and they did not experience an influx of new residents). 

The nature of the “sprawling agglomerations” certainly caused a great demand 
for new costly investments (roads, sewage systems, but also, e.g. kindergartens). 
Additionally, local authorities in suburban municipalities experienced pressure from 
“new residents” (who had previously lived in central cities and were accustomed to 
much better services of the municipal infrastructure) regarding the need for new 
investments [Lityński, 2019]. Investment expenditures6 constitute a less significant 
part of municipal expenditures than current expenditures (in 2018 they accounted 
for slightly more than 21% of total municipal expenditures). On average, between 
2004-2018, suburban municipalities spent almost 30% more per capita on invest-
ments than the other ones (680 PLN per capita in suburban municipalities compared 
to 534 PLN in other municipalities). 

Throughout the entire period under examination (except for 2011), in relation to 
2004, suburban municipalities invested more per capita than other municipalities. 
This difference increased in the years 2004-2008 and in the period 2015-2018, to 
reach over 300 PLN per capita (chart 8) at the end of the analysed period. This is 
                                
6 The analysis covered only investment expenditures financed from the municipality budget, excluding 
those financed by municipal companies (due to lack of access to relevant data).  
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a result of what was pointed out by Smutek [2016] and Lityński [2019], when they 
wrote that investment expenditures per capita in suburban municipalities increase 
along with the population growth. 

 
CHART 8 

Estimated difference effect between investment expenditure per capita 
in suburban municipalities and other municipalities, while controlling the 
municipality size (excluding cities with county status, in PLN per capita)* 

 
* symbols explanation as in chart 4. 

Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 

 
In order to verify what part of investment expenditures was realised from muni-

cipalities' own revenues (including the previously discussed net operating surplus), 
an analysis was made of the share of investment expenditures financed with the use 
of various types of grants (from the EU, the state budget, budgets of other LGUs or 
other institutions) in both groups of analysed municipalities. In the years 2011-2018, 
total investment grants accounted for 26.5% of all investment expenditures of sub-
urban municipalities, while in other municipalities the share was as high as 36.6%. 
In financing investment expenditures, suburban municipalities support themselves 
to a greater extent with their own funds as compared with other municipalities (their 
share of investment grants was on average about 10 percentage points lower than 
in other municipalities) (table 3). 
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TABLE 3 
Share of investment grants in all investment expenditure in suburban 

municipalities and other municipalities in 2011-2018 (in %) 

 2011 2012 2013 2014 2015 2016 2017 2018 

suburban 32.1 30.5 29.5 28.3 30.9 20.6 16.7 25.9 
other 42.9 48.3 39.8 36.3 45.7 26.4 22.6 31.6 

Source: own calculations based on data from local governments’ budget execution reports 
provided by the Ministry of Finance [www 1; www2]. 
 
 

5. Conclusions 
 
An analysis of the operating surplus of the current budget both in gross and even 

more so in net terms demonstrates that in suburban municipalities (experiencing an 
intensive inflow of people from central cities in the years 2004-2018) the financial 
situation was improving (and the distance was increasing) in comparison to other 
municipalities (excluding the period of economic slowdown). Therefore, it is not 
surprising that the development strategies of the suburban municipalities, often 
applied by the local authorities, are frequently based on attempts to attract as many 
inhabitants as possible. 

The situation differed in the case of investment expenditures of municipalities. 
Due to the increase in the number of inhabitants and higher expectations as to the 
level of infrastructure, suburban municipalities allocated more to investments than 
other municipalities, and the difference between these groups has been systema-
tically growing since 2012. Even if the amount of investment expenditures is 
reduced by the amount of funds obtained by the municipalities from the external 
sources under various types of investment grants (i.e. the analysis includes only the 
investment expenditures financed with municipalities own revenues or with the use 
of debt instruments), it seems that the suburban municipalities allocated the entire 
budget operating surplus (obtained to a large extent thanks to the “new residents”) 
for increased investment expenditures. The situation was almost identical in other 
municipalities, however, their investment expenditures per capita were lower. This is 
justified because the financial situation of the current budgets of suburban 
municipalities in the analysed period was better, thus allowing for a greater 
investment effort and greater use of debt instruments (the total debt per capita in the 
years 2004-2018 was on average about 13% higher in suburban municipalities than 
in other municipalities). 

The urban sprawl is a beneficial phenomenon from the perspective of the 
financial situation of municipalities (where new residents are coming), at least in the 
short and medium term. Naturally, it is associated with a number of adverse effects 
(mainly environmental), however from the point of view of the narrowly under-
stood financial interest of the municipality, the final outcome is positive. Therefore, 
any attempts, which are socially necessary, to limit and control this phenomenon 
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will meet strong resistance of municipalities benefiting from urban sprawl. Legal 
changes aimed at limiting and organising the suburbanisation process must therefore 
be accompanied by changes in economic incentives which would limit the financial 
attractiveness for suburban municipalities related to such type of settlement. 
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