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The author considers the concept of decentralization of power as a process of

state power alienation in favor of the territorial community as well as mech- Dvigun Alla —
anisms of interaction between public authorities and local governments. The Doctor of Economics,
author analyzes the development of creating associations of territorial com- Professor,
munities (ATC); substantiatgs pqsitive results of fiscal decen.tral.ization re- Head of the Department
form; outlines the further directions of the budget decentralization reform . :
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in Ukraine. The budget decentralization as a decentralization of financial
and material resources was examined. The author formulates advantages
and component parts of the budget decentralization; analyzes the changes
that took place during the decentralization of power reform, which have af-
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fected the processes of budget regulation. g’letelenl;(])zNatahya -
It is proved that reduction of subsidies of local budgets is one of the main P ocftor OIEECONLIRES,
indicators, which refers to increasing the financial independence of local TOLESSOr,

governments. It is noted that special attention should be paid to the eco- Head of the Department
logical tax. The author proposes to consider at the governmental level the of Finance,

possibility of keeping the ecological tax in full in the budgets of those set- Banking and Insurance
tlements, where there is an extremely high level of man-made and anthro- ZSIA (Zaporizhzhia)

pogenic load. According to the results of the research, the author proposes
the measures aimed at strengthening the financial basis of local govern-
ments; reveals the problems of budget decentralization implementation;
considers the problems of financial provision of territories development. The author comes to the conclusion
that the interrelation of legislative changes in the Tax and Budget Codes has contributed to the transforma-
tion of local budgets into effective instrument of socioeconomic development of administrative and territori-
al units. The author underlines the need of strengthening control and responsibility for compliance with bud-
get legislation on the way to solving financial problems of power decentralization.
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AELHUEHTPAAISALIIAA BAAAV: ®IHAHCOBI ITPOBAEMMU TA TIPIOPUTETHI HAITPAMI PO3BUTKY

Po3z2as0aembcs MOHATTS AeLieHTpaAi3alil BAAAY SIK IIPOLIeC BiAYy)KEeHHs TOBHOBA)XEHD A€P>KaBU Ha KOPUCTD
TepUTOpiaAbHOI TPOMaAH, 2 TAKOXK SIK MeXaHi3MM B3a€EMOAIL OpraHiB Aep>KaBHOI BAAAM Ta OPraHiB MicClieBO-
IO CAMOBPSIAYBaHHS.

AOCAiA>KeHO PO3BUTOK MPOLIECiB yTBOpeHH st 00'eaHaHb TepuTopiaabHUX rpoMa (OTT). O6rpyHTOBaHO MO3M-
TUBHI pe3yabTatu pedopmu pickaAbHOI AetieHTpaaizanii. OxpecaeHo moaaAbii Hanpsimu pehopmu OI0AKeT-
HOI pAelieHTpaAi3zauil B YkpaiHi. AocaipKeHO OI0AXKETHY AeLieHTpaAisalio 5K AelieHTpaAisanito dpiHaHCOBUX
Ta MarepiaabHuX pecypciB. ChopMyAabOBaHO MepeBaru Ta BU3HAYEHO CKAAAOBI 0I0AXKeTHOI AelleHTpaAisalii.
ITpoBeA€HO aHAAITIYHE AOCAIA>KEHHS 3MiH, KOTPi BIAOYAMCH YIPOAOBK pedopMU AeLieHTpaAi3alii BAaAy, 0
[TO3HAYMAOCS Ha IIPOLiecax OI0AKETHOTO PeryABaHHS.

AOBEAEHO, 110 SHUXKEHHS AOTAL[iTHOCTI MiCLIEBUX OIOAKETIB — OAMH i3 TOAOBHMX MOKA3HUKIB, IKUI CBIAYUTD
Ipo mipBuIeHHs (HiHAHCOBOI HE3aA€)KHOCTI OPraHiB MICLIeBOr0 CAaMOBPSIAYBAaHHsI. 3a3HAYEHO, 110 OCOOAUBY
yBary HeoOXiAHO MPUAIAUTY €KOAOTIYHOMY MOAATKY. 3aIIPOIIOHOBAHO PO3TASHYTU Ha YPSAOBOMY PiBHI mu-
TaHHS [[OAO MO>XKAMBOCTI 3aAMIIEHHS €KOAOTIYHOTO MOAATKY B TIOBHOMY 00Cs13i OI0AKETaM TUX HACEAEHUX
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MIYHKTiB, A€ € HAABUCOKUII piBeHb TEXHOT€HHOTO 11 aHTPOIIOT€HHOI'0 HABAaHTAKEeHHs. 32 pe3yAbTaTaMU AOCAi-
AYKEeHHsI 3a[IPOIIOHOBAHO 3aX0AH, ILJO CIIPSIMOBaHi Ha 3MiljHeHHsI piHaHCOBOI OCHOBY MiCLIeBOr0 CAaMOBPSIAyBaH-
Hs1. BusiBaeHo npobaemu peaaisanii pedpopmu 6104 KeTHOI peLieHTpaAisanil. AoCAipXeHO nUTaHH GiHAHCOBO-
ro 3a0e3nevyeHHs PO3BUTKY TEPUTOPiil. BCTaHOBAEHO, 1[0 B3a€EMO3B’SI30K 3aKOHOAABYMX 3MiH y ITopaTkOBOMY
Ta BI0A’KETHOMY KOAEKCaX CIIPUSIB IEPEeTBOPEHHIO MiCLIeBMX OI0AKeTIB Ha e(peKTUBHUI IHCTPYMEHT COLjiaAb-
HO-€KOHOMIYHOI'O PO3BUTKY aAMIHICTPaTUBHO-TEPUTOPiaAPHUX OAMHUIIb. BUCAOBAEHA AYMKA IIOAO HEOO-
XIAHOCTI IIOCMAEHHS KOHTPOAIO Ta BiATIOBIAAABHOCTI 32 AOTPUMAaHHS OI0A’KETHOTO 3aKOHOAABCTBA Ha IIASAXY
AO BupileHHst GiHAHCOBUX POOAEM AelleHTpaAisaLii BAaAu.

Kamwuosi crosa: peuieHTpaAisanist BAaAH, OI0AXKETHA AeLieHTpaAisalisi, Mi>XKOIAKETHI BiAHOCHHY, MicLieBe
CaMOBPSIAYBaHHsI, 00'€AHAHHS TEPUTOPIaABHUX TPOMAA.

Formulation of the problem. Decentralization is a
complex concept that can be disclosed through its
influence on the administrative-territorial structure
of the state, the system of public administration au-
thorities, the division of functions, powers and fi-
nancial resources among them. The potential of de-
centralization, as one of the mechanisms of
increasing the efficiency of public power function-
ing, has long been under the attention of domestic
scientists and leading specialists. This is due, in par-
ticular, to the successful practical implementation of
the principles of decentralization among the most of
European Union countries. Generally, decentraliza-
tion of power means such way of defining and de-
marcating tasks and functions, in which most of
them are transferred from the central to a lower lev-
el authorities and become their own tasks, powers
and responsibilities.

Analysis of recent researches and publications.
Foreign researchers pay attention to the specificity
of understanding the essence of decentralization, in
particular, in Ukraine. Thus, domestic scientists [1—-
5] submit it as a redistribution of powers between the
center and the regions in favor of the last, one by del-
egating and sub-delegating the functions and powers
to the regions. The creation of local state adminis-
trations is also considered as a component of decen-
tralization. Scientific approaches to the definition of
"decentralization" include understanding of this pro-
cess, as weakening or, even, the abolition of central-
ization; independence in management approach tak-
ing into account the diversity of local features while
maintaining unity in the essential; transferring part
of state administration functions from central exec-
utive authorities to local executive authorities and lo-
cal government authorities, which provides the ex-
tension of the powers of the lower authorities at the
expense of the higher level authorities; the process of
transferring part of functions and powers from high-
er levels of management to lower.

The purpose of the article is to investigate the es-
sence of decentralization of power, the problems of
financial provision for development of territories and
outline further directions of budget decentralization
reform in Ukraine.

Presentation of the main part. It is important that
decentralization involves the delegation of powers of
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the state as a legal entity of public law in favor of an-
other legal entity of public law, a territorial commu-
nity, which characterizes the content of local govern-
ment. Decentralization makes possible to simplify the
structure of local governance, to ensure close ties with
civil society and transparency in decision-making,
and also contributes to raising the level of account-
ability to the territorial community. However, along
with this, decentralization is accompanied by the
emergence of inconsistencies in strategic goals and
areas of development of individual territorial units.

Studying practical experience and generalization of
the opinions of domestic and foreign scientists allows
to define decentralization as a systemic process con-
taining the following components: the issue of the
ability of state authorities to transfer, and local gov-
ernment authorities — to receive and efficiently dis-
pose of powers; definition of the volume and list of
powers to be transmitted; administrative — political
mechanism of transferring powers; budgetary and
market mechanisms of interaction between public
authorities and local government authorities; the is-
sue of administrative-territorial reform. That is, de-
centralization is a specific management method that
is important for local democracy and government de-
velopment.

Budget decentralization represents the decentraliza-
tion of financial and material resources, which is the
basis of the economic independence of certain terri-
tories.

Actually all countries in the world faces the problem
of financial support for the development some of their
territories. In Ukraine, issues of fiscal decentraliza-
tion are paying particular attention to the fact that
decentralization is designed to ensure redistribution
of revenue sources, powers between levels of govern-
ment, maximum financial support for local develop-
ment projects.

Administrative-territorial entities have different nat-
ural — resource and financial potentials, including
the tax base, that is, decentralization is intended to
increase the efficiency of functioning of the budget
system. Transfer of powers to localities and autono-
my in decision-making in the formation of incomes
and the using of budgetary funds — is the prerogative
of fiscal decentralization.
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The concept of fiscal decentralization plays a key
role in the theory of public finance and is consid-
ered an important part of fiscal policy [6—9]. As con-
vinced by the experience of developed countries, the
financial problems of the regions are solved by
building an optimal mechanism of the system of lo-
cal budgets and intergovernmental fiscal relations.
The advantages of budget decentralization should
include:

o the possibility of preserving regional economic sta-
bility;

o the possibility of providing a defined level of in-
vestment activity;

« rational using of budget funds;

o the proximity of local authorities to the population
and the formation of effective channels of commu-
nication;

« strengthening of the responsibility of local govern-
ment authorities to the community, as a conse-
quence — reducing corruption;

« ensuring the financial autonomy of local govern-
ment authorities in making decisions on the one
hand, and transparency of actions of local govern-
ment authorities on the other hand;

« encouraging local government to increase its own
budget (financial) capacity.

Fiscal decentralization allows through relative inde-
pendence of each budget to combine the fiscal, social
and economic interests of the center with the inter-
ests of administrative-territorial units (Fig I).

The transformation of local budgets into an effective
instrument of socio-economic development of ad-
ministrative-territorial units is possible by solving
the following tasks: strengthening the financial ba-
sis of local government; increasing the efficiency of
the process of forming the expenditure part of local
budgets and decentralize management of budget
funds; improvement of the system of regulation of in-
tergovernmental fiscal relations; introduction of lo-
cal budget planning for the medium term; strength-
ening the investment component of local budgets;
improving the efficiency of management of local bud-
get funds and strengthening control and responsibil-
ity for compliance with budget legislation; ensuring
transparency of the process of formation and imple-
mentation of local budgets.

Today, thanks to the decision on financial decentral-
ization in the country adopted in 2014 on the legis-
lative level, we can sum up some results. The result
of decentralization is autonomy in approaches to
management, taking into account the diversity of lo-
cal features, while preserving substantial unity in the
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levels of authority by expenditure
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levels of authorities
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enough to implement powers

Y v

Connecting interests of the center
and administrative-territorial units
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Fig. 1. The Components and Benefits
of Budget Decentralization

Origin: developed by author.

main. Thanks to the legislative changes (introduced
in the Tax, Budget Codes and other legislative and
regulatory acts), which involve decentralization of tax
revenues, local budgets have received more resourc-
es for their development.

The process of implementing the reform of decen-
tralization of power went into an active phase with
the adoption of the Law of Ukraine «On Voluntary
Association of Territorial Communities» of
05.02.2015 [10], which allows to implementation its
first basic stage — the formation of associations of ter-
ritorial communities (hereinafter the ATC) without
the introduction of changes to the Constitution of
Ukraine. This allowed only in the first year of the
adoption of the above Law to create in Ukraine
159 ATC units. Starting from 01.01.2017, 366 ATC
units have already been operating in Ukraine, which
have switched to direct intergovernmental relations
with the State Budget of Ukraine. After the first elec-
tion on April 30, 2017, 413 ATC units were operating
in Ukraine, after the first election on October 29,
2017 — 614 ATC units. On December 24, 2017, the
first elections of deputies of village, town councils of
the associated territorial communities and corre-
sponding village, town and city mayors in 51 ATC
units have already been appointed [11; 12]. This
means that by the end of 2017, 665 ATC units will be
finally formed in Ukraine (Fig. 2).

According to Art. 64, 67 of the Budget Code of
Ukraine, the composition of revenues of the general
fund of the budgets of the ATC is equated to the bud-
gets of cities of region significance and district bud-
gets, as well as ATC is being granted with the right
of transition to direct intergovernmental relations
with the state budget of Ukraine only on condition
of the formation of ATC in accordance with the law
and a with a prospective plan for the formation of
ATC [13]. The ATC that went to direct intergovern-
mental relations with the state budget in 2016-2017
showed a positive dynamics in the growth of their
budget revenues. Thus, the own revenues of the
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Fig. 2. The dynamics of the formation
of ATC in the process of implementing
the decentralization of power reform
in Ukraine (units)

Origin: developed by author.

local budgets of 366 ATC in January-September of
this year, as compared to the same period last year,
increased almost twice (by 182 %) and amounted to
UAH 6,25 billion [14].

Top priorities of the introduced changes are the ex-
tension of the rights of local government authorities
in decision-making and giving them full budgetary
autonomy in terms of filling their budgets and exer-
cising their powers in the light of European experi-
ence [15-17]. At the same time, it is envisaged to in-
crease the sources of the formation of the revenue
base of local budgets by transferring certain revenues
from the state budget, expanding the tax base of real
estate tax through the introduction of taxation of ob-
jects depending on their value, as well as improving
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the mechanism for collecting the excise tax on re-
tailing excisable goods.

A new mechanism of budgetary regulation was in-
troduced — the system of total balancing of all local
budgets was replaced by a system of horizontal equal-
ization of the capacity of administrative-territorial
units depending on the level of income per capita.

Reduction of dependence on subsidies for local bud-
gets from state is one of the main indicators, which
testifies increasing of financial autonomy of local gov-
ernment authorities. By 2014, the percentage of sub-
sidies among local budgets was 96,3 %, and donors
were 3,7 % of local budgets. From 2014, if compared
with 2017, the number of subsidy budgets decreased
by 23,8 percentage points to 72,5 %. In turn, the vol-
ume of donor budgets is currently 16,2 %, that is, their
growth was 12,5 p. p. (Fig. 3). Due to the introduc-
tion of financial decentralization, the level of subsi-
dies to local budgets decreased by 23,8 p. p. from 2014
to 2017.

Also, the structure of expenditures of local budgets
has changed. The share of expenditures for govern-
ment powers has increased, which indicates an in-
crease in the autonomy of local budgets and the effi-
ciency of using budget funds at the local level.

At the same time, financial resources now match the
real needs of local budgets in spending on state-
authorized powers.

Another positive result of fiscal decentralization re-
form is the increase of investment resources of local
budgets.

In general, the availability of sufficient financial re-
sources at the disposal of local governments allowed
them within a 2016, except in rare cases, not to

W Lokal budget — donors
[ Lokal budget — balanced
M Lokal budget — subsidized

2017

Fig. 3. Dynamics of the structure of local budgets as a result
of fiscal decentralization reform, %

Origin: developed by author.
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apply to the authorities of the State Treasury for
short-term loans. The associated territorial commu-
nities fulfilled their spending powers completely and
accumulated on treasury accounts the balance of
funds, which as of January 1, 2017 (fund) amounted
to 1,1 billion UAH. This is almost 4 times more than
in the beginning of 2016 (UAH 0,3 billion).

The balance of funds of general fund of all local bud-
gets of Ukraine (on treasury accounts) as of January
1, 2017 amounted to UAH 33,6 billion.

In January—May 2017, the general fund of local bud-
gets received UAH 72,3 billion, which is 44,5 % of
the annual plan allocations approved by local coun-
cils. The increase in revenues to the correspond-
ing period of last year was 34,3 % or UAH 18,5 bil-
lion. At the same time, the growth rate of income
growth above the average in Ukraine is ensured in
19 regions.

In our opinion, it is expedient to carry out calcula-
tions of intergovernmental transfers on the basis of
consolidated budgets of regions, transferring respon-
sibility for further redistribution of budget funds to
regional state administrations. To do this, it is nec-
essary to strengthen the financial basis of local gov-
ernment by implementing the following measures:

« increasing local government’s interest in raising
their own revenues by stimulating an increase in
production volumes, gross value added, investment
volume and income level according to the innova-
tive direction of economic development of the ter-
ritory;

» annual increasing of the share of the general fund
of local budgets in the consolidated budget of
Ukraine;

« increasing the level of self-sufficiency of local bud-
gets by further improving tax legislation in line
with the directions of reforming the tax system, in
particular the system of local taxes and fees;

o further optimization of distribution of taxes and
duties (mandatory payments) between state and lo-
cal budgets, transfer of separate sources of income
to local budgets;

« redistribution of revenues between local budgets
and revision of revenues, which are taken into ac-
count and not taken into account in determining
the amount of intergovernmental transfers.

Special attention should be paid to environmental
taxes. In accordance with the Law of Ukraine «On
the State Budget for 2017» and the Budget Code, the
amount of environmental taxis distributed between
the state and local budgets, but it should be noted
that its greater share, and this is 80 %, goes to local
budgets. But even under such conditions, it should
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be proposed to consider at the governmental level the
possibility of keeping the ecological tax in full in bud-
gets of those settlements where there is a super-high
level of man-made and anthropogenic loading, while
additional revenues should be directed exclusively at
environmental measures and environmental protec-
tion. We consider such step as a logical development
of the processes of budgetary and financial decen-
tralization in the country.

An important step towards addressing the finan-
cial problems of decentralization of power is to in-
crease the efficiency of management of local budget
funds and to increase control and accountability for
compliance with budget legislation, which requires:
providing local government with methodological
and advisory assistance on local budget reform; im-
provement of the procedure of financial control over
observance of the budget legislation at all stages of
the budget process by its participants in accordance
with the powers determined by the legislation, en-
suring economical and efficient management of bud-
get funds in accordance with the established direc-
tions of their use; improvement of the procedure of
financial and administrative responsibility for vi-
olations of the requirements of budget legislation
by local government authorities; introduction of a
mechanism for monitoring and evaluating the ef-
fectiveness of the implementation of their powers
by local government authorities, increasing respon-
sibility for the exercise of such powers; developing a
system for monitoring the results of the work of lo-
cal self-government authorities in the context of re-
forming local budgets; introduction of the system of
annual rating assessment of the results of the work
of local government authorities in managing budget
funds; improvement of the procedure for the imple-
mentation of internal financial control in budget-
ary institutions.

According to A. Shah, the advantages of budget de-
centralization are that local governments are put in
«tight budgetary frameworks». This circumstance
urges regional authorities to optimize revenue sourc-
es and improve tax administration [8]. A rational ap-
proach to spending budget funds leads to a minimi-
zation of the budget deficit.

Well performed budget decentralization helps to in-
crease the financial potential of the territory, inten-
sify investment activity, stimulate entrepreneurial ac-
tivity, which in the end strengthens economic
potential and provides a «ground» for growth and
developmente. Therefore, it is extremely important
to further develop the procedure of financial and ad-
ministrative responsibility for violations of require-
ments of budget legislation by local government
authorities.

The first steps of regional state administrations on

the way to solving the urgent problems of implement-
ing the budget decentralization reform should be:
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« optimization of the network of budget institutions
in the context of sectoral decentralization, which
will enable to increase the efficiency of planning and
using of budgetary funds of budgets of all levels;

ensuring the process of verification of recipients of
social benefits, which will enable to optimize and
increase the efficiency of budget expenditures,
which are directed to budget support of vulnera-
ble population groups;

increasing the transparency of the budget process
at the local level through the active implementation
of public monitoring and tools such as budgets of
participation/public budgets (allocation of part of
the budget funds for financing public initiatives
(projects), co-financing of community projects se-
lected on a competitive basis, allocation of finan-
cial resources from the regional budget for co-
financing of grant projects funded by international
institutions and international donor assistance.

« submission to the highest level executive authori-
ties of financial indicators and proposals to the
draft State Budget of Ukraine, proposals on the
amount of funds of the State Budget of Ukraine for
their distribution among the territorial communi-
ties, the sizes of dotations and subventions, data on
changes in the composition of objects subject to
budget financing, balance of financial resources to
account for them in determining the size of sub-
ventions, as well as for budget equalization on the
basis of ensuring the minimum social needs in the
context of the implementation of the decentraliza-
tion reform and taking into account the results of
the association of territorial communities;

« elaboration of proposals for activating the «points
of growth» of the economic sphere of administra-
tive-territorial units taking into account the bud-
getary and socio-economic results of the associa-
tion of territorial communities.

Conclusions and directions of further research. It
is necessary to increase the transparency of the bud-
get process at the local level through the active im-
plementation of public monitoring and such instru-
ments as participation budgets/public budgets
(in particular, the application of the program-target
method and medium-term budget planning at the lo-
cal level); co-financing of community projects select-
ed on a competitive basis; allocation of financial re-
sources from the regional budget to co-finance grant
projects funded by international institutions and in-
ternational donor assistance.

It is also important to make adjustments to regional
strategies in the context of promoting the growth of
the internal social and economic potential of territo-
ries in accordance with the goals of the State Strate-
gy for Regional Development by 2020, as well as en-
suring the effective functioning of the system of
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provision of administrative services to the popula-
tion in order to prevent their deterioration in the pro-
cess of community association and improving the
quality of medical, educational, administrative and
other services.

Thus, fiscal decentralization is a guarantee of decen-
tralization of power, the establishment of an effec-
tive system of local finance, and most importantly,
an instrument for regulating regional development.
Budgetary decentralization that involves encourag-
ing regions to become financial autonomy, finding
additional own resources, and enhancing their inter-
nal development potential allows to balance the needs
and capabilities of the regions.
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