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At present, the issue of reforming the financial
system to meet current requirements, further
redistribution of local revenue and capacities for
the benefit of local government and changes in
the structure of intergovernmental transfers is
being discussed at all tiers of government, in a
scientific environment and in public sector. This
article explores the fiscal decentralization in terms
of revenue distribution in Ukraine, reviews its
2014-2019 course, and explores the conditions,
problems, and prospects on the advancement
of the revenue assignments for local budgets in
the process of fiscal decentralization. Based on
the theoretical discussion, coverage of content
on the decentralization trend in Ukraine, working
between theoretical approaches and literature
analyses on decentralization of revenues specif-
ically, we offer suggestions about the implication
of practices on distribution of powers to local gov-
ernments and conclude with recommendations
for further research. In addition, in our opinion,
today in Ukraine the institution of local self-gov-
ernment is not considered as politically indepen-
dent, sufficiently from the decisions of the state
government. Local government still lacks com-
mon mechanisms and experience to stimulate
the local self-government to independently col-
lect taxes and establish their basic level, launch
fiscal decentralization, assign revenues, and
increase own tax potential to ensure a decent
quality of life within the subordinate territories.
Changes to the budget and tax legislation, which
came into force in 2015, have encouraged local
authorities to expand their own revenue base,
but the increase in the degree of fiscal decentral-
ization of local budgets in recent years has been
slow enough. The degree of fiscal decentraliza-
tion in Ukraine remains low prevails centralized
balancing of inter-budgetary relations.

Key words: fiscal decentralization, revenue
decentralization, revenue distribution, local gov-
ernment.

Cb0200HI numaHHsi peghopMyBsaHHs ¢hiHaHCo-
B8O cucmemu 3a0/151 3a00B0/IEHHST BUMOR2 Yacy,

o0a/1bWo20 Nepeposnodiny Micyesux 0oxoois i
romyxHocmeli Ha KOpUCMb Op2aHi8 Micyeso20
camoBpsidysaHHs ma 3MIHU CMPYKmMypu Mix-
6H00KemHUX mpaHcghepmis  062080PHOEMBCS
Ha BCIX pisHsIX 8/1a0U, B HayKOBOMY cepedosuli
ma 8 2pomMadCcbKoMy cekmopi YkpaiHu.

Asmop cmammi, OXOM/IKYU  MeopemuyHi
nioxodu, aHasiiz simepamypu, OOC/IOXYE
nepebie  ¢hiHaHcoBOI  OeyeHmpanizayii 8
acniekmi po3rnodiny doxodig y 20142019 pokax.
Y cmammi po3anisHymo cyyqacHull cmaH, npo-
6/71eMHI MUMaHHsT ma repcrnekmusU Po38UMKY
MpeHOy PO3MEXyBaHHsI OOXOOHOI  YacmuHU
micyesux 6roOxemig y npoyeci ¢hiHaHCOBOI
OdeyeHmpanizayii 8 Ykpaidi. BucsimaeHo 3vicm
i meHOeHUyjii, po32/1siHymO OCHOBHI MOKa3HUKU
OdeyeHmpanizayii 0oxodiB i 3arnporoHoBaHo
PpexoMeHoayji ujooo MooasIbWUX 3MiH.

Kpim mozo, Ha Hawwy dyMKy, Cb0200Hi 8 YkpaiHi
iHcmumym  micyeso20 camoBpsiOyBaHHA He
po32asi0aembcsi K OIMUYHO aBMOHOMHUU,
camodocmamnill, He3anexHul 8i0 pilueHb
yeHmpa/ibHoi Bnadu. Y Micyeso2o camMospsi-
OyBaHHsi 00Ci HeMae 3a2a/lbHUX MexaHi3Mis
i peasibHo20 0ocsidy camocmiliHo obupamu
HanexHi cmasku Micyesux rnooamkig i scma-
Hog/mosamu ixHili 6asosuli piseHb, MposooumuU
eghekmusHy  biHaHCcOBy — OeyeHmpanizayito,
npusHadumu 0oxoou ma 36isbWysamu snac-
Huli nodamkosull rmomexyjasn 071 3abesne-
UEHHS1 2i0HOI IKOCMI XUmmsi Ha NioNopsiokosa-
HUX Mepumopisix.

Omxe, 3MiHU, BHeCeHi 00 6H0XemHo20 ma
100amKoB020 3aKOHO0a8cmBa, sKi Haby/u YuH-
Hocmi y 2015 poyi, CroHyKasiu Micyesi opaaHu
gn1adu poswupumu gnacHy AoxioHy 6asy, ane
3pocmanHsi cmyrieHsi ghickasibHol deyeHmpari-
3ayii Micyesux 6rodxemis 8 0CMaHHi PoKu Bi06-
yBaembCcsi docume rosiibHO. CmyriHb ¢hicKasib-
HoOI' deyeHmpanizayii 8 YkpaiHi 3a/1uwaemscs
HU3bKUM, Nepesaxae yeHmpasizosaHe 36a/1aH-
CyBaHHS1 MDKOHOOKEMHUX BIOHOCUH.

KniouoBi cnoBa: chiHaHcosa deyeHmpasisa-
yisi, deyeHmpastisayis 0oxodis, PO3MEXYBaHHSI
doxodis, Micuyesi opaaHu 8/1aou.

Problem formulation. At present, fiscal
decentralization of local budgets in Ukraine involves
overcoming the dependence of local communities on
the state government, financial weakness and high
subsidy, degradation of rural territories, as well as a
low level of investment attractiveness. It is necessary
to clearly distinguish between the local government
own sources of revenue and borrowed sources with
appropriate methods of their calculation.

Moreover, the local authorities
educational, health, science and

finance
culture

programs, which all correlate per person residing
in a particular territory or an enterprise located
in it has financial obligations in accordance with
financial conditions. These costs are enormous,
therefore, they must be evenly distributed to all
residents and businesses on the area, taking into
account own tax potential.

These challenges are predetermined by
limited functional powers performed by the local
government, the scope of responsibility and
sources of financial resources, and due to the




NMYBJIYHE YMPAB/IIHHA | AAMIHICTPYBAHHS B YKPAIHI

lack of interest of the authorities of the central
government in limiting own powers and reducing
the sources of financial resources.

Analysis of recent research and
publications. Today, the problem of developing
an effective budget mechanism that defines new
principles for the formation of local budgets, a
clear delineation of the powers of all governmental
levels, and hence the expenditures of all tiers of
budgets and, mostimportantly, revenues between
different brunches of the budget system, that is
especially acute. Fiscal decentralization trend,
as a rule, includes the redistribution of budget
functions between levels of government, as
well as changing the boundaries of the financial
competence of the local government and other
tiers of government; it enables local authorities to
take the initiative, to search for sources of local
needs better satisfaction.

Recently, the aspect of ongoing reform
causes the great number of disputes, attracting
special attention of scholars. Recently, scholars
examine the expenditure decentralization,
revenue decentralization, and institutional
decentralization [2; 20]. Researchers explore
the features of the development of fiscal
decentralization in different countries of the
world [8], assessment of the trends in the
advancement of decentralization of the budget
system [1]. Scholars also define the fiscal
decentralization and budget structure of the
country [2], the role of intergovernmental
relations in the system of government [19], the
realities of fiscal decentralization in Ukraine
[6; 15; 16], decentralization and financial support
of communities — hromada [3; 4]. The others
are examining the economics of measuring
fiscal decentralization [1; 20], the influence of
decentralization on dynamics of income of local
budgets [8; 13], revenue decentralization and
income distribution [5; 12].

Therefore, theissue of revenue decentralization
of local budget, main indicators of income
decentralization as a degree of independence
of local budgets in the process of fiscal
decentralization needs further investigation.

The purpose of the article is to clarify the
content, issues and practical recommendations
on the fiscal decentralization of local budget in
terms of revenues distribution in Ukraine.

Highlighting previously unresolved issues
of a common problem. Obvious that excessive
fiscal decentralization and, as a result, the
excessive desire of local authorities to maximize
theirbudgetrevenues canleadto negative effects.
Among them — an increase in the tax burden and
the destruction of a single economic space of the
country, since in most hromada the local deputies
are business representatives or closely related to
business circles — hence lobbying own business
interests. At the same time, it seems to us that
balanced fiscal decentralization has a positive
effect on a number of macroeconomic indicators.
First, it is synonymous with the economic
development of the territory.

Second, until now there is no commonly
accepted method for measuring revenue
decentralization in Ukraine, different approaches
lead to different results, especially for countries
in a transition economy. The most common
indicators for evaluating decentralization are
shown and calculated below, are as follows
(tab. 1).

Third, the analysis of the expenditure share
of local budgets indicates that budgets are
close in terms of cost composition, and possess
significant differences in the structure of revenues
[11].

The tendency in 2013, 2015, and 2018
shows the more than 52 % share of inter-
budgetary transfers and indicates the state
government centralizes the balances of the local

Table 1
Transfers and the indicators of revenue decentralization
. Year, %
Indicator

2013 2015 2018
the share of inter-budgetary transfers in the local budget revenues 52.4 59.1 53
the share of tax revenue in total local budget revenue 42,0 33,3 43.2
the share of local tax and fees in the local budget revenues 3,3 9,2 10,9
the share of local revenues in the consolidated budget revenues 50 45 48
the share of own revenues in the local budget revenues 47,6 40,9 46.8
the share of inter-budgetary transfers in the state budget from local 0.7 11 1.3
budgets ) ) :

Calculated by the author based on the annual budget reports by the State Treasury Service of Ukraine [17; 1].
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budget revenues. The share of inter-budgetary
transfers in the state budget from local budgets
increased from 06 pp. from 2013 to 2018, i.e.,
the withdrawal of funds from local budgets to the
state is increasing. The above calculations show
that yet no significant changes in the direction
of strengthening fiscal decentralization have
occurred. In particular, local budget revenues
in the consolidated budget (a key indicator of
decentralization according to some scholars)
continue to be insufficient in 2018 to support
intensive decentralization processes, it is 48 %,
and is lower than in 2013 - 50 %. In addition, the
degree of fiscal autonomy of local communities
in Ukraine is decreasing, and the structure of
local budget revenues does not contribute to the
innovation and investment development of local
communities [1]. Nevertheless, the competence
in the area of local revenue distribution is still
not clearly defined, which does not ensure self-
government at all tiers of government to manage
the local finance. Therefore, these days the
changes providing for fiscal decentralization and
assigning are reduced mainly to a revision of the
local revenue share and mostly per increase of
local taxes

Main statements. The distribution of powers
between budgets to a certain extent depends on
the state structure of the country. The state system
creates the construction of the budget system of
the country, determines the number of its levels.
The presence of two or more levels of the budget
system requires the dividing of budgets into state
and local [19].

In its content, fiscal decentralization is a
transfer of powers. Moreover, this is a legislatively
fixed strategy for the distribution of powers and
responsibilities of state, regional, local authorities
with a compromise differentiation on revenue
(revenue decentralization) and expenditures
(expenditure decentralization) between tiers of
the budget system based on political activity,
social ethics, inter-regional and interethnic
solidarity.

To continue, per all the national features the
priority of local self-government is the state-
guaranteed right of territorial units — hromada
to independently resolve general economic
issues of local importance based on the real
financial sources and in the framework of
adopted laws and general rules. In the context
of fiscal decentralization, legislative provisions,
and independent formation and usage of the
local budget, the direct selectivity of government
by the local citizens, and the regular reporting
of local government to the population of the
territorial unit determine the independence of
local governments. From now on, fiscal reform

has significantly increased the revenue share of
local budgets. However, at the same time, most
of the costs related to the everyday life routine of
local communities are now being financed from
the local budgets.

Local governments’ own revenues include
revenues of local budgets that are omitted in
determining the number of intergovernmental
transfers — tax and non-tax revenues, revenue
from capital transactions, as well as trust funds of
local governments. The value of own local budget
revenues in the last three years ranges from
44-48 % of total local budget revenues. In 2018,
local budget revenues came to UAH 563.4 billion,
of which UAH 263.5 billion were own revenues
and UAH 298.9 billion were shifted from the state
budget [17].

Own revenues of local budgets are shaped by
1) tax revenues; 2) non-tax revenues; 3) other
revenues: fixed capital, trust funds, and donations
from the EU and international organizations,
etc. Fixed-income local governments, which
also include tax and non-tax revenues, income
from capital transactions, which are omitted in
determining the number of intergovernmental
transfers.

In addition to own and assigned revenues,
regulatory revenues, which according to the
Budget Code of Ukraine are attributed to:
1. Equalization grants provided by the state
for horizontal alignment of taxation capacity
of local communities play an important role in
shaping the revenue share of local budgets.
2. Extra subsidies to offset lost revenues from
local budgets in connection with state-level
benefits. 3. Subventions that assigned as for
a specific purpose and according to a certain
algorithm determined by the authority that has
decided to grant a subvention to a specific
local community. These include, in particular,
investment and infrastructural, medical and
educational subsidies. All of the subsidies -
basic and additional subsidies together with a
subvention represent in the aggregate transfers
of the state budget to local budgets. In addition,
the World Bank attributes regulatory subsidies
to local budget revenues, which are funds
transferred from the local budget to the state
for horizontal alignment of the solvency of the
territories.

Furthermore, another source of local budget
revenue generation is borrowed financial
resources generated via the issuance of local
debt bonds and loans. Unlike inter-governmental
transfers, such resources are supplied to local
budgets in compliance with the basic principles
of lending — the purpose, timely tracking, security,
and return.
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Briefly, among other revenues of the hromada,
the legislation proposes targeted and voluntary
contributions  of  enterprises, institutions,
organizations and citizens to local environmental
funds; proceeds from other trust funds. Thus,
since 2015, a new budget model has been
introduced in Ukraine, aimed at ensuring fiscal
decentralization, namely increasing the number
of financial resources at the disposal of local
governments and forming financially viable local
communities [9; 10].

Conclusions and prospects for further
research. Changes to the budget and tax
legislation, which came into force in 2015, have
encouraged local authorities to expand their own
revenue base, but the increase in the degree of
fiscal decentralization of local budgets in recent
years has been slow enough. The degree of fiscal
decentralization in Ukraine remains low prevails
centralized balancing of inter-budgetary relations.

Thus, the study of fiscal decentralization has
produced the following results: 1. Optimize the
ratio of tax and non-tax revenues by increasing
the hromada own income: — expand the range
of services that may be provided by public
institutions in accordance with the law; — actively
lease state property; — strengthening control over
the imposing the state duty when concluding
donation and inheritance agreements; -
stimulate active business activity. 2. Increasing
tax revenues by simplifying and strengthening
the tax collection system, controlling tax rates,
controlling conflicts of interest, preventing
lobbying business motivation. To regularly carry
out public hearings on local taxes and fees, which
do not occur in most communities, although this
could be a tool for working with deputies and
business representatives to raise tax rates.

The results of the analysis made it possible
to outline the need for further research in the
direction of assessing GDP trends in terms of
fiscal decentralization in order to scientifically
substantiate the conceptual foundations for
improving its effectiveness.
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