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One of the major problems in the fiscal policy in
Ukraine is the existing system of budget equalization and inter-
budgetary relations. Insufficient levels of local budgets’ independence
coupled with the lack of interest of local authorities in improving the
financial and economic activity of the region lead to an extremely
insufficient use of Ukraine’s financial potential.

Statistics show that the dependence of local budgets from
inter-budgetary transfers grows over time — as of the beginning of
the year 2011 the share of transfers in the local budgets’ revenues
was almost 50% (with 20-30% in the early 2000-ies) [1].

The existing formula approach creates the basis for inef-
ficient usage of the regions’ financial potential that eventually
leads to the unsatisfactory use of the financial potential in the
whole country.

The research of inter-budgetary relations in Ukraine is conducted
by such researchers as V.Oparin, M.Karlin, YHanushchak, O.Kaun,
Y.Pasechnik, G.Starostenko, |.Sazonets’, V.Shvets’, |.Volohova,
V.Fedosov, S.Frolov. Regarding the research of the financial potential
of territories and its assessment, it is necessary to mention the works
of the following scholars: G.Voznyak,
J.Golodova, K.lonenko, S.Kalambet,
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According to the Decree No. 1149 of the Cabinet
of Ministers of Ukraine, the formula for the allocation of
inter-budgetary transfers between the state and budget
budgets looks as follows:

T =a;(Vi— D), (1)

where T; is the amount of equalization subsidies from the state
budget, which are given to the budgets of the Autonomous Republic
of Crimea, the consolidated budgets of Kyiv and Sevastopol, the
budgets of towns of regional significance;

V,; —the design parameter of the amount of territories’ expenses;

D, - the estimated amount of revenues (revenue basket),
assigned to local budgets;

a; — the equalization coefficient of a territory [2].

The analysis of the formula shows that local authorities are not
only disinterested in increasing their revenues, but on the contrary,
try to reduce budget revenues, because in this case the amount
of budget transfers to them will increase. In order to increase the
volumes of inter-budgetary transfers, local authorities, in addition
to the inefficient use of the financial potential, under the existing
conditions will be inclined to hide the sources of possible new budget
revenues. This assumption is confirmed by the results of the Clear-
ing House of Ukraine. Almost 20% of
the budgetis used with violations. The

T.Stets’ko, I.Chunyts’ka, S.Shums’ka.

Despite the considerable efforts
of scientists to improve the system of
inter-budgetary equalization in Ukraine
the problem kept growing. Therefore,
it is necessary to find principally new
approaches to its solution. A promising
option, in our opinion, is to change the
basis for the calculation of the amounts
of inter-budgetary transfers. This study
is devoted to the substantiation of
the need for the use of the territo-
ries’ financial potential as a basis
to determine the amount of inter-
budgetary transfers.

on the assessment of financial potential. It offers changes to the formula
of inter-budgetary transfers’ calculation: instead of the indicator of the
local budgets’ revenues it proposes to use the financial potential of ter-
ritories multiplied by the efficiency coefficient of the financial potential’s
usage. This calculation makes it possible to give the real estimation of
both the volumes of local budgets’ revenues and the volume of budgetary
compensation they can lay a claim to.

06rpyrmosano npunyunosi 3acadu po3eumxy Mircoro0xcemnux
sidnocun na 6asi ouinku inarcosoeo nomenyiany. Pospooneno 3minu 0o
Dopmynu pospaxynry 06cseie Miscoro0xcemuux mpancdepmie: 3amicmo
NOKA3HUKA POIPAXYHKOBU 00¢s2 00X00i6, 3aKPInIeHUX 3 6i0n06I0HUMU
Micuesumu G100)cemamu — nponoHyEmsCs 6uKOpuUCMosyeamu 06cse
(inancosozo nomenyiany 6i0n0eioHoi mepumopii, nOMHONCeHUI HA
Koeqpiyienm epexmueHocmi uKOPUCMAnHs QiHanco8020 nomenyiay.
Taxuii po3paxynox dae 3mozy 0amu peanviy ouinky sk 00czie 00x00i6
Micues020 Gr00dicemy, max i 06c2i6 G100HcemHux Komnencayiil, Ha Ki
6il MOJCE npemendyeamu.

characteristic feature of the budget-
ary system of Ukraine is that most of
the violations occur not with budget
expenditures, but with the wrong ad-
ministration of revenues (about 21,5
billion Hryvnas of 270 billion Hryvnas of
the state budget revenuesin 2010). As
regards specific mechanisms of such
violations, the major violations dur-
ing the formation of budget revenues
are the reduction of the tax base and
weaknesses in the monitoring of the
resource base formation.

Ultimately, this leads to significant
regional differentiation in the local
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budget per capita revenues. With the average local budget per
capita revenues in Ukraine standing at 1748 Hryvnas, this figure for
the Volyn region was about 1000 Hryvnas, while in Kyiv it exceeded
5300 Hryvnas. Of course, itis not entirely correct to compare the Kyiv
and Volyn regions, because objectively they have different financial
potentials, although the differentiation is also typical for the regions,
which have similar potentials. In other words, failure to use aregion’s
own potential leads to a decrease in per capita income. Regions
can afford it, because their inefficiency will be compensated by the
state in the form of inter-budgetary transfers. At the same time the
analysis of local budgets’ expenditures shows that their volume is
distributed more evenly, that is to say, there is relatively equal access
to the state-guaranteed social benefits regardless of the region.

From the economic point of view, this situation is unaccept-
able. Regions have similar expenditures, but earn different revenue
amounts. The relative uniformity of expenses indicates that the dif-
ferentiation of Ukraine’s regions is largely an artificial phenomenon —
revenues should also be evenly distributed. Of course, there is a
number of objective reasons for that — industrial underdevelopment
in the western regions, high unemployment, different resource po-
tential, etc. However, speaking of the western regions, the reluctance
of local authorities to «earn» money, because they can get it «free» in
the form of transfers, is obvious. Although it is evident that with the
introduction of an adequate control over the financial flows of the
regions and the payment of corresponding taxes and duties — that
is, the withdrawal of funds from the shadows - the revenues of local
budgets could be considerably increased. In our opinion, this situation
is caused largely by the information asymmetry in relations between
the state and the regions. By using the absence of the central
government’s opportunities (or willingness) to adequately
assess the potential of a territory, regions artificially lower
the indicators of their own revenues and the resource base,
pursuing opportunistic behavior, which, however, is not only
not prohibited, but even stimulated by the existing legal and
regulatory framework (the above-mentioned formula for the
allocation of inter-budgetary transfers).

In this manner, the existing system of financial equalization is one
of the main factors that restrain the realization of the financial potential
of Ukraine’s territories. We do not reject the need in the mechanism of
financial equalization, at least at the present stage of Ukraine’s devel-
opment. The objectively existing differences in the socio-economic de-
velopment of different territories determine the use of inter-budgetary
equalization. However, its usage in the present form will negate much
of the efforts to increase the efficiency of the financial potential’s use.

The source of the above-mentioned problems is the lack of
information about the nominal state of the system, that s, the infor-
mation about the potential possibilities to generate a certain level
of resources. The absence of such information makes it possible
to manipulate the financial resources of territories, including their
inefficient use without any legal consequences.

Itis fundamentally wrong to determine the amount of inter-
budgetary transfers based on the gap between the current
revenues and budget expenditures of the region. According
to the system of inter-budgetary equalization, the regions’ revenue
generating potentials should be considered for the definition of
“donor regions” and “recipient regions”.

FINANCIAL POTENTIAL OF REGIONS AS A BASIS FOR
DETERMINING INTER-BUDGETARY TRANSFERS

If the financial potential is used as a basis for determining the
amount of inter-budgetary transfers this problem could be eliminated
as it would be more difficult to manipulate the financial potential in
the presence of adequate methods of its assessment.

Therefore, the ability of the central government to adequately
assess the regions’ financial potential is a necessary condition

Table 1. Calculation of financial potential’s components
Tabnmus 1. PospaxyHok cknapoBux GiHaHCOBOro NoTeHLiany

Components Calculation
n n
Financial i=1 i=1
potential | o, . - financial potential of local authoriies;
offocal | o, - financial potentialoflocal authorites n a certain region;
authorities | IME - local budget revenues of a certain region;
KM, - volume of loans borrowed by local authorities of a certain region;
LI, -volume of securities issued by local authorities of a certain region.
n n
DI =2 Pl er =3 (Acn + Kpen) o o,
Financial = =
potentia N, - financial potential of economic entities;
of economic N, - financial potential of local authorities of a certain region;
entities | Br ~ rEvenues of economic entities of a certain region;
Kp,;; - loans taken by economic entities of a certain region;
k., - adjustment factor for economic entities of a region, which takes into account the influence
of the shadow economy.
n n
@Hﬂ :ZQH% :Z(ﬂﬂi +Kpﬂi)'kﬂi
i=l1 i=1
Financial | o, - financial potentil of households;
potential of | o, - financialpotential of household n acertai region;
households L, - revenues of households of a certain region;
Kp,, - loans borrowed by households of a certain region;
km - adjustment factor for households of a region, which takes into account the influence of the
shadow economy.
n n
Q)HEZZ(D”&' :Z(ﬂsi +Kppi + K5i)
i=1 i=1
Financial | 1. financial potential of banks;
potential | orl_ - financial potential of banks of a certain region;
of banks 1, - deposits received by banks of a certain region;
Kp, - loans received by banks of a certain region (distributed according to the number of
branches);
K - capital of banks of a certain region (distributed according to the number of branches).
n
vestment | D[], = Z@H i
financial i=1
potential | orf - investment component of financial potential;
@, - investment component of financial potential of a certain region.
n n
@HE = Z(DHEI‘ :Z[(ET: +Ep)—Un—15)]
i=1 i=1
Export O, - export financial potential;
financial N, - export financial potential of a certain region;
potentil | E_—exportof goods of a certain region;
E, - export of services of a certain region;
I~ import of goods by a certain region;
I~ import of goods by a certain region.
n n
®H3ll =zq)ﬂ3ﬂi =Z(3BP1‘ +4b; + K, + LITI;)
i=1 i=1
State CDI'IM— state financial potential;
financial dJI'IaJJJ - state financial potential distributed to a certain region;
potentia 3BP. - the share of a certain region in the foreign currency reserves of the National Bank of
Ukraine;
{16, - the share of a certain region in the state budget revenues;
KI, - the share of a certain region in the loans borrowed by the state;
LNz - the share of a certain region in the securities issued by the state.

for successful budgetary equalization. This assessment makes it
possible to determine the gap between the future levels of aregion’s
revenues and the forecast levels of local expenditures. In the process
of horizontal equalization the assessment of the financial potential
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Table 2. Aggregate absolute value of the regions’ financial potential in 2010
Tabnmus 2. CymapHe abcontoTHe 3HaYyeHHs GiHaHCOBOro noTeHuiany Teputopiiiy 2010 poui
Value of indicators of financial potential, million Hryvnas
Region £ % - é) é % % - Cate-gory
Z g = 3 £ - z E
8 g g £ 5

Crimea 55828,9 42736,0 37746,9 50039 77642 47852 4279291 196658,0 9
Vinnitsa 32211 30706,4 13304,2 19288 1686,3 1484,0 30110,83 116441,7 12
Volyn 22480,1 18392,4 10894,1 1065,4 2730,6 -1072,9 18911,85 73401,7 28
Dnipropetrovsk 1061274 267460,3 61648,3 7048,9 59411,5 20108,0 61212,22 583016,6 3
Donetsk 131835,1 257758,9 86285,5 8611,3 16359,2 80666,2 81483,12 662999,3 2
Zhytomir 289411 19308,3 123759 1637,9 1958,5 -296,0 23456,02 87381,7 17
Zakarpatska 25061,7 13093,1 11958,5 11408 28774 -1448,2 22708,08 75391,4 21
Zaporizhzhya 51366,3 84078,6 21669,9 32618 7458,7 151173 33049,67 216002,3 7
Ivano-Frankivsk 30568,5 21404,8 18320,3 1466,4 4305,9 -703,1 25187,22 100550, 1 14
Kyiv 259305,6 565502,8 215787,1 18071,0 186186,6 -154956,1 82216,47 1721136 1
Kirovograd 22109,7 18730,1 121359 1250,1 519,8 1265,7 18567,07 74578 4 22
Lugansk 55629,9 840143 32975,0 3383,0 5005,8 182971 42169,03 2414742 6
Lviv 62823,8 50021,2 442195 3378,1 10108,4 -8044,3 46510,71 209017,4 8
Mykolayiv 30270,1 324369 19671,6 1686, 14379 6970,6 21699,28 114172,8 13
Odessa 72388,7 78604,1 453879 44239 8926,8 -6934,9 4361747 2464138 5
MonTascbka 381338 71940,1 26976,9 25914 42178 8507,0 27356,23 1797231 10
Rivno 24976,5 20359,8 12289,1 1320,2 2415,6 08 21007,90 82369,8 19
Sumy 26896,7 228109 176278 15217 2837,8 20299 21385,51 95116,3 15
Ternopil 21751,0 122715 10622,8 9719 516,6 -607,9 19864,10 65396,1 24
Kharkiv 795438 82938,3 35907,7 44261 21469,0 -4132,1 50514,90 210667,7 4
Kherson 244434 20558,7 12844,1 1249,0 1609,3 1822,8 19946,19 824735 18
Khmelnitsky 30540,5 20299,6 143711 1524,7 1456,2 -1303,8 24335,30 912236 16
Cherkassy 28835,2 383249 20755,7 1754,0 22175 2264,8 23627,50 117839,7 11
Chernivtsi 18612,3 8594.4 94264 9445 4944 -23,0 16498,39 545473 25
Chernigiv 24862,2 19936,0 13807,5 1286,0 7531 -552,3 2024354 80335,9 20

of towns and districts helps the government determine the areas
for the redistribution of state resources between local budgets. As
aresult, taxation possibilities of relatively prosperous regions could
be used for solidarity transfers to less prosperous regions.

We have developed methodological approaches to the assess-
ment of financial potential. On this basis we have also calculated
financial potentials of some regions in particular and of Ukraine in
general. Table 1 gives the formula, which is used to calculate the
components of a region’s financial potential.

For the final calculation of the financial potential of a region the
following formula is used.

Q] =)0, =Y (@I + Ol + DI + Ol + DIl + Ol 3+ Ol 1) | (2)
i=1 i=1

where ®I1is an aggregate financial potential;

where ®I1is an aggregate financial potential of a region.

We have calculated the financial potential according to each
of the analyzed components as well as the aggregate value of the
financial potential (table 2).

Based on the knowledge of the financial potential volumes we pro-
pose the following approach to assessing the potential revenue base

oflocal budgets. The essence is in finding the ratio of financial poten-
tial volumes of a region to local budget revenues (excluding transfers),
which is the coefficient of the efficient use of a region’s financial po-
tential. After that we determine the reference value of this ratio (a level
of local budget revenue generated from a unit of financial potential,
which is essentially accessible in Ukraine’s conditions) and calculate
the projected indicators of the local budget’s revenues generation.

As areference point we use the average coefficient of the efficient
use of financial potential for the group of regions that showed the
best results. As a result of calculations, the following group of the
best regions was identified: Zhytomir region — 1,75%, Chernivtsi
region — 1,73%, Kirovograd region — 1,68%, Odessa and Khmelnitsky
regions — 1,67%. As abenchmark for the level of local budget revenues
generated from a unit of financial potential we use the value of coef-
ficient of financial potential’s efficiency use, which amounts to 1,7%.

THE USE OF FINANCIAL POTENTIAL AS A BASIS FOR
DETERMINING INTER-BUFGETARY TRANSFERS
We have calculated the revenues of regional budgets without
transfers, which they could obtain by using the available financial
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Table 3. Comparison of local budget deficits according
to the methodology based on the financial potential
(the coefficient of financial potential’s efficiency use is 1,7%).
Tabnuugs 3. MopiBHaHHS AediumTie MicLeBux OI0AXXETIB 32 HASBHUM
MeTOA0M Ta PO3po6IeHOI0 MeTofoNoriEl0 Ha 6a3i piHaHCOBOrO
noteHuiany (koediuieHT epeKTMBHOCTI BUKOPUCTAHHS PiHAHCOBOrO
noteHujiany popieHioe 1,7%)

Table 4. The calculation of local budget revenues and subsidy
volumes if the level of the shadow economy is 25% and the
efficiency of the financial potential’s use is on the same level with
countries, which have a similar socio-economic development
Tabnuusa 4. PospaxyHoK foxoAiB MicLeBux OlogxeTis Ta 06¢sris go-
Tauii 3a yMOBM PiBHS TiIHbOBOT €KOHOMiKM 25% Ta BOCATHEHHS edek-
TUBHOCTi BUKOPUCTaHHS (HiHAHCOBOro NOTEHLiaNy Ha PiBHi KpaiH 3i
CXOXMM CcOLjiaNibHO-€KOHOMIYHUM PO3BUTKOM

Local budget
- revenues
Deficit (vithout Deficit volume Local budget revenues | Deficitvolume | Volume of
Expenses Local budgets volumes inter-budgetary | onthe bass (without inter-budgetary | onthebasisof | subsidies
. adjusted to fevenues | according fo transfers, of financial Ne Region Financial potential | transfers, calculatedon | financial potential | on the basis
Nel  Region | ountof (wtl)th(;)ut;nter- the eX'St'f‘t?] caloulatedon | potental vith thebasis o the financal | (it regerdor | offiancial
subsidies udgetary | norms (wi the basis of fegard for potential (K=1,7%) subsidies) potential
transfers) regard for the financial bsidi
subsidies) 5 manpla Subslt |es) Autonomous
F;O‘f';tl/a' 1| Republc 4142932803 70429858 5095050 | -335569
(K=1.7%) of Crimea
1 i 75524 411 -2548374 411 -2548374
Crinea %2408 | SUAVIES | 2548370 | S004TI6E | 25485740 2| Vimitsa 245306 992,8 41702189 51421 | 54143
2| Viitsa | 42274610 | 19303728 | -22970883 | 19795089 | -2247952,1
3| Voyn | 26798824 | 10574137 | 18224687 | 12478289 | 16320835 | | ° Volyn 154632876,7 26287589 BB | 22409
4 | Dnipropetrovsk | 88684439 | 70489456 | -1819498,3 | 99112822 | 10428383 4 | Dnipropetrovsk | 1228221796,0 20879770,5 120113266 0
5| Donetsk | 110961146 | 86115454 | -2484569,2 | 11270988,1 | 1748735 5 Donetsk 1396 719065,6 237442241 126481095 0
6 | Zhytomir 34855477 15302385 | -1955309,2 | 1530238,5 -1955309,2 6 Thytomi 1836573097 31255758 3599719 311954
7| Zakarpatska | 33548556 | 11408165 | -22140392 | 12816538 | -20732018
8 | zaporzhchya | 49709419 | 32617786 | 17091633 | 36720391 | -12989028 7| lokaaiska | 1988243601 27000175 BasaT | -oe
- Zaporizhzh 455044745, 7735760,7 2764818,
g Fr'msk IGTIO00 | 14663667 | 24114003 | 17093517 | 2teesopg | | 0| O | HS0MTISS 160 o ’
: 9 | Iano-Frankivsk | 2118254076 36010319 2768281 | -231047
0] Ky 151485582 | 180759960 | 29274379 | 199259312 | 47773730
11| Krovograd | 26506283 | 12500794 | -14005489 | 12678328 | -13827965 | | " K 2469630135 19714712 28289131 0
12| Llugansk | 54320748 | 33524346 | -20796402 | 41050614 | -13270134 11| Kirovograd 157 111824,1 2670901,0 202727 0
13 Lviv 6658 035,0 33780905 | -32799445 3553295,8 -3104739,2 19 Lugansk 508 6412278 8646900,9 3214826,1 0
14| Mykolayiv | 31276607 | 16865015 | -14411591 | 19409376 | -1186723,1 " n preey—, By prapmp )
15|  Odessa 63542514 | 41238174 | -22304341 | 41890346 | -21652168 .
16] Potaa | 41252898 | 25913718 | 15339181 | 3052927 | -1oeoser,y | | *|  MWhdaw | 240541105 40889099 %1242 0
17 Rwno 32046779 | 13202275 | -19044504 | 14002866 | -18243913 15 Odessa 5191117096 8824899,1 24706476 0
18 Sumy 2994708, 15217147 | -1466994,1 | 16169771 -1377731,8 16 Poltava 378616610, 6436482,4 2311192,6 0
19] Temopll | 28003330 | 9780682 | -18222648 | 11117337 | -16885993 7 - 135257465 290577 a2 | 2509
20| Knarkiv 69689422 | 44263755 | -25425667 | 46013509 | -23675913
21| Kherson | 28558681 | 12490028 | -16068853 | 14020495 | -14538386 18 Sumy 203782837 34064300 A 0
22| Knmelnitsky | 36252963 | 15247636 | -21005327 | 15508012 | -20744951 19 Ternopil 137768 005,3 2342036,1 4582169 | -423087
23| Cherkassy | 35677541 | 17490001 | -18187541 | 20032749 | -1564479.2 2 Knarkiv 570207 1645 9693521,8 27245796 0
2| Chemivisi | 24997706 | 9447676 | -15550030 | 9447676 | -1555003,0 o’ Kherson (737442459 29536502 977641 0
25|  Chemigiv 2899693, 1 12859639 | -16137292 | 1365710,3 -1533982,8
22| Khmelnitsky 1921777499 3267021,7 3582745 | -327017
Total 1252471603 | 805157695 | -447313908 | 916413459 | -336058144
potential more efficiently, and compared the local budget deficits by | 2| Cherkassy A8 U3 952 sa0221 6524719 0
using the methodology on the basis of financial potential (table 3) Pl Chernivtsi 114913678,5 19535325 -546238,1 -477581
in order.t(.) determ.ln.e the base that will be used in the calculation % Cremigi 1692410356 28770075 20555 19611
of equalizing subsidies.
As we see, the majority of regions use their financial potential in Total 111425298772 | 189422999,4 64175839,1 | -3251579

extremely inefficient ways. The difference in revenues calculated on
the basis of the level of the used financial potential and those, which
in fact have been received by the local budgets, on average, amounts
to about 500 million Hryvnas. The biggest outsiders in this regard
are the Dnipropetrovsk region, where the difference exceeded 2,8
billion Hryvnas and the Donetsk region, where this difference was 2,6
billion Hryvnas. As a result of inefficient use of the existing financial
potential, local budgets in Ukraine received over 10 billion dollars
less. The main problem is that these funds were reimbursed by the
state budget in the form of subsidy equalization. In other words, the
state not only failed to introduce sanctions and mechanisms against
disastrous results, but also encouraged them.

It should be noted that the selected group of the best regions
(Zhytomir, Chernivtsi, Kirovograd, Odessa and Khmelnitsky) is
usually fairly conditional, because they are characterized by such
systemic weaknesses as the lack of interest in the effective use of
funds and very low levels of financial potential’s use. Therefore,
the coefficient’s value of 1,7% is fairly conditional and in reality is
much higher. However, from the perspective of a gradual increase
in the level of financial potential and changes in the system of
inter-budgetary equalization as well as for the demonstration of the
economic impact of innovations offered in the paper, we consider it
expedient to use this coefficient.
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Comparing the budget deficits data adjusted to the volumes of
subsidies calculated in accordance with the existing regulation and
the methodology, which takes into account the financial potential,
we can conclude that the data of this methodology in many respects
has artificial and conditional character. Calculations based on the
financial potential indicate that Ukraine needs not one donor region
(Kiev region, Kyivin fact), but three regions — Kyiv, Donetsk and Dni-
propetrovsk. There is a systematic disparity between the regions’
capabilities and their realization — almost all regions declare
larger deficits than they could actually have due to the existing
formula of inter-budgetary equalization, which does not stimulate
the growth of local budgets revenues. The total amount of deficit
(with the favorable coefficient of financial potential’s efficiency of
1,7%) appears to be 25% lower than the one that was declared by
local budgets and which, accordingly, was compensated through
equalization subsidies.

We can make the conclusion about the necessity of making
changes in the formula for the calculation of equalization
subsidy volumes based on the data of the financial potential
of certain regions, which would be focused on the efficient use
of financial potential.

We propose to make changes in the formula for the calculation
of inter-budgetary transfer volumes (formula 3). Instead of the
indicator D, —the amount of revenues (revenue basket) of local
budgets — we propose to use the financial potential’s volume of a
region multiplied by the coefficient of efficiency of financial potential’s
use. Therefore, the basic formula for the calculation of volumes of
equalization subsidies will look as follows:

T, =a,(V; —@II; x K.p) » (3)

where T; is the amount of equalization subsidies from the state
budget, which are given to the budgets of the Autonomous Republic
of Crimea, the consolidated budgets of Kyiv and Sevastopol, the
budgets of towns of regional significance;

V,; —the design parameter of the amount of territories’ expenses;
K .;» —the coefficient of efficiency of financial potential’s use;
@JI; - the financial potential of a region;

a; - the equalization coefficient of a territory.

The calculation of equalization subsidy volumes on the basis of
the regions’ financial potential will make it possible to assess both
the volume of local budget revenues and the amounts of compensa-
tion they can lay a claim to. The use of the coefficient of efficiency
of financial potential’s use, calculated on the basis of the current
values for Ukrainian regions as a benchmark indicates the inefficient
and unpractical use of the available financial resources.

Atthe same time, the use of the coefficient of efficiency of financial
potential’s use calculated on the basis of actual revenues and the
available financial potential as a benchmark gives a conditional and
very limited understanding of the efficiency and potential revenues
of local budgets. As we noted earlier, the existing financial potential
of Ukraine is only a small fraction of what Ukraine actually owns.
Our study shows that Ukraine uses only a small part of its existing
financial potential.

In order to assess the development prospects of the system of
inter-budgetary relations in Ukraine if the proposed modifications are
included in the formula for determining the volumes of equalization
subsidies, we have calculated the volumes of local budget revenues
as well as the volumes of local budget deficits and the amounts of
equalization subsidies (table 4) provided that the level of the shadow
economy is reduced to 25% (this figure is similar in countries, which
are close to Ukraine in terms of development, geography and men-
tality) and the efficient use of financial potential on the level with
countries having a similar socio-economic development (we have

calculated the lag coefficient of Ukraine in comparison with similar
countries, which stands at 1,58, that is, Ukraine needs to generate
1,58 times more financial resources than today).

As shown by the data of Table 4, adequate financial policies
aimed at realization of Ukraine’s financial potential and in-
creasing its efficient use (on condition that our methods for
the calculation of the amounts of inter-budgetary transfers
are used) would radically change the system of the state
budget equalization.

In general, Ukrainian regions will no longer be subsidized. If today
Ukraine has only one donor-region (Kyiv region), then in the future
there should be 14 of them — the majority. The volumes of the state
aid to the regions will be much smaller than the funds that it will be
receiving from local budgets (the resources from the Lugansk region
alone will be sufficient to cover all budget deficits of the regions,
which have to be subsidized). The only regions to be subsidized
will be the least industrially developed parts in the West of Ukraine
(Vinnytsia, Volyn, Zakarpatska, Chernivtsi, etc.).

CONCLUSIONS

The proposed methodology will not only make it possible to save
the state budget, but will also raise its revenues by increasing the
number of donor regions. On the whole, if the financial potential is
used as an objective basis for assessing the budget revenues, the
increase in the efficiency of its use and effective measures against
the shadow economy will fundamentally change the system of inter-
budgetary equalization. It will not be the state helping the regions,
but the regions will be the donors of financial resources. The only
regions to be subsidized will be the least industrially developed
parts in the West of Ukraine, but the volumes of aid to them will be
considerably reduced and will no longer be a burden for the state.

BUCHOBKM

MigcymoByio4m BULLEEBMKIAAEHE, BIOMITUMO, LLLO 3aMPONOHOBaHa
METOLO0SO0ris HE NnLE A03BONNTL 3€KOHOMUTM KOLLTU AEPXKaBHOMO
GIO[DKETY, ane i NigBULLMTL AOro AOXIOHY YACTMHY 32 paxyHOK 30ib-
LLIEHHSI KiNIbKOCTi perioHiB-40HOPIB. Y LiNOMy, 32 YMOBU BUKOPUCTAHHS
dpiHaHCOBOro noTeHujany B AKOCTi 06’eKTUBHOT 6a3u Ans OLiHKN
HaX0OKEHb BIOAXKETY, 32 PaxyHOK MiABULLEHHS PEKTUBHOCTI 10r0
BMKOPUWCTAHHS Ta BXUTTS OiEBMX 3axodiB no 60poTbbi 3 TIHLOBOIO
€KOHOMIKOI0 crucTema MixO0I04)KeTHOr0 BUPIBHIOBaHHS! 3MiHUTLCS
[OKOPIHHO. | BXe He fiepyxara Oyie aonomMaraTtit perioHam, a perioHn
OyoyTb BUCTYNATK B POJi AOHOPY PiHAHCOBUX PECYPCIB. Y AKOCTI
[OTaUiNnHUX 3an1LwaTbCs MLe HanMeHL NMPOMUCIOBO PO3BUHEHI
perioHu (3axigHa YkpaiHa), ane o6caru 4onoMory HUM 3HU3ATLCS
B pa3wu Ta nepecTaHyTb OyTK Tarapem Ans Aepxasu.
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