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Perspective Directions of Improvement of Management of Intergovernmental Fiscal Relations in Ukraine
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Abstract. 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.

Purpose. 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.

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.

Conclusions. Considering the model of the mechanism of management of intergovernmental relations, we 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.

Keywords: intergovernmental fiscal relations, intergovernmental fiscal transfers, state budget, local budgets, financial
equalization.
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Byrenko B. B., Kauauaat ekoHOMiuHUX HayK, JoLeHT, OecbKUi HalliOHAaJIbHUU YHiBepcUTeT, iMeHi i.l.
MeunukoBa, Opeca, Ykpaina

IlepcnieKTHUBHI HAPSIMH BAOCKOHAJIE€HHS yIpaBJaiHHSA MXKGI0)KeTHUMH BiJHOCUHAMU B YKpaiHi Ha
NPUKJIaAl pO3BUHEHMX KpaiH CBIiTy

Y 6yodv-skili depxcasi uyepe3 HasigeHicmv admiHicmpamueHo-mepumopiaibHo20 Nnodiny iCHyMb IOHOCUHU MidC
deprcasHumMu opzaHamu pisHUx pieHie y 6rdxcemHili cgepi. OCHOBHUM 3A80AHHSM Opz2aHizayii ma ynpaesiHHs
MIHCOH0OHCEMHUMU 8I0HOCUHAMU € 3a6€e3NeYeHHs] 0epHCABHUX 2ApaHMIll HA Ne8HOMY MIHIMAALHO NPUUHSIMHOMY pigHI no 8cill
mepumopii Ui 8cix 2poMadsiH He3a1ex4CHO 810 iX Micys NPOHCUBAHHS NPU OMPUMAHHI piBHUX JepHcasHUX coyiasbHux nocaye. Y yetl
uac e Ykpaiui, Ha KHcaab iCHYe noAimu4Ha Hey3200xceHicmb npobiemu nodijsy KomnemeHyiil i gionogidaabHocmi 3a BUKOHAHHS
KOHKpemHux (YyHKYill yeHmpaabHuX, pe2ioHaAbHUX opeaHie enadu ma opz2aHie Micyeso2o camospsi0y8aHHs, WO He2amuegHo
8N/1UBAE HA Npoyecu nepepo3nodiay Mixc6rdxrcemHux pecypcie.

IIpoaHaniz08aHoO YUHHUU MeXaHi3M 6H0HCEeMHO20 8UPIBHIOBAHHSI Ma Modeai opzaHizayii depicasHo20 ynpasaiHHs
6r0dxcemHuMu gidHocuHamu 8 Ykpaini. OkpecseHo Modeai depicasHoi yuacmi y 6r0dxcemHuill noaimuyi pisHux kpaiH ceimy.
BusHayeHo ckn1ado8i MeXaHiaMy ynpasaiHHs ma pezyat08aHHs MiXCO00HeMHUMU 8I0HOCUHAMU HA pe2ioOHAAbHOMY PIBHI.

Pozansdaroyu Modeni MeXAHIZMY ynpasaiHHs Minc600HcemHUMU 8I0HOCUHAMU MONXCHA 3p06UMU BUCHOBOK, WO HEMAE
neeHoi modesai npuillHAMHOW0 045 6ciX KpaiH ceimy. [lo6y0osa KOHKPemHO020 MexaHi3my 6yJdyemuvCcsi HA OCHO8I pigHs
deyenmpanizayii 610dxcemy i cucmemu onodamky8aHHsl, 06512y NOBHOBANHCEHb MICYe8UX 0p2aHie 8.1adu, noAImu4Ho20 8uU60py
Mixc edpekmusHicmio ma pigHicmro, 2aubuHu Ui cmyneHs ducnponopyii mixc admiHicmpamueHumu U mepumopianbHUMU
00UHUYSAMU.

Kamwouyoei cnroea: mixnc6rdxicemHi idHoCuHU; Mixc6r0dxncemHi mpaHcgepmu,; depicasHull 610dxcem; micyesi 6r00xcemu;
¢iHaHcose 8UPIBHIOBAHHSI.

Formulation of the problem. Relations between on the state system. There are no countries where the
government authorities of different levels in the budget  problems wouldn’t arise in establishing inter-budgetary
sphere exist in any state due to the presence of relations as well as within the territories themselves.
administrative-territorial division. However, they can be Inter-budgetary relations define various aspects of

established on the basis of different principles, depending
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financial decentralization and financial self-sustainability
of territorial units [8, p.125].

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 and publications. 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, in particular,
V.Asadchev, N.Baldich, V.Bodrov, S. Bukovinsky,
A.Degtyar, O.Drozdovska, V.Kravchenko, O.Lilik, I. Lunin, I.
Lyuty, I. Rozputenok, S.Slukhay, V.Tolubiak, I. Chugunov
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.

Formulation of research goals. 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.

The topical issue for Ukraine nowadays is the matter
of choosing a model of state management in respect to
relations between budgets of different levels, since the
low efficiency level of the organization of inter-budgetary
relations constrains the utmost functioning of social and
economic development of the country, causes the spread
of budgetary imbalances of the territories and failure to
fulfill the main goal of providing all citizens with social
services at the same level, regardless of their place of
residence.

Outline of the main research material. 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 [3]. 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 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.

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
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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 [11, p. 277].

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 [4]. 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 [13, p.502].

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 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 distribution of income can be
conducted in several ways: the distribution of the tax base
or the centralization of tax revenues and their subsequent
distribution according to selected criteria. 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 [1]. 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 wused 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 [4].

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:
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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. An integrated system of equalization transfers. Both
vertical and horizontal imbalances are aligned through a
single system of equalization transfers, and special grants.
A similar approach is used in the budget systems 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 case, migration of capital and labor
forces arises as a result of the difference in revenues in
sub-national entities, as well as net fiscal benefits in the
regions (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 [5].

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" [14, p. 258-
263] 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.

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 iwijXij. 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 [7 p. 258-263].
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 [2].

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 ability or the
ability of local authorities to provide approximately the
same levels of budget services at comparable tax rates
[11].

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.
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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 [9]. 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 [11].

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.

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 [4, p.128].

In European countries such a tool as municipal
borrowing is also used 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 [8]. 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
[7, p.109].

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,
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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
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 [4].

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 territorial The level of local Level of The ability to Tax-ability | Dependence on [The level off
organization autonomy delegation of provide transfers *  |decentraliz
functions services ation
Ukraine / unitary Low Low Low Low Average Low
Great Britain / unitary High High High High High High
Netherlands / Unitary High High High High High High
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

Source: formed by the author
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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 is 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 [5].

Also, in parallel, let’s consider the comparison of grant
financing systems of the above countries (Table 2).

Table 2. Comparison of subsidy financing systems

Donations as a
percentage of revenues|  The level of use of The level of the use of Level of needing Level of resource
Country local authorities general grants special grants alignment alignment
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: generated and supplemented by authors based on materials [4]

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
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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 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 [8, p.109]. 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 [12, p. 29-30]. 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: 1) the adequacy of
revenues, that is the local authorities should have
sufficient resources (including transfers) to fulfill the
powers assigned to them; 2) 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; 3) uniformity,
that is the transfer shall be changed in direct proportion
to local fiscal needs and vice versa - in proportion to local
taxability; 4) 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 [9]. 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 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
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allocating budget resources between the territories of the  shall not deprive the more economically strong areas of
country. Before 2015 the system of redistribution of incentives to intensify their activity in taxation and lead to
resources was aimed only at equalization of needs and  the transfer of collected funds to other administrative and
had a low orientation towards equalization of the territorial units.
taxability of the territory and the provision of horizontal Consequently, there is no definite ideal model of a
equalization of fiscal resources. mechanism for managing inter-budget relations that
Conclusions. In Ukraine, today, first of all, there is a  would be acceptable to all countries of the world. Specific
political inconsistency of the problem of the division of = mechanisms are built on the basis of the level of
competences and responsibility for execution of the decentralization of the budget and tax system, the scope
specific functions of central, regional authorities and local  of the powers of local authorities, the political choice
self-government bodies, and there is a large subjective  between efficiency and equality, the depth and extent of
influence on the processes of redistribution of inter- disproportion between administrative and territorial
budget resources, and, as a consequence, the conditions  units.
for financing the corresponding expenses and the To summarize the above, it should be noted that the
different level of provision of budget services as well. effectiveness of public administration of inter-budget
In general, financial equalization is one of the relations is determined neither by the level of
prerequisites for fiscal decentralization and local self- centralization or decentralization of the budget system,
government development, which contributes to the nor by the existence or absence of regulatory taxes, nor
achievement of the objectives of economic stability, the by the share of central government revenues and
implementation of a policy of sustainable and balanced expenditures, nor by the volume and means of financial
development of territories, provides an opportunity to  assistance transfer, but by the well-established and
offer the same range and level of service to the citizens.  balanced system of all these factors, exactly
However, it should be noted that financial equalization  corresponding to the specifics of this state.
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