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PROBLEMS OF FINANCIAL DECENTRALIZATION
IN UKRAINE

Abstract. The article is devoted to the consideration of the main problems that
arise in the process of financial decentralization in Ukraine. Inadequate financial
support of local authorities was found. The ways of solving problems and improv-
ing financial autonomy of local self-government bodies are offered.

The development of any society is largely determined by the system of multi-
level governance, from the central to the municipal. A well-established mechanism
of interaction and division of powers is the basis of the stability of any state.

The democratic country guarantees that the people are the bearers of sover-
eignty and the only source of power in the country. People exercise their power in
various ways, including through local self-government bodies.

Now the theme of local self-government development is one of the most urgent
in Ukraine.

Political and legal reforms in Ukraine have led to a change in the legal mecha-
nism for regulating the organization and implementation of local self-government
in the country. The interest of both science and practice is intensified to the issues
of creating an optimal system of local self-government and improving the efficien-
cy of local self-government bodies. One of the most important problems is the fi-
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nancial security of local governments. Effective development of the system of local
self-government is impossible without proper support from the state authorities.

If we look broadly at the marked problem of cooperation between the state and
local self-government, then it is possible to treat the bodies of state administration
and local self-government bodies as elements of a unified system of social manage-
ment, public power, which provides the vital functions of society as a whole.

Keywords: financial decentralization, local budget, local self-government re-
form, financial resources, development of territory.

IIPOBJIEMU PEAJIIBAIIT GIHAHCOBOI JEIEHTPAJII3ALII
B YKPAIHI

Axoranisi. Po3riistHyTo OCHOBHI TPOOJIEMH, 1110 BUHUKAIOTH Y TIpoliec dhiHaH-
COBOI jielieHTpasizaiii B Ykpaini. Busisiieno Henasexse pinaHcoBe 3a0e31edeH s
OpraHiB MiCII€BOI BJIajii. 3arrpoOMOHOBAHO TIJISIXW BUPIIIIEHHS TPOOJIEM Ta BIIOCKO-
HasieHHd (hiHAHCOBOI aBTOHOMIT OPTaHiB MiCIIEBOTO CaMOBPSI/LyBaHH:. PO3BUTOK
Oy/Ib-SIKOTO CYCITIbCTBA GArato B YOMy BH3HAYAETHCS CHCTEMOIO OaraTopiBHe-
BOT'O YIIPaBJIiHHS, BiJl IIEHTPAJILHOTO 10 MyHinuaibHoro. J{obpe HamaromkeHnit
MexaHi3M B3aE€MOJIii i pO3I10/Iiyly IIOBHOBasKE€Hb — OCHOBA CTabiIbHOCTI Oy /Ib-sIKO1
JiepsKaBu.

JleMokpaTHyHa JiepskaBa rnepeadadae, Mo HOCIEM CyBEPEHITETY 1 €IMHUM JIKe-
peJIoM BJIajiv B KpaiHi € Hapo. CBOIO BJIajly Hapo 3ilCHIOE PIBHUME cITocoOaMHu,
B TOMY YMCJIi 32 JIOTIOMOTOIO OPraHiB MiCIIeBOTO CAMOBPSI/LyBaHHSI.

Ha choro/si TeMa po3BUTKY MiCIIEBOTO CAaMOBPsILyBaHHS OJ[HA 3 HANOIJIbIII aK-
TyaJIbHUX B YKpaiHi.

[Tonitnyna i mpaBoBa pecdopmMu B YKpaiHi IPUBEJN JI0 3MiHU IIPABOBOTO Me-
XaHi3My peryJIioBaHHS OpTaHizallil Ta 3/[iiiCHEHHS MICI[eBOTO CaMOBPSyBaHHS B
kpaini. [locunoeTbes iHTepec gk HAYKH, TaK 1 TPAKTUKU /10 TUTaHb CTBOPEHHS
ONTUMAJIBHOI CUCTEMHU MiCI[eBOTO CAaMOBPSI/IyBaHHS Ta MiIBUIIEHHS eeKTHBHOC-
Ti iSIBHOCTI OpraHiB MicIieBOro caMoBpsiayBaHHs. OIHIE0 3 HANOIIBII BasKJIH-
BUX T1po6JeM € (inancoBe 3a0e3redeHHs] OpraHiB MiCIIEBOTO CaMOBPSILYBaHHSI.
EdextuBHMiI pO3BUTOK CUCTEMU MICIIEBOTO CaMOBPSIIYBaHHS HEMOKJIUBUN Oe3
HaJIESKHOI MiATPUMKM 3 O0KY OpPraHiB JepKaBHOI BIIaIH.

Posrisiiatoun mpobsieMy B3a€MOIii JIepsKaBy Ta MiCI[EBOTO CaMOBPSILy BaHHS,
OpraHu JIep>KaBHOTO YIPaBJIHHS 1 OpraHu MiCIleBOIO CaMOBPSI/IyBaHHS MOKHA
TPaKTyBaTH SIK €JIEMEHTH €JNHOI CUCTEMH COIIaJIbHOTO YIIPaBJIiHHS, MyOJiUHOI
BJIaJIH, 1110 3a6€311e9y€ JKUTTEMSATBHICT CYCITIIbCTBA SIK €IMHOTO IiJIOTO.

KiouoBi ciioBa: (inarcoBa jelieHTpasisaltisi, MicieBuii O10/pkeT, pedopma
MiCIIEBOTO CAaMOBPlyBaHHs, (DIHAHCOBI pecypcu, pO3BUTOK TEPUTOPIT.

IMPOBJIEMbBI PEAJIM3AIINN ®UHAHCOBOIA
JNEIEHTPAJIN3AIINN B YKPAUHE

AnHoranus. PaccMOTpeHbI OCHOBHbIE TIPOGJIEMBI, KOTOPbIE BO3HUKAIOT B ITPO-
1ecce PMHAHCOBOM JlelleHTpaIn3aliuy B YKkparHe. BoisiBieHo HeHnaiexariee hu-
HaHCOBOE obGecrieyeH e OPraHoB MeCTHOMN BaacTH. [TpeiosKeHbl Ty TH perieH st
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pobJIeM U COBEPIIEHCTBOBaHMUS (DMHAHCOBOI aBTOHOMHUH OPraHOB MECTHOTO ca-
MOYTIPaBJIEHHUS.

Passurue s11060ro 0011ecTBa BO MHOTOM OIPEIENISIETCS] CUCTEMON MHOTOYPOB-
HEBOTO YIIPaBJIEHUS, OT TIEHTPATBLHOTO /10 MYHUIIUITATIBHOTO. XOPOIIIO OTJIaXKeH-
HBII MEXaHN3M B3aUMOJIEHCTBUS U paciipejiesieHusT TIOJTHOMOYMI — OCHOBA CTa-
OUIIBHOCTH JIFOOOTO TOCYIaPCTRA.

JlemMokpaTuyeckoe rocy1apcTBO MPEAIIOIAraeT, YTo HOCUTETIEM CYBEPEHUTeTa
Y eIMHCTBEHHBIM MCTOYHUKOM BJIACTH B CTpaHe siBjsieTcsl Hapoja. CBoio BiacTb
HAPOJI OCYIIECTBJISIET PA3JTUYHBIMU CIIOCOOAMHU, B TOM YHCJIE C TOMOIIIBIO OPraHOB
MECTHOTO CaMOYTIPABJIEHMUS.

Ha cerojitst TeMa pasBuTHsI MECTHOTO CaMOYTIPABJICHHsI OJ[HA U3 HanboJiee aK-
TyaJIbHBIX B YKpaWHe.

[Tomtrueckas u mpaBoBasi pepopmMbl B YKpanHe TIPUBEJN K U3MEHEHUIO TTpa-
BOBOTO MeXaHU3Ma PETyJMPOBAHUS OPraHU3aIMN M OCYIIECTBJIEHUS MECTHOTO
caMOyTIpaBJIeHUs B CTPaHe. YCUJINBAETCS MHTEPEC KaK HAyKH, TaK M TPAKTUKH K
BOTIPOCAM CO3/IaHUS ONTUMAJTBHON CUCTEMbI MECTHOTO CAMOYIIPaBJIEHUS U TIOBbI-
nrenust 9pHEKTUBHOCTH /IEATETHHOCTH OPTAaHOB MECTHOTO camoyTtipaBienust. Of-
HOI 13 HanboJree BasKHBIX TIPO0OJIeM sIBJIsIeTCst (hMHAHCOBOE obecrieueHre OpraHoB
MECTHOTO caMoyTipaBieHus. IPHeKTUBHOE Pa3BUTHE CUCTEMbI MECTHOTO CaMO-
yIIpaBJIeHNs] HEBO3MOKHO 0e3 JOJIKHOM MOJIEPKKI CO CTOPOHBI OPTAaHOB TOCY-
JTApCTBEHHOI BJIACTH.

PaccmaTpuBasi ipobsieMy B3aUMOJIEHCTBHUSI TOCYapCTBa U MECTHOTO CaMo-
yIIpaBJIeHUs], OPTaHbl TOCYIAPCTBEHHOTO YIIPABJIEHNS U OPTaHbl MECTHOTO CaMO-
YIIPaBJIeHNUs] MOKHO TPAaKTOBAaTh KaK 2JIEMEHTHI €IMHON CUCTEMBI COIIMATIBHOTO
yIpaBJieHus], MyOJIMYHOM BJIACTH, 0OECIIeYnBAOIINE KU3HEAESITETBHOCT 001Ie-
CTBa KaK eIMHOTO TeJI0TO.

Kmouessie ciioBa: hrHaHcoBas AeleHTPaIN3aIKs, MECTHBII OI0/KeT, pedop-
Ma MEeCTHOTO CaMOYIpaBJieHusI, (PUHAHCOBbIE PECYPCHI, PA3BUTHE TEPPUTOPHI.

Formulation of the problem. De-
centralization of power is one of the
priority reforms in Ukraine, which en-
visages the establishment of an effec-
tive system of organization, as well as
management of socio-economic deve-
lopment at the local level.

The current state of the system of
local self-government in Ukraine does
not meet the needs of society. Territo-
rial communities do not have sufficient
resources to create and maintain an
appropriate living environment. Con-

sequently, there are no qualitative ad-
ministrative, social and other necessary
services for the full development of a
person in the respective territories.
The main task of the Ukrainian
economy is to raise the standard of liv-
ing of the population. Practice shows
that at the local level, it is possible to
solve social problems much more ef-
fectively than at the state level. Fis-
cal decentralization reform should
be implemented, which involves the
transfer and delegation of spending po-
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wers, the creation of a financial base for
local government and the develop-
ment of a system of solving problems at
the local level. That is why in Ukraine
the actual problem, which requires fur-
ther research, is financial decentraliza-
tion.

Analysis of research on the topic.
The problem of research on financial
decentralization is reflected in the writ-
ings of domestic and foreign scientists
J. K. Van Horn, A. Tkachuk, L. Nova-
kovskii, I. S. Volokhova, D. V. Nehay-
chuk, A. Galchinsky and others. How-
ever, there are many unresolved issues.
First and foremost, is the search for new
sources of local budgets and their effec-
tive use.

The purpose of the article is to
highlight the significant issues that
arise during the implementation of the
reform of financial decentralization in
Ukraine, the provision of recommenda-
tions and ways to resolve them.

Presentation of the main research
material. Decentralization is the trans-
fer of powers, functions and responsi-
bilities from state authorities to local
ones [7]. The goal of decentralization
is to identify and organize the satisfac-
tion of the collective needs of the local
population.

Local self-government is an inde-
pendent territorial settlement of local
questions.

In the system of public administra-
tion decentralization is one of the most
important principles. As a rule, in de-
veloped countries, central government
carries out national functions, such
as national defense, macroeconomics,
monetary sphere, judicial system, ma-
nagement of transport communications
of national importance.

146

Local  self-government  bodies
should take maximum account of the
interests of citizens, in such areas as
health care, education, utilities and
communications, improvement and
law and order.

The country’s democratic develop-
ment depends on the decentralization
of the budget process and the imple-
mentation of clear and transparent
relations between the state and local
budgets. Now Ukraine is at the stage
of becoming a market economy, and
processes of financial decentralization
play an important role; it is necessary
to strengthen mechanisms of state re-
gional policy. That is what will lead to
sustainable development, economic
growth and promote the expansion of
democratic processes.

Financial decentralization should
create a new effective system of in-
tergovernmental fiscal relations that
would allow local self-government bo-
dies to become financially independent
and, accordingly, more responsible [5].

For economic growth of a territorial
community, financial decentralization
should include new tools for the influ-
ence of local communities, as well as
the search for new sources of revenues
to local budgets.

Responsibility and efficiency of go-
vernment will increase thanks to the
reform of local self-government. Ex-
pected, that the formation of executive
power by local self-government bodies
rather than the appointment of them
from the center will enable the popula-
tion to influence officials.

The process of decentralization
complicates the problems of legal and
institutional character in Ukraine [2].
Among them, the constitutional and le-




gal uncertainty of the territorial basis of
local self-government, inefficient state
regional policy, excessive centralization
of powers, financial, material and other
resources.

It is necessary to solve the problem
of distrust of the population to local
self-government bodies and alienation
of these bodies from the community.
People need to be involved in solving
community-wide issues, perhaps due to
alocal survey. In this way, transparency
will increase in decision-making and
will significantly reduce the corruption
component of government work. Simi-
larly, the situation with the observance
of basic rights and freedoms of citizens
will improve.

Need to reform the tax and budge-
tary system, as well as to expand the fi-
nancial base of local self-government in
accordance with the powers delegated
by local authorities. This contributes
to the modernization of transport in-
frastructure, life support systems, com-
munication and improvement of the
work of social services. The process of
development of territories will be with
the equalization of socio-economic de-
velopment is activated.

Extending the powers of local au-
thorities in matters of fiscal policy
opens the way for the development of
local business. Local authorities will
have the opportunity to stimulate en-
trepreneurship, attract financial re-
sources to invest in the municipal eco-
nomy, and implement projects impor-
tant for communities. The development
of local business, at the same time, will
ensure the creation of new jobs and will
enable local economies to adapt to the
crisis and experience the loss of exter-
nal markets.

Necessary to ensure the proper for-
mation of local budgets’ own revenues
in volumes that will increase the ef-
fectiveness of socio-economic develop-
ment, namely: to improve the system
of administration of property tax; to
solve the problem of inventory of land
and the formation of a complete land
cadaster; complete the formation of
the state register of real rights to real
estate; apply differential correction
coefficient to equalize the amount of
tax revenues taking into account
the characteristics of the real estate
markets of different settlements of
Ukraine, which affect the real value of
real estate.

There is a problem of the limited
possibilities of local self-government
bodies to have their own finances
through their blocking in the system
of the State Treasury of Ukraine. Lo-
cal government should influence the
formation of tax revenues on its terri-
tory, which will improve the process
of financial decentralization. It is ne-
cessary to cancel the mandatory with-
drawal of funds from local budgets in
case of over-fulfillment of the revenue
part, as the incentive for the economic
development of the territory and its
financial autonomy is lost.

Local government bodies need to in-
crease the efficiency and transparency
in using budget funds, in particular by
introducing at the local level a system
for monitoring the implementation of
budget funds and informing the public
with the help of modern information
technologies. Transparency in using
taxpayers’ money is the best effective
anti-corruption tool.

Need to solve the problem of the re-
luctance of developed and financially
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prosperous communities to unite with
the poor. In this plan, other questions
related to the feasibility of such an
association remain unanswered. Ma-
ny people see this as a simple way for
the central government to somehow
avoid responsibility for the chroni-
cally unsolved problems of small settle-
ments.

Personnel updates should be made.
A serious problem is a significant lack
of high-quality staff, low qualifications
of employees of local self-government
bodies. This leads to the unprepared-
ness of staff to perceive innovations, to
develop and adopt effective managerial
decisions, as a result of inefficient use of
financial resources.

Important elements in the asso-
ciation of communities, which should
be taken into account are the ethnic
composition of the population and re-
gional features. The unification of ter-
ritorial communities by the principle of
size can lead to unpredictable conse-
quences. Because the population is a
variable.

Necessary to take into account the
difference in the types of settlement. It
is worth taking into account the specif-
ics of small and monofunctional cities.
To a large extent, the situation is dif-
ficult to disperse due to the unwilling-
ness of the population to exacerbate the
situation (in Zakarpattia oblast — to-
lerance, passivity, as a result of multi-
culturalism and experience of existence
in several states during a short histori-
cal segment), the preservation of some
resource of trust in the authorities,
hopes for improvement as a result of
European integration.

Worthwhile calculating the local
budget revenues for the population,
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this will allow for a sufficient amount of
money per person. With this method it
is possible to assess the possibilities of
the territory in social development, the
need for subjects, and develop measures
on the effectiveness of the potential
contained in the country.

Due to financial decentralization,
the autonomy of local authorities in
the field of socio-cultural policy will in-
crease. An opportunity will be opened
for financing from local budgets the
programs for the development of re-
gional languages and languages of na-
tional minorities, cultural, educational
and social projects with regional speci-
ficity. As expected, this should remove
from the agenda the issue of socio-cul-
tural discrimination and expand the
humanitarian rights of local national
groups.

The reform of local self-government
should transform local councils into
influential political players, whose opi-
nion will be taken into account by the
central authorities in the development
of national policy.

A key point in the reform of local
self-government and decentralization
of power is the disposal of finances.
Important to give the opportunity to
develop local communities and sup-
port their initiatives. The center should
be able to assist one or another local
project bypassing the oblast area go-
vernment. This is possible with the es-
tablishment of a specialized centralized
Regional Development Fund.

European  experience  (Poland,
Czech Republic, Denmark, Norway,
France) shows the success of “bot-
tom” decentralization. The authority
to manage the territory and finances
in the community will give the oppor-




tunity to strengthen the state, develop
both vertical (center-regions) and hori-
zontal ties.

The effectiveness of decentraliza-
tion should be measured primarily by
the social effect (lowering the unem-
ployment rate, improving the environ-
mental environment in a certain area,
increasing the life expectancy) [9]. Also
need to take into account the structure
of the territory’s economy and poten-
tial, which determines the priorities for
its further development.

Only systematic implementation of
effective policies and reforms will help
financial decentralization to become an
effective instrument of public adminis-
tration in budget relations, which will
increase the efficiency of public services
through delegation of authority, auton-
omy and financial capacity.

Conclusions. An important condi-
tion is the revival of communal econo-
mies with the assistance and direct par-
ticipation of the country.

Decentralization should not mean
the “escape” of the state from local
problems and attempts to distance itself
from solving local problems. Participa-
tion of the country in the development
and implementation of programs for the
development of territories, including
in the form of loans and investments,
will accelerate the revival of economic
activity in the field, will give impetus
to job creation and the growth of well-
being.

One of the conditions for economic
development is the inclusion of the po-
pulation and private investors in in-
vestment projects of local self-govern-
ment bodies. This will be facilitated
by the development of the financial
market of municipal securities, the for-

mation of communal banks and credit
unions.

The transition to national self-
government will be facilitated by the
development of direct democracy in-
stitutions. Much of the local problems
should be solved by conducting lo-
cal polls and plebiscite. Communities
should be endowed with the right of
legislative initiative.

Need active policy of the center by
regions, personnel upgrading, fighting
corruption, reforms aimed at improving
the economy and the social situation in
the regions, developing horizontal links
between the regions (for example, infra-
structure projects — roads, transport,
tourism, health improvement, etc.).

Also important to expand the ca-
pacity of communities in the area of
humanitarian policy. The refusal of the
state from a monopoly in the field of so-
cio-cultural and linguistic politics will
create conditions for the termination of
political speculation around humani-
tarian and linguistic problems.

Financial decentralization opens
significant opportunities and prospects
for ensuring the ability of local self-
government to independently solve lo-
cal life issues.
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