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PERMANENT TRANSFORMATION OF
INTERBUDGETARY RELATIONS

ABSTRACT

The article examines the essential determinants of decentralization and its main ele-
ments. Considerable attention is paid to scientific and theoretical aspects of the impact
of fiscal decentralization on local economic development. Priority aspects of realization
of bases of fiscal decentralization in the Ukrainian administrative practice are covered.
It is proved that the key idea of fiscal decentralization is manifested in the achievement
of financial autonomy by local governments through the accumulation of financial re-
sources at a certain level of government. Emphasis is placed on the concept of fiscal
federalism and its role in the socio-economic development of administrative entities of
unitary states.

It is argued that the construction of an effective system of inter-budgetary relations
should take into account a range of measures to strengthen the own tax potential of
the territorial community. It has been established that recently the tax potential of local
self-government bodies has been identified by tax capacity at the expense of three
taxes: personal income tax, property tax and single tax. The study showed that fiscal
decentralization through the prism of tax, budget and debt instruments can provide a
favorable socio-economic climate in local communities.

A structural and logical scheme of the impact of key paradigms of fiscal decentralization
on the development of united territorial communities in Ukraine has been built. It is
proved that fiscal decentralization in the conditions of divergence of interbudgetary re-
lations can become a catalyst for effective fiscal stimulus policy, as delegation of budg-
etary powers to lower levels, while improving the efficiency of budgetary resources, will
allow more fully and regionally respond to regional development and local needs.

Keywords: financial policy, fiscal decentralization, tax system, intergovernmental
relations, debt decentralization, fiscal federalism, local economic development

JEL Classification: E62, H70, R11

INTRODUCTION

One of the key aspects of the European integration process is the formation of effective
local government institutions capable of creating and constantly providing a favorable
living environment in the community for multi-vector development, human self-realiza-
tion, guaranteeing human rights and protecting freedoms. Such a context requires a
proper institutional and legal basis for the delegation of powers and adequate resources
to ensure the functioning of local governments. The pragmatism of most developed
countries has shown that such a multiplier of socio-economic and cultural-environmental
development as decentralization plays an important role in achieving these goals. Its
implementation is carried out by increasing the role of local self-government by dele-
gating to it not only powers but also real tools to achieve both operational and strategic
goals of the development of territorial entities.

Conceptualization of financial space in modern conditions of innovative development of
socio-economic processes requires the state and local governments to focus on ade-
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quate algorithms of fiscal decentralization. The issue of effective delegation of administrative functions of public admin-
istration with simultaneous control procedures of the results of their implementation is an urgent task for Ukraine in the
agglomeration of socio-economic zoning. In this perspective, the mechanism of transfer of fiscal powers from the central
level of the hierarchy of public administration to its lower territorial and administrative levels on the basis of fiscal decen-
tralization and (or) federalism plays a key role.

ANALYSIS OF RECENT RESEARCH AND PROBLEM STATEMENT

Many scientific and methodological works are devoted to the consideration of the institutional conditions for the develop-
ment of the state and its regions. These issues are actively discussed at various levels in forums, symposia, conferences,
as well as socio-political discussion platforms. The impact of decentralization in the direction of fiscal change and tax
incentives for regional economic entities in the conditions of permanent transformation of intergovernmental relations has
been studied by such scholars as: Fiorino N., Galli E., Kaiser K., Oats W., Padovano F., Smith A., Tiebout C .; as well as
Ukrainian scientists and practitioners: Andrushchenko V., Herchakivsky S., Hrechana S., Hrechko A., Demydenko L., Dubyn-
ska O., Zolotukhin E., Isanshina H., Kabash O., Kyrylenko O., Kovalchuk A., Nakonechna Yu., Nechyporenko A., Rekova
N., Sokolova O., Treshchev M., Tulchinsky R., Khudoley V., Tsymbalyuk I. and many others.

Paying tribute to the existing theoretical and methodological elaborations, it should be noted that the issues of fiscal
stimulation of regional economic entities in the context of institutional changes in the direction of decentralization of power
in Ukraine remain insufficiently covered. Today, it is important to show the multifaceted role of fiscal decentralization in
building the financial capacity of united territorial communities to strengthen their competitiveness, improve investment
and innovation environment, improve living standards, create safe living conditions for all residents.

The purpose of the article is to substantiate the scientific and practical paradigm of fiscal decentralization as a driver of
socio-economic development of regions and the state in the conditions of permanent transformation of inter-budgetary
relations.

RESEARCH RESULTS

Retrospective monitoring showed that the centralization and decentralization of power took shape with the advent of the
first ancient states. In fact, at that time the centralized nature of public administration was popularized, but in cases of
excessive (rigid) public policy and intensification of citizens’ actions to improve their lives, governments were forced to
apply the principles of decentralization to meet common needs. In the context of this it should be noted that with the
change of epochs of human development changed approaches to determining the prerequisites for the formation of the
best model of the state with the change of centers of responsibility of power [1, p. 159]. The beginning of the history of
decentralized state is the period when the concept of decentralization was first regulated by law, in particular in 1789 in
France was formulated decentralization theory as a reaction to Napoleonic reforms, which established a strong centralized
bureaucracy and largely leveled the principles of local self-government. The main ideological postulate of decentralization
theory was the provision of justifying a clear division of administrative cases into those that are the result of local self-
government and national affairs, which are appropriately delegated to communities [2, p. 136].

The essential paradigm of decentralization is manifested in the skill of transferring authority and responsibility for joint
functions from the central government to local governments. Such actions are carried out in order to optimize and improve
the management of socially important (high-priority) processes.

The structural and logical approach to the identification of decentralization deserves attention, according to which its
content depends on the tasks of the government (in different countries the specifics of such tasks differ) and is composed
at the expense of the following angles:

1. Deconcentration (can be transformed by the formation of grant potential for local self-government bodies);
2. Delegation (forms the accountability of local authorities to public administration in terms of delegated functions);

3. Devolution (in fact, provides a degree of political autonomy and expands the range of tax powers to local
authorities) [3].

The monitoring of decentralization from the standpoint of deconcentration is somewhat contradictory, as it can be consid-
ered not only as a characteristic of decentralization, but only as the establishment of peripheral units by the central
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government, at the same time, devolution most comprehensively reveals the content and ultimate goal of decentraliza-
tion [4, p. 121].

In our opinion, these perspectives should be in logical symbiosis in order to maximize the multi-vector benefits of the local
community: budget and tax optimization, investment effects, favorable business climate, development of innovative and
energy-saving technologies, development of infrastructure and socially significant facilities.

Based on the functional approach to the interpretation of decentralization, its types such as administrative, political, eco-
nomic, investment, fiscal, financial, environmental, etc. can be identified. In most scientific discussions, financial decen-
tralization is equated in its role with fiscal, and there are cases of budgetary decentralization. Note that fiscal decentrali-
zation forms the autonomous capacity of municipal bodies to mobilize financial resources and their rational distribution.

The term «fiscal decentralization» in its classical interpretation began to be used in the second half of the XII century. In
particular, the classic of economic theory A. Smith emphasized that the King (Richard I) needed additional funding for the
army launched a rapid mechanism through the sale of charters to cities, which guaranteed them certain privileges [5, p.
549]. At the same time, the tax status changed after the granting of charters, which led to the presence of such force in
certain administrative-territorial entities in property and legal aspects that the king could not administer most of the tax
payments without agreement. Already in the later period, the idea of fiscal decentralization is associated with the views of
the American economist Charles Tibet, which he systematized in his work «Economic Theory of Fiscal Decentralization in
Public Finance: Necessity, Sources and Uses» (1961) [6]. A significant contribution to the development of the theory of
fiscal decentralization was also made by the English economist W. Oates, who in 1972 derived the so-called «decentrali-
zation theorem», the essence of which was that in an isolated territorial entity there is an opportunity to provide public
goods and its marginal costs equal to the average cost of its production in each of the entities, whether provided centrally
or decentrally, the provision of this benefit by local governments in quantities corresponding to real demand will always
be more effective than its provision by the central government in a fixed amount (at a constant level) [7, p. 1128].

The paradox of fiscal decentralization is being transformed through the spatial component of local governments’ attraction
to service consumers, which leads to the rational formation of budgetary resources and improves redistribution processes
to meet local needs. This context reflects the desire of local authorities to better understand the needs of the community
and to seek effective fiscal instruments to meet them.

The perfection of fiscal decentralization is ensured by certain conditions of its implementation, among which the following
can be considered a priority:

1) increase the revenue side of local budgets while increasing the socio-economic development of territorial entities;
2) improving the quality of public goods and services adequate to the needs of the local population [8, p. 124];

3) improving the investment and innovation climate in the region;

4) formation of transparent procedures for financing local expenditures;

5) strengthening the responsibility of local governments for the implementation of the functions delegated to them.

The main idea of fiscal decentralization is for local governments to achieve financial independence (autonomy) by accu-
mulating financial resources at this level of government. However, a synergistic effect can be seen in the case of proper
external control and audit of the effectiveness of local government decisions in the initial stages of decentralization.

The decision on fiscal centralization or decentralization in terms of efficiency should take into account the fact that cen-
tralization in most cases is accompanied by standardization and economies of scale, which reduces the cost of providing
public services. However, fiscal decentralization produces a higher level of social satisfaction, as residents of territorial
communities have the right to choose the necessary public services within a clearly defined budget, which is formed by
taxes and fees paid by them [9, p. 66].

We note that recently the policy of fiscal federalism, which is considered the highest form of budget decentralization, has
become increasingly popular. Legislative concepts declare that in building inter-budgetary relations of Ukraine there is not
only a model of unitarism, but also certain elements of federalism, such as: independence of local budgets, which provides
for the budgets of each level of the budget system of relevant sources of income; the right of the relevant bodies to
determine the directions of use of budget funds in accordance with the legislation of Ukraine; the right of independent
and autonomous consideration and approval of each of the budgets [10, p. 114]. In our opinion, the most effective and
rapid process of improving the functional potential of the institution of modern self-government is the introduction of fiscal
federalism, which aims to create organizational, economic and legal bases for financial independence of local budgets,
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qualified implementation of local government powers, timely public services.

The theoretical logo of fiscal federalism is manifested through the statutory strategy of division of functional powers and
responsibilities of state, regional, local government with a compromise differentiation of revenues and expenditures be-
tween the budget system on the basis of political activity, social ethics, interregional and national solidarity [11, p. 93]. In
German pragmatism, fiscal federalism is based on the vertical distribution of tax revenues. In particular, the personal
income tax, VAT, personal income tax form the budgets of all three levels of the budget system of Germany: federal,
federal (land), and community budgets. The income tax on corporations and credit institutions is distributed between the
federal budget and land budgets. Along with this, at each level of the budget system certain taxes are fixed, which are
fully directed to only one of the budgets [12, p. 50]. The potential of fiscal federalism in Germany is a platform for equal
living conditions and elimination of imbalances in the welfare of citizens of different administrative units through mecha-
nisms to strengthen the vertical and horizontal distribution of taxes in the federation through inter-state financial equali-
zation between federal subjects and federal subventions. A classic example of the latter is aid to the eastern lands after
German reunification. Financial capacity after all levels of financial equalization is a necessary condition for the association
of communities to exercise their own and delegated powers.

When implementing the doctrines of fiscal decentralism and fiscal federalism in Ukrainian realities, it is necessary to pay
attention to the analysis and assessment of potential risks. This process can be manifested through monitoring the com-
prehensive implementation of declared goals and priorities, providing local budgets with the necessary level of financial
resources to exercise their delegated powers, forming a balanced budget process to prevent regional socio-economic
disparities in financial security and more.

Establishing an effective system of inter-budgetary relations should take into account, first of all, measures to strengthen
the own tax potential of municipalities, which is impossible without ensuring the stability of the consolidation of tax reve-
nues in local budgets [13, p. 124]. This approach will help minimize the direct relationship between actual and projected
budget revenues and expenditures and the amount of subsidies received to equalize budget security.

In 2019-2021, the tax potential of local governments was identified by the tax capacity of the three taxes, which together
account for more than 88% of total tax revenues to local budgets (Figure I1).
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Figure 1. Accumulation of tax potential of local governments in 2019-2021, %
(Source: completed by the authors according to sours [14])

As can be seen from Figure 1, the realization of the tax potential of local governments can be ensured primarily through
the mobilization of personal income tax revenues (over 61% of all tax revenues and almost 30% of total local budget
revenues), property tax (over 13% of tax revenues), other tax payments have a less pronounced fiscal effect, but may
serve as a regulatory potential for local economic development.

At the same time, it should be noted that the improvement of fiscal relations between the state and local governments,
recognizing them as equal subjects of interaction is possible with a clear delineation of powers, especially fiscal, between
levels of government and providing them with adequate resources [15, p. 210].

Low fiscal potential of territories, centralized expenditure management, provoking the system of intergovernmental trans-
fers to develop the «diagnosis of the recipient territory», too limited access of local governments to credit — all this prevents
local governments from effectively exercising their powers to ensure accessibility and quality of public services. The solution
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of these issues lies in the plane of further development of political, administrative and fiscal decentralization [16, p. 98].
Budget decentralization is especially important, as it will allow to achieve financial independence of local budgets, which
is the fundamental basis of local government [17], will contribute to the effective provision of public services by agreeing
on a list of their most popular types and available revenue base of local budgets, development of territories, making
effective management decisions.

Fiscal decentralization through tax, budget and debt mechanisms can provide a favorable social climate and economic and
environmental development in local communities (Figure 2).
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Figure 2. Structural and logical scheme of the impact of fiscal decentralization on the development of territorial communities

Debt decentralization plays a key role in the development of the local borrowing market, as it should be based on a
mechanism (algorithm) that increases the powers of local governments to plan, form and use borrowed funds, as well as
simplify the procedure for attracting them [18, p. 113]. In order to achieve the main goals of debt decentralization and
ensure the growth of independence of local governments in the context of the formation and use of local borrowing, the
interaction of all components of the mechanism of its implementation should be established [19, p. 99]. In addition, the
decentralization of borrowing powers should provide local governments with direct access to debt capital markets, which
will help attract additional financial (investment) resources.

Tax decentralization should also focus mainly on delegating to local governments the right to determine elements of local
taxes and fees, including setting or abolishing such taxes or fees themselves, and the power to accumulate non-tax
revenues in the state treasury.

The methods of tax decentralization are tax devolution and tax deconcentration. Tax devolution involves the transfer of
tax powers to local and regional governments. In the case of tax deconcentration, the central government only transfers
part of the national taxes, fees and mandatory payments to the territorial budgets in the form of fixed and regulatory
revenues [20, p. 115].
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Thus, Ukraine has a realistic need to ensure the equalization of socio-economic and investment-innovative development
of the regions, as well as strengthening the role of newly formed united territorial communities in meeting the interests
and guaranteeing the rights of citizens in all spheres of life. Fiscal decentralization in this perspective will ensure the
transfer of significant financial resources to lower levels, which will ultimately contribute to the intensification of social and
business activity in the regions.

CONCLUSIONS

The implementation of such important and strategic reforms as decentralization in the context of military conflicts and
pandemics, when the macroeconomic situation in the country virtually eliminates variations in budgetary resources, had a
much greater range of risks than in other European or global countries. However, previous results of local government
reform in Ukraine have shown a significant increase in successful community development practices that have benefited
from decentralization, despite the impact of negative factors and risk factors.

The availability of sufficient financial resources in local budgets is an indication that the local community is able to provide
a variety of services to its residents, launch social and infrastructure projects, create appropriate conditions for entrepre-
neurship and investment, implement community development programs and finance measures to improve residence con-
ditions of their inhabitants.

This context encourages both the scientific community and practitioners (managers) to continue the key phases of fiscal
decentralization, gradually solving problems of optimizing revenues and powers of United Territorial Community budgets,
adjusting community development plans, supporting the process of activating civil society to strengthen control over gov-
ernment and development priorities, which will improve the conditions of their functioning and improve the living standards
of community residents.
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TEOPETUYHWIA IOroC ®ICKAJIbHOI AELEHTPANI3ALIL B YMOBAX MEPMAHEHTHOI
TPAHC®OPMALII MDKBHODKETHUX BIAHOCUH

[JocnipkeHo CyTHiCHI AeTepMiHaHTV AeueHTpani3auii Ta il OCHOBHI eneMeHTW. 3HayuHy yBary npuaineHo HayKoBO-TEOPETU-
YHWMM acnekTaMm BnAMBY dickanbHOI AeLeHTpanisalii Ha MicLeBMUin eKOHOMIYHMIA PO3BMTOK. BUCBITNEHO npiopuTeTHI acne-
KTW peanizauji 6a3unciB dickanbHoi AeLeHTpanizauii B yKpaiHCbKilM ynpaBniHCbKil npakTuui. JoBeaeHo, Wo KoYoBa iges
(ickanbHOi AeleHTpani3auii NPOsSBNSETbCA B AOCATHEHHI OpraHamMu MicLeBOro camoBpsiayBaHHS (DiHAHCOBOI aBTOHOMIl
WNSXOM aKyMynsiuii (iHaHCOBUX pecypciB Ha MEBHOMY BRMagHOMY piBHi. AKLUEHTOBAHO yBary Ha KoHuenuii dickanbHOro
denepaniamy Ta ii poni B couianbHO-€KOHOMIYHOMY PO3BUTKY afMiHICTPAaTUBHUX YTBOPEHb YHITApHUX AepXXaB.

ApryMeHTOBaHoO, Lo nobyaoBa edekTUBHOI cCTeMMU DYHKLIOHYBaHHS MDKOIOXKETHMX BIAHOCMH MaE BPaxoBYBaTW CMEKTP
3ax0AiB WoA0 3MiLHEHHS BNACHOro NoaaTkoBoro NoTeHuiany TeputopianbHOi FpoMaaun. YCTaHOBMAEHO, WO OCTaHHIM YacoM
MoAaTKOBUIA MOTEHUia/ OpraHiB MiCLLEBOro CaMoBpsyBaHHS iAeHTUdIKYBaBCS MOAATKOBOK CMPOMOXHICTIO 3@ paXyHOK
TpPbOX MOAATKIB: MOAATOK Ha Aoxoau (isnyHMX 0cib, NMoJaToK Ha MalHO Ta €AMHMI NMoaaTok. MpoBeAeHe AOCNIMKEHHS
nokasasno, Wo ¢ickanbHa AeLeHTpanisalis Yyepes npuaMy noaaTkoBuX, BIOMKETHMX i BOProBux iIHCTPYMEHTIB CMPOMOXHA
3a6e3neunTun B TepUTOPIaNbHNX rpOMaaax CNpUSITIMBUIN COLLiaNIbHO-EKOHOMIYHWIA KJTiMaT.
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OIHAHCOBO-KPEAUTHA AIAMbHICTb: MPOBIEMW TEOPIT TA MPAKTUKM
Tom 2 (43), 2022

MobyaoBaHO CTPYKTYPHO-MIOFiYHY CXEMY BMIMBY K/IHOYOBMX MapaaurM ickanbHOI AeleHTpanisauii Ha po3BuUToK 06'eaHa-
HMX TepuTopianbHMX rpoMag B YkpaiHi. loBeaeHo, Wo dickanbHa AeleHTpanisalis B yMoBax AnBepreHLii MkbromakeTHMX
BiAHOCWH CNPOMOXHA CTaTu KaTanizaTtopoM 3abesneveHHs edeKTUBHOI NOMITUKN (iCKanbHOro CTUMYJIOBAHHS, OCKINbKM
feneryBaHHs1 BIO[KETHMX MOBHOBAXEHb Ha HWXYi PiBHi, 3 OAHOYACHUM MiABULLEHHSM ePeKTUBHOCTI BUKOPUCTaHHS 6to-
[DKETHUX PecypciB, HafacTb 3MOry binblu NOBHO M SIKICHO pearyBaTu Ha NpobneMu perioHanbHOro po3BUTKY i NOTPetu
MiCLIEBOr0 HacesneHHs.

KnouoBi cnoBa: ¢iHaHcoBa nonitvka, dickanbHa AeleHTpanisauis, noaaTkoBa CUCTEMa, MKOIOMKETHI BiAHOCUHM,
6oproBa AeLeHTpanisauisi, dickanbHuiti beaepaniam, MicLEBMIN EKOHOMIYHWUI PO3BUTOK

JEL Knacudikauin: E62, H70, R11
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