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Problem Statement. Market transformations that
take place in Ukraine need new approaches to forming
of public policy of regional development and refor-
mation of local self-government. The modern institutes
of decentralizing management, as international experi-
ence testifies, provide the best implementation of func-
tions of the state and more effective grant of public be-
nefits and services. The vector of reforms in Ukraine in
this direction the processes of financial decentralization
became as the most effective form of organization of
management public money, that all-round from will tell
to both the new system of economic relations, built on
market principles, and processes of democratization of
all spheres of vital functions of society. The real finan-
cial possibilities of local authorities presently limit con-
siderably, in addition, local budgets do not have com-
plete independence, and it, in turn, brakes democratic
transformations to the country, that is why actuality is
acquired by the question of introduction of decentraliza-
tion is in Ukraine.

Analysis of the last researches and publications.
Many research workers work above the problems of lo-
cal budgets, in particular: A.E. Buryachenko, O.G. Pin,
0.D. Vasilik, I.S. Volokhova, V.G. Dem’yanishin, O.P.
Kirilenko, V.I. Kravchenko, S.E. Ostrovich. The ques-
tion of realization of policy of financial decentralization
is spare attention in labours of many domestic scientists,
such as, in particular, Ya.l. Arabchuk [1], M.O. Konina
[2], L.O. Lazutina [3], L.O. Lunina [4], Ch. Tiebout,
Kh.O. Paticka [5], N.O. Slobodyanyuk [2].

The purpose of the article is a leadthrough of ana-
lysis of modern problems of formation of local budgets
and systematization of suggestions in relation to the pro-
spects of financial decentralization in the context of ne-
cessity of reformation of the system of power in
Ukraine.

Presentation of the main research material. In
the modern terms of development of Ukraine actual is a
tendency to decentralization in state administration, as a
result implementation of certain row of plenary powers
is passed to local authorities. The value of financial de-
centralization consists in that it enables to balance the
mechanisms of grant of public services with necessities
and taste of local societies and habitants, promotes the
level of responsibility of local organs for implementa-

tion of the proper functions and degree of efficiency of
activity a state sector on the whole through introduction
of elements of competition.

Ideology of fiscal decentralization belongs to
American economist Ch. Tiebout, which found out an
empiric way “Spillover effect”, is an effect of even allo-
cation of resources as problems of redistribution of pos-
sibilities depending on tastes and profits of local socie-
ties [6, p. 94]. He suggests to decide this problem on the
basis of effect of redistribution of public benefits, in fact
possibility of every separate society partly depends on
the presence of public benefits in nearby societies. In
addition, a scientist selects the separate category of pub-
lic benefits — “National public goods” — national, that
such, as a defensive, primary education, which are dis-
tributed at national level of management [6, p. 95].

Application of theory of financial decentralization
in the conditions of reformation of the system of state
administration renders both positive influence and con-
tains certain threats. The absolute positive of financial
decentralization is the best providing of necessities of
local population by the organs of local self-government
at local level. At the same time, to pursue a policy of
decentralization, it is important to distribute a task bet-
ween the different levels of management, that it is
needed expressly to define, what tasks it is expedient to
fasten on permanent basis after the that or other level of
power. With differentiating of tasks a question almost
decides about the division of charges between the dif-
ferent levels of the budgetary system. Substantial
changes in the budgetary and tax legislation of Ukraine
already took place and entered in an action in 2015 year.
In accordance with modern a tendency in relation to de-
centralization of management of the state financial re-
sources in the structure of finances of local self-govern-
ment a major role belongs to the local budgets. In par-
ticular, from the state budget, paying is passed to the lo-
cal budgets for the grant of other administrative services
and state duty. Entering general fund is extended due to
transferrableness from the special fund of ecological
tax, united tax and tax, on the real estate, which before
were the sources of forming of budget of development.
Also changes touch fixing after the local budgets of sta-
ble sources, namely to the tax on the profits of physical
persons after new norms and income tax enterprises, put
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to the local budgets of collection, on the retail of excis-
able commodities after the rate of 5% cost of the realized
commodity, increase of percent of ecological tax. Made
alteration enabled local budgets to use a money on dif-
ferent aims, but not only on the charges of capital cha-
racter.

Currently the budgets of all levels receive transfers
from the state budget. According to the Law Ukraine
“On the State Budget of Ukraine for 2018, the basic
subsidy from the state budget will receive 740 local
budgets, including 18 regional budgets, budgets of 53
cities of regional importance, the district budget 361 and
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308 combined budgets of local communities. Reverse
subsidy to the state budget will transfer 169 local budg-
ets, including 6 oblast budgets of 66 regional im-
portance, 47 and 50 district budgets combined budgets
of local communities [12].

Under the new system, the amount of subsidies has
decreased, but the amount of subsidy in recent years has
increased significantly (fig.1). However, the growth of
subsidies may reduce the interest of local governments
to increase the volume of own revenues and finding al-
ternative sources of funding base of local budgets [13,
p- 28].
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Fig.1. The dynamics of intergovernmental transfers Ukraine, 2011-2016
[it is improved the authors on the basis of source 14]

As can be seen from fig.1, in the 2011-2014 grants
distinguished by large amounts. Over the next two years
of receipt of subsidies considerably reduced. This situa-
tion is caused by legislative changes (2014) and the in-
troduction of a new model of intergovernmental rela-
tions. The new system is characterized in that it has no
equalization, but instead there is a basic allowance,
educational and medical subsidies, subventions for
providing medical management of certain state pro-
grams and comprehensive measures program character.

Thus, the state transfers by providing fully assume
responsibility for financial institutions to ensure ongo-
ing costs of medical and educational areas belonging to
local authority budgets and occupy a large part of their
expenditure [14].

For the analysis of influence of local budgets on
socio-economic development of regions of Ukraine ne-
cessary them quantitative and high-quality descriptions.
About correlation of local budgets with macroeconomic
indexes, above all things, with a gross domestic product
(GDP), such information testify (table 1).

If to analyse the dynamics of specific gravity of lo-
cal budgets in GDP, in an analysable period there is a

tendency to the increase of part of local budgets. Yes, in
2014 specific gravity of charges of local budgets in GDP
was 14,3%, and in 2015 reduced on 0,3%, however in
2016 year the insignificant increase of part took place
on 0,5%, that it is related both to the increase of GDP on
20,4% and with the increase of charges of local budgets
on 25%. This increase is related to the changes in go-
vernment control of allocation of profits between the
different components of the budgetary system and testi-
fies to poslablennya of state influence on the process of
mobilization of money and distributing between the dif-
ferent levels of power.

However, without regard to a change in structural
reforms of the budgetary system, directed on the in-
crease of role of local self-government, there are prob-
lems which interfere with local budgets to provide the
high-quality level of socio-economic development of
administrative-territorial units:

— a maintainance of hard financial dependence of
regions is from a center;

— it is a presence of sharp lack of own profits of
local budgets;
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Table 1
Betweenness by the charges of local budgets and GDP
[it is improved the authors on the basis of source 8]
Rejection
Indicator 2014 year | 2015 year | 2016 year 2201154- ;ifv&f 2016.2015 ;ifv&f
0 % %
GDP 1566728,0/1979458,0| 2383182,0 |412730,0] 126,3 | 403724,0 | 1204
Charges of local budgets, millions
of Uah (taking into account inter-
budgetary transfertiv) 223 496,7 276 940,0 | 346241,6 | 53443,3| 1239 | 69301,6 | 125,0
Specific gravity of charges of local
budgets in GDP, % 14,3 14,0 14,5 -0,3 - 0,5 -

— it is opacity of redistribution of financial re-
sources between a center and regions;

— it is imperfection of the operating system of form-
ing of profitable and expense part of budget of develop-
ment;

— indifferent attitude is toward problem territories
which need additional financial providing.

In an order to convert local budgets into the effec-
tive instrument of socio-economic development of re-
gions it is necessary to perfect such factors of their form-
ing, distributing and use, as:

— it is an increase of financial independence of or-
gans of local self-government by fixing after them of ad-
ditional profitable sources;

— perfection of the system of grant and use of sub-
vention is on realization of the programs of socio-eco-
nomic development; it is diminishing of disproportions
of forming of resource base of local budgets;

— it is differentiating of plenary powers between the
state and local budgets on principles of balance of na-
tional and regional interests;

— it is program of development of regions develop-
ment on average period prospect;

— achievement of maximal balance between direc-
tions of local fiscal policy, which will provide both fi-
nancial stability subjects of management of this territory
and welfare of society, on the whole. It is also necessary
to concentrate the attention on problem territories which
need the special methods of management and additional
stimulation: it is a revision of status of problem territory
on the proper indexes by periodicity in 7—10 years;

— creation of state programs to overcome the de-
pression of certain regions;

— planning financial support for the implementa-
tion of such programs by the program-target method in
the relevant long-term budgets [9].

Implementation of the above measures will result
in balanced budget financing of socio-economic
measures of the territorial community in conditions of
financial decentralization.

Since 2015, local budgets have received such new
types of transfers as an educational subvention, a sub-

vention for the training of labor cadres and a medical
subvention.

Changes in tax and budget legislation have affected
the state of local budget revenues in Ukraine (excluding
official transfers), which decreased to 6.1% of GDP in
2015 compared to 6.5-7.2% in 2011-2014. Due to trans-
fers from the state budget to local government duties (at
the place of commission and issuance of documents)
and fees for providing certain types of administrative
services, non-tax revenues from local budgets increased
to 1.02% of GDP compared to 0.78% in 2014. Income
from intergovernmental transfers made up 14.87% of
GDP, roughly equivalent to the 2014 figure (14.79%),
but below the corresponding figures for 2012-2013,
when they exceeded 15% of GDP.

The share of tax revenues in total local budget re-
venues declined to 33.4% in 2015, compared with
37.7% in 2014 and 40.3% in 2011. This is due to a de-
crease in the inflow of personal income tax to local
budgets as a result of a 25% tax transfer to the state
budget. If in 2011-2014 the local budget revenues from
the PIT amounted to 4.0-4.4% of GDP, then in 2015
they decreased to 2.8% of GDP [9].

A tangible source of revenues to local budgets was
the excise tax on the sale of excisable goods by business
entities — about 8 billion UAH. (0.39% of GDP), or 7.8%
of tax revenues of local budgets. Transport tax and real
estate tax, other than land, provided less than 0.5% of
local budget revenues.

Consequently, changes in the formation of local
budgets and intergovernmental fiscal relations in 2015
were primarily a prerequisite for ensuring the function-
ing of the budget system of Ukraine in a special period,
rather than a step towards fiscal decentralization.

In 2016, the situation with the revenues of local
budgets showed a positive trend, which is confirmed by
the data of the table. 2.

Thus, during 9 months of 2016, the inflow of own
resources to the general fund of local budgets has grown
1.4 times, or by 34.2 billion UAH, as compared to the
same period last year and amounted to 103.9 billion
UAH . Income tax of natural persons reached UAH 55.5
billion, which is higher than last year's revenues by
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UAH 18.3 billion. (49%), land payments — 17.4 billion
UAH. (increased by UAH 6.7 billion, or by 62%), the
single tax — UAH 11.4 billion. (increased by UAH 4.0
billion, or by 54%). Actual excise tax receipts amount to
UAH 8.6 billion. (increased by UAH 3.0 billion, or by
55%), real estate tax — UAH 1.0 billion. During 9
months of 2016, local budgets received a basic grant of

UAH 3.6 bln from the state budget, an educational sub-
vention of UAH 32.5 bln, a medical subvention of UAH
32.0 billion, a subvention for the formation Infrastruc-
ture of the Joint Territorial Communities — 0.7 billion
UAH. From the local budgets the reverse grant (with-
drawal) in the amount of UAH 2.3 billion was redeemed
to the state budget.

Table 2
Dynamics of actual revenues of the general fund of local budgets of Ukraine
for the 9 months of 2015-2016, UAH million [compiled by the authors on the basis of source 10]
. 9 months of | 9 months of Change in the indi-
Indicator 2015 2016 cator in 2016 com-
pared to 2015 (+,-)
Income tax 37 226 55 542 + 18 316
Fee for land 10 742 17 435 + 6 693
Single tax 7 392 11 413 +4 021
Excise tax 5 561 8 594 +3 033
Other taxes and fees 8 778 10 879 +2 101
Basic grant 3 947 3 558 - 388
Medical subvention 33 254 32 040 -1214
Educational subvention 31 602 32 502 + 900
Subvention for infrastructure formation 0 667 + 667
Total revenues (billions UAH) 138,5 172,6 + 34,1

Thus, the decentralization of local budgets is
changing: the functions of local self-government bodies;
the process of distribution and redistribution of financial
resources between all parts of the budget system; divi-
sion of powers of the authorities; legislative framework
and promotes effective budget reforms.

It should be noted that the priority areas for man-
aging public finances should be their substantiated for-
mation, transparent distribution and redistribution and
effective use. This will help to efficiently manage
budget funds in the country. The urgent issues in
Ukraine today are financial provision of local budgets,
the formation of independent sources of budget reve-
nues and the reform of inter-budgetary relations. Cur-
rently, the country's intergovernmental financing has a
number of problems:

— budget decentralization involves a wider range of
powers for local authorities than it is now at the central
authorities of Ukraine;

—inconsistency between expenditures and their
sources and amounts of funding;

—the local authorities have no levers and incentives
to increase revenues to the budgets, nor have they the
right to independently, transparently, fully manage their
own resources;

— for a long time the system of intergovernmental
financing has developed unpredictably.

She did not have scientific and methodical ap-
proaches to their calculations, which influenced the
management of budgets in the direction of planning and
forecasting;

— the imperfect institutional and legal framework
of intergovernmental financing does not give impetus to
the development of regional infrastructure and does not
contribute to the provision of public goods.

Based on the foregoing, it is necessary, firstly, to
improve the legal and institutional framework of the
system of intergovernmental financing. Second, on a
scientific basis, develop a methodology for calculating
intergovernmental transfer payments. Thirdly, to amend
the laws "On Local Self-Government in Ukraine" and
"On Local State Administrations", which will clearly
define the powers of local authorities, the methodology
for determining the amount of funding, and also define
the concept of "communal property" and "communal
property".

Fourth, for each level of local authorities, define
the scope of liability and penalties. And control and re-
sponsibility are the grounds for decentralization. Conse-
quently, the reform of the country's inter-budgetary re-
lations should be aimed at decentralization of budgetary
resources in the budget organs of local self-government.
The final result of decentralization should be the crea-
tion of a new system of local budgets and intergovern-
mental fiscal relations, which should be based on insti-
tutional symmetry, which involves the combination and
interconnection of economic agents who use public
goods, pay taxes and those who make their own decision
on its provision (local authorities).

Conclusions. Based on the analysis, we can con-
clude that in Ukraine, which aspires to become demo-
cracy, there is dire need for further implementation of
the policy of fiscal decentralization, which is a form of

123

Exonomiunmii Bicauk Jlonbacy Ne 4(54), 2018



R. Byvshev, O. Voloshyna

decentralization. This is because it features the organi-
zation responsible fiscal decentralization more political,
administrative and economic conditions prevailing in
Ukraine.

Therefore, today the priority of the local authorities
is to ensure the comprehensive development of the re-
gion and the optimal allocation of financial resources di-
rected towards the real sector of the economy and ser-
vices, which in turn serves the organization of further
expansion and strengthening of the financial base of re-
gional authorities.
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busmes P. O., Bojomnna O. O. Cran Ta nep-
CIeKTHBH PO3BUTKY (hiHaHCOBOI JeneHTpai3anii B Yk-
paini

VY cTarTi MpOBEICHO aHANI3 Cy4acHUX IpobieM ¢op-
MYyBaHHS MIiCIIEBUX OIOJDKETIB Ta CUCTEMAaTH3aIlii MpoTo-
3UIA 100 MEPCTeKTHB (HiHAHCOBOI JELEeHTpalizamii B
KOHTEKCTI HEOOXiTHOCTI pepopMyBaHHS CHUCTEMH BTN B
VYkpaini. BuzHaueHo NpiopuUTETHI HAMPSIMH YIPaBIiHHS
nepkaBHUMH (DiHaHCAaMU: OOTpyHTOBaHe (QOpPMYyBaHHS,
TIPO30PHUI PO3MOIN 1 TIepEePO3NOAiNT Ta ePEeKTUBHE BHKO-
puctanus, mo Oynae CIpUsITH ¢QEKTUBHOMY YIPaBIiHHIO
OFOJKCTHUMH KOINTaMH B KpaiHi. JloBeleHO, 10 BIOCKO-
HaJICHHS TIPaBOBOi Ta IHCTHTYLIHHOI 0a3u CHCTEMH MiXk-
Oro/pxkeTHOrO (piHaHCYBaHHS Oyne CHPUSITH IIPOBEICHHIO
e(eKTUBHHX OIOJUKETHHX pedopM.

KirouoBi croBa: JeneHTpamizaiis, AepikaBHI ¢i-
HaHCH, MDKOIOKeTHEe (piHAHCYBaHHS, MICIEBI OIO/DKETH,
IOXOIHM MICLIEBUX OFOIKETIB.

boiemieB P. A., Bosomuna E. A. Cocrosinue u
NMepCneKTUBbI Pa3sBUTHA (MHAHCOBOI NeleHTpaIn3a-
MU B YKpanHe

B crathe mpoBeneH aHAIN3 COBPEMEHHBIX MpobIeM
(hopMHpOBaHHS MECTHBIX OIODKETOB W CHCTEMaTH3AI[UH
MIPEATIOKEHUH OTHOCHUTEIHHO TIEPCIEKTHB (HUHAHCOBOH
JIETIEHTPATN3allid B KOHTEKCTE HEOOXOAUMOCTH pedop-
MHpPOBaHHUA CHUCTEMBI BIacTH B YKpaune. OmpeneieHsl
MIPUOPUTETHBIC HATIPABIICHUS YIPABJICHUS TOCYIapCTBCH-
HBIMHU (prHAHCAMU: 000CHOBaHO (pOpMUpPOBaHKE, TPO3paY-
HOE pacrpeJiefieHne U IepepacipeiesieHne, a Takke 3¢-
(heKTUBHOE UCTIONBE30BaHKE, KOTOPOE OYAET OKa3bIBaTh CO-
neiictBue 3(GQGEKTUBHOMY YIPaBICHUIO OIOJKETHBIMU
CpelncTBaMu B cTpaHe. JJoka3aHO, YTO YCOBEPIICHCTBOBA-
HUE TIPaBOBOW M WHCTHUTYIHOHHOW 0a3bl CHCTEMBI MEX-
OroKeTHOTO (DPMHAHCHPOBAHUS OYIET OKa3bIBaTh COJNEH-
CTBHUE TIPOBENEHUIO YPPEKTUBHBIX OI0HKETHBIX pedopMm.

KitroueBrle ci1oBa: IeIeHTpaI3anus, ToCy1apCTBEH-
Hble (PMHAHCHI, MEXKOIOHKETHOE (PMHAHCHUPOBAHUE, MECT-
HbIE OFOKETHI, JOXOIbI MECTHBIX OFOIKETOB.

Byvshev R., Voloshina O. State and prospects of
development of financial decentralization in Ukraine

The article analyzes the current problems of the for-
mation of local budgets and systematizes proposals on the
prospects of financial decentralization in the context of the
need for reforming the power system in Ukraine. The pri-
ority directions of the management of public finances are
defined: substantiated formation, transparent distribution
and redistribution and effective use, which will promote ef-
fective management of budgetary funds in the country. It is
proved that the improvement of the legal and institutional
framework of the system of intergovernmental financing
will contribute to the implementation of effective budget
reforms.

Keywords: decentralization, public finances, inter-
governmental financing, local budgets, local budget reve-
nues.
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