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Abstract. Introduction. Economic success of Ukraine and its regions depends a lot upon the politics of financial decentralization.
Nevertheless, the principle of financial independence remains only as a thesis and does not provide the territories with real inde-
pendence. Practically, all the Ukrainian regions are subsidized from the state budget. In such conditions, decentralization of financial
resources is vital for the development of the country. Results. Scientifically-methodical approach to the country’s level of financial
independence determination is offered. It is designated that the quantitative criterion of the territorial financial independence deter-
mination is its financial potential. It is proposed to correct the financial potential of the territory on the level of «shadow» economy.
Estimation of financial opportunities in a country must take into account the country’s tactical and strategic characteristics.
Calculation of coefficients used in such estimations is proposed. The financial potential of Ukrainian regions, taking into account such
coefficients and the level of the shadow economy influence, has been calculated. Usage of the financial potential in case of trans-
fers for the inter-budgetary alignment determination, which is calculated taking into account influence of «shadow» economy on
financial flows of the territory, will allow avoiding of manipulations with monetary resources, which are allocated for development of
the territory, and determining of donor-regions and regions-recipients. Conclusion. The system of the inter-budget relations may be
improved by efficiency increase of territories’ financial potential usage and effective measures taking on fight against shadow eco-
nomy. Financial independence of the territories leads to self-development, which is impossible without growth of financial potential.
Keywords: Financial Independence; Financial Decentralization; Financial Potential of the Territory; Shadow Economy; Inter-Budget
Relations
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BopoHoc B. T.

[OKTOP EKOHOMIYHMX HayK, npodyecop kadenpun iHaHcis i Kpeauty,

CymMCbKui fep>kaBHUIA yHiBepcuTeT, YKpaiHa

Mnikyc I. K.

KaHaMAaT eKOHOMIYHUX HayK, AOUeHT kadeapu iHaHCIB | KpeauTy,

CymCbKUii iepxaBHUiA yHiBepcuTeT, YKpaiHa .

BU3HAYEHHA d)IHAHCOBO'I'_CAMOCTIVIHOCTI TEPUTOPIN 3 YPAXYBAHHAM

NMOKA3HUKIB «®IHAHCOBWUWU NMOTEHUIAJ» TA «PIBEHb TIHI3ALII EKOHOMIKW»

AHoTauif. Y cTaTTi 3anponoHOBaHO HAayKOBO-METOANYHWIA MiaXiA A0 BU3HAYEHHA PiBHA (DIHAHCOBOI CAMOCTINHOCTI TEPUTOPII.
MigkpecneHo, WO KinbKiCHUM KpuTepiem cTaHy (hiHaHCOBOI CaMOCTINHOCTI TepuTopii € ii hiHaHCcoBMI NoTeHuian. 3anponoHoBa-
HO KOpWUryBaTu MOro Ha piBeHb TiHi3auii eKkoHOMiKM. Npy BMpIlLEHHI 3aBAaHb TAKTUYHOMO i CTPATEriyHOro XapakTepy MOBUHHI
ouiHioBaTucA hiHaHCOBI MOXMBOCTI TepuTopii. Po3paxoBytoun obcArn TpaHcdepTiB ANA MiXKOOXKETHOro BUPIBHIOBAHHA,
noTpibHO bpaTn A0 yBarn AK CTaH (hiHAHCOBOro NoTeHujiany TepuTopii, Tak i BNAMB TiHi3auii EKOHOMIKM Ha hiHAHCOBI MOTOKM,
O ,[A03BOMUTb YHUKHYTW MaHinysoBaHHA KowTamu, BUAINMEHUMU Ha PO3BUTOK TepUTOpIl, Ta BU3HA4YaTu perioHn-aoHopu i
perioHn-peumnnieHTn.

Kntouosi cnoBa: chiHaHCOBa CaMOCTINHICTb; (hiHAHCOBUI MOTEHLian TepuTopii; TIHbOBA EKOHOMIKA; MidK6OIOAXKETHI BiAHOCUHMW.

BopoHoc B. T.

[OKTOP 9KOHOMMUYECKMX HayK, npodheccop kadeapbl huHaHCOB 1 KpeauTa,

CyMCKMIA rocyapCTBEHHbIN YHUBEpPCUTET, YKpanHa

Mnukyc U. W.

KaHAnaaT 9KOHOMUYECKMX HayK, AOLEHT Kadeapbl oMHaHCOB 1 KpeanTa,

CyMcKuin rocyaapCTBEeHHbI YyHMBEPCUTET, YKpauHa .

OMPEAENEHUE ®UHAHCOBOU CAMOCTOATENIbHOCTU TEPPUTOPUN C YHETOM

NMOKAS3ATEJIEUN «®UHAHCOBbIU NOTEHUWAI» U «YPOBEHb TEHU3ALIMN SKOHOMUKWN»

AHHOTauMA. B cTaTbe NpeanoXeH Hay4HO-METOANYECKUA MOXOL4 K ONpeAeNneHuo YPoBHA PMHAHCOBOW CaMOCTOATENbHOCTM
Tepputopmn. O603HaA4EHO, YTO KOMYECTBEHHBIM KpUTEPUEM COCTOAHUA (DPUHAHCOBOW CaMOCTOATENbHOCTU TeppuTOopUM ABNA-
eTcA ee (hMHaAHCOBLIN NoTeHuman. MpeanoXxeHo KOPPEKTUPOBAaTL ero Ha ypoBEHb TeHU3auuy SKOHOMUKW. OMHAHCOBbIE BO3-
MOXHOCTU TEPPUTOPUM AOIKHBI OLIEHMBATLCA MPU PeLLeHUN 3a4a4 TaKTUYECKOro 1 CTpaTernyeckoro xapakrepa. Paccuntbisan
o6bemM TpaHchepToB AnA MeXO6I0AXKETHOrO BblpaBHVWBAHUA, CriedyeT NPUHUMAaTh BO BHUMaHUE Kak (PUMHAHCOBbIN MOTeHUmarn
TeppuTOpUK, Tak 1 BAMAHWE TEHMU3ALMN SKOHOMUKM Ha (PUHAHCOBbIE MOTOKM, YTO MO3BOMUT U36eXaTb MaHUMyNMpoOBaHUA Oe-
HEeXHbIMW pecypcamu, BblAEMNEHHbIMW Ha pPasBUTE TEPPUTOPUN, U ONPeaenATb PErMOHbI-AOHOPbI U PErMOHbI-PELIMMNEHTDI.
KntoueBble cnoBa: hyHaHCOBaA CaMOCTOATENbHOCTb; (PMHAHCOBLIN MOTEHUMan TeppUTopumn; TEHEBaA 9KOHOMUKA; MeXO6Io-
>KETHbIE OTHOLLEHNA.
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1. Introduction. Successful Ukrainian economic develop-
ment depends on a decentralized financial policy. This policy has
separate provisions about local government required by the
European charter, Law of Ukraine (the leading foreign experts
point to it: Maerson R., Roland G., Acemoglu D., Trayzman D.
[1]), and the Budget Code of Ukraine. However, this policy is just
academic and doesn’t provide real independence to the territo-
ries. Between 2002 and 2012, the local budgets, as a percen-
tage of Ukraine’s consolidated budget, decreased from 31.4 to
22.6%, while local expenditures grew from 41.1 to 44.9% (by the
calculations given in [2, p.152 ]). Obviously, financial indepen-
dence of the territories is impossible with such approach to for-
mation of local budgets, and practically all the regions of Ukraine
are on subsidizing from the state budget. First of all, financial
decentralization consists not only in transmission of separate
powers to local authorities. The main task of it is redistribution of
financial resources between state and local budgets.
Decentralization of financial resources promotes development of
the country «if the bankroll is used on places, efficiency will
increase by 30% at once» [1]. However, Gerard Roland, profes-
sor of economics at Berkeley U., specifies that «this question
contains a set of technical aspects (which items of expenditure
need to be decentralized, how to organize revenue collection on
places), it is necessary to avoid ineffective approaches in this
solution...» [1]. Existence of financial resources, which provide
financial independence, is directly connected with formation and
implementation of financial potential of the territory, but thus
financial flows which are generated in a shadow sector are not
considered in its calculation, that doesn'’t allow to carry out a real
assessment of volumes of the territorial income (local budget)
and volumes of the interbudgetary transfers, on that it can claim.

2. Brief Literature Review. Despite quite significant
amount of publications on the researched problem in works of
such authors, as Musgrave R. (1973 ) [3], Oates W. E. (1972)
[4], Shah A. (2007), Tiebout C. (1961) [5], Bahl R. (1992) [6],
Ebel R. D. and Serdar Y. (2001) [7], Charbit C. (2011) [8],
Jutting J., Corsi E., and Stockmayer, A. (2005) [9], Zanetta, C.
(2007) [10], Abalkin L. I., Balatskyi Ye. O., Hryaznova A. T,
Karpinskyi B. A., which examine theoretical and methodical
basics of the state financial policy and inter-budget relations,
the need for the territories’ potential activation in order to sup-
port sustainable development and self-development is not con-
sidered, what is topical in relation to the need for decentraliza-
tion of financial relations. According to Zinchenko S. V.,
Akhmetova A. V., Ibragimova P. A., lonenko K. V., etc. a region’s
financial stability and potential are represented as separate
instruments affecting a territory’s income increase. The authors’
research also did not show how strategic the influence is, why
it does not provide long-term financial independence, and how
the financial flows of the shadow economy impact the financial
development of the territories.

3. Purpose of the article is to ground the scientific method-
ical approach to the assessment of financial independence of
the territory in view of its financial potential, which is adjusted on
the coefficient of «shadow» economy.

4. Results. One of the main causes of today’s problems in
Ukraine is centralization of power that does not provide financial
independence of local authorities, and therefore, does not con-
tribute effective regulation and stimulation of socio-economic
development of the territories. That's why Ukraine needs to
change the control system and bring it closer to self-organiza-
tion model that will allow, on the one side, to reduce ineffective
state regulation and to align profitable and account opportunities
of the local authorities, on the other side — will provide financial
independence of the local authorities. It is necessary to stress
that financial independence of territories must be based on prin-
ciples of demarcation of profitable powers and on the responsi-
bility between the state and regional levels. It, also, must con-
sider restrictions of the state financial policy and established
principles of taxation. In this way, financial independence, that
includes budgetary and tax independence, discloses economic
relations between the state and regions and reflects the level of
financial isolation of regions. Tiebout C. (1961) researched ques-
tions of local authorities’ financial independence and the
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decrease of ineffective distribution of the interbudgetary trans-
fers. He noted that: «Fiscal decentralization increases the com-
petition among local authorities that limits the volume of a pub-
lic sector as a result; the decentralization increases efficiency,
because local authorities have the best information of residents’
needs, in the contrast to the central government» (Tiebout,
1961) [5, p. 80]. According to Oakes (1972) opinion decentra-
lization of expenditures is defined by asymmetric information
effect — inability of the central authorities to have exhaustive
information on preferences of residents of municipalities and
about local costs of production of the public benefits (the bud-
getary services) [4, p. 5]. Musgrave R. (1973) considered that
the budgetary decentralization promotes effective placement of
resources [3, p. 60]. In 2011, Charbit C. conducted a study
which showed that «politically, decentralization is rooted in
democracy and representation concerns at the local level...
leads to increased political accountability and transparency as
well as to better overall results since mobile resources would
move to places which serve them the best» [8].

In the substantiation of the scientifically-methodical
approach to an assessment of financial independence of the
territories, proceeded from such conditions:

1. Criterion which estimates quantitatively financial indepen-
dence of the territory, from our point of view, is its financial
potential. This definition means hypothetical territorial possibili-
ty to attract, create and use financial resources for ensuring its
effective operation and development [11, p. 212]. This definition
is a combination of the following key provisions:1) basic char-
acteristic of potential «possibility»; possibility is just hypotheti-
cal, what means that its use isn’t necessarily; 2) the purpose of
implementation of territorial financial potential is simple and
expanded production (operation and development) of the terri-
tory; 3) creation, attraction and use of resources is embodied in
the available, untapped and new financial resources, that
means totality of own and borrowed resources, directed on exe-
cution of tactical and strategic tasks of the region, effective
socio-economic development and financial stability [12].
Subjects — state, enterprises, credit and financial organizations,
households and other economic agents from the structure of
financial potential (methodological approaches for assessing
potential of region, including financial potential were considered
by us in the works [11, p. 180; 12, p. 86]).

2. Financial independence of the regions (level of financial
self-sufficiency of the regions) can be defined by the ratio of
financial potential of the region to its expenses (budgetary and
extrabudgetary) and it’s achieved when this ratio will be more
than 1.

3. Gross regional product (GRP) is an index which charac-
terizes the financial potential of regions (it's the main generaliz-
ing index that characterizes socio-economic situation of the
region, despite the methodological problems of its assessment).

4. The level of the shadow economy in Ukraine fluctuates
from 30 to 50% by different estimates of experts [13, p. 114].
Therefore, there are some considerable errors in the results of
assessment of territorial financial potential, excluding influ-
ence of the shadow economy. It is really important for assess-
ment of valid disproportions in the territorial development of
the country.

5. Self-development of the territory is impossible without
growth of its financial potential. To calculate the territory’s finan-
cial potential, solve for the tactical and strategic tasks of territo-
rial development as a function of its growth coefficient.

— growth coefficient of financial potential of the territory for
the solution of tactical tasks (k) is calculated by the formula:

_ GDP, -k,

== m 1
' GDP, -k, ()

where GDP, is the average value of GDP per capita of the
middle level income countries;

GDP  is value of GDP per capita in Ukraine (Ukraine is on
the 122nd place with value of $3007 per 1 capita and refers to
the group of the countries with the average level of this index,
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according to the rating of the countries of the world on GDP
index. This rating is made by the World Bank Countries from this
group but higher than Ukraine on a rating have the maximum
value of GDP per capita nearly 12000 US dollars with an aver-
age value of 6320 US dollars [14]);

k  is average coefficient of shadow economy of the middle
level income countries;

k, is coefficient of shadow economy in Ukraine (we take the
value of shadow economy level in Ukraine as 55% and for mid-
dle-income countries it is 40%, what is based on summarized
information [15]).

- growth coefficient of financial potential for the solution of
strategic tasks (k,) is calculated by the formula:

_ GDP: -k,

s s (2)
GDP, -k,

where GDP, is the average value of GDP per capita of the
high level income countries (average value of GDP per capita
is 38108 US dollars in the countries with high level of develop-
ment [16]);

k, is average coefficient of shadow economy of the high
level income countries (the average value of shadow economy

coefficient for countries with high level of the income was
defined as 20% [15, 16]).

Usage of the calculated values of coefficients is provided in
the Table, they give the following results of reference points of
future development (2010 year is considered as a base of cal-
culations).

Table show that nearly half of the region’s general amount
on the absolute index of financial potential does not exceed
even 50% of its mean value throughout Ukraine. Such prereg-
uisites complicate the achievement of acceptable results, obvi-
ously, in the short term.

6. Financial potential (calculated by means of growth coeffi-
cients and coefficients of shadow economy) can be the objec-
tive base for an assessment of budgetary receipts and receipts.
From here, in the calculation of the interbudgetary transfers’ vol-
ume, instead of the estimated volume of the incomes (revenue
basket), which are fixed in compliance with local budgets, we
suggest to use the volume of territory’s financial potential (TFP),
that’s corrected on the level of efficiency of its use. The basic
formula for calculating aligning grant volumes is:

T, = a*(V;- FP*K,;,/100%), @)

where T; is grant-in-aid volume from the state budget, that
is provided by specific i-th territo-

" The main task for Ukraine is achievement, at least, the average value of GDP per capita in the countries’

group where it consists.

This tactical task and estimated value growth coefficient of the financial potential (kt,)

makes 1.58. The following tactical task is achievement of high rates of the development that is typical for groups
of the countries in which Ukraine enters. Estimated value of growth coefficient (kt,) is defined at the level of 2.99.
The purpose of the strategic development will be achieved if the index of the financial potential will be increased
by a factor of strategic development (k), the estimated value of which is equal to 7.13 [17].

Source: Calculated by authors proceeding from [15, 16, 17]
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. . . . . . ry or resources, transferred from
Table: Ukrainian regions’ financial potential indices in absolute values such territories’ budgets in the
for tactical and strategic development, million UAH state budget; V.- calculated index
. . . . of consumable volume of i-th ter-

Value of indexes of financial potential . . . . .
R Lo Financial potential of development” ritory; Kv is level of using finan-
Area, region Excluding Taking into cial potential, which defines finan-
shadow accountishatow Kez Ko ke cial independence of the territory;
economy economy A . . .

_ FP;is the financial potential of the
AR of Crimea 196658.2 437018.2 690488.8 1306684.5 3115940.0 #th territory; a, is coeficient of ali-

Vinnytsia 116443.2 258762.7 408845.0 773700.3 1844977.7 gning of appropriate i-th territory.
Volyn 73401.7 163114.8 257721.5 487713.4 1163008.9 5. Conclusions. Important fi-
Dnepropetrovsk 583016.7 1295592.6 2047036.3 3873821.9 9237575.3 nancial characteristic of the terri-
tories is their financial indepen-
Donetsk 662999.6 1473332.3 2327865.1 4405263.7 10504859.6 dence, which includes the right to
Zhytomyr 87274.1 193942.4 306429.0 579887.8 1382809.3 have sufficient resources and also
Zakarpattia 75391.4 167536.5 264707.6 500934.0 1194534.9 the responsibility of local govern-
Zaporizhzhia 216002.3 480005.0 758407.9 1435215.0 3422435.7 ments in formation and use territo-
I Frankivsk 100550.0 223444.5 353042.3 668099.1 1593159.4 rial resources. The base of territo-
MANOTHANes ; : : : : rial financial independence is its
Kyiv 1172118.5 2604707.8 4115438.4 7788076.4 18571566.8 financial potential, which repre-
Kirovograd 74578.4 165729.8 261853.0 495532.0 1181653.3 sents the maximum volume of
Lugansk 241443.6 536541.4 8477354 1604258.7 3825540.0 financial resources in the quanti-
Lvi 209017.4 464483.1 733883.3 1388804.4 3311764.3 tative expression. The teritory can
M : : : : : generate this volume for a certain
Mykolaiv 114172.8 253717.4 400873.5 758615.1 1809005.2 period of time. Proceeding from i,
Odesa 246413.8 547586.2 865186.2 1637282.7 3904289.5 we suggest to use financial poten-
Poltava 1797231 399384.6 631027.7 1194160.0 2847612.3 tial for determination of interbud-
Ri 82369.8 183044.0 289209.6 547301.7 1305104.0 getary transfers’ amount. It will
vne : : : : : allow carrying out a real assess-
Sumy 95116.3 211369.4 333963.7 631994.6 1507064.1 ment of proﬁtab|e volumes and
Ternopil 65396.2 145324.9 229613.3 434521.5 1036166.5 compensation volumes of the
Kharkiv 270668.0 601484.4 950345.3 1798438.2 4288583.4 local budglet', for WZ'ChI the ter.rcljto-
ries can claim, and also avoid a
Kherson 82473.5 183274.5 289573.7 547990.8 1306747.3 manipulation problem with bud-
Khmelnytsky 91223.6 202719.1 320296.2 606130.2 1445387.5 getary funds_ |t’s offered to take
Cherkasy 117839.7 261866.0 413748.2 782979.3 1867104.4 into consideration financial flows,
Chernivtsi 54547.6 121217.0 191522.8 362438.7 864276.9 Wt:"‘éh are g?ner?teddlrl ecqno;_mc
shadow sector, for determination

hernihi k 178524. 282068.4 787.7 1272878. . ; ’ )

Chernihiv 80335.9 8524.3 82068 53378 878.3 of financial potential of the territo-
In all 5289175.3 11753723 18570882.3 35143631.7 83804044.8 ry. Financial independence of the
Average value 211567.0 470148.9 742835.3 1405745.3 3352161.8 territories leads to self-develop-

ment and self-development is
impossible without growth of
financial potential. The offered
approach, of calculation of finan-
cial potential’s growth coefficients
for the solution of tactical and
strategic tasks, can be used for
determination of territories’ finan-



cial independence. So it is clear to us, that implementation of
such actions necessarily involves the account of characteristics
of financial potential’s formation and regulation, alteration of the
Tax code, and also use of effective instruments of the state
financial policy that influence on magnitude of territorial financial
potential in a section of its components (budgetary tax, mone-
tary-credit and public debt management policies).
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