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Abstract

The public governance decentralization requires the redistribution of financial resources
for the powers implementation delegated to local authorities. The purpose of the article
is to determine the essence of financial decentralization and the peculiarities of its imple-
mentation in Ukraine and some other countries. The article reveals the essence of finan-
cial decentralization and related concepts defining the financial autonomy of local au-
thorities. The features of the revenue part of local budgets formation in different countries
of the world in the conditions of financial decentralization are revealed. A comparison of
the main elements of the intergovernmental tax distribution in some unitary countries of
Europe has been made. The dynamics of tax revenues to budgets of different levels in
Ukraine is determined. The distribution of tax revenues between budgets of different lev-
els is presented in the context of financial decentralization in Ukraine. The obtained re-
sults of the analysis made it possible to determine that for a successful decentralization
reform, local authorities should be given sufficient financial resources to fulfill their re-
sponsibilities for solving local problems and ensuring regional development.

Keywords: decentralization, financial decentralization, foreign experience, local taxes,
local budget.

Streszczenie
Decentralizacja zarzgdzania publicznego wymaga redystrybucji srodkow finansowych na
realizacje uprawnien przekazanych witadzom lokalnym. Celem artykutu jest okreslenie
istoty decentralizacji finansowej i specyfiki jej wdrazania na Ukrainie iw kilku innych
krajach. Artykut ujawnia istote decentralizacji finansowej i zwigzanych z nig poje¢ okre-
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Slajgcych finansowq autonomie wladz lokalnych. Przedstawiono cechy dochodowej cze-
Sci tworzenia budzetow lokalnych w roznych krajach swiata w warunkach decentralizacji
finansowej. Dokonano porownania gtownych elementow miedzyrzqdowego podziatu po-
datkow w niektorych krajach unitarnych w Europie. Okresla sie dynamike dochodow po-
datkowych do budzetow roznych poziomow na Ukrainie. Podzial wplywow podatkowych
miedzy budzetami roznych szczebli przedstawiono w kontekscie decentralizacji finanso-
wej na Ukrainie. Uzyskane wyniki analizy pozwolily ustali¢, ze dla pomysinej reformy
decentralizacji wladze lokalne powinny otrzymaé wystarczajgce srodki finansowe, aby
wypelni¢ swoje obowiqzki w zakresie rozwiqzywania lokalnych problemow i zapewnienia
rozwoju regionalnego.

Stowa kluczowe: decentralizacja, decentralizacja finansow, doswiadczenia zagraniczne,
podatki lokalne, dochody budzetu lokalnego.

AHHOTALUA

Ocywecmenenue Odeyenmpanuzayuu nyonuuno2o ynpaeneHus mpebyem
nepepacnpeoenenus QUHAHCOBbIX PECYpCco8 Olisl BbINOIHEHUS OP2AHAMU MECMHOU
e1acmu 803N10JCEHHBIX HA HUX noaHomouull. Llenvio cmamvu saensemcs onpeoenennbie
cywHocmu  (PUHAHCOB0LL OeYeHMpPAIU3ayuu U O0COOEeHHOCmel ee OCyweCmeieHus 6
Ykpaune u cmpanax mupa. B cmamve packpvima cywyHOCMb  DUHAHCOBOU
O0eYeHMpanu3ayu U CeA3AHHLIX NOHAMUL, ONPeOeNTIOUUX PUHAHCOBYIO ABMOHOMUIO
MecmHubIX  O0peanog camoynpaenenus. Packpvimul  ocobennocmu  popmupoganus
00XO0HOU yacmu MeCmHbIX 0100JCemo8 6 pA3HbIX CHPAHAX MUpd 6 YCI08USX
Qunancosou  Odeyenmpanuszayuu. IlpogedeHo cpagneHue OCHOBHBIX — NEMEHMO8
MEIHCOIONCEMHO20 PACHpeOeseHUs HAN0208 68 HEeKOMOPbIX VHUMAPHbIX CMPAHAX
Esponvl. Paccmompenvt ocobeHnocmu (puHAHCOB0U ABMOHOMUU OP2AHO8 MECHHOU
eracmu 6 pasmuynelx uacmax Eeponvl. [Ipoananuzuposana cmpykmypa 00x0006
MecmHbIX 01002cemos Yipaunvl. Onpedenena OUHAMUKA HATO0208bIX NOCMYNJIEHUU 8
010001cemuvl  paznuunvlx yposuel 6 Yxpaume. Ilpusedeno pacnpeodenenue HANO208bIX
NOCMYNJIeHUll Medcoy 0100Jcemamu  pasHvlX YPOGHel 8 KOHMeKCme NpoGedeHUs.
Qunancosou deyenmpanuzayuu 6 Yxpaune. Ilonyuennvie pesynomamol nposeoeHHO20
ananu3a No360MUNU ONpedeumn, Ymo Ol YCHewHOU pedopmvl OeyeHmpanuzayuu
HYJHCHO HAOEIUMb MEeCHHble OP2aHbL 81ACMU OOCMAMOYHBIMU (DUHAHCOBBIMU PECYPCaMU
011 BbINONIHEHUSL BO3NONCEHHBIX HA HUX NOTHOMOYULL NO PeUeHUI0 MeCmHbIX npooiem u
obecneueHur0 pecuOHAIbHO20 PA36UMUSL.

Knrwouesvle cnoea: oeyenmpanuzayusn, QUHAHCOBASI OCYEHMPATUAYUSL, 3aPYOENCHbIT
onwvlm, Mecmmuvle Hanl02u, 00X00bl MECHbIX DI00CEmos.
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Statement of the problem in general outlook and its connection with important

scientific and practical tasks.

Worldwide practice demonstrates the inex-
tricable link between the effective func-
tioning of local self-government and the
availability and ability to dispose of ade-
quate financial resources. The decentrali-
zation of public administration requires the
redistribution of financial resources for the
implementation of the powers delegated by
local authorities. In the context of this, the
issue of effective financial decentraliza-
tion, which should be aimed at providing

regions with sufficient financial resources,
the fair distribution of tax revenues be-
tween administrative and territorial units in
order to stimulate regional development, is
actual. For the definition and analysis of re-
gional development in conditions of decen-
tralization, the characteristic of foreign ex-
perience is important in relation to the for-
mation of financial resources of adminis-
trative and territorial units and ensuring
their independence.

Analysis of latest research where the solution of the problem was initiated.

In general, decentralization is understood
as a system of governance in which part of
the functions of central government goes to
local self-government bodies; extension of
the rights of grassroots governments (Bilo-
did, 1980, p. 60).

In foreign studies, the object of scientific
interest is mainly fiscal decentralization.
The fundamental theory of the study of the
problem of financial resources decentrali-
zation was the work of American scholar
C. Tiebout “Economic theory of fiscal de-
centralization”. In this work, the scientist
argued that in the conditions of fiscal de-
centralization, public expenditures of the
regions are most in line with the individual
preferences of consumers according to
their needs. If public goods provided
within the community do not meet the
needs of the population, then it can move
to the territory of those communities where
public goods are provided better (so-called
kick-offs) (Tiebout, 1961).

In the future, the ideas of C. Tiebout have
developed in the writings of other foreign
scholars. In particular, Oates considered
decentralization as the right to independent
decision-making by decentralized units
(Oats, 1999). Oats decentralization theo-

rem became the second and most influen-
tial classical theory that establishes a com-
promise between centralized and decen-
tralized provision of public goods in favor
of centralization in the event that the aver-
age preferences of inhabitants of different
regions are the same, while consumption of
public goods causes side effects (side ef-
fects are additional the consequences of a
certain phenomenon, for example, the
smell from the plant is additionally un-
pleasant for neighbors, at the same time,
the presence of a well-groomed flower gar-
den is for the neighbors a positive side ef-
fect or overflow effect). At the same time,
a decentralized approach to providing pub-
lic goods maximizes social welfare if pref-
erences between regions are different and
there are no overflow effects. It is worth-
while, however, to note that the theorem is
based on the premise that the government
cares for an increase in public welfare and,
in the event of centralization, the state en-
sures the unity of the approach to the pro-
vision of public services.

Investigating financial decentralization, J.
Buchanan in 1980 (Buchanan, 1980) de-
veloped the “hypothesis of Leviathan”,
which considers budget decentralization as
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a deterrent to maximizing government rev-
enues. That is, how does the government
act in the interests of maximizing its own
revenues, so horizontal and vertical compe-
tition between different levels of govern-
ment determines their budget size, limiting
the overall size of the budget to the public
administration sector.

Thus, foreign scholars view financial (fis-
cal) decentralization as the transfer of fi-
nancial resources and powers from the cen-
tral to the local level. Scientists also ana-
lyze the actions of citizens and business en-
tities in the framework of decentralization,
pay special attention to the economic and
social efficiency of the relevant decisions.

Aims of paper. Methods.

In the process of research, methods com-
monly used in economic science were
used: historical-logical, theoretical gener-
alization — to reveal the essence of financial
decentralization; comparative analysis — in
identifying features of financial decentrali-
zation in Ukraine and other countries of the

In the studies of Ukrainian scholars, the
term financial decentralization has a num-
ber of synonymous concepts. In particular,
the concepts of “fiscal decentralization”,
“fiscal decentralization”, “financial decen-
tralization” are used in parallel. However,
in our opinion, financial decentralization,
in comparison with fiscal and fiscal, is a
broader concept that covers the whole sys-
tem of financial interactions between the
state and local governments. Conse-
quently, the concept of financial decentral-
ization in the works of modern scholars re-
mains inadequately defined and requires
further study of its essence, the study of do-
mestic and foreign experience in this pro-
cess.

world; economic-statistical analysis — with
the structure of incomes of local budgets of
Ukraine and the ratio of the share of tax
revenues between budgets of different lev-
els.

Exposition of main material of research with complete substantiation of ob-

tained scientific results. Discussion.

Financial decentralization encompasses a
set of relationships for the transfer of finan-
cial resources from central government to
local self-government. It provides an op-
portunity to accumulate in local budgets
such amount of financial resources that en-
sures the independence of local govern-
ments in solving the problems of the devel-
opment of the territory.

The main source of local budget revenues
in many foreign countries is local taxes,
fees and payments, the total number of
which in some cases is quite significant.
All local taxes, depending on the object of
taxation, can be divided into four groups
(Kyrylenko, 2006, p. 569):

— local income taxes (corporate and per-
sonal). These tax payments, in particular,
are significant in the tax revenues

of local budgets in the Baltic States and
Scandinavia;

— local sales taxes. They acquire a variety
of forms, but in essence they are taxes on
goods and services sold. Due to this tax
group, tax revenue from local budgets of
the USA, Japan, Korea, the Netherlands,
Austria is formed;

— real estate taxes. Particularly significant
role these tax payments play in federal
countries.

— other local taxes. Displays local govern-
ment policies in the field of environmental
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protection, employment, taxes that are col-
lected in the form of fees for services pro-
vided by local authorities (use of electric-
ity, gas, sewage, etc.).

On average, in unitary countries of the Eu-
ropean Union (without post-socialist), lo-
cal taxes and fees provide 42% of total lo-
cal budget revenues and 77% of tax reve-
nues. On the whole, according to the
OECD countries, personal income taxes
are 33.5% in the tax revenue structure of
the local budgets and the taxes on real es-
tate are 28.6% in the second place. The im-
portant changes in the formation of local
budgets of many countries (Hungary, Ice-
land, the Netherlands, Portugal, and also at
the local level of Spain) should include the
shift from unlimited powers in determining
the tax rates to the powers to determine
them, taking into account restrictions im-
posed by the central authorities. When us-
ing national taxes as sources of local

budget revenues, local governments do not
have the right to change tax rates or to ad-
just the tax base (at the expense of tax priv-
ileges), but may initiate changes to the con-
ditions of the intergovernmental tax distri-
bution. Quite often, adjustments to such a
division are aimed at solving the tasks of
horizontal financial equalization. The sys-
tems of inter-budgetary distribution of
taxes most often include the tax on per-
sonal incomes, corporate income tax and
VAT. These taxes are highly profitable and
therefore attractive to local budgets. At the
same time, quite often that part of the rev-
enues from these taxes is credited not only
to the local budget but also to the central
budget of one or another country (Table 1).
The procedure for amending the terms of
the intergovernmental distribution of taxes
is determined by the relevant laws, changes
are rarely made (Lunina, Kyrylenko, Lu-
chka, 2010).

Table 1. The main elements of the intergovernmental distribution of taxes
in some unitary countries of Europe

National taxes coming to Procedure for_ma_klng Frequency of making changes to| The presence of elements of
Country changes to the distribution S i : .
local budgets the distribution formula horizontal alignment
formula
Greece Trans_agtmn te_\x and spe- The government Rarely No
cific service tax
Denmark | Income tax, income tax Govemm_ent_thrc_;ugh the law - No
on the distribution of taxes
Income tax, VAT, excise .
Italy taxes Finance Act No
Spain VAT, excise taxes Parliament Rarely No
Hungary Real estate taxes Law on Local Taxes Rarely Yes
. Government through the law
Finland Income tax on the distribution of taxes ) No
Czech Income tax, income tax, |Government through the law Irreqularl Yes
Republic VAT on the distribution of taxes guiarly

Source: compiled by the author.

Let's consider more features of the finan-
cial autonomy of local authorities in differ-

ent parts of Europe. Thus, in Poland the ba-
sis of financial resources of the municipal-
ity is local taxes and fees, which include
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the property tax; agricultural tax; forest tax;
transport tax; tax on dog owners; charge for
a place on the market; local and adminis-
trative fees. Income from these taxes and
duties is the personal income of the gminas,
which also includes income from the tax on
individuals engaged in economic activity,
inheritance tax and donation, and the roy-
alties. The main source of tax revenues in
Poland is real estate tax. Amounts of tax
rates are set for a separate tax year by the
council of the commune by adopting the
relevant resolution. For individuals, the
amount of the tax liability is determined by
the decision of the relevant tax authorities.
Legal entities calculate the amount of the
property tax on their own and pay accord-
ing to the terms specified in the local taxes
and fees act (Karlin, 2011; Novikov,
Haiko, 2018).

The Government of Slovakia approved the
Concept of Decentralization in 1998. As a
result of fiscal decentralization, the budg-
ets financial base of settlements has been
considerably expanded. Due to this, the
formation of financially self-sufficient ad-
ministrative-territorial units, financing
their functions at the expense of their own
income. During fiscal decentralization in
Slovakia, the system of local taxation was
expanded. Local taxes include property
taxes, tax on dog owners, tax on public use,
housing tax, tax on automatic machines for
sale, tax on non-profit gaming machines,
tax on entry into the historical part of the
city, tax on atomic energy installation. The
municipalities themselves decide on the
appropriateness of the use of certain taxes,
determine the tax rates, the procedure of
accrual and payment, tax breaks, etc. The
most fiscally effective among local taxes,
as in Poland, is a real estate tax. In addition,
the tax is very promising for the use of pub-
lic space, which is being used for the tem-
porary use of the territory of settlements
(for concerts, placement of tents, etc.). This

tax accounts for almost a quarter of local
tax revenues.

Also, during the fiscal decentralization, the
state transferred the personal income tax to
the level of local self-government. In Slo-
vakia, the personal income tax is collected
by the central government, which subse-
quently redistributes it on the basis of for-
mula calculations. According to the current
norms, 70.3% of the tax belongs to local
self-government bodies, 23.5% remains
the budget of higher territorial units and
only 6.2% goes to the state treasury
(Zhalilo, 2010, p. 59).

Germany is a federal state, where local
self-government has broad powers to im-
pose certain taxes, set their rates. Among
the tax revenues of local budgets in Ger-
many can be divided into three groups:

1. Local taxes: property tax, business tax,
local taxes on consumption (entertainment
tax, drink tax), luxury taxation (tax on the
second dwelling).

2. Local taxes: administrative fees, charges
for the use of public utilities, tourist fees,
fees for fire protection. The share of fees in
the total amount of local incomes is ap-
proaching 25%.

3. Share of income from taxes established
by law. Territorial communities have a
guaranteed share of revenues, which con-
stitute a source of federal and land budgets.
Income taxes include income tax (Einkom-
mensteuer) and turnover tax.

According to Article 6 (7) of the German
Constitution, the law of the land deter-
mines the possibility of transferring to ter-
ritorial communities and other income
from land taxes, as well as establishing the
amounts of such transfer (Boryslavska,
Zaverukha, Shkolyk, 2012, pp. 159-160).
France has great experience in taxing local
taxes and fees. In this country, the system
of local taxes and fees includes: land tax on
built-up areas; land tax on unbuilt land;
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housing tax; professional tax; tax on clean-
ing the territories; the fee for holding the
agricultural chamber; fee for the mainte-
nance of the Chamber of Commerce; fee
for the maintenance of the Chamber of
Crafts; local charges for the development
of mines; charges for the installation of
electric lighting; duty on equipment use;
building sales tax; duty on motor vehicles;
tax on exceeding the limit of building den-
sity; tax on exceeding employment re-
strictions; a greenhouse tax (Bondaruk,
2011, p. 63).

In Scandinavian countries, financial sys-
tems are highly decentralized, meaning that
local governments are required to provide
basic types of public goods and services.
For example, Denmark ranks first among
the unitary states of Europe by the level of
tax revenues of local budgets, which is
about 17% of GDP, or roughly one third of
the state's tax revenues (including compul-
sory contributions to social insurance).
And counties and municipalities of Den-
mark impose a tax on land at rates ranging
from 0.6-2.4% of the value of land. Almost
a quarter of the municipalities set the rate
at practically the minimum level. In addi-
tion to the land tax, a municipal property
tax is levied. His rate is the same for all mu-
nicipalities and changes with the decision
of the central government. In Denmark,
equalization of local budgets is carried out
at the level of municipalities and districts
and takes place both on incomes and on ex-
penditures of corresponding budgets.

In Norway, as in Ukraine, the basis for lo-
cal budget revenues is the personal income
tax. Local authorities have the right to re-
duce the rate of this tax, but in practice al-
most all regions use the highest rate pro-
vided by the current legislation. The corpo-
rate income tax was split between central
and local budgets until 1998, but since
1998 it came solely to the central budget.
In Norway, local governments have the

right to independently establish a property
tax and determine its rates within the estab-
lished limits. For tax purposes, the estimate
of the cost of housing occupied by the
owner is 25% of its market value in the
country. Local budgets also receive a por-
tion of the net wealth tax, the distribution
of which between central and local budgets
is  determined annually  (Lunina,
Kyrylenko, Luchka, 2010, pp. 24-135).

In the composition of Spain, there are sev-
eral autonomous entities. In richer regions
of the country there are pronounced cen-
tripetal trends, therefore in Spain, starting
in 2009, more than 90% of the financial re-
sources of autonomous entities is formed at
the expense of tax revenues. Autonomous
entities receive 50% of personal income
tax, 50% of VAT, and 58% of excise taxes.
Since January 2012, a temporary surcharge
applies to a property tax. In addition to real
estate taxes, local budget revenues are gen-
erated through inheritance tax and dona-
tion, registration fees, lottery taxes and
gambling taxes (Novikov, Haiko, 2018).
Fiscal decentralization in Ukraine, in the
form of increasing the powers of local au-
thorities to access to local budget re-
sources, has been going on for several
years now and every time it is declared in
the main lines of fiscal policy. In practice,
the process of decentralization determines
the peculiarities of the formation of the rev-
enue part of local and state budgets. Ana-
lyzing the structure of distribution of tax
revenues between state and local budgets,
one can assess the effectiveness of the de-
centralization process taking place in
Ukraine (Tsymbalyuk, Pidtserkovnyy,
2014). Thus, according to the distribution
of tax revenues between budgets, the high-
est level of decentralization was at the be-
ginning of the surveyed period in 2010,
when local budgets concentrated 28.8% of
accrued taxes and fees in the consolidated
budget. In all subsequent years, despite the
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government's proclaimed decentralization nues from local taxes and fees ranked sec-

policy, it has never been backed up by real ond in the structure of local budget reve-

financial resources. In 2015-2017, reve- nues (excluding intergovernmental trans-
fers) after PIT (Figure 2).

Fig. 1. The structure of incomes of local budgets of Ukraine in 2013-2017,
excluding intergovernmental transfers

2013 2014 Non-tax rece
[ B&ﬂiﬁiduabm%ome Tax
= Other tax revenues ZRfuding land tax)

Source: compiled by the author.
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Fig.2. Distribution of tax revenues between budgets of different levels
in the context of financial decentralization in Ukraine

oo 000909
-9 0 0-0-g 0O
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As can be seen from the Fig. 2., in 2015-
2017 compared to 2013-2014, the share of
personal income tax in the local budgets
decreased by about 15%. This is explained
by the fact that in 2015 new proportions of
transferring income from the personal in-
come tax to local budgets were introduced:
15% instead of 25% to regional budgets,
60% instead of 75% to budgets of cities of
oblast importance, 40% instead of 50% to
the budget city of Kiev Analysis of reve-
nues to local budgets, as well as changes in
the share of own revenues in their structure,
is evidenced by the fact that reforms car-
ried out within the framework of the re-
form, namely the transfer to the local level
of 10% of corporate income tax revenues
(except for corporate income tax, which are
in state ownership), the excise tax on the
retail sale of excisable goods, 100% of pay-
ment for the provision of administrative
services and state duty were not allowed to
fully compensate for the removal of per-

sonal income tax, and therefore do not con-
tribute to the strengthening of financial
providing local governments and not in line
with the proclaimed direction of reforms in
the context of the initiated decentralization.
In practice, the process of decentralization
determines the peculiarities of the revenue
part of local and state budgets formation.
Analyzing the structure of distribution of
tax revenues between state and local budg-
ets, one can assess the effectiveness of the
decentralization process that takes place in
Ukraine.

Indeed, the proclaimed decentralization
course, as measured by data and indicators
calculated on the basis of them, has, on the
contrary, deepened the centralization pro-
cess and reduced relative tax revenues to
local budgets. On the ineffectiveness of tax
reforms in the context of fiscal decentrali-
zation, we can conclude on the basis of
analysis of the dynamics of changes in the
share of local and state budgets. In 2015,
there was a significant reduction in the
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share of local budgets, reaching the lowest
value (19.3%) for the entire period of re-
forms of the local taxation system, starting
from 2010.

In 2015, revenues to local budgets grew,
however, their growth rates were at times

less than the state budget. While local
budgets received revenue by 12.5% more
than in the previous year, the increase in
tax revenues to the state budget amounted
to 46.1%. This trend continued in 2015
(Table 2).

Table 2. Dynamics of tax revenues to budgets of different levels in
Ukraine, UAH billions

Growth rate in% to previous year
Indexes | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 201310 | 2014 to | 201510 | 2016 to | 2017 to
2012 2103 2014 2017 2016
Consoli-
dated |360.6| 354 |367.5|507.6|650.8|828.2| -1.83 3.81 38.1 28.2 27.3
budget
’\:ﬁ(‘j‘;’:' 274.7 | 262.8 | 280.2 | 409.4 | 503.9 |627.2| -433 | 662 | 461 | 231 | 245
Local
859 | 91.2 | 87.3 | 98.2 | 146.9| 201 6.17 -4.28 125 49.6 36.8
budgets

Source: compiled by the author.

Analyzing absolute dynamics, it should be
noted that in 2014 the volume of revenues
to local budgets decreased by 3.9 billion
UAH, while the revenues to the state and
consolidated budget increased by 6.6% and
3.8% respectively. By contrast, in 2016, lo-
cal budget revenues grew by almost 50%,
while the state budget grew by only 23.1%.
Such a redistribution shifted emphasis to-
wards local budgets, ensuring the reality of
the processes of financial decen-tralization
in the country.

Conclusions.

Based on the study of foreign experience,
it is concluded that for a successful decen-
tralization reform, local authorities should
be empowered to respond to changes in
population demand for local public goods
and services. The reforms of the local tax-
ation system in Ukraine, on the one hand,
increased the share of local taxes and fees,

However, in 2017, such high rates of return
on local budgets did not succeed. The re-
vealed fluctuations of the indicators of in-
comes decentralization indicate that there
is no systematic and effective process of
transferring financial powers to places and
suggest that local self-government bodies
have limited influence on the formation of
their own financial resources. In fact, the
centralized balancing of revenues and ex-
penditures of local budgets continues to be
implemented in Ukraine.

and on the other — part of the national taxes
that were sent to local budgets, was trans-
ferred to the national budget. As a result of
these changes, local budget revenues have
decreased, and the structure of distribution
of tax revenues between budgets has
changed in the direction of increasing the
share of the state budget.
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All this convinces that the reform of the cal self-government and increase their fi-
taxation system of local taxes and fees in  nancial autonomy, which is one of the con-
the direction of decentralization should be ditions for effective activity of territorial
aimed at providing the financial base of lo- communities and formed by them local au-

thorities.
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