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Abstract: The purpose of this study is to explore the most important findings of the empirical research conducted amongst local governments
of settlements in Hungary, in order to perform a comprehensive analysis on their practices and methods regarding planning. The primary
research was conducted in the spring of 2013, with respondent local governments answering relevant questions by submitting a self-
administered questionnaire. The main purpose of the questionnaire survey was to find out whether the involved parties perform actual formal
strategic and operative planning activities, and what kind of management planning methods — solutions already working and widespread in
the business sector — they apply within the process of planning. In this study, we attempt to conduct a comprehensive analysis on modern
planning systems and to appoint the fields that need to be improved, through the results of the questionnaire survey and our own experiences.
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Introduction

Local governments and their related bodies operating un-
der various legal statuses manage large sums and significant
assets, therefore this sector has a significant influence on the
competitiveness of the whole of the economy. The local public
sector has found itselfin a critical economic and financial situ-
ation on many occasions since the “great transition” of 1990,
which called for the elaboration and actual implementation of
various reform measures. It is apparent that local governments
of settlements are still either awaiting for or under transfor-
mation. Many local studies! have been presented on the eco-
nomic and financial situation of local governments, revealing
as a summary that experts also urge the implementation of
reform measures regarding the management of local govern-
ments, the financing of the performance of its services and
budget planning. Also, the establishment of planning systems
allowing for the most accurate determination of the volume
of public and generated funds financing the transparency of
the performance of their public services, duties and the qual-
ity of the administration, are all in the interest of the national
economy as well. The sector is characterized by the complex-
ity and slowness of information flow, the inaccurate planning
of cost allocation (expenditures), the poor transparency of the
financing of tasks, and the belated or inappropriate decision
making of the leadership.

The objective of business administration on a sub-sover-

eign governmental level can be described by the “3E” para-
digm. According to this, public services must be effective,
efficient and economic. Nowadays these “threefold of goals”
have been completed with the issue of quality, or more pre-
cisely with the expectation of “quality public services”. The
question is, how much do the currently applied planning sys-
tem support the fulfilment of these objectives? Experts and
those who are directly involved agree that the planning system
must be reformed and improved, along with the elements of
the procedure and the methods of planning. We believe that
by the careful and targeted selection of the tools offered by
the NPM (New Public Management) school or public man-
agement model — on account of its practicality — it is possible
to select the appropriate management tools and methods, the
application of which is justified on the level of local govern-
ments, and which also contribute to the implementation of
economic, efficient, effective and quality public services.

These strategic and operative analysing-planning meth-
ods which are applied within the frame of controlling, and are
already successfully applied by the private sector allow for
the more efficient operation of these processes, and also en-
able the achievement of the set objectives regarding the sector
of local governments. It is also supported by the favourable
change causing the reformation of the accounting information
system as the fundamental basis of information for planning,
by introducing a performance-driven approach in the budget-
ary accounting system as from 2014.

For further details, see the studies of Lorant [2010], Vigvari [2009, 2011], Bager-Vigvari [2007].
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1. Literature review

1.1 Concepts on planning within
the public sector

For the concept of planning, there is no definition found
in literature independent from history — political culture — and
theoretical planning schools, which would hold in all histori-
cal periods and political systems. In general, definitions re-
garding planning narrow down the concept by considering it
to be equal with the preparation of the budget. [Laszlo, 1994;
Koharing, 2011; Farkas (ed), 2004; Csanadi—T6th, 2002]. Las-
716 understands planning as a decisive element of the prepara-
tion of the budget. The planning activities of those who are
operating from a budget include the construction of the budg-
et, during which the transformed plan (or budget) prepared
by bureaucrats, and disputed by all parties of the negotiation
process is approved by the political body entitled to make a
decision [Laszlo, 1994].

We believe that we must not consider the planning of the
budget and planning to be equal, since the budget actually re-
fers to a — usually annual — financial plan which is prepared
annually, while the referenced literature discusses the budget
as an umbrella term, which also includes the long-term plan-
ning duties of local governments. Therefore the economic
program as a long-term plan is discussed within the frame of
budgetary planning, as part of the plan. Similarly to the con-
cept of planning management, it is also suggested to separate
long-term planning from the process of preparing the annual
plan (budget), of course both fields of planning are included in
the concept of the planning process.

The following definition describes planning in a more gen-
eral and comprehensive way: planning includes the analysis
of the external environment, internal features and the explora-
tion of potential development paths for local governments and
their institutions, furthermore it also enables the sharing of
information and the reconciliation of interests between par-
ticipants [Bager ed., 2010]. This definition is close to the busi-
ness approach of planning in terms of considering the analysis
of the internal features and abilities of the environment and
the organization to be part of the planning process, and also it
draws the attention on the cooperation that is realized between
those who take part in the planning process, which should re-
sult in a plan representing the various interests of different
stakeholders.

New elements of the concept of planning emerge in the
next definition, which include the interpretation of plan-
ning as a structured process, and emphasizing it as a tool
for control, thus positioning planning as a management func-
tion — similar to the definition of planning used in the private
sector. Public planning is the execution of democratic will
without intentions on limiting the behaviour and capacity of
members of the society, instead, by the means of planning,

it is possible to get closer to the efficient implementation of
the public will, and to facilitate social-economic develop-
ment. Planning is a well-structured instrumental method of
success-oriented social actions, an explicit tool for control
[Farag6, 2001].

Literature referred so far on planning focus on the proc-
ess-nature of planning, and consider the process to be final
with the completion of the plan document, as the fulfilment
of the main purpose of planning. We believe that the planning
of local governments — just as in case of the business sector
— cannot be limited to the preparation process of plans only,
since one of the key indicators of the success of planning is
the effective implementation of plans, and its power to sup-
port measures, management decisions and the performance
of everyday tasks and actions, therefore the implementation
of plans must also be analysed by exploring the differences
between estimations and the completion of estimations and
their related reporting processes, along with the elaboration
of a scheme to measure the efficiency and effectiveness of the
goals set during planning and in plans.2

Financial planning by local governments in Hungary is
traditionally associated with budgeting. All initiatives aim-
ing to reform the concept and methodology originate in the
public management reform trends. The most reknown public
sector reform concept is the New Public Management (NPM)
movement. Several theoretical schools are represented among
NPM-reforms that consider the adoption of management prac-
tices and methods for the public sector as a solution for the
malfunctions of state and public administration. These schools
reveal the outdated elements of planning, while draw attention
to areas in need of reforms.

The article of Hood in 1991 [Hood, 1991] called my
attention on the fact, that the expanding NPM offers non
less than a universal solution for public services, however
the author have already foreseen several sources for internal
tensions which actually emerge later. The NPM doctrine
announced the adaptability of the methods of the private
sector to fit the public sector as well, and also proclaimed
a more efficient control over processes, the priority of the
market as an allocation mechanism and the role-shift of the
government (as “it should govern, and not execute”). The
reasons for its expansion include political-ideological factors,
fiscal aspects, and the demand of citizens for improved
public services, while the primarily cause for becoming a
global phenomenon is considered to be the cultural-scientific
dumping of the pioneering Anglo-Saxon countries, which
was further convinced by the fact that global organizations
also recommend this radical proposal [for details see: Laszl9,
2012].

The ideology and the evaluation of public management
reforms announced and/or implemented accordingly is a
recurring element in all of my studies in the subject. The
lessons learned from these evaluations: 1) the importance

2 On the other hand, the analytic examination of the planning activity cannot be considered independent from other leadership sub-systems, on account of the

complex nature of the activity.
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of the local context: the identity of slogans resulted in
completely different solutions in case of countries with
differing traditions and practices [Pollitt and Bouckaert,
2011]; 2) the practical application of the basic axioms
did not work out as expected’. Even the pioneering NPM
countries such as Great-Britain, Australia or New-Zealand
reconsidered their approach on public services in light of
the results [Warner, 2012]. Dunleavy and his co-authors
(2006) report on the termination and reversing of a number
of key factors in case of the above pioneering countries, and
Warner [2008, 2010] also discusses the trends on reversing
outsourcing and privatisation, and the expansion of mixed
services. Similarly, Hall [2012] investigates how public
services are being ,.executed by the government” and the
reasons for it; 3) the recovering of this task will result in
governments taking up the role of the executor, instead of
conveniently being the organizer of services. It allows for
the control over a great share of the local economy, however
it also brings back the administration-related problems,
which they have been able to get rid of by outsourcing
them: on account of the traditional budgetary approach
and the political influence, it is impossible to implement an
economic-oriented approach on tasks (e.g.: effectiveness,
efficiency, economy, financing, service quality). According
to what has been discussed regarding the local society, the
solution lies in the development of the management activities
of self-governments and its institutions — especially focusing
on the field of strategic management (strategic thinking) —
and the establishment of a controlling system, which could
be applied both in case of its own institutions, and external
service providers, in order to ensure value-adding public
services.

The importance of planning

As regards planning, future becomes the moving force of
actions and decisions. The importance of planning in the pub-
lic sector is probably even greater than in the private sector,
since the players of the public sector perform their duties from
public funds, providing their services for the “customers”,
members of the society. The outstanding importance of plan-
ning in the public sector might be explained by the following
reasons:

— Budgetary authorities perform their public services and
satisfy social public needs out of the payments of citi-
zens, paid under various claims. Tax-paying citizens
— as a rightful claim — want to see through the kind of
compensations they receive in exchange for their pay-
ments (social control). The “state” can only give an ac-
curate answer to this question, if an accurate budget
(plan) is made on the public services to be performed
(expenditure requisites), and their financial coverage

(financing sources). The state must become account-
able. In order for this, we must be able to measure
public services (output and outcome), and the practical
implementation of budget planning is also required, by
applying the most appropriate planning method during
the process of planning.

— The state and its various apparatuses react slowly to the
changes of the economic environment and to the im-
pulses of the market’s supply-demand relations, there-
fore the fulfilment of public services and the financing
system must be thought through as accurately as pos-
sible, with foresight and by the reduction of risks and
uncertainties to a minimum level, all of which would
be impossible to implement without an effective plan-
ning process. Without a carefully elaborated efficient
planning also supported from a professional aspect, it
is impossible to create an effective budget.

Further arguments supporting the necessity of planning are
“sector neutral”. The future motivates management decisions
through planning, the uncertainties and risks regarding the
operation might be reduced by an accurate, well-thought and
formalized planning, as planning marks the path of develop-
ment for a company, which enables the implementation of a
more effective (goal-driven), successful operation.

According to Farago, the major characteristics of planning
within the public sector of a modern market economy are the
followings:

— “multi-levelled and the involvement of several players
(the system is not formed by only the basic conflicts of
economy);

— Presence of two directions (top-down and bottom-up at
the same time);

— It accepts the necessity of governmental intervention
(from outside, top-down) (for the long-term interests
of the nation);

— Value-pluralism;

— Aspires to conform to the level of the society’s knowl-
edge (scientific, rational), however it is also restricted
by the volume and type of the available information;

— Dual: it partially assists (generates), and partially lim-
its the private sector

— And it is determined by politics.” [Farago, 1997].

Planning establishes contact between the local govern-
ment and its environment. We must prepare for the anticipated
changes and challenges of the environment with the help of
planning. Legislative environment as the “explanation vari-
able” plays an outstanding role considering the elements of
the environment, since it influences and explains directly the
basic conditions of the operation of the planning system as
a “dependant variable”. Therefore, prior to the comprehen-
sive introduction of the planning system it is recommended to
briefly review the legislative environment.

3 In Hungary, privatisation and liberalisation were accompanied by the process of denationalization, during which the ability of
the state to regulate the market was shaken, the recovery of which is indispensable, and as a recommendation, according to the

neoweber state model (NWS).
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1.2. Legislative framework of planning, operation
of designing system

The framework and essential regulations regarding plan-
ning activities of local governments are regulated in Hungary
by laws and related government regulations. The basic and
decisive prescriptions regarding planning are specified by the
law on public finances (hereinafter referred to as Ahtv.)+ and
the law about the local self-governments of Hungary (herein-
after referred to as Otv.)s. Regulations regarding the process of
planning generally focus on the planning of the annual budget,
while duties on planning for a mid or long term are barely
included in the legislation.

The general objectives of planning are described by the 12.
§ (1) of Ahtv., “the purpose of planning is to ensure that the
approval of the expected revenues are supported from the as-
pect of economics, and estimated expenditures are only deter-
mined to an extent necessary for the appropriate performance
of public services”. The legislation also declares that new pub-
lic services can only be created or undertaken, when the nec-
essary financial resources are available for its completion. In
case financial resources become unavailable throughout plan-
ning, the termination of the public service must be executed.

1.2.1 Regulations affecting long-term planning

According to the current legislative environment, the prep-
aration of long-term plans is required in case of settlement
instruments, settlement development concepts and plans,
and economic programs adjusted to political terms. Certain
sectoral legislations might also prescribe obligations on the
preparation of long-term programs and plans, such as environ-
mental programs, rural development or touristic concepts etc.
According to the regulations of the Otv., local governments
must determine their own economic program. The leadership
of the local government formed after the elections records its
long-term development concepts in an economic program and
development plan, based on the results and experiences of
the previous political term, its perspectives on the future, and
own objectives set out during the campaign. Within the terms
of the Otv., the time interval of an economic program must
cover at least one political term (which is 4 years in Hungary
currently), though it might be longer than that. In this sense,
the economic program might fulfil the role of a comprehen-
sive long-term plan, if it includes the main objectives, tools,
achievement methods and strategic plan elements of fields of
activities, which are of strategic importance. Nevertheless,
neither the Otv., nor the Ahtv. contains mandatory obligations
on the structure, content, form and validity of the economic
program, therefore local governments determine their long
term objectives and the criteria and toolkit of the implementa-
tion themselves. The content of economic programs are not
regulated in details by legislation, instead there is a general

statement: “the economic plan and development plan deter-
mines the objectives and tasks which serve the purpose of en-
suring the services to be performed by the local government
and the improvement of their quality, if possible in accord-
ance with the extent of the budget of the local government, by
thoroughly considering the peculiarities of the local society,
environment and economy” (Otv. 116.§(3). Further specifi-
cations of the Otv. declare that the economic program must
be elaborated in accordance with the regional development
concepts of the county, and special focus must be placed on
development concepts regarding the ensuring of public serv-
ices and the improvement of their quality. This is a general
and comprehensive objective, the implementation of which
depends on local governments, thus allowing for a great deal
of freedom for local governments regarding the completion of
their strategic planning duties. There are no other obligations
or guidelines specified by legislation regarding the prepara-
tion of an economic program.

The purpose of an economic program — as a long-term,
comprehensive plan — is to be the foundation of the annual
budget concept and annual budget to be prepared subsequent-
ly. An economic program can only fulfil the role of a compre-
hensive strategic plan, if its objectives, tools and programs
are also built in the annual budget, and the government is able
to follow the selected “track” within the program in order to
achieve its objectives. The economic program has to be modi-
fied and updated in exceptional cases — such as an unexpected
modification in a regulation, or other changes within the envi-
ronment —, since plans are active or passive tools for adjusting
to the changes of the environment.

1.2.2 Mid-term (tactical) planning

Mid-term, or so-called tactical action plans create the di-
rect and measurable relation between strategic and annual
plans throughout the planning process of companies. Regard-
ing the mid-term planning of local governments, the Ahtv. de-
clares it briefly that at latest until the regulation and decision
on the budget is approved, and within the frame of a decision,
local governments have to perform an assessment annually on
the amount of their own revenues defined by the legislation
issued under the authority of the Stability law, and also on the
amount of its expenditures that are derived from operations
generating debt according to the Stability law, estimated for
the three years that follow the financial year.

1.2.3 Short-term planning:
The concept of the budget and
the annual budget

The preparation of draft regulations on the budget of local
governments requires a continuous preparation and planning
work. The economic program prepared at the beginning of

4 The current legislation in force is the act CXCV. of 2011. on public finances, and the related government regulation number 368/2011. (XII.31.) on the execu-

tion of the law on public finances.

5 The current legislation in force is the act CLXXXIX. of 2011. on the local self-governments of Hungary.
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the political term (election) is one of the foundations of the
draft regulations on the budget, the other one is the budget
concept prepared annually under the direction of the notary.
The concept on the budget is prepared by the notary and the
planning unit under the direction of the notary, taking into
account the bill on the central budget, the expected economic
policy of the government and its macro-economic forecasts,
the planned objectives of the economic program, foreseen
revenues, undertakings and other payment obligations.
Leaders of institutions overseen by the local government
have to be involved in this planning process, which means
that institution leaders must be informed about the planned
guidelines of the central budget, about planning instructions
and principles on the performance of services of governments,
and also on the regulation of resources. After that, local
governments determine the range of numerical and textual
information they require from institutions themselves, for
the elaboration of the concept. Actual calculations have to be
performed within the budget concept regarding the expected
resources of revenues and the tasks of self-governments
(expenditures), practically in a structure corresponding to the
revenue and expenditure elements of the budget. The actual
structure and content of the concept is not specified by the
law. During the process of composing the concept, the mayor
asks for the opinion of bodies on the draft concept, with the
opinion of the financial body being of utmost importance
considering the financial feasibility and sustainability of
the concept. The body of representatives is empowered to
approve the draft budget concept which already includes the
opinion of bodies, and which is implemented in the form of
a decision. The exact form and content of the decision made
by the body of representatives is not regulated by legislation.
The first stage of the budget planning process is completed
with the approval of the budget concept, which results in
a document that will serve as the actual foundation of the
planning of the budget.

Legislations in force are characterized by the dominance
of regulations on the preparation of the annual budget. The
tasks related to the preparation of the annual budget of local
governments are clearly regulated by the Otv., Ahtv., and
the government regulation on the execution of the law on
public finances. The annual budget is the foundation of the
administration of local governments, which is part of the
government’s budget. The budget represents an actual fund,
which serves the purpose of financing defined objectives. The
budget is also a financial plan, which is driven by the future
and includes uncertainties and risks as well, on account of its
nature. Furthermore, the budget is a legal document which is
approved by a legitimate political body, and it expresses and
exercises public policy objectives [Gyorffi—-Vigvari, 2009]. In
apolitical sense, the budget is the program of the government,
from the aspect of public policies, it is the classification of
all governmental tasks, and in financial terms, it is a tool for
harmonizing expenditure claims with revenue opportunities
[Magyary, 1923. quoted by: Sivak—Vigvari, 2012].

Ahtv. defines the budget as a document, which contains
the appropriated value of budgetary revenues being realized in
the financial year (revenue estimates) and budgetary expenses
(expenditure estimates). (Ahtv.4.§(2)) The budget is also re-
garded as a plan by the legislation, which includes the estimat-
ed, thus the planned amounts of expenditures and revenues for
the upcoming year. The second, final step of budget planning
is the preparation of the annual budget and its approval in the
form of a regulation.

A budget in general is prepared annually, which means
that the budget is usually valid for a calendar year. The annual
budget is the financial foundation of the performance of man-
datory and volunteered services throughout the administra-
tion. A two-levelled planning is typical in case of the budget
planning of local governments. First, the joint budget of the
government and its institutions has to be prepared, which is
determined by the local government, in the form of a regula-
tion on the budget, and second, a budget will also be prepared
on the elements of the government and its institutions. Vigvari
has a different interpretation of the two levels of the budget
planning process, accordingly, the first level of planning is the
central level, where the planning of the financial resources “to
be spent” in the financial year is implemented, being avail-
able in the form of a governmental fund for the performance
of mandatory services of local governments [Vigvari, 2002].
The second level is the actual planning of the budget of local
governments [Vigvari, 2002].

The initial foundations of the annual budget planning
are the objectives of the economic program for the financial
year, the decision of the body of representatives on the budget
concept, and the budget law including the announced central
budget. The planning process of the budget is a multi-stage
process with several players involved. The major planning
processes are: tasks regarding the preparation of the budget,
the construction of the budget, the submission of the budget to
the body of representatives and its approval, the elaboration of
the regulation on the budget.6

Besides the preparation of the annual budget plan, the
Ahtv. includes a brief note on the obligation of preparing a
liquidity plan, that local governments are obliged to prepare a
liquidity plan on the scheduling of the reception of revenues
and the completion of expenditures. However there are no
legal instructions on the structure, content and frequency of
preparing a liquidity plan. Other obligations on the prepara-
tion of short term plans are also not regulated by the referred
legislation.

2. Materials and methods

2.1 Planning and data collection

We have conducted primary researches as well, in order to
complement the theoretical information gathered during the
secondary research activities, and also to confirm our previ-

¢ The process and procedure of the planning of the annual budget is described in details for example by Farkas [ed.], 2004.
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ously drawn up hypotheses. The primary research has been
implemented by the means of a scheduled empirical research
based on quantitative data collection. The data collection has
been conducted with surveying, which is considered to be the
most common instrument within social sciences for gathering
primary information. The registration of data did not cover the
entirety of the population. Errors within data collection can be
grouped in two large categories:

— sampling errors

— mnon-sampling errors [Hunyadi—Vita, 2002].

In case of the latter there is no available exact mathemati-
cal tool, which would be able to filter its impacts, yet its size
cannot be ignored [Hunyadi—Vita, 2002]. Such errors during
the research include the distorting effect of pessimism (re-
spondents tend to underrate their own performance), the ef-
fect of vanity (respondents paint a more favourable picture of
the performance of the organization they directly control and
supervise than it actually is — even due to personal reasons)
[Sziics, 2002].

In case of the former, the appropriate planning of sam-
pling, and the achievement of the required preciseness ensures
the minimization of the impact.

Our task regarding the planning of data collection was to
minimize the impacts of the two types of errors at the same
time. We aspired to carry out a simple random sampling, and
also to make the sample size as large as possible.

Based on the planned sampling method, we have tried
to deliver the self-completed questionnaires to respondents
through a variety of channels. We have contacted several gov-
ernmental associations, namely the TOOSZ (national associa-
tion of the governments of settlements), MJVSZ (the associa-
tion of towns with county rights), and BOSZ (the association
of the Budapest governments). These organizations have
proven to be quite helpful, and forwarded the questionnaires
to governments on our request.

It was difficult to complete and collect the questionnaires,
therefore we have included college students in the research
as well, and we have personally called the associates of the
involved governments in order to ask them to fill out the ques-
tionnaire. The completion of the questionnaire occurred via
telephone, e-mail and in case of the research amongst stu-
dents, by personal interviews. The data collection lasted for
several months, as we needed to re-send the questionnaire, in
order to increase the number of the filled out questionnaires
— thus increasing the size of the sample. There was a total
number of 600 questionnaires sent out, out of which we
have been able to make use of 64 valid forms within our
empirical research.

The empirical research has been conducted with a sam-
ple consisting of 64 valid elements. Sample selection was im-
plemented by the method of simple random sampling, which
supports effectively the creation of an independent and rep-
resentative sample. Local governments were categorised as
specified by the Act on Local governments, with the follow-
ing categories: capital districts, towns with municipal rights,
towns and villages (large villages). Local governments of vil-
lages and large villages represented the greatest share, 37,5%

APSTRACT Vol. 8. Number 1. 2014

within the sample, which is parallel to the distribution of local
governments in Hungary according to their type. The propor-
tion of towns within the sample of local governments was
29,7%, and 20,3% in case of capital districts, while the lowest
proportion with 12,5% was represented by the local govern-
ments of towns with municipal rights.

The category types of local governments also reflect on
the size of their organization. However we must also consider
that a particular type of local government might appear in
multiple categories based on the number of its staff regarding
the size of the organization, therefore we have performed the
grouping of local governments according to their size based
on the number of staff, instead of defining size categories by
the type. It means that the number of staff of the institution
exceeded 1000 employees only in case of “large” local
governments: capital districts and towns with municipal
rights. Throughout the empiric research, local governments
with a staff number less than 50 were considered to be the
smallest, while the largest ones were local governments
with a staff number exceeding 1000. It must be noted that
during the analyses there was only 1 local government with a
number of staff over 3000 included in the sample, therefore
this size category was merged into the category of 1000-2999
employees. As a result, local governments involved in the
study were analysed by rendering them in 4 size categories.
The four size categories were named “micro” (less than 50),
“small” (50-199), “medium” (200-999) and “large” (more
than 1000).

2.2 Statistical method

The study is supported by both primary and secondary
research as well. Primary sources of data were provided by
questionnaires sent to involved parties (financial executives,
planning coordinators, notaries). The questionnaire consists
of several groups, including mostly multiple-choice, relevant
questions. In this present study, we aspire to summarize the
typical characteristics regarding the current system of plan-
ning and planning practices. Now we have a variety of statis-
tical analysis methods available for the analysis of databases.
The actual application of these various statistical analysis
methods were complicated by the fact that the data subject
of the analysis are in general quality-type data measureable
on a nominal and ordinal scale as well. As a consequence,
descriptive statistical analyses prevail throughout the study,
while with the help of statistical independence analysis we
also attempted to explore causal links. Based on the element
number of the sample, it is considered to be a small sample,
therefore when selecting further statistical methods we had to
prefer statistical methods applicable on a small sample. Con-
sidering these criteria and characteristics, the available data
was analysed with an independence analysis implemented by
a Chi-squared test, a two-sample T-test, a variance analysis
and cluster analysis. For performing an analysis on the data,
we have applied a computer-assisted data procession with the
SPSS data processing software.
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3. Results

3.1 Long-term — strategic — planning practices

First we wanted to understand the purposes local gov-
ernments aspire to achieve with planning. The results of the
analysis indicate that in most cases (37% in general) they are
fulfilling their legal obligations with planning. The second
highest result — 29% in average — was achieved by the answer
that they prepare various plans for their own goals and inter-
ests. Other external factors also represent a significant share,
with 16% in case of supervisory authorities, and 15% in case
of obligations towards the European Union. If we break mo-
tivational factors into three categories, which are own —inter-
nal— interests, external force (the total share of legal obliga-
tions, supervisory authorities and EU obligations) and other
motivations, the picture becomes significantly worse, since
the total average share of external obligations when preparing
a plan reaches 68%, compared to which the 29% proportion
of internal self-interest seems insignificant. It was interesting
to examine the motivations of local governments for planning
separately by their size. Self-interest represents a surprisingly
high proportion (42%) in case of micro governments, while
the fulfilment of legal obligations was selected mostly in the
category of small governments (with 48%), and large govern-
ments were only able to achieve the second position in rela-
tion to the same factor, with 40%. The results lead us to the
conclusion that the application of a strategic and management
approach is less typical with leaders of local governments.

Besides the annual budget, the questionnaire includes the
most typical types of plans applied in business. The various
plans applied in the business sector can all be adapted to this
sector as well. Naturally when applying them we must take

into account the peculiarities of the administration of govern-
ments, financing and the accounting information system. An-
swers had to be submitted in the form of yes or no questions
about the types of plans that are being prepared in practice. In
case of complex planning activities, the following plans are
suggested to be prepared:

— long-term plans (joint strategic plans on the level of the
government and its institutions, sectoral and functional
strategic plans)

— annual budget as the preliminary financial plan

— secondary financial plans (liquidity plan, cash flow)

— other plans (resource plans, risk assessment, other).

Detailed results are presented in the related attachment
(number 1.) of the study.

Respondents indeed implement long-term planning, 87,5%
of them prepare joint strategic plans on the level of the gov-
ernment and its institutions, which they consider to be equal
with an economic program. When observing the other levels
of long-term plans, we receive less favourable results, 50% of
respondents prepare sectoral, and only 34,4 percent prepares
functional strategic plans. The results are similar in case of
examining the answers based on the sizes (figure 1. demon-
strates the results in details). The proportion of those who pre-
pare joint strategies are between 79 and 94 percent in case of
all size categories. Sectoral strategic plans are most frequently
constructed by large local governments (with 87%), and micro
governments are the ones less likely to prepare it, with a pro-
portion of 21 percent. The existence of functional strategies
are also the lowest in this case — similarly to the aggregated
results, their share is between 21 and 47 percent.

The next “yes or no” question was about whether local
governments involved in the study perform formalized stra-
tegic planning. The majority of respondents, 37 out of local
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Figure 1. Relation between the type of government and long-term planning

Source: own edition (2013)
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governments (57,81%) admits to implement formalized stra-
tegic planning, however the proportion of local governments
to answer with “no” slightly exceeded the proportion of those
who said “yes” in case of micro and small sized local gov-
ernments (52,63% of micro self-governments, and 57,14%
of small self-governments). Furthermore, 55,6% of the re-
maining 27 local governments who do not apply formalized
strategic planning believes that its realization in the future is
reasonable. I believe that this ratio reflects a positive attitude
regarding the future application of strategic planning.

Nevertheless, the high proportion of the existence of for-
malized planning contradicts the approach of respondents on
strategic periods.

43,8% of respondents believe that a political term (4 years
in Hungary) is considered to be a strategic time period, and
only 9,4% of them agree that strategic planning must cover a
period that lasts for the length of at least two political terms.
Considering that political decisions have long-term effects in
general, it is important that planning is not only about “to-
morrow”, but it should bear in mind the wellbeing of future
generations as well. Further consequences of a short-term ap-
proach is that when the current leaders — elected representa-
tives and officers — are characterized by short-term thinking
and enforcement of interests, their chances to be re-elected
decrease. Now when the management of a town is replaced
every 4 years, it is impossible to establish a future that is sup-
ported by strategic planning as well.

Naturally the examination of the existence of long-term
planning cannot be based on solely these questions, since ac-
tual strategic planning is not limited exclusively to the prepa-
ration of strategic plan documents. Monitoring activities, con-
tinuous reporting, feedback and the revision of strategic plans
and their necessary modifications all form an integral part of
the planning process. Strategic plans supporting efficient op-
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eration in the long-term must be underpinned by the appli-
cation of strategic analysis and planning methods which are
already applied in the business sector and could be success-
fully adapted to local governments as well, otherwise strategic
plans mean nothing but romantic, impractical concepts and
promises which are impossible to keep for the members of the
society, instead of well-designed plans which are mathemati-
cally founded as well, and could be realized successfully in
the future.

We attempted to assess the proliferation and frequency of
the application of the most popular methods by governments,
which can be applied during the elaboration of the strategy,
with the help of a scale ranging from one to five. The values of
the scale were: 1 — we have never heard about this method; 2
—we are familiar with it, but we have not applied it yet; 3 — we
have applied it, but it did not work; 4 — we apply it occasion-
ally; 5 — we apply it frequently. The results are demonstrated
by figure 3.

The results of the questionnaire survey confirmed our
preliminary hypothesis, which is that involved parties are
completely unfamiliar with the strategic planning-analysing
methods which are most frequently applied in the business
sector (PEST analysis, Porter models, ABC analyses, GAP
analysis, Scenario planning, LEAP, EFQM, value-chain anal-
ysis, external-internal factor evaluation matrix), or even if
they have previously heard about a very few of the methods,
they have never actually applied them in practice (such as
BSC analyses, Portfolio method, TQM, Benchmark analy-
sis). The most common method was the “SWOT” analysis
with its 20,3% ratio. Table 1. demonstrates that the major-
ity of analysed governments (57,8%) lack the implementa-
tion of strategic monitoring. It means that they do not track
the completion of strategic goals through the measurement of
indicators. This result also confirms that the elaboration of a
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Figure 3. Existence of strategic planning-analysing methods

Source: own edition (2013)

Table 1. Existence of the tracking of strategic plans

Item Number of 1 by ibution (%)
answers
Yes 27 42,2 %
Answer
No 37 57,8 %
Total: 64 100,0 %

Source: own edition (2013)

strategy is mostly motivated by conforming to an external ob-
ligation (such as legal obligation or political will) instead of
strategic planning and management driven by their own mo-
tivations. Conforming to this external obligation is already
completed with the preparation of an economic program in
most cases. After all, the results also indicate the lack of stra-
tegic management activities.

Afterwards, we tried to gather information about the fre-
quency of revising strategic plans. The two basic criteria re-
garding planning are flexibility and realism, which both have
to be present during the planning process. Plans must be re-
viewed continuously in order to see whether the set objectives
are still realistic, and the designed actions and action pro-
grams are viable, or briefly whether the plan is still feasible.
In order to make if feasible, the foreseen impacts of environ-
mental changes considered on a wider level must be adapted,
thus plans must be updated continuously. In this sense, the
review and maintenance of plans — including strategic plans as
well — has to be a continuous and frequent activity, otherwise
the basic criteria of flexibility and realism will not be realized
in the process of planning. Experiences show that these two
principles are not as much realized in the public sector. Only
37,5% of respondents said that the revision of plans is a fre-
quent, annual duty, while in case of 32,8% it is implemented
in every 2—4 years. Another significant share, 20,3% is repre-
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sented by those who perform revision activities occasionally,
on a non-regular basis. Nevertheless, 56,3% of local govern-
ments participating in the study are satisfied with the realiza-
tion of long-term goals and initiations. Strategic planning in
case of local governments — considering that the providing of
services is both special and public — can only be efficient and
serve the interest of the “public”, if the strategic objectives as
the foundation of strategic plans are elaborated and approved
by the cooperation of all stakeholders (involved parties).
Based on the empirical data that supports this study, there is
only a low level of such cooperation of involved parties in
case of local governments in Hungary (figure 4.), since out of
all parties, only the participation of the mayor, the notary and
financial-administration leaders are determinant in the process
of elaborating the strategy. It is recommended to ensure the
active participation and motivation of other stakeholders in
the process of long-term planning.

Results regarding the examination
of the relationship between the size of the local government
and strategic planning practices

According to our hypothesis, there is no link between
the size of the government and the applied strategic plan-
ning habits and practices, therefore performing a segmenta-
tion based on size is unnecessary here. By this, we attempt to
prove that “size” is irrelevant when analysing the planning
system. This relationship was analysed with Chi-squared test.
The assumed results have been confirmed by the performed
statistical independence analysis. With the help of the SPSS
program, we were seeking for the relation between the size of
the local government and the application of formalized stra-
tegic planning and the tracking of strategic plans. The statisti-
cal analyses demonstrated a low level of relation when per-
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Figure 4.: Participants of preparing the strategic plan

Source: own edition (2013)

formed on a significance level of 22,1% with a 4,4 value of
the test statistics, meaning that there is no statistical relation-
ship between the size of the government and the application
of formalized strategic planning in practice. There was also
no relationship found between the tracking (monitoring) of
the completion of strategic objectives within the entire length
of the strategic period and the size of the government. The
results demonstrate that this relationship exists on a signifi-
cance level of 28,5% with a 3,792 value of the test statistics.
We believe that the appearance of continuous monitoring
implemented through the indicators of the plan objectives is
linked to the application of formalized strategic planning, and
is not dependent on the size.

3.2 Short-term — annual — planning practices

When analysing the short term — annual or shorter — plan-
ning practices, we come to a conclusion — detailed results are
illustrated in annex no. 1. — that due to the regulations on the
planning of governments, the preparation of the annual budget
is most frequently applied as the primarily financial plan. The
preparation of a liquidity plan is also typical, with a cumulated
average of 77 percent, the high proportion of which can also
be explained by the effective regulations prescribed by the
law.” The preparation of plans regarding cash flow, purchase,
maintenance, risk management, resource or other short-term
plans represent an unsubstantial percentage, since none of the
aggregated average proportions regarding short term plans ex-
ceeds 40 percent. The lowest ratio, with an average of 25%
is found in case of the preparation of cash flow. These com-
prehensive statements are valid when examining governments

separately by their size. It is also important to see that 53%
of large governments prepare risk assessment and planning,
which might be explained by the large scale investments they
have realized, and risk assessment and return calculations that
are brought forward by the financing of EU investments and
renovations.

As a summary, the emphasis of short-term planning is on
the preparation of the annual budget and the planning of li-
quidity. Throughout the analysis we aspired to see the exact
number of the different type of plans that are applied in prac-
tice. According to the results, the analysed self-governments
prepare “S types of plans” in most of the cases (23%), followed
by “4 types of plans” (in 17%) as the second most frequent
practice. When considering the number of mandatory plans,
these results also demonstrate that local governments apply
planning primarily with the objective to conform to legal ob-
ligations, and it is less triggered by their own motivations or
management approach. All of this confirm our previous state-
ments. The implementation of planning activities driven only
by external forces contradicts the presence of strategy-driven
management.

Regarding the planning of the annual budget as the most
frequently prepared annual plan, the analyses has covered the
examination of the methodologies as well, in particular in the
form of multiple choice, yes or no and open questions about
the methodology of the planning of the budget.

Amongst other issues, we have analysed the proportion of
the practical application of planning techniques used in the
preparation of the budget of local governments being included
in the sample, and thus the level of its spread in practice. Re-
spondents have been asked to distribute 100% amongst the
major methods of budget planning, based on the frequency of

7 Besides the preparation of the annual budget plan, the Ahtv. includes a brief note on the obligation of preparing a liquidity plan. [see Ahtv. 78.§ (2)]
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Figure 5. The proportion of the application of budget planning methods in practice

Source: own edition (2013)

their application in practice. The results of the analysis are il-
lustrated by figure 5.

Based on the literature about budget planning, the most
urgent and obvious fields of the improvement of planning sys-
tems are the renewal of the technology of the annual budget
planning and the decrease of the dominance of incremental
budget planning techniques and its differentiated applica-
tion by the type of tasks. The statements of our theoretical
research was confirmed by the empirical results of our study,
since 51,6% of involved parties believe that budgetary plan-
ning is characterized by a basic approach, which has to be
changed in the future. As it is demonstrated by figure 5., when
considering the estimations about expenditures on manda-
tory tasks, the majority of local governments included in the
sample, 52,63% of them apply incremental budget planning
techniques, and the second most frequently used methods are
objective and performance based (program) techniques with
a ratio of 21,05%. The ZBB procedure is applied in case of
an average of 18,59% of the local governments included in
the sample. Within this group of questions, respondent gov-
ernments applying objective and performance based planning
methods were asked to appoint the tasks affected by program
planning. By summarizing the answers, the most frequent
tasks were the followings:

— settlement development,

— occasional projects, EU tenders,

— investment and renewal expenditures,

— residential old people’s home care,

— maintenance,

— mandatory public work planning,

— sports,

— Dbasic health care services,

— social expenditures.

Out of the listed tasks, program based budget planning
methods and approaches are used most often in case of settle-
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ment development and investment and development related
tasks.

When asked “if you do not apply program based budget
planning techniques, do you plan to use it in the future?”, the
vast majority of respondents, 73,7% said no.

The questionnaire analysis therefore confirms the con-
clusions drawn from literature, which considers incremental
budget planning to be the most popular planning method of
local governments in Hungary. The results also testify our hy-
pothesis that various budget planning techniques have to be
differentiated to fit the task to be performed. Based on this
hypothesis we also aspired to see how involved parties would
differentiate budget planning methods amongst all mandatory
tasks of local governments specified by the law in force. The
following planning method options were offered

1. Incremental planning method

2. Zero based planning method

3. Program budget planning

4. Other

Other methods have not been specified by respondents,
therefore the summary includes only the result of a choice
from the three major methods. The summary of answers are
included in annex number 2.

By summarizing the results, it is obvious that respondents
believe the incremental planning technology to be the most ef-
ficient one to be applied with the majority of the government’s
tasks, and they only consider the planning of budget expendi-
tures within the frame of a program structure to be better in
case of settlement development, cultural services and sports,
youth and nationality related issues. The zero-based planning
method was not selected as a frequently applicable method by
any of the participants. It is interesting that regarding the field
of kindergarten and social care services and child protection,
the ZBB method is preferred by respondents instead of pro-
gram budgeting. These results reflect on a contradiction com-
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pared to results of the previous analysis, since they show that
except for a few examples, those who are involved in planning
are completely satisfied with having an incremental planning
and they believe it to be the best method for allocating the
budget amongst tasks.

3.3 The future of the planning system
from the viewpoint of stakeholders

In order to provide a comprehensive evaluation of the
planning system, we have composed 8 statements, which had
to be evaluated on a scale from 1 to 3. The options for grading
were 1 — not true, 2 — true, but does not require modification
and 3 — true and requires modification. The statements to be
evaluated were the followings:

1. The incremental approach is dominant in case of the

planning of the budget

2. Short-term plans support the implementation of long
term plans

3. We consider the impacts of long-term goals on the
budget when compiling the annual budget.

4. The significance of plans according to the order of sub-
functions is low.

5. An annually repeated budget planning activity is domi-
nant in the planning practice.

6. An institution-oriented planning is preferred instead of
program planning.

7. The planning system fails to ensure transparent admin-
istration and the balance between the public duties to
be performed (expenditures) and resources of financ-
ing (revenues).

8. The preparation of plans is basically motivated by hav-
ing to complete various legal obligations.

The processed results are presented in details in annex

number 3.

By summarizing the results of the submitted answers it is
obvious that there are only two scenarios when respondent
governments feel that a change would be necessary, in case
of the first statement — the incremental approach is dominant
with the planning of the budget — and the seventh one — the
planning system fails to ensure transparent administration
and the balance between the public duties to be performed
(expenditures) and resources of financing (revenues) — rating
option “number 3” was dominant, with a ratio of 51,6% and
43,8%. Regarding the remaining six statements, respondents
admitted that the statement is true, yet they felt it does not re-
quire any modification or improvement in the future. Surpris-
ingly, none of the statements received the answer “1”. These
results project that those who are responsible and involved
in the operation of the planning system at local governments
are not open towards the innovation of the planning system.
We believe that stakeholders are afraid of innovation because
it is recommended to perform an efficiency screening on the
planning process as the first step of development, which might
imply the risk of reduction within certain elements and scope
of duties of the process (lean approach), which might also re-
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sult in the reorganization or even the termination of the scope
of duty in question.

With the last round of questions in the survey we attempt-
ed to examine the intention of further developing the plan-
ning system, the potential fields regarding the innovation of
the planning system and also those recommended by govern-
ments, within the frame of multiple choice questions.

The introductory question investigated whether respond-
ents “plan to improve the planning system in the near future”.
We have received favourable answers, as the development of
the planning system is included in the short term objectives
in the majority of the cases, which is 59,4% of respondents.
The majority of respondents marked “three” — in 20,3% — or
“four” — in 18,8% — fields for development. According to the
answers summarized in table 2., key fields for the innovation
of the planning system from the perspective of stakehold-
ers are the establishment and improvement of the strategic
planning process — in 65,8% — and the development of the
budgetary technique, shifting it towards an objective and per-
formance based planning — in 71,1%. The majority has not
preferred the remaining fields of development, or do not feel
that these fields require improvement. Respondents had the
opportunity to add further fields besides the listed fields for
development under the category “other”, however they have
not submitted any new fields here.

4. Conclusions

We believe that planning systems must be strengthened in
the future both regarding long-term and short-term planning,
irrespective to the size of the government. Prior to the first
step of development we must answer the basic question “what

Table 2. Opinion of local governments on the fields of innovation of the
planning system

Proportion
Field for innovation of those who
said “yes”
The establishment and improvement of the process 66%
of strategic planning ’
The strengthening of the strategic role of the economic
L . . 40%
program within the frame of strategic planning.
Improvement of the budget planning technique towards
.. . 71%
objective and performance based planning.
The elaboration/improvement of a system of indicators 26%
measuring the realization of plans. °
Establishment/improvement of a regular reporting system o
37%
towards the leaders.
Establishing an operational (causal) relation between long
47%
term plans and the annual budget.
Making the planned numbers more substantiated. 34%
Strengthening the communications of plans, objectives
o 32%
towards all members of the organization.
Establishing strategic and performance management
. . 26%
closely linked to planning.
Other 0%

Source: own edition (2013)
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do we expect from planning”. The right answer might be that
the benefit measurable throughout the implementation of
plans should be in accordance with the expectations of “stake-
holders”. Benefit in this sense equals the impact (outcome) on
stakeholders — also being set amongst the preliminary objec-

tives.

The weakest points
of the planning system according to the results
of the empirical research are:

The preparation of plans are basically motivated by
having to conform to various legal obligations, in-
stead of being triggered by self-interest and manage-
ment motivation. The compulsory nature of planning
is also reflected by the low number of the various plans
prepared, the lack of a strategic management and also
by the excessive application of the incremental budget
planning method which is regarded to be outdated.
The planning system fails to ensure transparent admin-
istration and balance between the public services to be
performed (expenditures) and resources of financing
(revenues).

An annually repeated budget planning activity is
dominant in the planning practice. As a natural conse-
quence, the operation, and finally the performance of
public services is determined by the past and not by the
future.

The incremental approach is dominant in case of the
planning of the budget.

An institution-oriented planning is preferred instead of
program planning.

The presence of “ungovernable” or “uncontrollable”
expenditures is inevitable, the only question is their
proportion to the whole of expenditures. [Sisa—Szabo,
2013]

Comprehensive suggestions on innovation regarding
the planning system:

The strengthening of a strategic approach and strate-
gic management, besides transforming strategic plan-
ning and analysing methods to be adaptable for local
governments. Within this frame, the strengthening of
the strategic role of the economic program. A Bal-
anced Scorecard prepared for each program is the best
method to support the completion of objectives set in
strategic plans, and thus strategic management activi-
ties. Besides the application of BSC, we recommend
the continuous implementation of complementary
methods such as the SWOT, EFQM and Benchmark
methods. With the help of these methods, it is possible
to operate a complex strategic planning-analytic-deci-
sion supporting system within the frame of strategic
controlling.

The renewal of the budget planning technique, its dif-
ferentiated application for each task and shifting to-
wards objective and performance based budget plan-
ning. Task financing requires planning on a task level,
the management of tasks by the cost bearer and the
gathering of expenditures — and if possible, of reve-
nues — by tasks.

Linking strategic plans with the annual budget, the
establishment of a measurable causal relation system.
The imprints of the strategy are reflected by the prefer-
ences of the expense side in annual budgets. The meas-
urability and traceability of the realization and com-
pletion of the causal relation and strategic objectives
(figures) in the annual budget is supported by the com-
plex strategic — tactical and budgetary planning system
established within a program structure. Program struc-
tures improve the transparency of plans and support
the system of task financing as well, since a particular
program actually implies a task to be performed.”

The establishment of an integrated tracking system
of indicators for measuring the completion of plans.
When elaborating these indicators, the peculiarities of
the operation and administration of governments must
be considered in order to create indicators that reflect
these appropriately and accurately. On one hand, these
might rely on the database received from the budgetary
accounting system, and also from the “new” financial
accounting information system (the complex account-
ing information system of the government in total).
The operation of the whole of the planning system
within the frame of a controlling system. It might be
successfully adapted to fit in the public sector as well,
conserving the basic functions and tools of controlling.
The establishment of a cooperative planning system
with the involvement of a wider range of stakehold-
ers (e.g.: local enterprises, other administration organi-
zations, non-governmental organizations, residents).
This basic expectation is also defined by the public
management philosophy also known as “Governance”.
Public hearings organized by local governments might
provide an excellent opportunity for this, which must
be well promoted in advance, in order to be able to
deliver all the necessary information to stakeholders in
due course.

Prospective research trends:

A further verification by empirical research of the pre-
sumption that local governments adopting strategic
planning enjoy comparative advantages on the long
term (compared to other municipalities with similar
circumstances, but operating without an actual strat-
egy) is also being advocated in the dissertation.

Involving local governments open-minded for further
development, a programing method based on strategic

8 Further details about the concept, structure and application benefits of the so-called program-based budget planning are described in the study of Bager [2006].
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planning could be tested experimentally, by means of
involving certain governmental functions, respectively.
— For further verification of the propositions formulated
in the study, the advantages of controlling should
be examined aiming to reveal specific municipal
features in a research project performed among
local governments already applying the method.
Subsequently, the publication of experimental results
gained in the research revealing the supportive role of
the controlling in planning, could provide useful and
instructive knowledge to experts concerned.

Summary

The study aims to reveal the main conclusions of the
empirical study performed among local governments in Hun-
gary, regarding their planning practices with a comprehensive
approach. The primary research was conducted in the first
quarter of 2013, in the framework of which the interviewed
municipalities were requested to fill out the relevant fields of
a questionnaire on a voluntary basis. The primary purpose of
the survey was to determine if any formalized strategic and
operative planning methods are actually being implemented in
the actual planning procedure of the given municipality. Based
on the results of the survey and our empirical data gathered in
course of the process, the study endeavors to analyze modern
planning methods and identify the areas requiring substantial
reform.
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