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1. Introduction

The dominant tendency of the national economy in the XX-
XXI century is invigoration and increase in regionalization,
which on the one hand raises the issue of weight transfer deci-
sion-making process of socio-economic system at the regional
level, and on the other – imposes liability on regions for the
effective financial policy aimed at developing a sufficient
resource base to implement them. In such circumstances, it is
extremely important to consider global and national factors of
financial development in the region. International experience
shows that the financial system does not perform regulatory
functions to stimulate real economic activity, financing of invest-
ments in the real sector and provide a basis for economic
growth and employment. As a result of the increasing polariza-
tion in terms of their socio-economic development, the struggle
for seizure of financial markets, possession of raw-material and
financial resources increases the risk for the territorial integrity

of independent countries. Thus, Russia’s attempts to retain con-
trol over the Ukrainian government, financial and economic sys-
tems of Ukraine, to prevent the implementation of Ukraine’s
European aspirations, which led to the annexation of the Crimea
by Russia and the military conflict deployment in eastern
Ukraine, deteriorates socio-economic situation of the country.

The accumulated global macroeconomic and macro-finan-
cial imbalances require reform of the national financial system
of Ukraine. However, we must admit that inefficiency of external
security mechanisms of Ukraine’s financial system is more sig-
nificantly aggravated by internal problems, which are currently
hindering development of financial relations in the country and
reducing their effectiveness. Among them are permanent
reform of Ukraine’s economy and banking sector in particular,
which often has the character of «pseudo» unstable socio-eco-
nomic environment; irresponsibility of officials for decisions and
their practical implementation; high level of corruption of all
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branches of government; worsening of the social problems in
the country. As a result, the reform of public administration and
finance sector towards decentralization and delegation of
authority to the local level and financial resources, which
declared each new government for decades, have not been ac-
tually implemented. Moreover, in practice, takes place streng-
thening of administrative and financial resources centralization.

2. Brief Literature Review 

Analytical review of publications has shown that the theo-
retical basis of the regional financial policy in developed coun-
tries is based on modern theories that provide empowerment of
local authorities to use financial resources in developed
regions; the socio-economic environment for the benefit of com-
munities and preserving their characteristics in shaping the
socio-cultural values; deepening of democracy and openness in
financial relations formation between the state and the regions,
while maintaining the balance in the financial policy.

We should take together key theories that form the basis of
studies, necessary to distinguish two blocks. The first unit
should include theories relating to building financial relations
«state – regions» and allow forming approaches to financial
management at the regional level: the theory of fiscal federa-
lism (Musgrave, 1989 [1]; Chibu, 1956 [2]), the public choice
theory (Brennan & Buchanan, 1980 [3]), the theory of decen-
tralization (Pryudomm, 1995 [4]; Tanzi, 1995 [5]). They are
designed to ensure disclosure of regions’ internal capacity by
improving autonomy of regional and local authorities in the for-
mation and usage of financial resources created by the entities
located in their territory. The greatest recognition and practical
use in European countries became: the theory of fiscal federal-
ism and decentralization theory. Studies have also shown that
these theories are not perfect, that is, with certain limitations on
the effectiveness of their use. In particular, the theory of fiscal
federalism requires a stable financial situation not only in the
country, but also in the regions, the availability of financial
reserve funds that can prevent crisis situations. The experience
of European countries that are part of the EU in construction
and usage of financial relations on theoretical principles of fis-
cal federalism shows that contradictions between the states
exacerbate in a growing crisis, so regions need to regard direc-
tions and mechanisms of their financial resources forming. 

The second block of theories are those that define the
areas of the regions’ financial potential implementation as a
major factor in the formation of their competitive status in the
national and global economic environment, in particular, the
concept of «new regionalism» (Keating, 1998), the theory of
the «center-periphery» (Friedmann, 1979), the theory of
uneven spatial development (Amos, 1988), the concept of
global regions (Chuzhykov, 1988). 

3. Results

In Ukraine, studies have shown that the theoretical
approaches to the formation of a regional financial policy are
based on consideration of the achievements of the internation-
al community. However, by now no universally recognized defi-
nition of requirements for terminology related to the subject of
research that not only complicates the process, but also can
lead to erroneous results. Note that in the financial science
using the concept of «finance of region» at the moment is not
established, often domestic finance scholars identify the region
of local finance or local government finance. 

Thus, the financial component of the region is the Local
Finance (according to the structure of the financial system of
Ukraine), and it is a system of economic relations on the forma-
tion, usage and distribution of financial resources among eco-
nomic actors within a region to achieve the current operation
and development.

The system of the regional finance is regarded as the finan-
cial subsystem of the state (its operation is in accordance with
the regulatory framework, principles and imperatives of targe-
ted public finance) and, at the same time, as a set of structural
elements that are defined according to the structure of the
financial system in the region. Theoretical and practical feasibil-
ity of singling out research of finance in the region is reasoned
by a range of internal and supranational factors. 

Today, in terms of the implementation of local government
reform and fiscal decentralization, government has made a
number of steps to transfer resources and responsibilities to the
local level – village, town, and city. Thus, there is a transfer of
weight management process and, therefore, the concentration
of financial resources of the region at the level of territorial com-
munities and transform the region into a «statistical unit». This
is in line with European trends reform of the administrative-ter-
ritorial structure and principles of civil society, in particular the
principle of subsidiary. Without denying the economic and social
feasibility of implementing these processes, we consider it nec-
essary to establish certain limits of their adequate Ukrainian
practice. After all, blind imitation of the world experience without
local realities can carry a number of risks and threats to Ukraine
as a whole. Thus, excessive weakening of regional exposure
and its financial base may stipulate: 

(1) improving the socio-economic differentiation of regions
for the GRP, local budgets revenues, income, etc. (these indi-
cators Ukraine today is far above the European countries); 

(2) increased concentration of economic expansion space
and habitat depression, due to the concentration of financial
resources in the centers of development and their «spillover»
through the banking system with the less prosperous regions to
more prosperous; 

(3) improvement of intra differentiation. First and foremost,
the strengthening of the gap between urban and rural areas,
leading to an increase in the number of subsidized rural and
rural local communities; 

(4) disintegration of national economic space and ineffective
functioning of the internal market, and, in turn, a direct threat to
the integrity of the state.

Preventing and addressing threats outlined requires
strengthening the role of territorial development instruments of
financial regulation, implemented at regional level. The feature
of copyright methodological approach to the study of finance in
the region is laying in their foundation and giving priority to the
financial potential of the region formed over financial resources.
This allows expanding the horizons of finance research of the
regions due, firstly, to the inclusion of their structure, along with
the available financial resources of potential component; se-
condly, inclusion the households, along with budget potential
financial capacity of the region, which is formed in the sectors
of financial and non-financial corporations. In addition, this
approach is the basis for the paradigm of management mo-
dernization at the meso-level – rejection of simple allocation of
scarce budgetary resources of the region and transition to the
implementation of effective methods of encouraging the rational
(at market criteria) formation, usage and increase the financial
potential of the region in all sectors.

The financial potential of the region determines the ability of
the financial system in the region to ensure growth and deve-
lopment in the short and long term by maximizing the accumu-
lation and efficient use of available financial resources and the
conditions created by government, business and households in
the region for achieving financial results, providing expanded
reproduction and social development [6]. This criterion by the
terms of the achievement of the goals are relying on their own
sources of financing current needs of the region; ability of
involvement in required quantities and at reasonable terms of
external resources; formation of the resource base at an
acceptable level of risk; presence of institutions providing finan-
cial management efficiency in the region.

Considering the peculiarities of reforming the national eco-
nomy and the complexity of the situation in which the state finds
itself as a result of the growth of contradictions in global, inter-
national scope, issues related to the assessment of their finan-
cial capacity to ensure the development of the country and its
regions have become extremely important and need conducting
major changes in methodology of state regional development
policy formation based on consideration of resource, economic,
social, environmental, territorial and geographical and other
characteristics of each region. The main of them are: 

(1) decentralization of the state budget during the formation
of inter-budgetary relations must be determined by the ability of
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regions to self-development. This necessitates the evaluation of
the financial capacity of each particular region connecting them
simultaneously with tactical and strategic objectives of socio-
economic development; 

(2) a legitimate raise the question of the need to assess
financial capacity of self-development of each region that could
form the basis for sound management decisions on the choice
of areas of regional development, determining needs for trans-
fers and attracting foreign investment have to be considered; 

(3) as an integral part of spatial-territorial structure of the
state, the regions of Ukraine are rather more complex system of
financial accountability, than various financial institutions of the
state, engaged in the distribution and redistribution of financial
resources function. This requires installation on the legal basis
of clear mandates of each distribution relationship participant
with the general principle of social justice in resource potential
using.

The integral indicator, based on which has to be formed the
skeleton of financial relations between the state and the regions
proposed to accept the value of financial potential of latter. The
set of financial potentials of regions of the country forms the
financial potential of the country. However, within certain
regions, there are significant differences between the amounts
of generated and used financial capacity. Most regions of
Ukraine, as is known, ensure necessary financial resources for
socio-economic development not only from its own resources,
but also from subsidies from the state budget. Thus, the exist-
ing schemes of distribution and redistribution of the state bud-
get between regions takes into account only their needs and
ignores the possibility of accumulation of own financial
resources, and the effectiveness of the management system of
the region. Lack of interconnections between the needs of
regions in financial resources and possibilities of their accumu-
lation for the achieving of mentioned tasks is a key reason for
subsidies of most domestic regions, and passivity of local
authorities in the search for new sources of creation and effec-
tive usage.

Thus, based on the above mentioned, the financial impera-
tive to ensure the development of regions of Ukraine in regional
policy should become the individual (selective) approach to
identifying the resource (including financial) potential of each
region and evaluation of real possibilities of its usage for a spe-
cified period of time. The feasibility of using such approach is
also confirmed by the following statements:

1. According to territorial principle, most of regions of
Ukraine are larger than many European countries, but signifi-
cantly differ from them by indicators of the degree of autonomy
in the formation and selection of areas for socio-economic
development. Increase of autonomy of domestic regions in the
selection of areas of socio-economic development is based o
the current legislation of Ukraine, but contradicts the principles
of administrative and command distribution of powers between
government institutions on the use of resources of regions, that
within the decades are used in the state.

2. Each region of Ukraine is unique by its natural resources,
geographical and climate conditions, and the composition of
industrial and economic structures, their usage and pace of
development. Features of the historical development of different
regions of Ukraine determine the necessity of incorporation
along with indicators of economic, social, spiritual and cultural
values of the population that live there.

The essence of the selective management of regional
development lies in selective impact on regional development,
particularly in segments where market regulators are unfound.
This policy is designed to resist the excessive growth of asym-
metry of regional development in the social and economic
spheres through the use of compensation (for areas with low
levels of financial and economic capacity) or competitive (for
areas with high levels of financial and economic capacity)
mechanisms.

Features of the regional development in Ukraine demon-
strate unreasonableness of rejection from the policy of com-
pensatory nature and confrontation of its problems with com-
petition policy of state regulation. Compensatory regional

policy is aimed at supporting of regions-recipients through
intergovernmental transfers, and competitive measures on
intensification of entrepreneurial activity and innovative
processes in the regions, formation of competitive interregio-
nal economic systems in the national and global environment
by targeting state investments and investment programs
implementation. This approach allows reduction of inter-regio-
nal asymmetry by activation the mechanisms of spatial reso-
nance distribution of development and reduction the gap bet-
ween «growth points» and peripheral areas.

However, the transition to a selective type of state regional
policy will require definitive typology of regions (for the refe-
rence to a particular group) with clearly defined criteria and indi-
cators. Otherwise, individual approach to the selection of finan-
cial provision of regional development instruments could
become another platform for certain regions lobbying and
deepening corruption in the allocation of resources (such prob-
lem is inherent at present-day to the Regional Development
Fund, which turned it from recognized by international practice
progressive tool of support of regions in fund of financing lob-
bied regions). Regions of Ukraine have real opportunities to
improve their financial capacity by improving the management
of their own financial resources. However, their implementation
requires substantially modified changes not only in the metho-
dology of public policy for regional development, but also in
managing their own financial potential.

As already mentioned, decentralization is one of imperatives
of public finance development in Ukraine. However, despite the
broad stream of publications about search of mechanisms for
its implementation, its optimal scale still has not been deter-
mined. The question is: what proportion of funds should remain
in place, and which needs the state for effective performance of
its functions? The economic science proved a direct relationship
between the level of intra-regional socio-economic differentiation
in the country and the optimum level of centralization. That is,
the higher the level of intra-regional economic differentiation, the
greater the share of income should be centralized to ensure
equitable distribution of income across the national economy.
The centralization of fiscal authority is justified to a level that
can increase the value of the public welfare function in all
regions through income redistribution within the country.

Using the method of a probability modeling to assess the
impact of fiscal decentralization based on the evaluation and
comparison of the social utility of regional residents, we
revealed the discrepancy in the current level of centralization of
financial resources and powers conferred on regional authori-
ties in Ukraine’s economy. Even while maintaining the existing
level of interregional differentiation in GRP per capita, local bud-
get revenues and incomes of the population in different regions
with the optimal level of centralization of budgetary resources in
Ukraine should be within 36-40%. We can say that the level of
resource withdrawal of regional budget to the state budget for
2006-2013 was twice from optimum value. Achievement of cal-
culated level of centralization requires not just partial changes
in the budget and tax policy of Ukraine, but systemic reforms
and their restructuring on the new paradigm principles. Filling of
local budgets cannot be made only from local taxes and pro-
perty taxes; solution of this issue lays in the dimension of trans-
fer to the local level a large part of national taxes. Under the pre-
sent conditions, in Ukraine is hardly possible solution of
problems of simultaneous increase of local budget revenues
and reduction of major taxes.

While reduction of intra-regional economic differentiation
opportunities to take advantage of decentralization become
much wider. Taking into account this, state strategy of socio-eco-
nomic development should include review of fiscal powers dis-
tribution between levels of government for the inter-regional
economic differentiation reduction. In the conditions of active
processes of globalization of the world economy, regional deve-
lopment cannot take place only under the influence of policy of
national government or local communities. On formation of
socio-economic status of Ukrainian regions have absolute effect
such factors as their participation in global processes and inter-
national competitiveness of regions. It is the presence of capital
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and its determination to overcome limits of the region which is
the driving force and a prerequisite to attract the region to inte-
gration and competitive interactions in the global economic sys-
tem. Furthermore, globalization expands the region and its eco-
nomic entities to various financial instruments and the large
amount of available capital, which should recognize the main
advantage of financial globalization for Ukraine today.

However, international experience shows that not all regions
that have a significant financial and economic potential are able
to use the potential of globalization: few have become compe-
titive in world space, and the rest have transformed to the glo-
bal periphery. The reasons for this, we believe, lies in the dimen-
sion of their capacity and ability to take timely decisions about
its development of competitive sectors of the economy, conso-
lidation of efforts on the formation and development of internal
market, realization of domestic producers support strategy.

4. Conclusions

The carried out researches has proven the necessity of fi-
nancial management imperatives formation the regions, which
determine the directions of regional financial policy moder-
nization:

1. Finance of region should play crucial role in building a
convergent model of regional development, both on interregio-
nal and intraregional levels.

2. Transition from the simple allocation of budgetary resour-
ces, available to the region, implementation of financial mecha-
nisms that provide incentives and active involvement of finance
and people in the region, as well as foreign investors for the
regional system development.

3. Denial of total approach to regional policy and its organi-
zation on the basis of individual, selective approach, in order to
ensure the development of regions in terms of their financial
and economic potential and a set of other objective factors.

4. Size of the region’s financial potential should become an
integral basic factor for the financial relations between the state
and the regions forming. It will increase the local authorities’
accountability for efficient formation, usage and accumulation of
endogenous financial potential.

5. Practical implementation of fiscal decentralization in
public finance to a reasonable level through the money trans-
fer to the local level, along with local taxes and property taxes,
will ensure the financial viability of individual regions and local
communities, as well as start the processes of their develop-
ment based on stimulating of their own financial potential
effective usage.
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