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FISCAL CAPACITY OF LOCAL AUTHORITIES IN
UKRAINE AND THE EU MEMBER-STATES

ABSTRACT

This article aims to assess the local governments’ fiscal capacity and to determine the
revenue decentralization impact on economic growth. The sample includes 27 national
economies of the EU member-states and Ukraine over the period from 2011 to 2024.
The level of own revenue decentralization in the sampled countries is evaluated, and
the interrelation between that indicator and the dynamics of economic growth is high-
lighted. The institutional peculiarities of the local taxes and fees system, as the basis
for ensuring the territorial communities' fiscal capacity, were investigated. Special at-
tention is paid to the periodic real estate tax's fiscal significance and administration
features. The level of partial tax autonomy is evaluated. The highest revenue decentral-
ization is recorded for the sub-sample of Nordic countries, while Ukraine belongs to the
group of countries with a medium level of the above indicator. It is found that an in-
crease in gross capital formation and in the Human Development Index has a positive
impact on economic growth. In contrast, own revenue decentralization had a slightly
negative effect. An optimal level of decentralization should be the main target for the
fiscal space’s institutional transformation. The strengthening of the local taxes and fees'
fiscal significance is identified as a prerequisite for an increase in the overall public
governance effectiveness. Additionally, it is pointed out that the capacity of local gov-
ernments to administer the local taxes and fees should be expanded. The priorities for
the property taxation reform are systematized. The trend of digitalization in tax admin-
istration should be reinforced to ensure the de-shadowing of the economy. It is argued
that a fiscal decentralization reform should be approached with foresight and delibera-
tion.

Keywords: fiscal capacity, local authorities, fiscal decentralization, tax policy, tax
autonomy, local taxes and fees, economic growth, local self-governments
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INTRODUCTION

Economic growth requires prudent and consistent policy in the sphere of public finance.
The economic agents make their strategic decisions regarding a plethora of financial,
psychological, and political factors as well. Amid the above characteristics, the fiscal
space’s design is vital. In most cases, local authorities are responsible for the provision
of public goods and services. Their quality could be a reason for economic agents to
choose a particular territory for living and doing business. Due to the public finance’s
evolution peculiarities, the central government could delegate (and quite often dele-
gates) some of its fiscal functions to local self-governments to achieve the best perfor-
mance. The economic agents could "vote with their feet," expressing preferences be-
tween different territorial communities in terms of respective fiscal space's advantages
and disadvantages. The local authorities should be empowered to create the most pref-
erable fiscal conditions to attract the economic agents and ensure the region’s sustain-
able development.

Over the last decades of the 20th century, the issue of local self-governments’ rational
transformation became crucial. In 1985, the European Charter of Local Self-Government
(hereinafter — Charter) was prepared and opened for signature by the member-states
of the Council of Europe. According to the Charter, sufficient financial resources should
support local self-governments to implement their decisions in different spheres, from
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the regional cultural life to the social infrastructure development. Moreover, in the Charter, the local taxes and fees are
described as an obligatory component of the local government’s revenue. Each new member-state of the Council of Europe
was expected to ratify the Charter at the earliest opportunity. Ukraine ratified it in 1997.

Generally, issues related to local finance, including the budgets of territorial communities, are closely interconnected with
fiscal decentralization. The search for a balance in the revenue structure across all components and levels of the budget
system forms the core of modern financial science. The fiscal capacity of local governments should be expanded to improve
the quality of public goods and services, which should reflect the specific needs and requests of the community’s residents.
An innovative approach, such as participatory budgeting, allows residents to generate concepts for local infrastructure
improvements based on actual needs. That process increases the taxpayers’ confidence in the transparency of public funds
spending. Local citizens should be aware that their decisions genuinely affect public financial management, which, in turn,
raises the standard of living and enhances the image of local institutions. Effective interaction between community resi-
dents and local authorities is crucial for adopting optimal development solutions for a given territory, both in the medium-
term and from a strategic perspective.

Fiscal decentralization requires a specific institutional framework that enables local authorities to produce the public goods
and services needed by their residents. On the one hand, local governments should have sufficient resources to ensure
the sustainable development of their region. On the other hand, their fiscal powers must be guaranteed by transparent
legislation. Therefore, increasing the fiscal capacity of territorial communities by strengthening the resource base of local
budgets is a priority for contemporary financial policy.

LITERATURE REVIEW

Buchanan & Musgrave (1999) proved that decentralization involved the transfer from the central government to local
authorities of the rights to make decisions in the field of regional social and economic development, as well as the power
to collect financial resources for the implementation of those decisions. The complex interaction between local self-gov-
ernments and central executive authorities has social, administrative, and fiscal dimensions. Schneider (2002) investigated
the system of intergovernmental relations in Austria, considering its institutional instruments aimed at equalizing the dif-
ferences in the local budgets' fiscal capacity. The author observed so-called "compensation effects" (when additional
revenue from the local government's own taxes was somehow “compensated” by the losses from equalization grants) and
argued that the examined local budgets should increase their tax bases. Oates (2005, 2006) pointed out that the greatest
advantage of fiscal decentralization was an increase in general economic efficiency and public welfare through the shift of
financial powers from the central to the regional governments. The scholar highlighted the problems of sustainability and
“self-enforcing” elements in fiscally decentralized economies and pointed out some existential threats (e.g., certain losses
in fiscal power at decentralized levels).

Koethenbuerger (2011) highlighted how the central government’s policy towards local authorities influenced the way local
governments decided on public policy. The scholar proved that local self-governments might choose to optimize their
expenditures. Liberati & Sacchi (2013) examined the relationship between tax decentralization and the local government’s
size. They argued that tax decentralization organized on the tax bases exclusively (so-called “tax-separation”), rather than
on the tax-base sharing, could prevent the local expenditures’ expansion. Bird (2013) pointed out that land taxation was
robustly interconnected with development processes in emerging market economies. The scholar noted that property
taxation was extremely important for the local governments’ fiscal capacity. Turley et al. (2015) investigated needs and
resources assessment of fiscal equalization in the Irish local government system. The authors outlined that the main
characteristics of territorial communities (e.g., population size, level of economic activity, etc.) should be evaluated properly
in order to estimate the local governments’ fiscal capacity.

Hodzi¢ et al. (2020) found that in order to strengthen the fiscal capacity of territorial communities, the levels of tax
autonomy and fiscal decentralization should be raised. The territorial communities’ responsibility for providing public goods
to the inhabitants could create a precondition for extended fiscal capacity. Regarding social inequalities of territorial units
in Poland, Gatecka et al. (2020) investigated the relationship between the local governments’ fiscal capacity and the central
government institutions’ expenditures. The above relationship appeared to be statistically weak. Inadequate public funds
allocation mechanisms have been labeled as an important reason for the low efficiency of public expenditures. Thus, the
local governments' fiscal capacity should be increased significantly. Using the sample of 21 EU member-states and the
timescale between 2001 and 2019, Onofrei et al. (2022) analyzed the impact of local fiscal consolidation efforts on regional
development. The scholars highlighted the role of sound local public finances in achieving the objectives of economic
growth. Kiziltan & Yereli (2023) assessed the impact of local self-government reform on the fiscal capacity of 81 Turkish
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provinces over the period from 2007 to 2019. The researchers concluded that — despite the stated goals — reform had a
negative impact on the local governments’ fiscal capacity. An increase in the intergovernmental grants percentage in the
local budgets' revenue has made respective budgets more dependent on the centralized financial resources. That fact
reduced the local governments’ fiscal efforts as well. Conversely, fiscal decentralization had significant positive effects on
fiscal capacity of the local governments. Bucci et al. (2024) examined the association between fiscal decentralization and
municipality efficiency in Italy and found that the aforementioned interrelation was robust and positive.

Buryachenko & Filimoshkina (2018) concluded that fiscal capacity implies the territorial community’s financial resources
sufficiency to ensure the proper level of service provision in education, public healthcare, social protection, culture, housing
and communal services, etc. Ljutyj & Spasiv (2019) noted that the territorial community’s fiscal capacity was associated
with the ability of the local government to provide an appropriate level of financial resources and fiscal autonomy. Moreo-
ver, the observed phenomenon formed the preconditions for the territory’s social and economic development and an
increase in the community residents' welfare (using the local budget’s resources). Pasichnyi et al. (2019) investigated the
impact of fiscal decentralization on economic development in 27 advanced and emerging market economies in Europe
from 1992 to 2017. The scholars found that high indicators of revenue decentralization were associated with rather low
real GDP per capita growth rates and proposed statements for local authorities to develop the methodical bases for their
fiscal policy design. Kaneva et al. (2023) examined the influence of fiscal decentralization on public services efficiency and
economic growth and found no evidence of a robust interconnection between the above phenomena. The authors figured
out that the countries of Central and Eastern Europe have had rather moderate fiscal decentralization levels, while their
expenditures’ decentralization indicators were significantly higher than the revenue ones. Vdovichen et al. (2024) evaluated
the level of revenue fiscal decentralization and tax autonomy in the EU member-states and Ukraine. The scholars proposed
to increase the local self-governments' financial capacity through the improvement in property taxation and expansion of
the local tax digitalization process.

AIMS AND OBIJECTIVES

The article aims to assess the local governments’ fiscal capacity in Ukraine and the European Union member-states, and
to determine the impact of revenue decentralization on economic growth.

The main objectives of the study are:

= to assess the level of own revenue decentralization in Ukraine and the EU member-states and to determine the
relationship between that indicator and the dynamics of economic growth;

=  toidentify the institutional peculiarities of the local taxes and fees system as the basis for ensuring the fiscal capacity
of the territorial communities;

= toinvestigate the periodic real estate tax’s fiscal significance and administration features;
= to evaluate the level of tax autonomy in the EU member-countries and Ukraine.

METHODS

Compson & Navratil (1997) suggested that there could be two general categories for the estimation of fiscal capacity. The
first is broader and involves the evaluation of the relative economic resources or income indices. The second focuses
exclusively on measuring indices of the relative revenue that can be raised under a standard fiscal policy. In this article,
we will adhere to the second approach. Under financial capacity, we consider the ability of a territorial community to
generate a certain amount of budget revenue that meets the established criteria for financing public goods and services
and promoting social and economic development processes as well. Thus, this study is focused on the issues of revenue
decentralization. According to Gemmell et al. (2013), there are several types of revenue decentralization. The first type
concerns own revenue and can be expressed by the formula below (1):
_ Rip—Gr

RDOWTL R—* 100% (1)

99

where RD.., — own revenue decentralization; Ry — local budgets’ revenue; Gr — grants and subsidies received from the
other budgets; R,y — general government’s revenue (including social contributions).

According to Blochliger & King (2006), tax autonomy is one of the most important indicators of the local authorities’ fiscal
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capacity, which has been estimated by the Organisation for Economic Co-operation and Development (hereinafter OECD)
since the mid-1990s.

The aforementioned indicator’s assessment methodology is rather specific, regarding the OECD local governments’ as-
signed taxes codification (Table 1). According to the OECD methodology, there are two main types of tax autonomy:
absolute and partial. An absolute tax autonomy is associated with the categories ai, az, and b;. A partial tax autonomy
combines the categories of discretion on rates and reliefs (a1 and az) and on rates exclusively (bs, by, and bs). The indicators
of absolute and partial tax autonomy are the ratios of respective categories and the total amount of tax revenue. The
general government tax revenue combines the tax revenue of the central budget and the tax revenue of sub-national
budgets. Mathematically, the tax autonomy indices can be expressed by the system below (2):

TA, = Gtazth  100%
Riot 2)
__ ai+ay+by+by+bs 0
TA, = BT 100%

where TA, — absolute tax autonomy; TA, — partial tax autonomy,; TR+ — total tax revenue (including social fees).

Table 1. Typology of the local government’s powers in the field of taxation. (Source: built by the authors, based on the OECD Fiscal Decentrali-
zation Database, 2025, data)

Category of discretion Code Description

The local governments set the tax rates and incentives without any limitations and restrictions from

a
! the central government

Discretion on rates and reliefs
The local governments set the tax rates and incentives, taking the limitations of the central govern-

a ment into account

b The local governments set the rates, disregarding the maximum rates set by the central govern-
! ment
Discretion on rates b2 The local governments set the tax rates, considering the thresholds set by the central government

b The local governments set the rates, but the central government sets a limit on the local budget
® | revenue's annual growth

Discretion on reliefs [¢ The local governments set and regulate the tax incentives

di The local governments determine the parameters of revenue sharing

d2 The sharing parameters can be changed only in agreement with local authorities
Tax sharing arrangements

ds The sharing parameters are guaranteed by the law and do not change more than once a year

d4 The sharing parameters are determined annually by the central government

Rates and reliefs set by the central

government e The local governments do not have any authority to determine the tax rates and incentives

Other f Does not belong to the codes a, b, ¢, d, or e

According to the Wicksell / Cobb—Douglas productive function, labor and physical capital are imperfect substitutes. That
can be described by the formula (3):

Y = AxLB xK% ©)]

where Y — annual total production; L — annual labor input; K — annual capital input; A — total factor productivity; a
(0 <a<1)andp (0 < B <1)— output elasticities of capital and labor, respectively; a + 3 = 1.

The above productive factors are taxed. It could be presumed that an annual economic growth rate is dependent on the
actual level of fiscal decentralization as well as the other non-fiscal factors. Thus, we will use the formula below (4) to
assess the impact of fiscal decentralization on economic growth:

GDPpciy =vo +V1FDit + v2EC + ¢ C))

where i — country; t — year; GDPpc — the real GDP per capita growth rate; FD — fiscal decentralization;, EC — economic
controls; € — statistical error.
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In this study, we investigate own revenue decentralization (formula 1) as the main fiscal variable affecting economic
growth. We included three more indicators as the economic controls. Firstly, it was pointed out (Nepytaliuk et al., 2024)
that an increase in gross capital formation (GCFg) was positively interrelated with economic development. Secondly, in a
series of works (Kozlovskyi et al., 2020; Pasichnyi & Nepytaliuk, 2021; Khachatrian et al., 2023), it was proved that
demographics affected economic growth crucially. Thus, we examined the working age population stratum annual growth
rate (WAPg) and the Human Development Index’s growth rate (HDIg) impact on the real GDP per capita growth rate
(GDPpcgyr). Regarding the above, formula (4) can be transformed into model (5):

GDPngr =YootV RDown +y* GCF;]T‘ +y3* WAPgr t Vs * HDIgr (5)

In this article, we focused on a sample of the EU-27 member-states and Ukraine. We considered the time interval from
2011 to 2024. The statistics and forecasts of the World Bank, the International Monetary Fund, the European Commission,
the Ministry of Finance of Ukraine, and the State Statistics Service of Ukraine formed the information base of this particular
study. We employed theoretical generalization to systematize the factors determining the territorial communities’ fiscal
capacity. We applied grouping, study of dynamic series, regression, and comparative analysis to examine the indicators'
dynamics.

RESULTS

Oates (1999) argued that a key priority for transforming the fiscal landscape was enhancing the administrative capacity of
territorial communities to ensure the most efficient collection of public revenue. Consolidating territorial communities can
contribute to this process. Larger administrative-territorial centres can provide sufficient employment, higher salaries,
increased labour productivity, and an acceptable quality of public goods and services. These conditions psychologically
attract economic actors to those communities, ensuring sustainable social and economic development. A "win-win" sce-
nario is created when the local government employs prudent fiscal management, and taxpayers are responsible and dis-
ciplined.

There is a certain trend in the EU member-states associated with the optimization of their administrative-territorial structure
aimed at building capable territorial communities. To ensure the social infrastructure development, especially regarding
public healthcare and education, the population’s demographic parameters should be considered. The mechanism for
public services financing must comply simultaneously with the principles of subsidiarity and economic feasibility. According
to the 9t edition of the Networks of Associations of Local Authorities of South-East Europe Report “Fiscal Decentralization
Indicators for South-East Europe”, the average population size in the territorial communities in the EU member-countries
is about 5 thousand inhabitants, but in some countries, that figure exceeds 25 thousand. The territorial communities vary
considerably in size and population quantity, and density as well. About 80 % of the EU municipalities are located in five
countries: most in France — 41 %, in Germany — 13 %, in Italy — 9 %, in Spain — 9 %, and in the Czech Republic — 7 %.
Generally, the administrative-territorial division and the budget system’s structure affect the model of intergovernmental
relations and fiscal policy. Decentralization has become a trend in the European fiscal space’s transformation since the
mid-1980s. Fiscal capacity of the local governments significantly increased in Central and Eastern Europe, the Baltic states,
France, and Italy. However, the Great Recession had provoked the reverse process of centralization in Greece and Italy.
The central governments of the above countries took on more fiscal powers and collected additional financial resources to
counteract the crisis. Kuhimann et al. (2022) detected a pushback towards fiscal centralization in Hungary induced by the
changes in social policy. Certain cases of decentralization reforms in the EU member-states have not ensured a high level
of local governments’ autonomy and an adequate territorial communities’ fiscal capacity. Nonetheless, the general trend
in European countries indicates that the priority of their fiscal policy is associated with an increase in the local governments’
financial capacity.

In Ukraine, the systemic and highly successful fiscal decentralization reform began in 2014. The prerequisite for the im-
plementation of the above is a change in the fiscal relations’ institutional environment. One of the budget revenue policy
priorities is the territorial communities' fiscal sufficiency strengthening, in particular regarding the local taxes and fees.

The intergovernmental relations in the observed sample over the period analyzed from 2011 to 2024 have been improved
significantly. Meanwhile, in the EU member-countries, the level of own revenue decentralization has been rather moderate
(Figure 1). Our calculations were made based on formula 1. The highest own revenue decentralization level (exceeding
25.00 %) was recorded in three countries of Fennoscandia — Denmark, Finland, and Sweden. It should be noted specifically
that those economies have the maximum values of GDP redistribution through the territorial communities’ budgets.
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The budget systems of Austria, Belgium, Spain, and Germany have three levels. Assessing fiscal decentralization and the
fact above, we examined the lowest level of the budget system exclusively. The most centralized in terms of the local
budgets' own revenue were the island states — Malta, Cyprus, Ireland, and Greece. In those countries, the local budget
revenue-to-GDP ratio was lower than 4.00 %. Geographical factors significantly affect the fiscal reforms' feasibility for
ensuring the communities' inherent financial capacity and decentralization efficiency.

There are some exceptional cases. Greece includes nearly 1,400 islands (of which less than 300 are inhabited and only
about 80 have more than 100 inhabitants). A priori, in that case, it is impossible to ensure the fiscal sufficiency of the local
taxes and fees, and shared taxes as well, to finance the production of public goods and services, considering the unified
state standards. Therefore, in Greece, a model of direct state financing of the local governments throughout the Central
Autonomous Resources mechanism (aimed to ensure the long-term fiscal sustainability) is utilized.

The average local budget revenue-to-GDP ratio (exceeding 10.00 % of GDP) and the average own revenue decentralization
(exceeding 10.00 %) were recorded for Croatia, the Czech Republic, France, Italy, Latvia, Poland, and Ukraine. The Polish
experience of fiscal decentralization formed the core of the Ukrainian fiscal system’s structural transformations. Low own
revenue decentralization was observed in a number of countries under study (e.g., Estonia, Hungary, Lithuania, Romania,
and Slovakia). The facts above were due to the significant differentiation of territorial communities in their regional, geo-
graphical, demographic, social, and economic development characteristics.
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Figure 1. Own revenue decentralization in the EU member-countries and Ukraine over the period from 2011 to 2024. (Source: the authors’
own calculation based on the International Monetary Fund, 2025, the European Commission, 2025, the Ministry of Finance of Ukraine, 2025, and the State
Statistic Service of Ukraine, 2025, data and formula 1)

The main components of the local governments’ financial resources are the intergovernmental grants, taxes, and non-tax
revenue (e.g., income from capital transactions, local borrowings, etc.). The list of so-called “shared” taxes varies signifi-
cantly across the countries under study and depends on a plethora of factors, primarily on the economic potential of the
territorial communities. Shared taxes often include the personal income tax, profit tax, resource payments, and, very
rarely, consumption taxes. Generally, while determining the revenue sources for the different budget levels, the national
governments are guided by two main principles. Firstly, the taxes should be assigned to the level of government (central
or local) depending on the administration efficiency (regarding the cost of tax administration and control). Secondly, the
tax assignment must take the tax base’s differentiation into account. Otherwise, the aforementioned divergence could
provoke horizontal fiscal imbalances.

Bahl & Bird (2008) propose four basic principles for assigning revenue to the local governments’ level. Firstly, the local
taxes should not excessively deform the allocation of resources. Secondly, the governments at all levels should carry
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exceptional responsibility at the margin for financing the expenditures for which they are responsible politically. Thirdly,
the own revenue should be sufficient to enable at least the richest territorial communities to finance all the locally provided
goods and services (primarily benefiting the local inhabitants). Finally, the local revenue should burden only the local
residents, preferably in relation to the benefits they receive from the local providers.

The local governments’ involvement in the process of the local tax administration varies, considering the country under
study. In Germany, the local authorities are fully involved in the local tax administration. In Poland and the Baltic countries,
sub-national governments are partially involved in the above activities. In some of the EU member-countries and Ukraine,
the central government bodies (tax service) carry out the administration of the local taxes and fees.

Local business taxes represent the fiscal tools for regulating entrepreneurial activity. They can be applied to create addi-
tional competitive advantages for businesses and provide fiscal incentives during economic downturns or recessions. More-
over, the business entities’ fiscal discipline is an essential part of their corporate social responsibility. Municipal tax in
Austria represents the above category of fiscal instruments. Although it is collected in the municipalities’ budgets, the
federal law determines the legislative basis for its administration. Its base is an income in the form of salaries and wages
paid to the employees of an enterprise located in the relevant territorial community. Its rate equals 3.00 % of the monthly
income received. Advanced territorial communities with high employment, salaries, and wages receive higher revenue
from municipal taxes. Moreover, the facts above raise the local governments’ motivation to create the most favorable
conditions for business and increase employment.

Since 2016, in Slovakia, a local development fee has been collected. In case of that fee, local self-government bodies are
authorized to collect it on the respective territories. The object of taxation consists of buildings under construction within
the relevant territorial community, for the construction of which a permit has already been obtained. Meanwhile, there is
a list of real estate objects exempted from taxation. In particular, those are: the residential buildings with an area up to
150 mZ%; small architectural forms up to 25 m?; educational, medical, and religious institutions; the buildings under recon-
struction; parking lots; cultural objects, etc. The rates of a local development fee range from EUR 10 to EUR 35 per m?,
based on the type of the real estate object under construction, and are set by respective local government bodies.

There is a local business tax received by the territorial communities in Spain. It has a form of an annual fixed payment
and depends on the type of business activity and the enterprise’s location. In Ukraine, since 2011, a flat tax has been
included in the local taxes. The individuals and the small businesses' legal entities (who have chosen a simplified system
of taxation, accounting, and reporting) pay it.

In different European countries, there are various forms of local taxes and fees, such as the local taxes on hydroelectric
power generation or the tourist fees. The latter are fiscally significant for the communities located in resort areas and
attractive to the tourists, including the foreign ones. In Greece, a targeted fee for cleaning and lighting services is collected
for the municipalities' budgets. Being paid by the real estate users, it is calculated based on the real estate’s area; the
local councils determine its rate. Its proportion is the highest in the local budgets’ tax revenue (exceeding 70.00 %). In
Luxembourg, there is a local trade tax (Impot commercial communal), which accounts for over 90.00 % of municipal tax
revenue. Its rate varies depending on the territorial community; for example, in Luxembourg City, it is equal to 6.75 %.

Local self-governments have the right to set the local taxes and fees specific parameters (e.qg., rates, bases, and benefits).
Hence, the aforementioned financial instruments are considered the fundamental elements ensuring the local self-govern-
ments' fiscal capacity. The classic example of the local tax is the property tax. The recurrent property taxes, especially
regarding the taxation of immovable property, are crucially important for the municipal budgets. The advantages of that
type of tax are: a) they generate highly stable budget revenue due to the immobile tax base; and b) they do not create
any negative effect for economic development.

All the EU-27 member-countries, with the exception of Malta, employ the recurrent property tax. In European countries,
both the land and the buildings on it (regarding their purposes) are taxed simultaneously. However, according to Mengden
(2024), there are some special cases. In Estonia, the land is taxed exceptionally. In Latvia, taxation involves only the
buildings and non-building structures, disregarding the value characteristics of the land (on which they are located). The
most common form of real estate taxation is a single real estate tax (combining both land and building taxation). In
Hungary, a number of laws regulate land and building taxation. Municipalities are empowered to set a tax on undeveloped
land, a building tax, and a property tax for recreational facilities.

The average percentage of the recurrent property taxes in GDP for the 26 EU member-countries over the period from
2011 to 2024 is 0.82 % (Figure 2). The highest indicators were observed in Denmark — 1.95 %, Greece — 2.44 %, and
France — 2.91%. Meanwhile, the lowest were recorded in Luxembourg — 0.06 %, Austria —0.19 %, and the Czech Republic
- 0.20%. The difference in the property taxes’ fiscal significance depends on the country’s tax system architectonics, the
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priorities of fiscal policy, and the institutional features of the tax administration. Premmer (2020) notes that the property
taxes’ low fiscal significance in certain countries was due to the use of the cadastral value of the property as the tax base.
In a number of cases, it was essentially lower than the market price. In Austria, for example, the cadastral value of the
lands has not been estimated since the 1970s and differs from the market value crucially. Despite relatively high tax rates
in the EU member-countries, due to the low tax bases, the revenue from the periodic property taxes is underpaid.

One of the most important effective fiscal policy preparation and implementation principles is adaptability. According to
the Annual Report on Taxation (2024), in 16 of the EU-27 member-states, in 2022 and 2023, over 50 related to property
taxation changes in the legislation were aimed at strengthening its fiscal significance and ensuring its fairness. The most
common elements of the property tax reform are the tax base updates (aimed to bring the taxed value closer to the market
value) and improvements to the mechanism for automatic revision of the real estate value.

Due to the principle of social justice, in the vast majority of the EU member-countries, the value of the real estate is used
as the tax base. The higher real estate values are associated with the higher public welfare, and the ability to pay the
higher property taxes amounts to the relevant local budget. The tax base can be either the capital value of the land and
improvements or the annual rental value of the real estate. In France, a mixed mechanism that combines the aforemen-
tioned approaches is applied. According to Leodolter et al. (2021), in contrast to the other EU member-states, in the
Netherlands, the real estate is taxed using the personal income tax system. The real estate's intended purpose and use
(e.qg., residential, commercial, industrial, agricultural, etc.) are considered as well. The rates of the periodic property tax
may vary depending on the type of property. Economic, institutional, social, as well as certain technical factors affect the
property's value characteristics essentially.
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Figure 2. The recurrent property taxes-to-GDP ratio in the EU member-countries and Ukraine over the period from 2011 to 2024, per-
centage. (Source: the authors’ own calculation based on the International Monetary Fund, 2025, the European Commission, 2025, the Ministry of Finance
of Ukraine, 2025, and the State Statistic Service of Ukraine, 2025, data)

Economic factors play a significant role in real estate valuation. The level of household income across the territorial com-
munity determines the population's purchasing power and affects the real estate market value. The property tax rates also
affect it: a significant tax burden can restrain demand fundamentally, while the moderate rates contribute to the market
reactivation or could have a neutral effect. In modern conditions, the territorial location of the real estate is one of the key
factors in its pricing. The proximity to the business activity centers and the infrastructure facilities contributes to an increase
in those objects' value. The quality and availability of public services (e.g., healthcare, education, etc.) create additional
attractiveness for the potential buyers or tenants of the real estate.

Meanwhile, in the Czech Republic, Poland, and Slovakia, the tax base for real estate is determined by its area. This
approach simplifies the tax administration process, is relatively “cheaper” to implement, and reduces the risk of public
dissatisfaction. The latter is a crucial factor in shaping how the taxpayers fulfill their obligations. The periodic property
taxes' fiscal significance differs significantly even in the aforementioned countries. The Czech Republic (as an outsider) is
ahead of only Austria and Luxembourg, while Poland is among the top 7 of the EU member-countries in terms of the
property tax revenue-to-GDP ratio. The above fact is due to the different tax rates and the quality of the administration
mechanism. In the Czech Republic, an imperfect structure of the tax base is employed. That structure does not reflect
modern realities and is unable even to counteract the inflation impact on the tax revenue dynamics.

In Poland, the land, the buildings, and non-building structures are subject to taxation. Land and the real estate, other than
land, are taxed separately, based on the real estate area. The local councils, regarding the maximum values' legislative
limitations, set the tax rates for each of the property categories. The tax rates are reviewed annually and depend on the
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type and purpose of the property. In particular, the residential real estate is taxed at a moderate rate (as of 2025, the
maximum rate equals PLN 1.19 per m?), while 1 m? of commercial real estate is taxed at significantly higher rates (the
maximum rate equals PLN 34.00 per m?). Non-residential buildings (apartments, logistics hubs, and other non-residential
commercial real estate) are taxed at a rate of 2.00 % of their gross tax value (before depreciation).

The real estate tax in the Czech Republic involves taxation of land and the buildings on it. The real estate tax rate could
be multiplied by a coefficient (ranging from 1.00 to 4.50). That coefficient depends on the territorial community’s popula-
tion quantity. The higher correction coefficient is associated with the larger population. Additionally, exclusively for certain
types of agricultural lands, the municipalities may apply a local coefficient (ranged from 0.50 to 5.00 of the basic tax rate)
to regulate the tax revenue. A reducing coefficient could be applied to the unsuitable for agricultural use lands. The land-
specific characteristics (e.g., area, location, type of purpose, the owner, etc.) are entered in the register as well.

The land tax rate depends on the type of land plot (agricultural, for the real estate development, commercial forests,
woodlands, water bodies, etc.). In the case of agricultural land, the tax base is associated with the value of the land
determined by a regulatory act. For the forests and ponds, the tax base may be either the value of the land or the area of
those land plots (multiplied by a fixed rate, determined on January 1 of the tax period). For the other types of land plots,
the tax base is associated with their area. The tax base for buildings is their area as well. In the Czech Republic, a tax rate
increase coefficient (ranging from 1.20 to 1.22, depending on the legislative norms) may be applied. As of 2025, the real
estate tax rates range from CZK 3.50 to CZK 18.00 per m2. The rate depends on the number of floors in the buildings; the
rate increases by CZK 1.4 per m? for each additional floor. Analogically, the real estate taxation involves the application of
a rate adjustment coefficient (ranging from 1.00 to 4.50) depending on the territorial community’s population quantity. In
addition, the municipalities may increase the coefficient by their decision up to 5.00.

The changes in the land tenure patterns and the real estate market trends are affecting the transformation of the real
estate taxation mechanism in the EU. A shift from taxation of the real estate area to its value is a common trend. Moreover,
there is a shift towards using the real estate’s capital value instead of its annual rental value as the tax base. The afore-
mentioned approach is applied fully in Belgium, Denmark, Italy, and partially in France.

The tax incentives in property taxation are applied to ensure the principle of social justice and economic feasibility. Collier
et al. (2018) define several groups of those incentives: a) an exemption for the real estate that have a socially desirable
purpose (e.g., educational, healthcare, cultural, etc.); b) the benefits for the owners of the low value assets (to reduce
the inequality); c) the benefits for non-profit organizations and enterprises of public ownership; and d) the benefits for the
assets’ owners, who cannot be taxed on general terms (e.g., pensioners, people with disabilities, and other socially vul-
nerable population strata). Generally, considering the residential real estate, the tax incentives for people with low incomes
or belonging to a preferential category are applied to the place of their residence.

The fiscal cadastres upgrade — aimed to provide complete information about the real estate objects’ parameters and their
owners — is the priority for the tax administration improvement. The above is necessary to ensure the tax liabilities’
calculations for the relevant objects of taxation. The typical and mandatory information (contained in the fiscal cadastres)
should contain:

= the intended purpose of the land plot/building (non-building construction); b) the geographical records (e.g., the
object’s location and boundaries);

= the information required to calculate the tax liability (e.g., the area/value, the year of construction, completion,
improvement, etc.);

= the owners/tenants;

= the tax incentives application prerequisites.

A modern trend is associated with the formation of a single electronic cadaster (including a cadastral map and other
records), integrated with the geographic information systems (GIS). The central executive power institutions are the re-
sponsible executors of the fiscal cadastres’ formation and maintenance.

For the emerging market economies, the degree of information completeness in the fiscal cadastres forms a serious
challenge. Due to the absence of a real estate object or its parameters in the cadastre, it becomes impossible to calculate
the tax liability. In some European countries, the fiscal cadastre and the State Register of Real Rights are integrated into
a single multifunctional database. In those cases, the institutional powers of the administrators are delimited (restricting
the access of fiscal institutions). In the EU member-countries, there is a practice to include local governments in the
administration of the local taxes and fees. The above gives local governments limited access to the cadastres. Partial
powers in the field of the local tax administration have been granted to the local authorities in Poland and the Baltic states.
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There are some advantages of involving the local institutions in the administration of the property tax. Firstly, this contrib-
utes to a higher motivation for accumulating the tax revenue for the territorial community's budget. Secondly, the residents
of the particular territorial community (the taxpayers) are better aware of the collected resources’ usage. Thirdly, a higher
level of financial accountability to the territorial community’s inhabitants could be provided. Finally, the local budget man-
agement efficiency could be increased. Meanwhile, there are special perquisites for successful fiscal policy transformation,
highly dependent on the central government bodies. In a series of studies (Chugunov et al., 2019; Chugunov et al., 2021),
the role of monetary and security factors affecting fiscal policy is disclosed.

The introduction of digital technologies into the tax administration forms a tendency in the EU member-states. The appli-
cation of digital products simplifies the procedures for the taxpayers, corresponding to the principle of convenience, and
provides an automatic and comprehensive tax data analysis. Additionally, the above optimizes both the channels and the
interaction methods between the authorities and the taxpayers. The positive digital decisions’ implementation experience
in the field of real estate taxation in the EU member-countries contributed to the improvements in the respective assets’
identifying processes as well as their subsequent registration and the tax liabilities’ calculation. The implementation of
digital solutions in the sphere of taxation has increased the municipal budgets' revenue significantly. Due to modern
technical decisions, the tax services automatically receive the information from the State Register of Real Rights through
the digital taxation ecosystem. Digitalization provides the option to issue the tax notices to the payer using personal tax
offices. That option significantly saves time and subsequent costs for the taxpayers. Moreover, the tax digitalization sim-
plifies the procedures for verifying the correctness of the property tax calculation. Additionally, the digital products and
technologies allow the real estate tax administrators to diagnose the intended use of the assets and their technical condi-
tion as well.

To investigate the local self-government bodies’ powers and restrictions, their tax autonomy indicators should be analyzed
comparatively. Regarding the period under study, the local authorities” absolute tax autonomy in the EU was insignificant.
In a number of the EU member-states, the above indicator's value equaled zero. The aforementioned situation was com-
mon for the Czech Republic, Hungary, Ireland, Latvia, Poland, and Slovenia. Therefore, to compare the tax autonomy in
the EU member-countries and Ukraine, the partial tax autonomy indicator was investigated. Figure 3 represents the partial
tax autonomy indices for the sampled countries. A high level of tax autonomy (exceeding 25.00 %) was recorded for a
pair of Scandinavian countries — Denmark and Sweden.
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Figure 3. The partial tax autonomy and own revenue decentralization in the EU member-states and Ukraine over the period from 2011
to 2024, in percentage. (Source: the authors’ own calculation based on the International Monetary Fund, 2025, the European Commission, 2025, the
Ministry of Finance of Ukraine, 2025, and the State Statistic Service of Ukraine, 2025, data)
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That fact correlates with their significantly high own revenue decentralization. The remaining sampled countries are char-
acterized by essentially lower partial tax autonomy. However, in six more countries under investigation, that indicator
exceeded 5.00 %. The aforementioned countries included Finland (9.50%), Italy (8.80%), France (6.90%), Spain (6.30%),
Hungary (5.80%), and Germany (5.30%). Considering the fact that their budget systems consist of three levels, we studied
the lowest level associated with the territorial communities in Spain and Germany. For most of the EU member-states, the
partial tax autonomy indices were low and did not exceed 5.00%. There were three countries with an index less than
1.00%. These countries were the Czech Republic (0.90%), Estonia (0.50%), and Lithuania (just under 1.00%). Thus, the
budgets of territorial communities in these countries depend on both shared national taxes and transfers from the central
budget.

To verify the above-proposed model (5), we applied ordinary least squares regression. The summary statistics for the
investigated sample are provided in Table 2. During the study, we collected a total of 392 observations for the entire time
interval from 2011 to 2024.

Table 2. Summary statistics. (Source: the authors’ own calculation based on the World Bank, 2025, 2025a, 2025b, the International Monetary Fund,
2025, the European Commission, 2025, the United Nations, 2025, the Ministry of Finance of Ukraine, 2025, and the State Statistic Service of Ukraine,
2025, data)

Variables Observations Mean Standa_r d devi- Max Min
ation
GDP per capita growth rate (annual, %) 392 1.86 3.95 23.44 -22.75
Own revenue decentralization (%) 392 11.10 8.18 34.34 0.30
Gross capital formation growth (annual, %) 392 2.65 11.58 99.69 -37.95
Population ages 15-64 growth rate (annual, %) 392 -0.16 1.21 4.77 -8.32
HDI growth rate (annual, %) 392 0.30 0.49 2.20 -1.40

The obtained regressive model appeared to be valid and adequate. The adjusted coefficient of determination was equal
to 0.346 (Table 3). Unexpectedly, the interconnection between own revenue decentralization and economic growth for the
sampled countries was negative and statistically significant. An increase in the above indicator by 1 percentage point
resulted in a slight decline in real GDP per capita growth, which was equal to 0.054 percentage points. That may be due
to ineffective financial policy and rather low fiscal capacity of territorial communities. Meanwhile, the gross capital formation
indicator had a significantly positive impact on economic growth. An annual increase in gross capital formation by 1 per-
centage point resulted in an increase in economic growth by 0.157 percentage points.

The relationship between economic growth and the working-age population was controversial and negative. Hypothetically,
an expansion in the working-age group should boost development processes. However, an increase in the working-age
population by 1 percentage point was associated with a considerable decline in GDP per capita, which was equal to
0.342 percentage points. Regarding the sample under study, an increase in the HDI by 1 percentage point fostered eco-
nomic growth by 2.172 percentage points.

Table 3. Regression of economic growth on fiscal decentralization and controls, the sample of 28 countries, 2011-2024, panel data.
(Source: the authors’ own calculation based on the World Bank, 2025, 2025a, 2025b, the International Monetary Fund, 2025, the European Commission,
2025, the United Nations, 2025, the Ministry of Finance of Ukraine, 2025, and the State Statistic Service of Ukraine, 2025, data. Notes: The numbers in
parentheses are the standard errors of the estimated parameters. "*' denotes significance at the 1 percent level. R? is the adjusted coefficient of determi-
nation)

—0.054*

Own revenue decentralization (%)

(0.020)

0.157*
Gross capital formation growth (annual, %)

(0.014)

—0.342*
Population ages 15-64 growth rate (annual, %)

(0.136)

2.172*
HDI growth rate (annual, %)

(0.334)
R2 0.346
N 392
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DISCUSSION

Revenue fiscal decentralization aims to increase the financial capacity of local self-governments (Kiziltan & Yereli, 2023).
Considering institutional constraints and socio-economic disparities in regional development, European states are striving
to ensure a sustainable and equitable fiscal base for local authorities. Granting local governments more responsibility in
providing public goods to the population would create a precondition for their increased fiscal capacity (Hodzi¢ et al, 2020).
The desire to strengthen the fiscal role of the local taxes and fees, as opposed to intergovernmental grants and shared
taxes, is intended to increase the overall governance effectiveness. The results of the analysis showed that own revenue
decentralization might restrain economic growth in the sample of European countries. That correlates with the findings of
a study by Kaneva et al. (2023). The research by Carniti et al. (2019) indicated that decentralization was not always a
direct contributor to economic growth. Their findings also pointed to a crucial threshold beyond which continued decen-
tralization could yield adverse results. Consequently, any fiscal decentralization reform should be approached with signifi-
cant foresight and deliberation.

In contrast to the results of Hung & Thanh (2022), we found a slightly negative effect of own revenue decentralization on
economic growth. The above fact could be due to rather imperfect local authorities' fiscal policy mix. Hence, the revenue
structure of local governments requires modification. Regarding the fact that most of the analyzed countries had advanced
economies, we found no positive impact of own revenue decentralization on GDP per capita (in contrast to the results
obtained by Sima et al., 2023). Mladenovska & Tashevska (2024) pointed out that revenue decentralization appeared to
be more effective than expenditure one in terms of stimulating economic growth. In this study, we obtained an opposite
result. Local taxes should not significantly distort resource allocation and must be sufficient to finance basic public goods
and services (Bahl & Bird, 2008; Sakti et al., 2024; Mati¢ & Pecari¢, 2025). An analysis of fiscal autonomy indicators in the
EU countries and Ukraine shows that the fiscal role of local taxes (for which local governments regulate the rates and
base) is insufficient. It is essential to enhance the capacity of local authorities for local tax administration.

CONCLUSIONS

The fiscal capacity of local governments is a vital prerequisite for providing residents with high-quality public goods and
services. At the lowest level of the budget system, we could see that taxes are the price of living in a civilized society.

In the study, the key indicators characterizing the fiscal capacity of local authorities were calculated. Those indicators were
own revenue decentralization and tax autonomy. The highest level of revenue decentralization was recorded for the Nordic
countries, while Ukraine belonged to the group of countries with a medium decentralization level, alongside the countries
in Central Europe and the Baltics, namely Poland, the Czech Republic, and Latvia. It was determined that in the sample of
the EU-27 countries and Ukraine during the period of 2011-2024, an increase in gross capital formation and in the Human
Development Index had a positive impact on economic growth. In contrast, own revenue decentralization had a slightly
negative effect. That highlights the importance of ensuring an optimal level of decentralization and developing the institu-
tional environment of fiscal space.

The main elements for ensuring the fiscal capacity of local authorities are the local taxes and fees, whose rates and bases
those authorities can establish and regulate. The study paid crucial attention to analysing the fiscal role of the local taxes
and fees in the EU member-states and Ukraine. It was proved that in the sphere of the above parameters' regulation, the
local self-government powers were strongly dependent on the type of the state's economic model. Moreover, the higher
standards of living were associated with deeply decentralized local finances. In many European countries, local business
taxes are an essential element of the local taxation system. Those taxes and fees are vital elements of the ecosystem for
regulating the entrepreneurial activity and economic development of territories.

In the course of our investigation, it was found that a basic element of the local tax system had been the recurrent property
tax. The study identified the peculiarities of its collection in European countries. The average recurrent property taxes to
GDP ratio for the EU member-states from 2011 to 2024 equals 0.82%. Among the EU member-states, the vast majority
use the value of real estate as the tax base, which aligns with the principle of social justice. The most common element
of the property tax reform is updating the tax base to market value and improving the mechanism for its automatic re-
evaluation. That issue is also a focus of Ukrainian fiscal policymakers, as stated in the National Revenue Strategy.

The highest level of tax autonomy among EU countries was found in Denmark and Sweden. The analysis showed that
Ukraine had an insufficient level of tax autonomy for local governments. It is vital to strengthen the fiscal role of the local
taxes and fees by expanding the capacity of respective local governments to administer them. It is also crucial to advance
the trend of digitalization in tax administration and to ensure the de-shadowing of taxation.
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Further research will focus on the justification of approaches to enhance the fiscal role of the local taxes and fees in
Ukraine and the introduction of co-operative administration of property tax. That is aimed at raising the fiscal capacity of

local authorities and fostering the growth of public well-being.
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®IHAHCOBA CMPOMOXHICTb TEPUTOPIAJZIbHUX TPOMA/] B YKPAIHI TA IEP)XABAX-YJIEHAX
€C

MeToto LUbOro AOCNIAKEHHS € OUIHIOBaHHS (hiHAHCOBOI CMPOMOXHOCTI TEpUTOPIanNbHUX NPOMaz i BU3HAUYEHHS BMNIMBY Ae-
LieHTpanisadii goxoaiB Ha EKOHOMIYHe 3pocTaHHs. Bubipka oxonstoe 27 HalioHanbHUX EKOHOMIK KpaiH-uneHiB €C Ta Ykpa-
THM 3a nepioa i3 2011 no 2024 pik. OuUiHEHO piBeHb AeLieHTpanisauii BNacHMX AOXO0AiB Ta BMCBIT/IEHO B3aEMO3B'SI30K MiX
LM NOKA3HWKOM i IMHAMIKOI EKOHOMIYHOI0 PO3BUTKY. JOCHiAXXEHO IHCTUTYLIHI 0COBNMBOCTI CUCTEMM MiICLIEBUX NOAATKIB
i 360piB sik OCHOBYM 3abe3neyeHHs dickanbHOI CNPOMOXHOCTI TepuTopianbHMX rpoMaa. OcobnmBy yBary npuvaineHo dicka-
JIbHOMY 3HaYEHHIO Ta 0COBIMBOCTAM aAMiHICTpyBaHHSI NEPIOAMYHOIo NOAaTKy Ha HepyxoMe MaiHO. OLiHEHO piBEHb YacT-
KOBOI MoAaTKOBOI aBTOHOMIi. HaiBulla aelieHTpanisalis aoxoais 3acdikcoBaHa Ans NiaBMOIpKU CKaHAMHABCbKUX KpaiH, a
YKpaiHa HaneXxuTb [0 rpynu KpaiH i3 cepeaHiM piBHEM BULLE3a3HAYEHOro NOKa3HMKa. YCTaHOBMEHO, WO 36iMblIEHHS Ba-
JIOBOrO HarpoOMaKEHHSI Kanitany Ta iHAEKCY JIOACBKOro pO3BUTKY MO3MTUBHO BMAMBAKOTb Ha €KOHOMIYHE 3POCTaHHS.
HaToMicTb AeueHTpanisalisi BlacHWX A0X0AiB y AepXxaBax BMOIPKM Mana Aello HEraTMBHUWIA BMIMB Yepe3 HEeAOCKOHaNnM
MeXaHi3M aAMiHICTpyBaHHSI noaaTkiB. ONTUManbHUI piBeHb AeueHTpanisauii Ma€ 6yT rOIOBHOK METOK iHCTUTYLIAHOI
TpaHcdhopmauii dickanbHOro npoctopy. MocuneHHs ickanbHOI 3HaYYLOCTI MiCLEBMX MOAATKIB i 360piB BM3HAYEHO 5K
XWTTEBO BaXX/IMBY NnepeayMoBy ANs NiABULLEHHS 3aranbHOi e(heKTMBHOCTI AepXXaBHOMO YNpasiHHS. 3a3HayeHo, WO MOX-
JIMBOCTI MiCLIeBUX OpraHie Bnagu Woao afaMiHICTpyBaHHS MiCLEBMX NoAaTkis i 36opis cnig po3wmpuTtn. CucteMaTM3oBaHO
npioputeTn pedopMmn onoaaTKyBaHHS MaiiHa. HaronoweHo Ha Heo6XiAHOCTI MOCMEHHS TeHAeHLUIT LmdpoBi3aLii B noaaT-
KOBOMY aAMiHICTpyBaHHI ANns 3abe3neyeHHs AeTiHi3aLii eKoHOMIKK. YKaszaHo, Wwo Ao pedopmu dickanbHOI geueHTpanisadii
cnig nigxoanTM NOMIPKOBAHO Ta CUCTEMATUYHO.

KnrouoBi cnoBa: ¢iHaHCOBa CMpPOMOXHICTb, MicUeBa Brafa, (ickanbHa AeueHTpanisauis, noaaTKoBa MoniTUKa,
noAaTkoBa aBTOHOMIS, MiCLieBi NoAaTKM Ta 360pu, EKOHOMIYHE 3pOCTaHHs, OpraHy MiCLIeBOro camMoBpsAyBaHHS
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