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STUDY OF INTERNATIONAL EXPERIENCE IN THE IMPLEMENTATION OF FISCAL
POLICY IN THE CONTEXT OF FINANCIAL DECENTRALIZATION

BADANIE MIEDZYNARODOWEGO DOSWIADCZENIA W REALIZACJI POLITYKI
FISKALNEJ PANSTWA W WARUNKACH DECENTRALIZACJI FINANSOWE)

WCCNEAOBAHUE MEXAYHAPOAHOIO OMbITA PEA/IU3ALUU GUCKAIbHOMN
NOZIMTUKU TOCYAAPCTBA B YC/IOBUAX ®PUHAHCOBOW AELEHTPAIM3ALUN

Abstract

This article discusses the features of the implementation of the fiscal policy of the
state in the context of financial decentralization, taking into account the experience of
both the federal system and unitary states in order to adapt their experience to the
realities of Ukraine. The author proves that at the present stage in the implementation
of fiscal policy the key place is occupied by financial decentralization. Necessary and
sufficient principles of decentralization are formulated and advantages of fiscal
federalism are characterized. The importance of financial decentralization creates
possible manifestations of its potential, but does not provide an automatic solution to
the economic and financial problems of budgetary resources management. In this
regard, the author argues that the necessary condition for financial decentralization
in the fiscal policy of the state is, at least, to prevent the reduction of the achieved
level of public finance management, and to choose the optimal balanced model of its
implementation. To do this, it is necessary to determine the range of tasks that can be
most effectively solved by the central authorities and adequately financed from the
state budget; to determine the tasks that require decentralized solutions. The typical
models of distribution of powers between central and municipal authorities, which
exist in the world, are analyzed in order to use them as indicators in the
implementation of the reform of financial decentralization in Ukraine. In particular,
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the author substantiates the need for a clear distribution of fiscal powers; informed
decision-making; compliance with local priorities; introduction of local government
accountability.

Keywords: fiscal policy, financial decentralization, federalism, principle, local
authorities, powers.

Streszczenie

W tym artykule omowiono cechy realizacji polityki fiskalnej panstwa w warunkach
decentralizacji finansowej, biorgc pod uwage doswiadczenia krajow federacyjnych,
jak i panstw unitarnych, w celu dostosowania ich doswiadczenia w realia Ukrainy.
Autorem uzasadnione, ze na obecnym etapie realizacji polityki fiskalnej kluczowe
miejsce zajmuje finansowa decentralizacja. Autor formutuje niezbedne i
wystarczajqce zasady decentralizacji i charakteryzuje korzysci federalizmu fiskalnego.
Niespdjnos¢ znaczenia decentralizacji finansowej ksztaltuje mozliwe przejawy jej
potencjalu, ale nie zapewnia automatycznej decyzji gospodarczych i finansowych
problemow zarzqdzania budzetowych zasobami. W zwigzku z tym autor dowodzi, ze
warunkiem koniecznym przeprowadzenia decentralizacji finansowej w polityce
fiskalnej panstwa jest, co najmniej, niedopuszczenie do obniZenia osiggnigtego
poziomu zarzqdzania publicznymi finansami i wyboru optymalnego wywazonego
modelu jej przeprowadzenia. Aby to zrobi¢, nalezy okresli¢ zakres zadan, ktore
najbardziej skutecznie mogq by¢ rozwiqgzane centralnymi organami wladzy i
odpowiednio finansowane z budzZetu panstwa, okresli¢ zadania, ktore wymagajg
zdecentralizowanych rozwigzan. Analizowane typowe modele dystrybucji wladzy
miedzy centralnymi i lokalnymi organami wladzy panstwowej, ktore istniejg w
Swiecie, w celu wykorzystania ich jako wskazniki przy realizacji reformy finansowej
decentralizacji na Ukrainie. W szczegolnosci, autor uzasadnia potrzebe jasnego
podziatu uprawnien fiskalnych, podejmowania swiadomych decyzji; przestrzeganie
lokalnych priorytetow; wprowadzenie odpowiedzialnosci lokalnych rzgdow.

Stowa kluczowe: polityka fiskalna, decentralizacja finansowa, federalizm, zasada,
wladze lokalne, uprawnienia.

AHHOTALUA

B oaunnoii cmamve paccmampusaromces ocobenHocmu peanuzayuu  UCKATLHOU
HOAUMUKU  20CYOaApCmea 6 YCI08UiX (QUHAHCOBOU OeYyeHmpaiuzayuu, ¢ y4emom
ONbIMA Kak CMpar (hedepamuerHo2o Cmposi, maxk u YHUMAapHvlx 20cyoapcmes ¢ Yeibko
aoanmayuu ux onvlma 6 peanuu Yxpaunvl. Aemopom 060CHO8AHO, HMO HA
COBPEMEHHOM 2mane Npu peanu3ayuu QUCKAIbHOU NOAUMUKU KIHYe80e MeCho
3anumaem @Qunancogas Oeyenmpanuzayui. Cgopmyruposano Heobxooumvle U
oocmamounvie NPUHYUNBL OCYEHMPATUZAYUU U OXAPAKMEPUZ0BAHbL NPEUMYUIeCMEA
QuckanvrHoco  pedepanuzma.  I[Ipomugopeuusocmv — 3HaueHue  QPUHAHCOBOIU
oeyenmpanuzayuu Gopmupyem 03MOJHCHble NPOSIGNIEHUs ee NOMEeHYUald, HO He
obecneyusarom agmomMamuyecKko20 peueHus IKOHOMUYECKUx U YUHAHCo8bIX npobiem
VApasneHus 00xcemubiMu pecypcamu. B smoii ceaszu asmop oOoxazvieaem, ymo
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HeoOX00UMbIM YCI08UEM NPOBEOeHUs. PUHAHCOBOU OeyeHmpatu3ayuu 8 QUCKaIbHOU
noaumuke 20cyoapcmeda  AGNAemcs, KAk ~MUHUMYM, HeOONYUjeHUue CHUNCEHUS
00CMUSHYMO20  YPOBHA  YNPAGIeHUs  NYOIUYHbIMU — (UHAHCAMU, U  blOOpA
ONMUMANbHOU  836CULEHHOU MOOelu ee npogedeHus. Jna 5moz2o HeobXooumo
onpedeaums Kpye 3adau, Komopwvie Hauboree 3PGexmusHo mocym Obimb peuieHsl
YEHMPANbHLIMU — Op2AHAMU — 61ACMU U COOMBEMCMBYIOWUM  00pA30M
Qunancuposamovcsi U3 20Cy0ApPCmMEenHo20  Orodxcema;  onpedeiums  3a0ayl,
mpebytowue 0eyeHmpaitu308anublx pewenuil. Ilpoanaruzuposano munuinvle Mooenu
pacnpeoenenuss NOIHOMOYULL MeHCOY YEHMPATbHbIM U MYHUYUNALbHBIMU OPeAHAMU
20CY0apCmMBeHHOU 81ACMU, KOMOpble CYWeCmsylom 6 mupe, ¢ Yeiblo UCNOTb308aANb
UX Kak UHOUKAMOPbL NpU peanruzayui pedhopmvl UHAHCOBOU Oeyenmpanu3ayuu 8
Vkpaune. B uwacmuocmu, aemop 000cHO8bl8aem HeEOOXOOUMOCMb — YEmKO20
pacnpeoenenuss UCKATbHBIX NOTHOMOYUL, NPUHAMUS ODOCHOBAHHBIX peuleHUll;
cobno0enue MeCmHbIX NPUOPUMeEmos,;  88edeHUue NOOOMUEMHOCMU — MeCHHbIX

npasumeilibCme.
Knroueesvie cnosa:

(buCKaJZbHClﬂ nojumuka,

¢unancosas Oeyenmpanuzayusi,

cj)e()epaﬂusm, NpUHYyUn, Mecmmuvle opecansvl 6;1acCmu, NOJIHOMOYUA.

Formulation of the problem. According to
international organizations, the decentralization of
government authority and public resources can
make a significant contribution to improving the
efficiency of the entire process of governance and
economic  development of the country.
Decentralization of state power provides for
decentralization of tax and budgetary powers or
financial  decentralization, improvement of
mechanisms of interaction of budgets of different
levels in the unified budget system of the country,
optimization of the budget process at all levels of
public finance management.

The study of financial decentralization as a
system is considered from the point of view of the
organization of management of budgetary
resources and multi-level budgetary (and inter-
budgetary) relations, identifying relationships and
interdependencies between the elements within
the system and the entire system with the external
environment-society and the economy as a whole.

Analysis of recent research and
publications. The results of studies concerning
the peculiarities of the implementation of fiscal
policy of the state in the conditions of financial
decentralization are reflected in the scientific
works of such scientists as F. A. Hayek (1945)
[1], C. M. Tiebout (1956) [2], J. M. Buchanan
(1965) [3], W. E. Oates (1972) [4], B. Weingast,
K. Shepsle & C. Johnsen (1981) [5], L.R. De
Mello (1999) [6], E. Dabla-Norris (2003) [7],

F. Bos (2012) [8] and others. However, the
problem of adaptation of the international
experience of fiscal policy of federal and unitary
states in Ukraine, which has been implementing
the reform of financial decentralization for about
5 years, is not given enough attention, so it
requires more detailed research.

Setting objectives. The aim of the article is to
develop effective ways to implement fiscal policy
in Ukraine, taking into account the best
international experience of financial
decentralization of the Federal and unitary
structure of the state with respect to the
empowerment of local authorities and
independence of decision-making in the field of
public finance.

Presentation of the main research material.
Over the last decade, most European countries
have shown a systematic increase in local budget
expenditures relative to the volume of state
budget expenditures. The reason for this were two
main circumstances: the transfer of powers to
local self-government bodies and the increase in
the share of local self-government revenues. In
Eastern Europe, the main changes are related to
the completion of the reform of the administrative
and territorial structure. Self-sufficiency of local
self-governing authorities is characterized by
taking into account such indicators-criteria:

1. The ratio of current expenditures and
budget expenditures.
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2. The ratio of cost of performance of its
powers and expenditure for the execution of
delegated central government authority.

3. The ratio of local government spending
(local budgets) to public development spending
(Denmark, Spain, Sweden — a state in which local
spending as a percentage of public spending reach
more than 50%).

4. The volume of local budget expenditures to
GDP. Conventionally, the figure above 15%
means a high level of decentralization. In Europe,
among such States — Denmark, Sweden, Spain,
Finland, Netherlands, Italy. Indicator 15-10% —
average level of decentralization: Poland, Great
Britain, Hungary, Czech Republic, France. A
figure below 10% indicates a low level of
decentralization: Slovakia, Lithuania, Estonia,
Portugal, Greece and Cyprus

5. The share of own income in the structure of
income of territorial communities (this indicator
indicates the financial independence (financial
autonomy) of the subject of local self-
government. In foreign literature, these include
income from a share in national taxes and fees [9,
¢. 27]. Among the countries in which the share of
such income exceeds 50% — Sweden, Denmark,
Finland, France, Luxembourg, Cyprus, Austria,
Belgium, Ireland, Portugal, etc.). In Ukraine, own
revenues are represented by local taxes and fees,
the share of which does not exceed 3-4 % in the
total structure of local budget revenues [10, p. 93~

94].

6. The volume of inter-budget transfers, in
particular, subsidies equalization in the structure
of local budget revenues.

The Western experts emphasize that the policy
of financial decentralization can be effective if
certain conditions are met, namely: the election of
representatives  of local authorities;  the
considerable tax powers of local bodies; the
consolidation of local authorities' expenditure
commitments; the independence of local
authorities in determining the level of provision of
public services; the ability of local authorities to
carry out tax administration, etc. [11, p. 26].

The experience of unitary states shows the
positive impact of financial decentralization on
per capita economic growth. However, in
developing countries it has a negative impact on
economic growth. In conditions of corruption and
unprofessionalism of local officials, lack of
appropriate  legal framework and effective
coordination of actions between different levels of
government, decentralization of  public
administration can pose certain threats, in
particular, increased differentiation of income and
living standards of the population, uneven access
to resources, macroeconomic destabilization.
Given this, the decentralization process should be
based on several important principles, namely
(Figure 1).

PRINCIPLES OF DECENTRALIZATION

1) consistent and step-
by-step transfer of
functions from central
to local authorities

2) interrelation of all
stages of
decentralization

3) the complexity of all 4) involvement of the

activities at each stage

of the reform package

of measures related to a

single goal and strategy

general public and civil
society in the
decentralization process

Figure 1. Necessary and sufficient principles of decentralization
Source: formed according to the data given in [12, p. 57]

Subject to the necessary and sufficient
principles outlined in figure 1, a country that has
embarked on the path of decentralization of public
administration can minimize risks and maximize
the positive effects of this process [12, p. 57].

Thus, Ukraine declared the policy of

decentralization of the fiscal system, which is
enshrined in the Constitution of Ukraine and
ratified at the signing of the European Charter of
local self-government. The basic principles of the
organization of local self-government in
accordance with the Charter are defined in this

V. Martynenko

18



International Journal of New Economics, Public Administration and Law, Ne 2 (2) 2018

way:

- “within the framework of national economic
policy, local governments have the right to have
sufficient financial resources of their own, which
they can independently dispose of to perform their
functions”. This principle states the provision that,
on the one hand, local governments have the right
to availability of financial resources, and on the
other hand, it formulates the condition of
sufficiency of financial resources;

“the financial resources of local self-
government bodies must comply with the powers
defined by the Constitution and laws. Part of the
financial resources should come from local taxes
and fees, and rates on them have the right to
establish local governments in accordance with
legislative acts” [13, c. 25-29].

Significant in the theorization of fiscal
decentralization are the principles formulated by
Richard Musgrave:

1) the principle of conformity (the decision on
the production of public goods should be taken by
those citizens who live in the territory where the
benefits and payments will be received, and taxes
and fees to finance the public good administered);

2) the principle of centralized redistribution
(changes in distribution should rely on the central
government, which has the necessary leverage to
implement the distribution policy);

3) the principle of financial equalization (in
the absence of an adequate policy of individual
distribution, the central government should ensure
a certain degree of equalization between better
and worse-off territories);

4) the principle of national desirable goods
(central government can stimulate targeted
transfers of local public goods, since their
production is characterized by spatial externalities
or they are particularly significant benefits from a
national point of view) [14, c. 13].

We support the above principles of fiscal
decentralization, but in order to pursue a policy of
financial decentralization, it is very important for
countries to distribute tasks between different
levels of government. Therefore, first, you need to
define clearly, what tasks it is advisable to assign
to a particular level of power. Secondly, the
allocation of these tasks should be maintained on
an ongoing basis. Thirdly, with the division of
tasks, the division of budget expenditures between
levels of government is almost being addressed.

The theory of fiscal federalism or

decentralization is based on the so-called
decentralization theorem formulated by the
American economist Oats for local public goods,
the consumption of which is carried out by a
geographically localized subset of the entire
population and for which the production costs of
any level of output by the authorities of each
administrative-territorial entity are the same and
equal to the costs of the central government, it is
always more efficient, or at least no less effective,
to provide them at the local level. Subnational
authorities, receiving more complete information
about the needs of the population, have more
opportunities to provide an optimal ratio of the tax
burden and public goods. In other words, the level
of power closest to the consumers of budgetary
services is able to ensure the most efficient use of
budgetary funds (cost-effectiveness) to meet local
needs, which allows it to provide a range of
budgetary services at a level at which it is
possible to take full account of the specific needs
of the local population and at which the benefits
of these services pay off the cost that recipients
are willing to pay. This achieves a Pareto-efficient
level of production, which can not be provided by
the central authorities, if the following conditions
are met: 1) the costs of providing public services
are the same for the central and subnational levels
of government, i.e. there are no economies of
scale; 2) produced in the territory of a particular
jurisdiction, public goods are fully consumed by
the population of this jurisdiction, i.e. there are no
external effects; (3) the preferences of local
communities vary widely (taking into account
local needs can lead to a significant increase in
the cost of centralized public services) [4].
Federalism, providing for the division of
sovereignty between the centre and the regions,
the participation of the latter in solving national
problems and the central government in solving
the problems of the regions, the distribution of
power and responsibility between them has been a
long time and now remains a utopia. In the late
30s, English political scientist H. Laski, studying
the experience of the United States, Germany,
Australia and Canada, concluded that the era of
federalism is over, because the countries he
studied no longer meet the economic and political
needs of the future. However, after 70 years they
are successfully functioning. This explains the
fact that federalism in general, or at least the
delegation of central government powers to local
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governments, is becoming increasingly relevant in
different parts of the world and has such

advantages (Table 1).

Table 1. Advantages of fiscal federalism

Advantage formulation

Author, source

1. The decentralization process allows for the delegation of fiscal authority
and responsibility for the provision of public goods to the local level. The
effectiveness of the provision of public goods depends on not only the utility
and price level of the public good, but also on the number of users.

J. Buchanan [3]

government, so they make effective decisions.

2. Local authorities have more information about local needs than the central

F. Hayek [1]

3. Fiscal decentralization implies the emergence of competition between
regions, which provokes the optimal allocation of resources.

C. Tiebout [2]

4. Fiscal federalism, subject to certain conditions, creates a situation in which
the levels of state power mutually exclude interference in the functioning of
the market economy. With an effective distribution of powers, none of the
levels of power has a monopoly of economic regulation.

B. Weingast [15]

Source: systematized by the author.

W. Oates [4], R. Musgrave & P. Musgrave
[14], M. Olson [16] and C. Tiebout [2] argue that
neither large-scale centralization of government
nor fully decentralized power consisting of a
multitude of small and local jurisdictions is likely
to be effective. The central government should
focus on the provision of national public services,
namely services whose benefits extend throughout
the country and whose provision has significant
economies of scale. Typical examples are
defence, international  relations,  national
infrastructure, monetary policy, macroeconomic
stabilization and income redistribution and
poverty alleviation policies.

The provision of public services at the local
level should be in power of local government. By
providing local public services at the local level,
the regional government can adapt their quality
and quantity to local conditions and circumstances
and gain greater benefits. Providing the best
quality services will allow local communities to
attract business to their territory and, thereby,
increase property prices. This, in turn, will
contribute to the growth of taxes from production
activities and real estate sales, which should be
left at the local level [8].

According to | .O. Lunina, the powers of local
authorities include such tasks, the solution of
which has no influence beyond the relevant
administrative-territorial unit. For various reasons,
many types of taxes are not suitable as local taxes:
taxes that are suitable for stabilization or

redistribution (e.g. income tax); tax bases that are
distributed very unevenly across jurisdictions (e.g.
natural resources taxes); taxes that can be easily
exported by non-residents may weaken the link
between tax payment and service provision [17].
Such taxes should be left at the level of the central
government.

Taxes, which are quite easy to manage, can be
left to local authorities. However, the larger the
scale effect, the greater the argument to distribute
such a tax at the national level. The basis for local
taxes should not be very mobile and should not
vary greatly between different regions (e.g. land
and housing taxes), otherwise taxpayers will
move from high-tax areas to low-tax areas.

If, for efficiency reasons, most large taxes are
nationalized, local governments will not be able to
collect enough revenue for local public needs, and
transfers from the central government in this
regard will become necessary. To better adapt to
local preferences and circumstances, general
central government transfers are more appropriate
than targeted transfers. In the economic literature,
there are mixed views on the role of
decentralization. The World Bank declares that
fiscal decentralization, in the case of adequate
implementation, is able to increase political
stability and general well-being of the population
[18].

The OECD also supports the view that
decentralization in  general and fiscal
decentralization in particular are positive [19].
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However, there is no consensus among experts
on the dependence of fiscal decentralization and
economic growth. Fiscal decentralization shows
better results in developed countries than in
developing countries [7]. Many researchers note
that the success of the decentralization process
depends on not only the chosen decentralization
model, but perhaps even more so on the existence
of strong and effective institutions at all levels of
government [2].

The OECD defines the principles of successful
decentralization: clear allocation of financial
functions; informed decision-making; compliance
with local priorities; accountability. However, the
application of these principles in practice has not
been easy. The circumstances differ from country
to country, so the political and institutional
instruments that establish decentralization must be
tailored to the specific circumstances of the
individual countries.

In the absence of unambiguous empirical data,
the researchers put forward the following three
hypotheses concerning the relationship between
decentralization and growth:

Hypothesis 1: Decentralization increases the
economic efficiency of public spending.

Hypothesis 2: Decentralization can lead to
macroeconomic instability, which in turn can
inhibit growth.

Hypothesis 3: Developing countries have
significantly different institutional and economic
conditions from those of developed countries, so
the results of decentralization in such countries
will not be the same as in developed countries,
and such countries will not receive positive or
suffer negative consequences of decentralization
accordingly.

According to the first, based on the famous
decentralization theorem, decentralized provision
of public goods can solve the problem of different
preferences  between the inhabitants  of
geographically and culturally diverse regions [2].
According to the second: according to the theory
of public choice, the division of the state into
several tiers and the existence of competing
jurisdictions limits the ability of the state to
collect tax revenues [20].

According to another view, the extent of
decentralization may reduce the ability of
governments to pursue policies of stabilization
and redistribution of income, leading to a
tendency  of  decentralized states  to

macroeconomic instability and unsustainable debt
levels [21]. Its author, T. Goodspeed, developed a
model that covers two periods. In the first period,
local governments provide a local public good by
collecting taxes from citizens or by borrowing.
The goal of the federal government is to
maximize the likelihood of re-election. This
probability is modeled as a function of net
consumption levels in each jurisdiction (region).
During the second period, net consumption in
jurisdictions decreases due to the need to repay
debts, because local governments have to repay
the principal plus interest. The federal
government can increase net consumption and
therefore increase the likelihood of its re-election
by providing appropriate grants, subsidies and the
like. These federal government incentives are
taken into account by subnational governments
during the first period, resulting in high levels of
borrowing by subnational governments.

In addition, if the federal government grants
sub-national jurisdictions manually, there is an
incentive for regional governments to create an
image of the poor region of their jurisdiction, and
then prove that the region does not receive
sufficient funding. Since the marginal costs of
federal funds are distributed across the federation,
while the problems are concentrated in a separate
jurisdiction, such behaviour is reasonable from
the point of view of individual subnational
governments [5].

Decentralization is also linked to the need to
coordinate policies at different levels of
government. If there are several independent
governments that can determine tax revenues and
expenditures at their discretion, it will not be
possible to maintain fiscal policy coherence at the
state level, which will manifest itself in a
propensity to budget deficits at all levels of
government [6].

At the same time, M. Freitag & A. Vatter [22]
in their study, based on data from Switzerland
proved that more decentralized cantons, as a rule,
have a smaller deficit during the economic crisis.
However, they did not distinguish significantly
between centralized and decentralized cantons in
the absence of crisis phenomena.

According to Russian and many Ukrainian
scientists, the decentralization of public finances
is a component of budget regulation, namely — the
regulation of inter-budgetary relations, one of the
parties of which is necessarily the state.
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The analysis of the practice of budget
regulation proves that its formation took place
over a long time in an evolutionary way. As a
rule, in unitary states there is a high level of
centralization of budgetary resources, but in
countries with a federal structure, budget
regulation is based on the principles of fiscal
federalism, which implies a balanced division of
powers and responsibilities between the levels of
the budget system, the relative independence of
local budgets [23]. However, some federal
countries are more centralized than some unitary
ones.

For the effectiveness of fiscal decentralization,
according to S. Larina, it is necessary to orient the
central government of regional and local
authorities in determining the objectives of budget
policy, the development of models of social
behaviour, taking into account the parameters that

either consolidate the positive effect of fiscal
decentralization, or prevent the emergence of
situations  that contradict the established
requirements (as an option — neutralize their
consequences). The central government “forces”
territorial structures to act accordingly, and here
its position in implementation of strategy of fiscal
decentralization and approaches to development
of regulatory mechanisms is important [23].
Ideally, regulatory mechanisms should have a
stimulating effect on the financial behaviour of
sub-national authorities and promote quality and
responsibility in the management of public
finances. Thus, fiscal decentralization is aimed at
creating a qualitatively new system of public
finance management.

Typical models of power distribution between
the centre and the regions are the following (Table
2).

Table 2. Typical models of distribution of powers between central
and local authorities

Characteristic of model

Countries

1. Establishment of the list of the exclusive powers assigned to federation, all

other powers go to regions, states, lands.

USA, France, Sweden,
Australia, Mexico

2. Establishment of two exhaustive groups of powers — exclusively federal

and sub-federal.

Ethiopia, Argentina

3. Application of three exhaustive lists of powers: federation, subjects of the
federation and joint powers (for example, in India the federation is assigned
97 points, by states — 66, in joint management 47 points are provided).

India, Canada

4. Establishment of an exhaustive list of the powers of the federation and the
joint powers of the federation and its subjects. Consolidation of own powers
of subjects of the federation is based on the “residual principle”.

Russia, Germany,
Austria, Switzerland,
Brazil

Source: systematized by the author according to the data given in [24].

In view of the model of distribution of powers
between the central and local public authorities,
are shown in table. 2, it should be noted that an
effective model of the organization of inter-
budgetary relations should be based on a clear
separation of expenditure and revenue powers,
giving all levels of government sufficient sources
of income or authority regarding their location
(installation) for the implementation of their
functions.

For example, in the USA, Australia, Canada,
New Zealand, Switzerland, = communities
(voluntary associations of residents) not only
make their decisions independently of the federal
government and the state government, but also
ensure their implementation at their own expense.

This forces citizens to make more informed
decisions, because the increase in the volume of
public goods requires high costs, hence — high
taxes [17].

In foreign practice, depending on the criteria
laid down in their basis, there are different forms
of functioning of fiscal federalism. According to
the classification of the International Monetary
Fund, depending on the degree of financial

interaction  between  different levels of
government, they differentiate as follows:
classical ~ federalism  (USA),  cooperative

(Germany), the Canadian, the British and the
regime of administrative tutelage over the local
authorities (France, Scandinavian countries) [25].

The instruments of budget regulation of local
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budgets include:

- in the Russian Federation normative
deductions from regulatory revenues; providing
inter-budget transfers in the form of grants,
subventions, subsidies, including subsidies
allocated from the Fund for financial support of
municipalities;

- in the US, through subsidies, subventions
and grants, the government can actively influence
the socio-economic development of
municipalities. Inter-budget alignment in the US
is represented by a complex system of budget
grants allocated to budgets of different levels;

- in Germany the importance of
intergovernmental transfers to districts in the form
of subsidies, because a powerful system of
alignment of budgetary security at the expense of
“solidarity” taxes (where great importance is the
system of redistribution of VAT) is mainly used
for land. For local governments, revenue from
taxes and other sources is not sufficient to
implement fully a number of programmes.
Therefore, they are dependent on subsidies
provided by the land. Some subsidies (as in the
US) are allocated for specific purposes, and some
can be freely disposed of. Such a scheme of
levelling fiscal resources at the local level aims to
reduce the inequality of communities within each
land, as some have large tax revenues, while
others are insufficient to finance community
spending commitments [26];

- in Canada, inter-budget transfers in the form
of targeted and non-targeted transfers are
provided below budgets to ensure minimum
national standards. There are three main areas of
vertical redistribution of budget funds: non-

Bibliography:

targeted transfers to equalize budget revenues,
transfers within the framework of financing
approved programs and financial assistance under
the financial support plan [27, p. 165];

- France is a unitary state with a high degree
of centralization. In France, state subsidies and
subsidies are used to equalize the revenues of
local budgets [27, p. 165].

Conclusions from the conducted research.
Therefore, today in the world there is a
strengthening of the process of decentralization of
public administration and the establishment of an
effective institution of local self-government,
improvement of mechanisms of interaction of
budgets within the unified budget system of the
country, optimization of the budget process at all
levels of public finance management. New
countries have embarked on a process of fiscal
decentralization — such as Estonia and Poland.
Some countries, in particular Spain and lItaly,
have expanded the powers of sub-central
governments to allocate their expenditures and tax
policies. The key to the success of this process is
a favourable economic and financial environment.
In the event of an economic downturn or the need
for financial consolidation, fiscal decentralization
reform may face significant obstacles. After all,
the reorganization of sources of financing of
expenditures and public services requires changes
in the structure of taxes, both at the state and
regional levels, which leads to strict fiscal rules.
Therefore, the central government should have
free resources to support the initial stage of
municipal reforms. This problem will be the
subject of further research and studies of the
author.
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