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Advantages of decentralization processes and their implementation in modern transformational conditions of de-
velopment are justified. It is proposed to systematize the effects of fiscal decentralization, in particular the direct and
indirect effects and relevant socio-economic factors that influence the effectiveness of the implementation of fiscal
decentralization. Based on generalized methodological approaches to the assessment of fiscal decentralization, the
dynamics of fiscal decentralization parameters in Ukraine is analyzed, in particular: dynamics of the share of local
budget revenues in Ukraine, which tends to increase the share of transfers and, accordingly, the share of own reve-
nues; the share of local budget revenues in the structure of revenues and expenditures of the consolidated budget
of Ukraine (the coefficient of decentralization by revenues and expenditures) — marked different dynamics for the
analyzed period of time. As part of the study of prospects for fiscal decentralization as a factor in the development
of regions of Ukraine, modeling of indicative parameters of fiscal decentralization based on the construction of a
regression model in terms of 4 explanatory variables: own revenues per capita, distance from the regional center,
the level of subsidies maintenance of the management staff in the financial resources.

Key words: fiscal decentralization, effects of fiscal decentralization, local budgets, coefficients of decentraliza-
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B cmambe 060CcHOBaHbI npeumywecmsa 0eyeHmpanusayuu u ee uMnieMeHmayuu 8 COBPEMEHHbIX mpaHcgop-
MayYUOHHbIX yc/108uUsix pazsumus. [pedsioxeHo cucmemamu3ayuto aghghekmos huckasibHol deyeHmpasulayuu,
B YacmHocmu Bbi0esIeHbI MPSIMbIE U KOCBEHHbIE 3(hheKmMbl U COOMBEMCMBYWUE COYUaTbHO-9KOHOMUYECKUE
¢hakmopsbi, KOMOpPbIe 0Ka3bIBaKM B/IUSHUE HA Pe3y/IbMamuBHOCMb BHEOPEHUS ¢hucka/ibHOU deyeHmpasiusayuu.
Ha ocHosaHuUU 0606WEeHHbIX MEMOOUYECKUX MOOX0008 K OUEHKe ¢hucka/ibHOU deyeHmpasiuzayuu rnpoaHaaiusupo-
BaHa OUHaMmuka fapamempos ¢huckasibHoU deyeHmpaiuzayuu 8 YKpauHe, 8 YacmHocmu: OUHaMUKU yOe/lbHO20
Beca 00Xx0008 MeECMHbIX 6HOXemoB 8 YKpauHe, Komopbll uUMe/l meHOeHYu K pocmy 007U mpaHchepmos u,
€00MBEMCMBEHHO, MEHOEHYUI0 K CHUXEHUI YO0eslbHO20 Beca CO6CMBEHHbIX 00X0008; 00/1U 00X0008 MECMHbLIX
6t00)emos 8 cmpykmype 00x0008 U pacxo0os8 cB00H020 6o0xema YkpauHbl (KoaghchuyueHm deyeHmpaiusayuu
10 doxodam u Mo pacxodam) — OMMEYEHO pasHOHaNpPas/IeHHyH QUHaMUKY 3a paccmampusaembili mepuod BpeMEHU.
B pamkax uccredosaHus nepcriekmus passumusi (huckasibHoU deyeHmpasiudayuu Kak thakmopa passumusi peau-
OHOB YKpauHbl 0CyWecma/ieHo Mooe/iuposaHue UHOUKamUBHbIX napamempos hucka/ibHol deyeHmpasiusayuu Ha
OCHOBE NOCMPOEHUSsT Pe2PeCcCUOHHOU MOOe/U B paspese 4 06bACHSIOWUX NepPeMeHHbIX: CO6CMBEHHbIX 00X0008 Ha
00H020 Xume/isi, yoasieHHoCmu om 0671acmH020 YeHmpa pe2uoHa, yposeHb 0omayuoHHOCmMu 6100xemos, yoeslb-
HO20 Beca pacxo008 Ha cooepxaHue annapama yrnpas/ieHus.

Knrouesbie cnosa: huckasibHas deyeHnmpasnusayusi, achghekmsl huckasbHol deyeHmpaiusayuu, MeCmHbIe
6r00Xembl, KOaghghuyueHms! deyeHmpaauayuu, cobcmaeHHble 00X00bl, YpoBEHb d0MayUuOHHOCMU 6HOXemos,
UHOUKamusHble napamempsi huckasibHol deyeHmpaausayuu.

O6rpyHmMoBaHo cymHicmb (bicka/ibHOI deyeHmpasizayii 8 cydacHili meopii ma npakmuyi sik npoyec nepeoadi

BUOAMKOBUX MMOBHOBAXEHD | OXEPEs IX (hiHaHCyBaHHS Ha HUXYI PiBHI OepxasHo20 yrpas/iiHHSA, uo 3abesneyye dic-
Ka/lbHYy aBMOHOMII0 pe2ioHa/IbHOI' ma MicyeBsoi 8/1adu, @ makox nidBUWEHHS mpaHcnapeHmHocmi i nio3simHocmi
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npoyecy HadaHHS CycCrifibHUX 6/1a2. B x00i | aHanidy eghekmis hickasibHOI deyeHmpasidayii BUOKPEMIEHO MPSMI
ehekmu — eKOHOMIYHe 3pocCmaHHs ma yiHosa cmabi/fibHiICMb; pe2ioHa/lbHa EKOHOMIYHA KOHBEP2EHUST; IHCmuUmy-
yitiHul po3sUMOoK; ma HernpsiMi eqhbekmu — MOBI/IbHICMb Hace/IeHHs; cmpyKkmypa sudamkis; nooamkosi sumpamu,
npayesnawmysaHHs. Ha nidcmasi y3a2a/ibHeHUX MemoOUYHUX Mi0X00i8 00 OUiHKU hickasibHOI deyeHmpaiizayii
rpoaxasizosaHo OuHaMiky napamempis hickasibHOI deyeHmpasnisayii 8 YkpaiHi, 30kpema: ouHaMiku rnumomoi sa2u
doxodis micyesux b6rooxemis 8 YKpaiHi, Wo Mas meHOeHYio 00 3p0CmaHHsl Yacmku mpaHcghepmis, ma, 8iornosio-
HO, MEHOEHUi0 00 3HWXEHHS MUMOMOI Ba2u B1aCHUX 00X00i8; YacmKu 00X00i8 MiCUeBUX 6r00Xemis y cmpykmypi
00x00i8 | BuOamkis 38e0eH020 brodxemy Ykpaitu (koegiyieHm deyeHmpasnizayii 3a doxodamu ma 3a sudamxamu) —
BIO3HAYEHO PI3HOCTPSIMOBaHY OUHaMIKy 3a aHasizosaHul nepiod vYacy. B pamkax 00C/iOXeHHS nepcriekmus po3su-
MKy ¢hicka/ibHOI 0eyeHmpaizayii Sk YUHHUKA pO3BUMKY peeioHiB YKpaiHu 30ilicHEHO MOOE/IH0BaHHS iIHOUKamMUBHUX
napamempig hickasibHOI deyeHmpasnizayii Ha 0CHoB8i MO6Y00BU pez2peciliHOl MOOesi y Po3pi3i 4 MNOSICHIYUX 3MiH-
HUX: B/1aCHUX 00X00i8 Ha 00H020 MeWwKaHys, BiddasieHocmi B8i0 0671aCHO20 YEHMPY Pe2ioHy, piseHb domayitiHocmi
6r00xemis OTI, nTUMOMOI Ba2u BUOAMKIB Ha ympUMaHHS anapamy ynpas/iHHs y chiHaHcosux pecypcax OTI. 3a pe-
3ysibmamamu 00C/TIOKEHHST BCMaHOB/IEHO MPSIMY 3a/1EXXHICMb MiXX 0b6CcsicaMu KanimasibHUX sudamkis ma obcsizamu
B/1acHuUXx 0oxodiB 06’eGHaHUX mepumopiasbHUX 2poMad, ma 380POMHY 3a/IEXHICMb MK YUCE/IbHICMIO HACE/IEHHS
ma giddasieHicmio 8i0 06/1aCHO20 yeHmpa pe2ioHy. HadaHo 8i0nosioHi nponosuyii ujo0o BUPILIEHHS BUSIB/IEHUX M1i0
yac 00c/idxXeHHs Npob/iem ghicka/ibHOT deyeHmpasnizayii 8 Ykpairi, 30kpema: HeobxioHicmb hopMyBaHHSI MiCUEBUX
6100)emis 3a paxyHoK B/1aCHUX Oepes HA0X00XEeHb, MIOBUWEHHS PIBHSI iX camocmitiHocmi ma 6esdomayitiHocmi,
onmumisayisi MexaHiaMy 0epxxasHoi NiOMPUMKU PE2IOHIB, CMUMY/IH0BaHHS mepumopili 3 Memoro AUHaMIYHO20 eKO-

HOMI4HO20 PO3BUMKY.

Knrouosi cnosa: hickasibHa deyeHmpanizayisi, eqpekmu ghickasibHoi 0eyeHmpanizayii, micyesi 6ro0xemu, Koe-
¢hiyienmu deyeHmpasizayii, 8/1acHi 00x00u, piseHb domayitiHocmi 6ro0xemis, iIHOUKamMUBHI napamMempu chickasib-

Hoi deyeHmpastizaui.

Introduction. In the process of active implemen-
tation of the decentralization reform in Ukraine, the
overall level of responsibility of Ukrainian society is
increasing, which actively creates financially viable
amalgamated territorial communities, capable of
solving accumulated systemic socio-economic
problems, and directly participates in the processes
of territorial governance. Decentralization today
is an opportunity for communities to have the
authority and resources to meet the current needs
of the region. The updated system of financial
support of local budgets contributes to the growth of
motivation to increase their income part, however,
the current results of fiscal decentralization testify
to the insufficiency of formed additional resources
of local self-government bodies to finance self-
governing powers and powers delegated by the
state, as well as to increase regional efficiency.

Analysis of recentresearch and publications.
Among foreign scholars who have been studying
the issues of fiscal decentralization, itis worth noting
the works by R. Barro, R. Boadway, G. Brennan,
J. Buchanan, R. Masgrave, V. Oates, C. Tibu and
others. An important contribution to the formation
of the scientific paradigm of fiscal decentralization
in the context of the transformation of the entire
tax system and the problem of regional financial
efficiency has been made by such scientists as
V. Andrushchenko [1], T. Bogolib [2], Y. Ivanov [3],
A. Krysovatyi [4], |. Lukianenko [5], I. Lunina [6],
A. Mazaraki [7], V. Sidenko [8], V. Fedosov [9],
S. Yurii [10] and others. Taking into consideration
the basic research of scientists, it should be
noted that these problems have not been studied
yet, which, in turn, requires further research in
this field. The development of democracy and
the decentralization of the public sector are

increasing the importance of these issues in the
world. Since 1980, many countries have chosen
decentralization as a path of development. Today,
there is no standard model because the processes
and procedures in each country differ, and also
depend on the goals, objectives and organizational
structure and mechanisms for their implementation.

The purpose of our research is to identify
the theoretical and applied problems of fiscal
decentralization development in Ukraine under the
modern transformational conditions. To achieve
this goal, the following tasks are set: to reveal the
essence of fiscal decentralization in modern fi-
nancial science and practice; to propose a syste-
matization of the effects of fiscal decentralization;
to present an assessment of fiscal decentralization
and analyze the dynamics of its parameters; to
substantiate directions of development of fiscal
decentralization on the basis of modeling of
indicative parameters.

The research will use the following methods:
methods of analysis, synthesis, dialectical, syste-
mic and structural methods; comparative, fac-
tor methods, methods of statistical analysis;
methods of scientific abstraction, economic and
mathematical modeling; abstract-logical method.

Results. The system of argumentation for
fiscal decentralization implementation emerged at
the beginning of the 20th century, and in general,
comes out of economic theory and includes four
main points.

Decentralization provides for a more efficient
allocation and distribution of resources in the public
sector. Decentralization contributes to increasing
accountability of public authorities regarding the
use of state budget resources. The essence of
this argument is that with decentralization, the link
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between taxes levied and public goods provided
becomes more transparent. The availability of the
own tax base obliges regional and local authorities
to take steps to expand it, that is, to encourage the
development of local and regional economies. It
promotes better management of local and regional
taxes. Granting regional and local authorities the
right to self-administer budgetary resources drives
them to reduce the amount of inefficient spending in
the real economy of the regions [11]. The principles
of fiscal federalism continue to serve as a basis for
evaluating local funding systems.

The current stage of decentralization in
Ukraine started in 2015, which was reflected in
the amendments to the Budget and Tax Codes
of Ukraine. Local authorities have the right to
formulate local budgets independently (regardless
of the timing of the adoption of the state budget).
The list of taxes forming the income part of local
budgets has been expanded at the expense of
100% payment for administrative services, 100%
state duty, 10% income tax of 212 enterprises,
retail sales of excisable goods, real estate tax, car
tax on high engine volume, 80% environmental tax
(instead of 35%) and 25% subsoil charges [12].

At the same time, local budgets lost part of
their income from personal income tax — to the
regional budgets comes 15%, to the budgets of
cities of regional importance — 60%, to the state
budget — 25%, as a result, incomes to the state
budget from PIT increased in 4.5 times, and local
budget incomes decreased from 46 billion UAH
to 38 billion UAH, from 61.5% to 44.5% in the
structure of local budget incomes [12].

According to the current stage of decentrali-
zation, the first step was the formation of capable
territorial communities by identifying potential
administrative centers of such communities.

In the context of increased geopolitical tensions
and slowdown of economic dynamics, the number
of regions whose budgets have been approved with
deficits continues to grow in Ukraine, and the debt
burden on local budgets of regions is increasing,
which contributes to the aggravation of current
and prospective problems of social and economic
development [13].

The fiscal decentralization strategy in Ukraine
should be based on an assessment of existing
models of the country's tax and budget systems;
the rights and responsibilities entrusted to local
authorities in managing the country's financial
resources; citizens' readiness for new powers of local
authorities; increasing responsibility in the area of
formation, distribution and use of financial resources
by region; efficiency of selection of qualified perso-
nnel in the field of local self-government; the level
of competence of local authorities, which are
obliged to be able to ensure an efficient process
of formation, distribution and use of financial
resources of the regions of the country; the level
of motivation of regional authorities and local self-
government to increase the efficiency of utilization
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of the economic, tax and budgetary potential
of the region in order to ensure the integrity and
comprehensive development of the state, as well
as the financial autonomy of the regions [14].

In the study of the indirect consequences of
fiscal decentralization, we focus on certain macro-
economic outcomes that may be affected by fiscal
decentralization, which have been identified as
potential determinants of poverty and income dis-
tribution. Some examples are economic growth,
macroeconomic stability, regional convergence, the
size of the public sector, and the degree of institutional
development. To the extent that fiscal decentralization
has a measurable impact on these outcomes, it is
indirectly expected that it will also have a measurable
impact on poverty and income distribution.

On the income side, fiscal decentralization can
also affect the progressiveness of the tax system
and, therefore, alter the distribution of disposable
income. For example, local governments may be
financed through user fees and indirect taxation,
which are typically more regressive, or real estate
taxes, which are generally less progressive than
the tax system used by central governments.

In this context, high dependency on local tax
collection can reduce the overall progressiveness of
the tax system at the national level and thus affect
the poverty level and income distribution (Figure 1).

In 2014-2015, a large number of regulatory
documents regarding fiscal decentralization were
adopted. The reform of intergovernmental budget
relations, adopted in 2015 in Ukraine, is a crucial
step in the budgetary and financial independence
of local budgets:

—independent formation of local budgets (Article
75 of the Budget Code of Ukraine);

— adoption of the state budget, approval on the
sites regardless of the deadline, but before Decem-
ber 25, the year preceding the planned one (accor-
ding to Article 77 of the Budget Code of Ukraine);

— the process of providing local guarantees
and making local borrowings from international
financial institutions is simplified;

— granting the right to make local external loans
to all cities of regional significance (Article 16 of the
Budget Code of Ukraine);

— establishment of uniform rates of deductions of
national-wide taxes (income tax for individuals and
corporate income tax) for each budget link (Articles
64, 66, 69, 691 of the Budget Code of Ukraine);

— cancellation of indicative planning of local
budget indicators by the Ministry of Finance of
Ukraine and bringing them to local budgets;

— formation of a single basket of general fund
incomes;

— expanding the list of sources of income of the
general fund [15].

Since 2015, there have been changes in the
structure of local taxes and fees and in local
budget incomes. The most important innovation is
the introduction of excise tax on sales of excisable
goods by retailers in the amount of 5%.
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Figure 1. Effects of fiscal decentralization

Developed by the author

Also in 2015, the property tax was reformed
by including in it a property tax other than land,
transportation tax and land payments.

The simplified system of taxation of accounting
and reporting has also been changed in the part
of allocation in a separate fourth group of single
tax of former payers of the fixed agricultural tax,
with corresponding preservation of crediting of this
payment to local budgets.

The next step was the adoption of changes in
2016 concerning the strengthening of the income
part of local budgets. In particular, a single rate of
18% for wage income has been introduced in the
area of taxation on personal income tax.

A dynamics analysis of the share of local budget
incomes in Ukraine showed a trend towards an
increase in the share of transfers, starting from
2010 from 53% in 2010 to 59% in 2015 and,
accordingly, a trend towards a decrease in the
share of own incomes.

Thus, despite the increase in local budget
incomes in 2015, the share of transfers in local
budget incomes has also increased.

Another important indicator is the share of local
budget incomes in the structure of consolidated
budget incomes of Ukraine (coefficient of decen-
tralization by income) (Figure 2). As it can be seen

in Figure 2, the share of local budget incomes in the
consolidated budget incomes of Ukraine does not
have a stable trend. In 2007, this figure was 25.2%;
by 2009 there had been a decline, and already in
2010, it was 23.3%. There was a slight decline
again, and since 2015 this indicator began to grow
from 18.5% to 21.8%. The share of expenditures
of local budgets in outcomes of the Consolidated
Budget of Ukraine (coefficient of decentralization
by outcome) has no stable trend. In 2007, it was
74.4% by 2010, in 2012 it was 81.6%. From
2016 this indicator started to grow from 70.8% to
86.5%. This was due to the growth of the State
Budget of Ukraine in 2015 at a faster rate than the
growth of local budget incomes. The reason for this
phenomenon is related to changes in fiscal policy
and partly due to the decline in macroeconomic
indicators in 2014—-2015.

In the current conditions the budgetary system
of Ukraine is characterized by a rather high degree
of centralization of budgetary resources, which
testifies to the concentration of basic powers at the
level of central government, the underdevelopment
of local self-government and the instability of its
financial system — local budgets.

However, the practice of planning, controlling
and analyzing the implementation of budgets at
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Figure 2. Dynamics of Decentralization Ratios by Income
and Outcome in Ukraine, 2007—2019

Developed by the authors on the basis of [12]

all levels indicates that tax potential of the regions
has a direct impact on the formation of local budget
incomes, the cost of services provided by regional
executive authorities, taking into account the
differences between administrative units; the need
for funds to support the maintenance of social
and cultural facilities and support for the socially
disadvantaged social groups.

Budget decentralization should ensure the
effective implementation of program based
budgeting at the local level, the development of
a horizontal budgetary equalization at the level
of administrative and territorial units, a system of
indicators for evaluation and quality of financial
management at the local level, while strengthening
the state financial control over financial and
economic activities of the local authorities.

The complexity of the subject should be
taken into account when creating the model.
Therefore, at the initial stage of the analysis, we
should limit ourselves to only one component of
fiscal decentralization: the ratio of incomes and
expenditures of state budgets.

In our study, we used a standard regression
model that looks like following:

Si=BX O, +u; +&, 1)
where S, corresponds to the decentralization
indicator for period t in region i;

X corresponds to the explanatory variables
used in this regression;

0, is fictitious variable of year or period
(temporary fixed effect);

B is the estimation factor;

u; and ¢, are two components of rests that show
a country — or region-specific effect, respectively.

In our study, the amalgamated territorial com-
munities in 24 regions of Ukraine have been analy-
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zed in the context of 4 explanatory variables,
namely:

— own income per inhabitant (the ratio of
the amount of personal income to the number
of inhabitants of the respective amalgamated
territorial community);
remoteness from the administrative center of
the region;

— level of budget subsidization (the ratio of the
amount of base or reverse subsidies to the total
amount of incomes from the amalgamated territorial
community, excluding subsidies from the state
budget);

— percentage of expenditures for the mainte-
nance of the management apparatus in the
financial resources of united territorial community
(the share of expenditures for the maintenance
of the management apparatus of local self-
government bodies in the amount of own incomes
of the general fund).

All the above is significant for the model; the
model has no heteroskedasticity (Table 1).

Thus, according to the results of the modeling,
we have come to the conclusion that the leading
positions are occupied by 10 amalgamated terri-
torial communities of Ukraine. Based on statistical
data, we have developed a correlation matrix
for establishing the connection between the
index growth of own income per capita and the
remoteness from the regional center, capital
expenditures from the budgets per person, the
population size of the community, percentage of
administration maintenance costs and budget
subsidy level (Table 2).

Conclusions. Thus, we observe a direct corre-
lation between the amount of capital costs and
the amount of own incomes of the amalgamated
territorial communities, that is, the larger the capital
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Table 1
Indicators of verification of the model of indicative parameters of fiscal decentralization

Coefficient Statistical error t-statistic P-values
const -1531.60 2507.51 -0.6108 0.5680
X -14.2293 5.44011 -2.616 0.0473
c 515.643 173.829 2.966 0.0313
b -36064.3 9942.01 -3.627 0.0151
n 1.68975 0.330542 5.112 0.0037
Average of dependent variable 10235.43
Sum of sq. rests 21718274
R-square 0.900315
Deviation of dependent variable 4920.128
Statistic error of the model 2084.144
Developed and calculated by the author
Table 2

Matrix of dependencies of indicative parameters of fiscal decentralization
Correlation coefficients, observations 1 — 10

5% critical values (two-sided) = 0.6319

() (a) (n ® (n)
1.0000 0.4547 -0.1083 -0.2684 -0.0474 X
1.0000 0.1637 0.0813 -0.1050 q
1.0000 -0.4378 0.7329 r
1.0000 -0.0653 n

Developed and calculated by the author

expenditures, the greater the percentage of own
incomes, and the inverse relationship between the
population and the remoteness from the center.
Consequently, we can conclude that we intro-
duce a term of interaction between regressors
to explain the differences in the effects of fiscal
decentralization between regions. For some re-
gions, we find a positive and statistically significant
effect of decentralization on the percentage of
regional capital expenditures. The results show
that fiscal decentralization is increasing, with the
growth of government and local expenditures.

Anumber of suggestions can be made to address
the fiscal decentralization issues mentioned abo-
ve. Firstly, the existing tax system needs to be
improved in order to give local authorities the power
and ability to form a budget from their own sources
in order to increase their autonomy in providing the
necessary amount of funds. The mechanism for
providing centralized state support to the regions
should be further modified in order to create the
conditions for activating all levers of development.
It is also advisable to stimulate areas that spread
economic growth.
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