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PERSPECTIVE DIRECTIONS OF IMPROVEMENT
OF MANAGEMENT OF INTERGOVERNMENTAL
FISCAL RELATIONS IN UKRAINE ON THE EXAMPLE
OF THE DEVELOPED COUNTRIES OF THE WORLD

Introduction. In any state, due to the existence of an
administrative-territorial division, there are relations between public
authorities of different levels in the budgetary sphere. The main task of
organizing and managing inter-budgetary relations is to provide state
guarantees at a certain minimum acceptable level throughout the
territory and all citizens regardless of their place of residence when
receiving equal state social services. At present, unfortunately, in
Ukraine there is a political inconsistency in the problem of the division
of competences and responsibility for the implementation of specific
functions of central, regional and local authorities, which negatively
affects the processes of redistribution of intergovernmental resources.
The financial independence of territorial communities can not be based
without a clear distribution of tax revenues, spending powers between
levels of government, and a mechanism for making financial,
independent decisions.

Aim and tasks. The purpose of this article is to investigate the
mechanisms of implementation of the state budget policy and the
model of organization of public administration of budget relations,
which are used in economically developed countries of the world in
order to determine their specificity, which will enable to effectively
regulate the current economic situation in Ukraine.

Research results. The current mechanism of budgetary
equalization and the model of organization of public administration of
budget relations in Ukraine is analyzed. The models of state
participation in budget policy of different countries of the world are
outlined. The components of the mechanism of management and
regulation of interbudgetary relations at the regional level are
determined. The economic models of all countries of the world, which
can be distinguished from states with a unitary system, where they are
noted much more than with the federal system, are investigated.

Conclusion. Considering the model of the mechanism of
management of inter-budgetary relations, one can conclude that there
is no definite model acceptable to all countries of the world. The
construction of a specific mechanism is based on the level of
decentralization of the budget and taxation system, the scope of the
powers of local authorities, the political choice between efficiency and
equality, the depth and degree of disproportion between administrative
and territorial units. The most effective model of intergovernmental
relations in Ukraine can be considered a model, which will use the
appropriate level of fiscal independence of local governments with the
implementation of unitary, that is, a unified legal framework, the
maintenance of a unified accounting, budget classification and
management of budgetary relations.

Keywords: intergovernmental fiscal relations,
intergovernmental fiscal transfers, state budget, local budgets, financial
equalization.
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HNEPCIIEKTUBHI HAITPAMU BAOCKOHAJIEHHSA
YIPABJITIHHA MIKBIO/OKETHUMH BITHOCHHAMU B
YKPAIHI HA IIPUKJIAJII PO3BUHEHUX KPATH CBITY

Mpoéaema. Y  Oyap-sikii  gepkaBi  depe3  HasBHICTb
aJIMIHICTPaTHBHO-TEPUTOPIAILHOTO TOJMUTY ICHYIOTh BIIHOCHHH MiX
Jiep’)KaBHUME OpTaHaMH Pi3HUX PiBHIB y OromkeTHiil cdepi. OcHOBHUM
3aBJIaHHSM OpraHi3allii Ta YIpaBIiHHS MIXKOIOKETHUMH BITHOCHHAMH €
3a0e3leyeHHsT JIep)KaBHUX TapaHTii Ha TEBHOMY  MiHIMAJIbHO
MPUAHATHOMY PIiBHI MO BCill TepUTOPIi 1 BCIX TPOMAJSH HE3aJIESKHO BiJ
X Micus MpOXMBaHHS NP OTPHUMAHHI PIBHUX JICPKABHHUX COIIAIbHIX
nocnyr. B pmanmii vac B VYkpaiHi, Ha Kalb ICHYe TONITHYHA
HEY3TOKEHICTh MOALTY KOMITETEHIIH 1 BiIOB1IaIbHOCTI 32 BUKOHAHHS
(GYHKIINH [EHTpaJbHUX, pEriOHAJILHUX OpraHiB BIaJd Ta OpraHiB
MICIICBOTO CaMOBPSIYBaHHS, 110 HETATHBHO BILTMBAE HA TIEPEPO3IOJILT
MDKOIO/DKETHUX pecypciB. DiHaHCOBAa HE3aNEKHICTh TEPUTOPiaIbHUX
rpoMajg HE MOXKE IPYHTYBaTHUCh 0€3 YITKOIO PO3IMOALIY MOAATKOBUX
HAJXO/KCHb, BHJATKOBHUX IOBHOB&)KEHb MIX pIBHSAMH BIIJd Ta
MeXaHi3My IPUHHSTTS PillleHb.

Merta Ta 3aBaaHHsa. MeTolo CTaTTi € JOCHIIUTH MeEXaHI3MH
peanizamii Jep)kaBHOI OFODKETHOI IMONITUKM Ta MOJENI OpraHizamii
JIep>KaBHOTO YIpaBIIiHHS OIOPKETHUMU BiHOCHHAMHU, 110
3aCTOCOBYIOTBCSI B C€KOHOMIYHO PO3BHHEHHX KpaiHaxX CBITY 3 METOIO
BH3HAUCHHS 1X crielu(iKy, M0 JaCTh MOXKIIMBICTh HAHOLIbII €()EKTUBHO
BpEryJIIOBaTH Cy4acHUH eKOHOMIYHUH CTaH Y KpaiHu.

Pesyabrarn. IlpoaHanizoBaHO YMHHUN MEXaHIi3M OOHKETHOTO
BUPIBHIOBaHHS Ta MOJENI OpraHizaiii Jep>KaBHOTO  YIPaBIiHHSI
OI0/DKETHUMHU BimHOCHHaMH B YkpaiHi. OKpeciieHO Mopeni JepikaBHOL
y4acTi y OF0JDKETHIH MONITHIN pi3HUX KpaiH cBiTy. Bu3HaueHo ckiamoBi
MEXaHI3My  VyIOpaBIiHHA  Ta  PEryalOBaHHA  MDKOIODKETHUMHU
BiJTHOCHHAMH Ha perioHanbHOMY piBHIi. JlociimkeHi eKOHOMIUHI Mojieni
BCiX KpaiH CBITY, 110 MOKHA BHJIUIUTH JIEPKABU 3 YHITAPHOIO YCTPOEM,
Jie iX BiZ[3HAYAIOTh 3HAYHO OlNTbIIe, HiX 3 (eZIepaTHBHUM YCTPOEM.

BucnoBkn. Posrmsgarounm Mojeni MexaHi3My  yIpaBIiHHS
MDKOIOJUKETHUMHM BiTHOCHHAMH MOXKHA 3pPOOMTH BHCHOBOK, IO
HEMae MEeBHOI MOJIENI MPUIHATHOI JUIsS BCiX KpaiH cBity. [loOymoBa
KOHKPETHOT'O MeXaHi3My OyAYy€eThCs Ha OCHOBI PiBHSI JIelleHTpaTi3anii
OIO/KETY 1 CHCTEMH OMOJATKYBaHHS, O0CATY IMMOBHOBaYKEHb MiCIIEBHX
OpraHiB BIajH, MOJITUYHOTO BHOOPY MiX €()EeKTHBHICTIO 1 PIBHICTIO,
rMUOMHU 1 CTYINeHs JucHponopuii MiK aJMIiHICTpaTHBHUMH i
TEPUTOPIATBHUMHU ONMHUIAMHA. HailOinblm epeKTHBHOI MOJEILITIO
MDKOIOJKETHUX BIZHOCHMH B YKpaiHi MOXXKHa BBa)KATH MOJECINb, J&
Oyne  BUKOPHUCTOBYBATHCS  HaJeKHUH  piBeHb  (iCKaJbHOI
HE3aJIeKHOCTI OpraHiB MICIIEBOTO CaMOBPSIYBaHHS 3 BHKOHaHHSM
yHITapu3My, TOOTO €JWHA TMpaBoBa 0a3a, BEJACHHSA €IUHOTO
Oyxranrtepcbkoro o0NiKy, OIOJpKeTHOI Kiacudikamii Ta ymnpaBiIiHHS
OIO/PKETHUMHU BIJHOCHHAMMU.

KnrwuyoBi caoBa: MDKOIOKETHI BIIHOCHHH, MDKOIOKETHI
TpaHchepTH, JAepXaBHHH Oro/KeT, MicieBi OrjpkeTH, QiHaHCOBe
BHUPIBHIOBAHHSI.



http://creativecommons.org/licenses/by-nc-nd/4.0/

Economics. Ecology. Socium, 2 (1), 2018

Introduction. Relations between
government authorities of different levels in the
budget sphere exist in any state due to the
presence of administrative-territorial division.
However, they can be established on the basis
of different principles, depending on the state
system. There are no countries where the
problems wouldn’t arise in establishing inter-
budgetary relations as well as within the
territories themselves. Inter-budgetary relations
define  various aspects of  financial
decentralization and financial self-sustainability
of territorial units [1].

The goal of organization of inter-

budgetary relations is to provide state
guarantees at a certain minimum acceptable
level throughout the whole territory and to all
citizens, regardless of their place of residence,
in obtaining equal state social services. To
achieve this goal, different methods are used,
due to which countries differ from each other
by type of organization and inter-budgetary
relations management.
Analysis of recent research. Certain issues of
choice of an effective model of inter-budgetary
relations organization are the subject of
scientific research of a number of domestic
scientists, 1in particular, S. Sluhau [I1],
Ya. Kazyuk [2,3], S. Bailey [4], A. Merna[5],
V. Zaichikova [6], M. Kulchytsky [7],
V. Bodrov [8], K. Spearman [9], O. Shyshko
[10], I. Lunina [11], Y. Yatsenko [12], and
others. The scientists draw attention to the need
of defining new tasks in the field of
redistribution of budget resources among the
levels of budgets; study the process of
development and reformation of budget
relationships of all levels; the experience of
developing inter-budgetary relations of the
leading countries of the world for the purpose
of its adaptation to Ukraine.

Aim and tasks. In the availability of
coverage of certain aspects of this problem, it
comes into focus to study the models of
organizing the state management of budgetary
relations and mechanisms of budgetary
equalization used in economically developed
countries of the world in order to identify their
peculiarities, which could allow solving the
modern problems of Ukraine most effectively.

Main results. Consequently, the study of
the tools, methods and mechanisms used by
different countries to solve similar problems
will allow distinguishing features in common
for the modern stage of state development.

In  European countries theoretical
foundations of the budget and inter-budgetary
relations have recently been based on the
theory of state building, social and political
structure. The state completely takes over the
functions of redistribution and solving
problems of justice in society.

All modern states of the world have either
a unitary system, and such countries are in
predominant majority, or federal system. Non-
unitary, non-federal states don’t have any
advantages over one another in matters of
delineation of  competences between
government levels.

Nor can we state that a unitary or federal
system provides better or worse state of
regulation of its territories development. The
state system forms neither the quality nor the
success of this regulation, but directly
establishes its model, scheme, mechanisms and
procedures.

The best possible model for Ukraine can
be considered as inter-budgetary relations,
which determine the maximum acceptable level
of fiscal independence of local governments for
maintaining the principle of budgetary
unitarianism, which refers to the unity of the
legal framework, management of budget
relations, budget classification, the procedure
of exercise and keep accounting records and
reporting, etc.

Countries grouping according to the
following features: the similarity of approaches
to the regulation of inter-budgetary relations,
the peculiarity in the implementation of the
philosophy of budgetary federalism, the ratio of
the roles of central and sub-national authorities
performed by English experts G. Hughes and
S. Smith is considered to be significant for
analysis [2]. In view of the above, countries can
be divided into four groups:

- countries characterized by significant
independence of regional and local authorities
and based on broad tax powers (these are
federal states - Australia, Canada and the
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United States and unitary states — the United

Kingdom and Japan);
- North European countries (unitary states
- Denmark, Sweden, Norway, Finland),

characterized by high participation of sub-
national authorities in funding of social
payments;

- countries of Western Europe (these are
federal states - Austria, Germany, Switzerland),
characterized by high level of budget autonomy
of different levels together with a developed
system of their cooperation,;

- countries that differ by a significant
financial dependence of the sub federal
authorities on the federal budget. These are the
Southern and Western European countries -
Belgium, France, Greece, Italy, the
Netherlands, Portugal and Spain.

Most authors, when analyzing the foreign
experience of inter-budgetary relations,
consider them through the prism of budgetary
equalization, distinguishing four main models:
German, American, Canadian and the model of
inter-budgetary relations, which has developed
in unitary states [3].

An effective model of organization of
inter-budgetary relations management should
be based on a clear separation of both
expenditure and revenue powers and each
authority level must have sufficient sources of
revenue to implement their vested functions.
The purpose of tax separation between the
levels of the budget system is the creation of
initial conditions for balancing of the budget of
each level, based on the existing in this territory
tax potential. At the same time, the minimum
state social standards guaranteed to the citizens
of the country must be observed. It is necessary
to strive for an optimal division of taxes on an
ongoing basis between levels of the budget
system. World practice determines the
following main approaches to tax separation
between levels of the budget system: a clear
distinction between specific types of taxes by
management levels and their allocation to
appropriate levels of the budget system
(observance of the principle of "one tax - one
budget"); the division of rates by allocating for
each level of management a specific share of
the tax within a single rate of taxation

(quotation); the establishment of local
supplements to federal and regional taxes [4].

In addition, there are two conceptual
approaches to the problem of budget
equalization in foreign practice. In the first
approach, the task is defined as the equalization
of conditions for production of social benefits
in certain territories. It is used in those cases
where special importance is given to the goal of
implementing unitary standards for social
services throughout the country. This approach
allows the donor to control recipients' budgets,
influence the structured amount of their budget
expenditures and is implemented through a
system of targeted grants.

In the second approach, the conditions of
the budgetary activity of local authorities are
equalized, which should be understood, firstly,
as the equalization of the budgetary potential,
including the development of conditions for the
income formation or equalization of the income
function, and secondly, the equalization of
differences in spending on the provision of
social benefits or the equalization of the
expense function [5]. It serves as a tool of
decentralized management with emphasis on
the independence and budgetary responsibility
of recipients to residents of their territories. The
required (minimum, standard) level of social
services throughout the country is achieved
through increasing the budget potentials of the
territories in need of support. This approach is
carried out with the help of general or universal
transfers.

The level of equalization is determined
by the goals of national policy. The
equalization standard may be considered as the
actual medium or median level all over the
territories or group of territories with the largest
budget potential. For standard expenditures not
only averaged factual indicators, but
established sociological norms and regulations
are used [6].

The theory of budget equalization doesn’t
give the priority to any of the parts to this
process - the equalization on income or
expenses. In practice for the territory with the
budget potential lower than the identified level,
it does not matter, what its financial weakness
is associated with - with worse conditions for
income  formation, or  higher budget
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expenditures. As it is shown by the experience
of many countries, regional differences in
budget expenditures may be even more
contrasted than differences in the conditions of
the formation of regional budgets income.

Although both approaches to budgetary
equalization allow combining the two sides of
the equalization process, in practice the first
approach is usually used only to equalize the
needs for financing costs, and the other one —
only to equalize conditions of income
generation. A comprehensive  horizontal
equalization is implemented only in some
countries.

Consequently, in world practice, there are
two different options for transferring resources
from one budget authority to another: income
distribution and the system of grants. The use
of profits can be realized by several methods:
the use of a tax base or the centralization of tax
revenues and their further focusing on selected
aspects. The mechanisms for allocating grants
(transfers) can also take place in two directions:
in the form of non-targeted and targeted
transfers, each of them may in turn be fixed or
prolonged, be conditional or unconditional, and
be allocated on a co-financing basis [6]. The
choice of a specific mechanism for allocating
inter-budget transfers depends on the tasks of
economic and fiscal policy at a given time.

In most countries, a combination of all
forms of inter-budgetary transfers is used to
solve various macroeconomic and budgetary
tasks.

The main reason for allocating transfers
of budgets of a lower level is, as a rule, the
emergence of a vertical imbalance of the
budget system, that is, the deficit of individual
sub-national budgets. However, the simple
coverage of the deficit of lower budgets should
not be the goal of the policy of allocating
transfers, as the vertical imbalance may emerge
as a result of budget policy at the level of the
sub-national authority: for example, due to
decisions to increase the cost or refusal to raise
tax rates. Thus, centralized funding gap
between own income and expenditures may
lead to de-stimulation of the fiscal efforts of
sub-national authorities, their intentions to
implement an effective policy of administering
expenditures at the regional level.

In the absence of a system of objective
criteria for allocating transfers from the
national budget, the allocation of funds to cover
the vertical imbalance will most likely create
problems for pursuing a single macroeconomic
policy, and may also lead to the allocation of
grants on the basis of non-formalized trading
between centrals and regional authorities [7].

Allocation of transfers from the national
budget may also be carried out in order to
equalize the interregional differentiation of
fiscal potential of territories, that is, horizontal
imbalance. In practice, only some countries
apply the methodology for assessing the fiscal
potential of the territories on a regular basis for
the purpose of transfer calculation (the furthest
in this direction to advance among the federal
states are Australia, Canada and Germany and
among the unitary states - Denmark and the
United Kingdom).

There are three options of state policy in
the field of inter-budgetary transfers to equalize
vertical and horizontal imbalances:

1. Implementation of  separate
mechanisms of equalization of vertical and
horizontal imbalances. Alignment of the deficit
of sub-national budgets is carried out by
dividing the tax revenues and allocating
transfers from the national budget, while fiscal
equalization is carried out through horizontal
payments from the regions with high budget
security to insecure regions. Such system is
used in Germany.

2. This leveling system. As vertical, for
example, and horizontal imbalance are aligned
through a single system of smoothing
transmissions and grants. The method is
applied in the budgets of Australia and Canada.
As vertical, for example, and horizontal
imbalance are aligned through a single system
of smoothing transmissions and grants. The
method is applied in the budgets of Australia
and Canada.

3. Equalization of only the vertical
imbalance of the budget system. As with the
use of the first option of fiscal policy, sub-
national budget deficits are equalized with the
help of fixing of regulatory taxes and transfers,
but separate measures to align the horizontal
imbalance are not taken. In this example, the
migration of cash and labor appears as a result
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of the difference in real income in subnational
entities. (net benefits from public expenditures
and paid taxes). With this option of fiscal
policy, it is possible to allocate special grants
that, among other purposes, may have a
horizontal effect that lead to equalization. A
similar approach is widespread in the United
States [8].

When developing a transfer system it is
important to determine the correlation not only
between the goals of equalization, but also
between types of transfers. In many countries
of the world, transfers coming from the center
to lower level budgets are often aimed at
equalizing possibilities of local authorities to
provide budget services to the population. As a
rule, there are large differences between the
territories in terms of expenditure needs. For
example, the authorities in some regions are
faced with a significant concentration of certain
demographic groups that require the provision
of certain types of budget services in an
increased amount (for example, health
services). Other regions have to deal with the
extremely high cost of budget services, due in
particular to infrastructure depreciation,
climatic characteristics or population density.
"Transfers that equalize" are designed to align
the spending possibilities of the authorities.

If, through the transfer program, the
center tries to solve the problem of horizontal
imbalances between the territories caused by
the above factors, then it would need to assess
the expenditure needs of each territory in
comparison with other territories. Such
expenditures are often also called "standard
costs". Obtained by calculations such standard
costs can then be used in determining the
amount of financial assistance distributed by
the center between the authorities of the lower
subordination [9].

In world practice, there are several ways
to determine standard costs. One of them is
based on the detection of the required standards
of services through expert evaluation. Another
way is to calculate the specific production cost
of a minimum or standard volume of specific
budget services in a represented region. In this
case, it is usually assumed that the standard
cost depends on different territorial features or
factors such as the number of identified groups

of population or the number of infrastructure

objects, after which factors are given
importance, which indicates their relative
significance.

A large number of countries apply that
particular approach, although the definitions
used by them have significant differences. The
standard cost on the article "i" can be
considered to be dependent on many factors of
Xij, which is given the importance wij, so that
the standard cost Ni calculated per capita will
be equal to Xij. This standard cost may also be
adjusted for cost differences. Here it is
necessary to make a hard decision about the
choice of factors Xij and their weight wij [9].
Different countries approach this choice in a
different way. The most advanced methods are
used in Australia and the UK.

Calculation of cost standards requires
considerable effort, a balanced approach and
interaction between different branches of
government. When choosing a system of
methods, it is necessary to be very careful to
avoid unwanted distortions. Simplified, but
more understandable and based on the use of
easily accessible data, approach is often more
optimal, even if the resulting equalization effect
is incomplete and the possibility of influencing
the behavior of lower level authorities is
limited.

Developing transfer programs, different
countries use the same methodology in general.
The differences lie in the following issues:
what exactly is aligned, the degree of
alignment, the choice of financial instruments
with which equalization is assumed to be
achieved, and ways to determine fiscal
differences [3].

Any rational system of equalization
transfers, firstly, is based on a formula
approach, and secondly, should correspond the
following principles: fairness of distribution,
which provides for equal treatment of budgets
with similar budget needs; Predictability, that
is, local authorities should be able to create a
budget for the future periods, but only if the
transfers provide stable inflows of resources for
a long time; tight budget constraints (indicators
should be outside the influence of local
authorities); simplicity; absoluteness. That is,
the goal of equalization transfers is the leveling
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ability or the ability of local authorities to
provide approximately the same levels of
budget services at comparable tax rates [10].

These criteria cannot always be met at the
same time, and sometimes for the sake of one
principle you have to sacrifice the others. In
view of the above, it may be noted that the
quality and amount of budget services provided
to the population can serve as a criterion for the
effectiveness of each particular model of public
administration of inter-budgetary fiscal
relations. Different countries solve the problem
of choosing a model of budget relations in their
own way.

The share of taxes allocated to local
budgets may be low, but in this case it
shouldn’t be talked about increasing the
autonomy of local authorities, but that they are
responsible for a limited range of issues and are
the executors of centralized decisions.

In European countries, a system of
instruments and measures to eliminate fiscal
imbalances through a redistribution of
resources vertically between the system of
budgets and horizontally between territorial
units is determined as financial equalization.

The goal of financial equalization is to
achieve a situation in which the volume of
taxes reflects only the result of own choice of
the community and in no way affects the level
of services provided by the local authorities, the
efficiency of the use of resources or the
economic result of local authorities [11]. The
main components of the system of financial
equalization are the system of equalization of
revenues of local budgets and the system of
equalization of budgetary expenditures.

Financial resources are always limited,
and the question of their effective
redistribution, the use of financial equalization
tools for local budget revenues, equalization of
budgetary expenditures, and creation of an
effective system of inter-budgetary transfers
remains open in Ukraine and requires careful
research.

Taking into consideration the coverage of
certain aspects of this problem it is considered
to be important to study the system of inter-
budgetary transfers of developed European
countries, their features, methods and
instruments of financial equalization with the

purpose of introducing certain elements in
Ukraine that would contribute to the
achievement of the goals of economic stability
of the country and local self-government in
particular, as well as to deprive economically
strong areas of interest for promoting their
activities in taxation.

According to European standards, when
applying such a financial equalization tool as
transfers, priority is given to grants. The
aggregate grants amount should be determined
on the basis of criteria that take into account a
number of factors such as economic growth and
expenses increase, especially where the amount
of local authorities' own resources and their
ability to freely manipulate these resources
make it impossible to adjust the resources level
for compensation of costs increase. The state
must guarantee the local government
authorities a certain stability of the total amount
of grants, give them the opportunity to calculate
in advance the grant amounts they receive and
adjust their budgets accordingly. The criteria
for grants allocation should be clearly
formulated; they should comply with the legal
framework and shouldn’t be of discretionary
nature [12].

The formula for financial equalization
makes it possible to objectively assess the need
for centralized support. It should be noted that
the set of elements that are part of the formula
is important because the degree of key
indicators reality is an essential required
condition for the effective use of the formula.
For this purpose a scientifically grounded
system of corrective coefficients is applied.
According to European standards, the
coefficients should be objective and not directly
controlled by local self-government bodies,
they should not affect the free choice of
resources being at their disposal, promote the
management streamlining of local government
services in order to increase their effectiveness.
Also, they should not create artificial incentives
to take steps that are contrary to the objectives

of local responsibility and efficiency in
rendering  services, take into account
demographic,  geographical, social and

economic peculiarities that determine the

difference in the costs level.
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It should be noted that the establishment
of different criteria and the determination of
coefficients within these criteria is one of the
most complex and difficult tasks of developing
formulas for inter-budgetary fiscal transfers.
There exist significant differences in the criteria
application and the definition of specific
coefficients to be included in the formulas. The
problem is further complicated by the fact that
various weighting factors are applied to
different criteria and indicators in order to
distinguish their value in the calculation of
transfers. For example, data on the number of
population in formulas may be given more
weight than some other demographic
indicators, such as the demographic distribution
by age group of population when determining
total transfers. However, in determining the
formula for allocating funds in health care, the
distribution of population by age and gender is
considered more important to determine how a
transfer has to be allocated rather than just the
distribution of population [13].

In European countries such a tool as

municipal borrowing is also wused quite
effectively. Governments of the states
determine and encourage the access of

municipalities to the national and international
markets of capital, but the clear attachment to
the procedure of such borrowings in national
legislation and their focus only on investment is
emphasized [1]. There are a number of reasons
for creating and maintaining an effective
system of inter-budgetary transfers, regardless
of the form of government - federal or unitary,
of the number of government levels, of the
degree of centralization, de-concentration or
decentralization.

Among the Western European unitary
countries, there are integrated and unintegrated
systems. In integrated systems (the Anglo-
Saxon and Scandinavian models) local
governments have the size that is optimal for
the effective provision of public local benefits.
In the unintegrated model, the French and of
most Mediterranean countries, the principles of
autonomy and provision of services rendered
are separated, each locality has its own
municipality and there are a lot of small local
governments [9].

First of all, it should be noted that only
Ukraine and France out of the list of countries
under consideration did not have administrative
and territorial reform. However, all countries,
including Ukraine, have developed a legal
framework that defines the system of transfers,
coefficients and formulas for calculating
transfers amounts, and also ensures the stability
of these laws for the period of several years.

The formula approach used in Ukraine
differs from the approaches in other analyzed
countries, since Ukraine uses groups of initial
standard costs. Most of the considered
countries use the per capita rate index for the
calculation of the transfer formula. In Germany,
discrepancies in number of population based on
per capita index are used, in the United
Kingdom they are demographic and physical
characteristics, and in the Netherlands they use
40 social and economic indicators as the basis
for calculating transfers for certain industries,
such as health and education.

In addition, Ukraine has an average level
of coefficients objectivity based on the
application of standard indicators of population
and demographics, which are subject to
verification and are uneffected by the statistical
errors or fluctuations. Other countries have a
high level of coefficients objectivity.

The most complex formulas exist in
Ukraine, the UK and the Netherlands, and these
countries have formulas with a high level of
data requirements. Thus, for example, a
complex formula for calculating budget
transfers is used by the British system of
providing funding to local authorities. The
formula seeks to achieve absolute equalization
and identify differences in needs, expenses and
resources in a more complex way. The British
system is known as the "Grant for Income
stimulation" and is a mechanism for identifying
and aligning needs and local tax capacity.

The British approach works in a system
in which there are large administrative and
territorial units in terms of population size.
These units are dependent on several large and
productive taxes, the rates of which are set at
the local level, based on the tax base defined at
the state level, and these taxes are collected at
the state level. The grant is distributed directly
to local authorities from the state budget
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without an intermediate stage. In case of
defining grants the areas of responsibility of
local authorities for providing various services
are taken into account. The grant of a local
authority is the sum of its standard cost
estimate deducting its part of the total amount
of commercial rates in the country, minus the
revenues that it could have received if it had
established the estimated standard national rate
of municipal tax. The formula for the standard
assessment of expenditures takes into account
the causes of changes in local government
expenditures, namely: population size, the
number of students, the number of elderly
citizens, population density, length of roads,
indicators of state deterioration of social groups
and fluctuations in labor costs. The formulas
are based significantly on a statistical
(regressive) analysis of previous expenditures.
Data used in calculations of the standard
expenditures estimate is derived from a variety
of sources, the most important of which is the
national census. At the same time, the goal is to
ensure a high level of their quality and
systematicity. The distribution of the grant
creates an indirect incentive to ensure
efficiency, as the local authority may not

change its grants by making its own decisions
on spending funds, and therefore, any saved
funds are preserved.

The main general grant is determined on
the basis of the formula with no subjective
adjustments of the certain local authorities. At
present, a three-year moratorium on making
significant changes to the methodology of
establishing expenditures is set. So, the local
authorities know the total amount of grants that
the government intends to distribute over the
next 2 years as well as the fact that changes in
the distribution method during this period are
hardly probable. Thus, they can make fairly
accurate calculations of their grants, but exact
amounts will depend on changes in data, such
as the population size [13].

The European countries provide an
annual refinement of the financial equalization
formula of relative distribution of the transfer
fund between contingents. The inter-budget
relations of different countries are based on the
dependence on the structure of their systems of
local self-government, therefore we suggest to
consider and to compare the data of the
countries already proposed above (Table 1).

Table 1. Comparison of the systems of local government of the countries
Country / form of | The level of local Level of The ability Tax- Dependence The level of
territorial autonomy delegation of | to provide ability on decentralization
organization functions services transfers *
Ukraine / unitary Low Low Low Low Average Low
Great Britain / High High High High High High
unitary
Netherlands / High High High High High High
Unitary
Germany / federal High High High Average Average Average
France / unitary Low Low Low Low High Low
Denmark / Unitary High High High High Low Average
Norway / unitary High High High High Average Average
Poland/ unitary Average - High Low Average Low High Average

* Note: high - more than 50% of the revenues of the local self-government body is provided; the average - 30-
50% of the revenues of the local self-government body is provided, low - less than 30% of the revenues of the local

self-government body is provided.

According to the structure of the local
self-government system, Ukraine 1is very
similar to France. Seven comparable countries,
including Ukraine, are countries with a unitary
form of government. Germany is the only
country from the sampling frame which has the

federal government system. Ukraine has the
same number of levels of local self-government
as the United Kingdom, Germany, France and
Poland [7]. Also, in parallel, let’s consider the
comparison of grant financing systems of the
above countries (Table 2).
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Table 2. Comparison of subsidy financing systems

Donations as a The level of The level of Level of Level of
Country percentage of use of the use of needing resource
revenues general special alignment alignment
local authorities grants grants
Ukraine 40-45% High Average High Low
Great Britain 73% High Low High Average
Netherlands 71-83% Average Average High Average
Germany 46% Average Average Average High
France 35% High Low Average Average
Denmark 18% High Low High High
Norway 33-52% Average High High High
Poland 50-60% Average Low High Average

Source: developed based on [13].

The part of grants in revenues of local
authorities demonstrates the fiscal dependence
of local budgets on the state. According to this
indicator Ukraine (40-45%) occupies the same
place as Germany (46%) and Norway (33-
52%). Ukraine, like Great Britain, France and
Denmark, uses significantly the general grants
(equalization grants), that is, those amounts
used by the local authorities at their own
discretion, while at the middle level it uses
special grants like the Netherlands and
Germany.

In terms of grants volume, such countries
as the United Kingdom and the Netherlands
have the level of revenues from the transfers of
more than 70%, that is, they are heavily
dependent on revenues from the central
government budget and a high level of state
finances centralization. In these countries the
local government financial security systems are
centralized, whereas in Denmark (18%), France
(35%), Norway (33-52%) and Germany (46%),
where transfers make less than 50%, the
financial security systems can be considered as
decentralized.

However, it should be noted that the level
of centralization of the financial security
systems of local self-government does not
affect the level of autonomy of local self-
government bodies. Table 2 shows that, for
example, Great Britain, which has a high level
of centralization of management and
dependence on transfers, has also a high level
of autonomy of local government and
delegation of powers, a high level of service
provision and taxability of the territory. And,
on the contrary, France, in which there is a
rather small dependence of local self-

government on the state government, has a low
level of autonomy of local self-government and
delegation of powers, low level of service
provision and taxability of the territory.

The comparative system of subsidized
financing provides the possibility to conclude
that among the economically developed
European countries there is no single policy on
the optimal volume of granting grants to local
authorities.

Ukraine, like almost all of the countries
reviewed, has a high-level indicator of demand
equalization and, at the same time, in
comparison with other countries, a low-level
indicator of resource equalization, which means
low-level orientation of inter-budget transfers
to equalize the taxability of local authorities
and to ensure horizontal equalization of fiscal
resources.

Consequently, as we see, there are
various international methods for determining
the amount of inter-budget transfers that are
used to ensure a stable distribution of budget
funds and a correct calculation of actual cost
growth. Let's consider several countries from
the proposed ones in more detail.

For example, France is a unitary republic

with a complex administrative-territorial
structure. As a result of the laws on
decentralization, three levels of local

administration were created: regions (22 units),
traditional administrative regions (96 units + 4
units outside France) and a large number of
small communities - communes (36763 units).
Despite the existence of general consensus that
the size of the communes (22,000 of which
have up to 500 inhabitants) is too small to
ensure their effectiveness, the community

10
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unions have become a controversial issue.
Instead, the government uses different fiscal
mechanisms, and a new national law has been
recently adopted to support the simplification
and strengthening of communal cooperation.
According to the French methodology, the
distribution of grants from the state budget is
determined annually in the law.

The main general grant of income is
established each year in the budget, which is
approved by the Parliament on the basis of
proposals submitted by the Minister of the
Interior Affairs. France applies a process that
defines total state budget assignations for each
level and provides certain predictability and
stability of the funds allocation process [11].
This methodology is applied to the general
grant in connection with current expenditures,
which increases each year by a percentage and
is equal to the sum of the predicted annual
inflation level and half of the actual percentage
growth of GDP if these values are positive.

General or block grants are used to
equalize tax revenues and requirements in
expenditures. Equalization of incomes is
achieved by replenishing revenues for
municipalities that are receiving tax revenues
less than they shall receive. All municipalities,
in which tax revenues per capita do not exceed
a certain level, receive grants for their
compensation at the level of 90% of the
difference between their own revenues and the
control level. The equalization scheme also
involves a reduction in revenues for
municipalities with extremely high tax
revenues. This principle applies similarly to the
approaches of other Scandinavian countries
[10]. The experience of Norway's financial
equalization shows that the division of spheres
of responsibilities in the field of financial
equalization between the legislative and
executive authorities is quite effective.

We can generalize the above materials
and agree with the experts’ opinion [4] that an
efficient system of transfers should meet such
criteria as:

- the adequacy of revenues, that is the
local authorities should have sufficient
resources (including transfers) to fulfill the
powers assigned to them;
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- ensuring sufficient measures for
mobilizing tax revenues by the local
government as well as controlling expenditures
at the local level; formulas should not lead to
fiscal deficits;

- uniformity, that is the transfer shall be
changed in direct proportion to local fiscal
needs and vice versa - in proportion to local
taxability;

- transparency and stability.

The formulas shall be pre-approved and
transparent, so that each administrative and
territorial unit might have an opportunity to
predict revenues (including transfers) and to
prepare the relevant budget; they shall be stable
for several years (3-5) to ensure the possibility
of mid-term planning at the local level [12].
Since the system of grants and equalization
operates mostly according to formulas, political
decisions are important in determining the
general level of equalization and weighing
within the schemes with different demographic
and social criteria.

Consequently, the development of a
functional system of inter-budget relations is a
rather complicated process that requires a high
level of data collection, analysis and review,
and also focuses on developing a vision of what
local authorities should do and what resources
they can have at their disposal. The main point
is that these inter-budget systems are constantly
changing under the influence of new trends in
economic development and political decisions
of the government authorities.

The above analysis has demonstrated the
main characteristics and different approaches to
the introduction of inter-budget transfers
system. In the examples reviewed, there are
some common features that need to be taken
into account when improving the existing
system of inter-budget transfers in Ukraine.
However, despite the existence of certain
common aspects and criteria for the
development of inter-budget transfer systems,
each country should be creative in approaching
to this process in order to create a system and
develop formulas that are consistent with its
particular political, social and economic
conditions.

To sum up the above, it should be noted that
the main element of the classification of financial
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support systems of local self-government is an
effectiveness of the basic unit of local self-
government, that is the large units make better use
of opportunities for efficient production and
provision of local goods, while small ones have
more opportunities for direct involvement of
citizens in management that contributes to a better
determination of their needs.

Budget resources intended for the
provision of local budgets are always limited,
and establishing an acceptable level of funding
inter-budget transfers is a crucial issue. The
main thing is that transfers shall have a stable
source of their funding in particular at the
expense of the part of GDP, government
expenditures or partial taxes and that the local
authorities have the opportunity to carry out
mid-term and long-term planning.

Concerning the problems of effectiveness
of the financial equalization instruments in
Ukraine, first of all we think that the resource
base of local authorities should be strengthened
in order to fulfill fully the powers and functions
entrusted to them. Such ways may be the
consolidation of small village and settlement
councils in order to increase the stability of
their resource capabilities and the introduction
of mechanisms of stimulation of the local
authorities to build up and expand their tax
base. In turn, the local authorities should take
effective measures to mobilize tax revenues and
should exercise impartial control at each stage
of the process of distribution, redistribution of
resources and use of budgetary funds.

In addition, it should be noted that even
the high dependence of local budgets on
transfers from the state budget does not mean
that they are not autonomous and are not
taxable. We believe that in this case it is
necessary to point out the ineffectiveness of
public administration of allocating budget
resources between the territories of the country.
Before 2015 the system of redistribution of
resources was aimed only at equalization of
needs and had a low orientation towards
equalization of the taxability of the territory
and the provision of horizontal equalization of
fiscal resources.

Conclusions and further research. In
Ukraine, today, first of all, there is a political
inconsistency of the problem of the division of
competences and responsibility for execution of
the specific functions of central, regional
authorities and local self-government bodies,
and there is a large subjective influence on the
processes of redistribution of inter-budget
resources, and, as a consequence, the
conditions for financing the corresponding
expenses and the different level of provision of
budget services as well.

In general, financial equalization is one of
the prerequisites for fiscal decentralization and
local self-government development, which
contributes to the achievement of the objectives
of economic stability, the implementation of a
policy of sustainable and balanced development
of territories, provides an opportunity to offer
the same range and level of service to the
citizens. However, it should be noted that
financial equalization shall not deprive the
more economically strong areas of incentives to
intensify their activity in taxation and lead to
the transfer of collected funds to other
administrative and territorial units.

Consequently, there is no definite ideal
model of a mechanism for managing inter-
budget relations that would be acceptable to all
countries of the world. Specific mechanisms
are built on the basis of the level of
decentralization of the budget and tax system,
the scope of the powers of local authorities, the
political choice between efficiency and
equality, the depth and extent of disproportion
between administrative and territorial units.

To summarize the above, it should be
noted that the effectiveness of public
administration of inter-budget relations is
determined neither by the level of centralization
or decentralization of the budget system, nor by
the existence or absence of regulatory taxes,
nor by the share of central government
revenues and expenditures, nor by the volume
and means of financial assistance transfer, but
by the well-established and balanced system of
all these factors, exactly corresponding to the
specifics of this state.
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