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FOREIGN EXPERIENCE OF FINANCIAL SECURITY OF LOCAL
GOVERNMENT IN THE CONDITIONS OF BUDGET DECENTRALIZATION

The article examines the foreign experience of financial support of local government in terms of budget
decentralization.

Continuation of negative phenomena in the economy, which results in a deficit of budget resources,
requires a constant search for sources of replenishment of local budgets and the introduction of new approaches
to the management of financial resources at the state and local levels. The theoretical and practical aspects of
the formation and use of financial resources of local budgets, the development of financial decentralization is
devoted to the work of such domestic researchers as S. Dyachenko, J. Kazyuk, O. Kyrylenko, I. Lunina, N.
Melnychuk, S. Romanyuk, V. Oparin, V. Fedosov, S. Yuri and others. However, despite the significant number of
publications on the outlined problems, many issues related to the management of financial resources of local
budgets in the context of decentralization remain insufficiently studied.

The purpose of the study is to analyze the processes of financial resources management of local budgets
in the context of decentralization and to develop practical recommendations for the management of local budget
resources.

In the context of budget decentralization, the foreign experience of financial support of local self-
government, which is presented in the form of Scandinavian, Latin and Hanoverian models, deserves attention.
Adaptation of foreign experience of financial support of local self-government in the conditions of budget
decentralization will help to solve the set problems competently.

Key words: decentralization, local budgets, foreign experience, deficit, financial resources.

0.0.5OP3EHKO
IHcTuTyT exoHOMikM Ta mporuosyBanHst HAH Ykpaiuu

ORCID:0000-0002-1017-5942

3APYBIXKHMI JOCBIJI ®IHAHCOBOT'O 3ABE3INEYEHHS MICHEBOI'O CAMOBPSITYBAHHSI
B YMOBAX BIO/UKETHOI JEHHEHTPAJII3ALIII

Y cmammi  oocriooicyemovcs  3apybisicnuii  0ocgio  (iHanco8o2o  3abe3neueHHs  MICUeB020
€camospa0y8anHs 8 YMO8ax O100#cemHoI Oeyenmpanizayii.

TIpoooesoicennsi HecamuHUX ABUW 8 eKOHOMIYIL, WO MAE HACTIOKOM Oeqhiyum O100JcemHux pecypcis,
BUMA2AIOMb NOCMINIHO20 NOULYKY OJicepen NONOGHEHHs Micyesux 0100Jcemie ma 3anpo8aodceHHs HOGIMHIX
nioxoodié 00 YnpasniHHA (QIHAHCOBUMU pecypcamu HA OepiHCaA8HOMY ma Micyesomy pisHax. TeopemuuHum i
NPAKMUYHUM ACTieKmam OpMySaHHs Ui 6UKOPUCTIAHHA (DIHAHCOBUX PecypCié Micyesux 0100xcemis, po3euUmKy
Ginancosoi deyenmpanizayii npucesiueno npayi makux eimuusnsnux docrionuxie sk C. [Jauenxo, A. Kasiox , O.
Kupunenxo, I Jhmina, H. Menvnuuyyx, C. Pomantox, B. Onapin, B. @eoocosa, C. FOpis ma inwi. Ilpome,
He36adicalouy Ha 3HAYHY KilbKicmb nyOnikayiti 3 oxkpecienux npobnem, 06azamo Rumamb, Wo CMOCYIOMbC
VIPAaeniHHA  PIHAHCOBUMU pecypcamMu  Micyesux 0100Jcemie 6 YyM08ax OeyeHmpanizayii, 3anumaromscs
HeOoCmamnbo 6UEHUEHUMU.

Mema Oocniodcenna nonseac 8 npoedeHHi aHAN3y Npoyecie YNpaeiiHHA (DIHAHCOB8UMU pecypcamu
Mmicyesux 0100xcemie 8 yMogax OeyeHmpanizayii ma po3pooyi NpaKmudHux pekoMeHoayitl wooo HANpAMKIe
VIPABNIHHA Micyesumu O100HCeMHUMU PecyPCami.

B ymosax 6r003xcemnoi Ooeyenmpanizayii 3aciyeosye ua ygazy 3apyOidcHuti 00c8i0 QiHaAHC08020
3a0e3neyents Micyego2o Camo8pA0Y8anHA, AKULL NPeOCMAsieHo y Guenidi CKAHOUHABCLKOI, NAMUHCLKOI ma
2anHogepcvkoi  moldeneu. Adanmayin  3apy0OidicHo20  00c8i0y  (PiHaAHCO8020  3abe3neueHHs  Micyesoeo
Camoepady6ants 6 ymoeax 0w0dcemnoi deyenmpanizayii 0onomodice SpamomHoOMy GUPIUIEHHIO NOCMABIEHUX
npobiem.

Kurouosi cnosa: oeyenmpanizayis, micyegi 0Ow0dcemu, 3apybidcHull 0ocsio, Oegiyum, Qinancosi
pecypcu.
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E.A.BOP3EHKO
MHcrutyT 3x0HOMEKHM M TIporHo3upoBanus HAH Ykpaunst

ORCID:0000-0002-1017-5942

3APYBEXKHBIN ONBIT ®UHAHCOBOI'O OBECIIEUEHUSI MECTHOI'O
CAMOYIIPABJIEHUS B YCJIOBUSAX BIOJIKETHOM JTEINEHTPAJIM3AIIMN

B cmamwe uccredyemcs 3apyoesichvitl onvim QUHAHCO8020 0becneveHUss MeCIHO20 CaMoynpasieHUs 6
VCA08UAX DI0OHCEMHOU OeYeHMPATU3aAYUU.

Ipodondicenue HecamueHvIX s6NEHUN 6 IKOHOMUKE, CLe0CmBUeM KOMOPbIX Aeasiemcs Oeuyum
010021cemnbIX pecypcos, mpebdyiom ROCMOSHHO20 NOUCKA UCMOYHUKOS NONOJHEHUs. MEeCMHbIX 010024Ccemos u
6HeOpenUue HOBbIX N0OX0008 K YNPABNEHUIO (DUHAHCOBLIMU PEeCYpCamMu HA 20CYOAPCMBEHHOM U MeCHHOM
ypogusx. Teopemuueckum u nPAKMUYECKUM ACNEKMam GOpMUPOBAHUsL U UCHOIb308AHUSL PUHAHCOBLIX PeCyPCO8
MeCmHbIX 010021cemos, pa3eumust PUHAHCOBOU OeyeHmpanu3ayuu NOCEaUeHbl pabomvl MAKUX ome4ecmeeHHbIX
uccreoosameneil kax C. /[auenxo, A. Kasiox, A. Kupunenxo, HU. Jlynunou, H. Menvnuuyx, C. Pomaniok, B.
Onapuna, B. ®@edocosa, C. FOpusi u Op. OOHaxo, HecMOmMpPsi HA 3HAYUMENLHOE KOIUYeCmE0 NyOIuKayuil no
00603HauenHol npobieme, MHO2UE BONPOCHI, KACAOWUECS YHPAGTEHUS (DUHAHCOBLIMU DeCypcamu MeCHHbIX
010021cemos 6 YCI08UsAX OeYyeHMpatu3ayull, OCMalomcs HeOOCMAamoyHo U3y4eHHbIMIUL.

Llenv uccredosanus 3aKniouaemcs 6 NpPOBEOCHUU AHAU3A NPOUECCO8 YNPAGLeHUsi (QUHAHCOBbIMU
pecypcamt MeCmHbIX 610024Cemos 6 YCI08UsX OeYeHMpAIu3ayuu u paspabomre npaKmuieckux peKomeHOayutl
1O HANPAGLEHUAM YNPABTEHUSL MECIHBIMU OI00NCEMHbIMU PECYPCAMU.

B ycrosusx 0100dicemnol  Oeyenmpanuzayuu - 3aciydcudaent  GHUMAHUsL  3apyOediCHbIl  ONblm
Qunancosoeo obecneuenus MeCmMHO20 CAMOYNPAGIEHUs, KOMOpoe NPeOCMmABNeHO 6 6ude CKAHOUHABCKOL,
JIAMUHCKOU U 2AHHOBEPCKOU MoOenell. Adanmayus 3apydedcHo2o onvima UHAHCOB020 0beCneyeHUst MECIHO20
CAMOynpasieHust 8 YCa08usx 6i00#cemuoll OeyeHmpatu3ayus NOMONCem SpaAMOMHOMY PEULEHUIO NOCHABIEHHbIX
npobaem.

Kniouesvle cnosa: Oeyenmpanusayus, mecmuuvle 0100dcemvl, 3apyOedicHblll  onvim, Oeghuyum,
¢unancosvie pecypchi.

Problem Statement

The experience of developed countries shows that the decentralization of public administration and the
creation of an effective system of local self-government is a prerequisite for ensuring the well-being of the
people.

Decentralization of the budget system today is one of the key factors in the rational distribution and use
of budget funds, as well as high efficiency in the provision of public goods and services. This process takes place
not only in federal countries and countries with historically influential positions of local government, but also in
countries - new EU members, which see it as a significant constructive potential for their own economies [1, p.
82].

Decentralized management of the budget system is typical of many developed countries.
Decentralization involves giving local governments the right to solve a number of tasks at the local level and
ensure their implementation with the necessary resources.

Analysis of latest research and publications

The theoretical and practical aspects of the formation and use of financial resources of local budgets,
the development of financial decentralization the works of such domestic researchers are devoted: S. Dyachenko,
J. Kazyuk, O. Kyrylenko, I. Lunina, N. Melnychuk, S. Romanyuk, V. Oparin, V. Fedosov, S. Yuri and others.
However, despite the significant number of publications on the outlined problems, many issues related to the
management of financial resources of local budgets in the context of decentralization remain insufficiently
studied.

Goal Setting

The purpose of the study is to analyze the processes of financial resources management of local budgets
in the context of decentralization and to develop practical recommendations for the management of local budget
resources.

Presentation of research material

Considering the foreign experience of generating local budget revenues in the context of
decentralization, we note that budget decentralization is recognized by many experts as the most difficult aspect
of decentralization of public power. World legal literature reveals the essence of this concept through the prism
of three determinants:

- Decentralization in the expenditure sphere - the fact of authorization of local governments the right to
dispose of financial resources necessary for their activities, the implementation of its tasks;
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- Decentralization in the field of income - granting local governments the right to receive their own
income on a fixed list in an amount (established independently), sufficient for their proper and quality work;

- The right to procedural and organizational independence - the formation, approval, implementation of
financial plans, estimates, budgets, reporting and control under the responsibility of a particular body, a local
official [2, p. 79].

Budget decentralization (as a process) can be measured quantitatively and qualitatively. The scientific
literature has certain methodological, theoretical approaches to the definition of such criteria, among which there
are a number of basic ones.

The main indicator of budget decentralization is often considered to be the ratio between local and
national expenditures. It testifies to the financial ability of local governments to perform their tasks and
functions. In Denmark, Spain, Sweden more than 50% of all costs are local [2, p. 81].

It is also believed that the progress of budget decentralization in the country is characterized by the
share of local budget expenditures in GDP. This indicator determines the part of the public resource that is
distributed among the representatives of local self-government. We can say that when the figure is above 15%,
then the state has a high level of decentralization. In Europe, such countries are called Denmark, Sweden, Spain,
Finland, the Netherlands and Italy. The share of 10-15% is the average state of decentralization: Poland, Great
Britain, Hungary, the Czech Republic and France. Insufficient decentralization still occurs in Slovakia,
Lithuania, Estonia, Portugal, Greece, and Cyprus [2].

Financial independence (autonomy) of a local self-government body is assessed as an indicator of the
share of own income in the gross income of the territorial community. The rights of a local self-government
body to set tax rates and determine the amount of other income can be exercised only in relation to its own
income, it is the right to its own income base and its administration. Countries where the share of own income in
the gross income of the territorial community is more than 50% are Sweden, Denmark, Finland, France,
Luxembourg, Cyprus, Austria, Belgium, Ireland, Portugal and others [2]. This indicator can be considered not
only a quantitative but also a qualitative type of criteria for budget decentralization.

The indicator of the share of equalization subsidies, inter-budget transfers in local budget revenues
helps to assess the level of financial autonomy of local self-government bodies. Dependence is inversely
proportional: the higher the rate, the lower the autonomy and independence of local governments. Thus, the high
rate indicates a weak decentralization, as local governments do not affect the number of intergovernmental
transfers [2].

The financial basis of local self-government consists of local budget revenues, ie financial resources of
local budgets. It is the revenues of local budgets that can be considered the central link of the financial system of
local self-government, and it is through budgetary powers that the financial and legal competence of local self-
government bodies is realized. The basis of local budgets' own revenues is tax revenues.

Based on the main criteria for assessing the level of financial decentralization, world practice identifies
three models of financial support for local government:

1. Scandinavian model, where local taxes account for 10-20% of GDP and 20-50% of all taxes. The
countries of this model are Sweden, Denmark and Finland,;

2. Latin model, where local taxes make up 4-6% of GDP and about 20% of all taxes. These indicators
are typical for Italy, France and Spain;

3. Hanoverian model, where local taxes account for 1-2% of GDP and about 4-5% of all taxes. This is
typical for Germany, Great Britain, the Netherlands, and Poland.

Considering the above models of financial support of local self-government, we will consider the
peculiarities of the formation of financial resources of local budgets in the following countries: Finland
(Scandinavian model), Spain (Latin model) and Poland (Hanoverian model).

The main tax revenue in Finland is provided by the household income tax. An important feature of the
Finnish tax system is the broad rights of municipalities to set rates for labor income and utilities (mainly water,
sewerage, electricity) and about 15% for general central government transfers.

The experience of Finland shows that the growing role of local tax revenues - in contrast to transfers
from the central budget - deepens financial disparities between municipalities, as changes in the economic
situation affect the dynamics of tax revenues in different ways, especially corporate income tax.

An important role in the formation of revenues of Finnish municipalities is played by the system of their
equalization, aimed at reducing the effects of regional differences in tax bases and creating conditions for
municipalities to provide the same standards of public services. In the Finnish equalization system, municipal
revenues are estimated on the basis of the potential tax revenue per capita, i.e. the revenues that the municipality
could collect if the country's average municipal tax rate was applied. For municipalities whose potential per
capita tax revenues are below 90% of the national average, the equalization system compensates for the
corresponding difference (up to 90%). Those municipalities where the level of tax revenues is above 90% of the
average in the country transfer to the equalization system funds in the amount of 40% of potential tax revenues
per capita, which exceed the 90% threshold. Until 2002, the maximum contribution of the municipality to the
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equalization system did not exceed 15% of its tax revenues. If the municipality's tax revenues exceeded 144% of
the national average, its contribution to the equalization system was reduced to 15% of its own tax revenues. In
2002, this upper threshold was abolished, but the withdrawal of tax revenues began to compensate by increasing
transfers to social protection and health care. Despite the abolition of this threshold, the Finnish equalization
system equalizes local government revenues to a lesser extent than similar systems in Denmark, Norway and
Sweden [3, p. 132].

It should also be noted that the system of equalization of local budget revenues in Finland does not have
a significant impact on the state of the central budget, as the total amount paid by donor municipalities is
approximately equal to the amount received by the recipient municipalities [3, p. 134].

In addition to general transfers, municipalities receive subventions to finance certain social services and
health care, which are based on age structure and certain geographical criteria (such as population size and
density). Social transfers also depend on the unemployment rate in the region, transfers to health care depend on
the level of morbidity, and transfers to education depend on the number of students. Such transfers are reviewed
annually to consider the dynamics of prices and wages in the budget sphere. Since 1990, due to a significant
increase in tax revenues at the municipal level, the responsibilities of municipalities have been expanded, and the
share of transfers in local revenues decreased from 30% in 1990 to about 15% in 2000 [3, p. 134].

Consider also the conditions for the formation of revenues of local budgets in Spain (Latin model) in the
development of a decentralized budget system. Until 1978, the country had a centralized model of the budget
system. In the process of decentralization, both the powers and responsibilities of local authorities at the regional
level have been expanded. Local authorities have been empowered to self-determine the rate of real estate tax in
cities, as well as to introduce an additional local personal income tax (in the form of a local surcharge on net
personal income tax liabilities). However, from the end of 1986 the norm on self-establishment by local
authorities of the real estate tax rate in cities was abolished, and restrictions on the amount of additional local
surcharge to personal income tax in the form of clearly defined maximum and minimum rates [3, p. 137].

Today, local authorities in Spain pay taxes such as real estate tax, business tax, vehicle tax, which are
mandatory, as well as building tax, land growth tax in cities, which can be applied by the authorities local
authorities. In all cases, local authorities independently determine the amount of tax rates, but within the limits
established by law.

Real estate tax is a key in Spain's local tax system because it provides more than a third of total tax
revenue. This tax is levied on rural and urban real estate in villages and towns. Revenues from this source
depend on the valuation of real estate and on rising real estate prices (including new homes), which is reflected
in local tax registers.

Another mandatory tax that comes to Spain's local budgets is a transport tax, which is levied on the
value of cars and other vehicles.

Optional taxes, which also go to the country's local budgets, include building tax and urban land tax.
These two taxes form a significant share of financial resources of local budgets in Spain (especially large cities
and cities with high rates of economic development) [3, p. 139]. The local budgets of Spain include part of the
national taxes, the terms of distribution of which are reviewed every 5 years and take into account changes in
nominal GDP. Deductions from national taxes are the main type of transfers to local budgets from the central
budget.

Since 2002, the single common transfer system has been replaced by two different systems separately
for large and small municipalities. Thus, the total transfers received by municipalities with a population of more
than 75,000 inhabitants, as well as administrative centers, provinces, autonomous regional associations, consist
of two parts: the share of national taxes (based on the principle of territorial binding) and additional funding.

Poland has a recognized European success story in implementing the principle of decentralization in
local government reform. Polish reforms in the field of local self-government and territorial organization of
public power originate from the history of the national statehood of Poland, which is largely related not only
chronologically but also mentally and geographically to the genesis of the Ukrainian state [4].

The Law “On Revenues of Territorial Self-Government Bodies” identifies three main components of
local budget revenues: 1) own revenues, which by law include all revenues of local self-government bodies,
except for official transfers received; 2) general transfers; 3) targeted transfers from the state budget. In contrast
to communes, counties and voivodships have only revenues from the distribution of national taxes on income of
legal entities and individuals, the deduction rate from which has increased significantly since 2002 [3, p. 207].

The most significant own revenues of local governments are the personal income tax and real estate tax.
In 2014, they accounted for 19.1% and 11.5% of local budget revenues, respectively. Revenues from corporate
income tax are also significant (5.3%).

Among all bodies of territorial self-government of Poland, only gminas are endowed with powers in the
field of taxation. Their tax rights are not very broad and are limited to the introduction of local taxes according to
the statutory list, the provision of benefits for their payment and the regulation of tax rates within the established
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limits. These powers extend to own tax revenues, which have a significant fiscal significance, in particular to
real estate tax, land tax and tax on vehicle owners, in addition to personal income taxes.

Higher-level territorial self-government bodies (counties and voivodships), as well as rayon and oblast
councils in Ukraine, cannot introduce their own taxes or regulate the level of taxation.

Revenues from municipal property play a significant role in the formation of local budgets in Poland:
the sale of land and buildings, long-term leases and leasing of communal property. A significant part of such
revenues is received by local governments through the lease of the first floors of municipal buildings.

The Polish general purpose transfer system is based on objective indicators and is therefore protected
from political manipulation and bureaucratic decisions. The criteria for granting general transfers are relatively
stable, which allows local governments to carry out long-term financial planning. From the point of view of
ensuring the financial independence of these bodies, it is also positive that the degree of budget equalization is
not high enough to deprive them of incentives to develop the local economy and strengthen the revenue base.

An important element of the financial independence of local governments in Poland is the ability to
decide for them whether or not to perform optional (optional) tasks. Changes may also waive tax or fees,
exercise the right to reduce rates on certain local taxes (in particular, property taxes, vehicles, land and forest
taxes), provide benefits and exempt from local taxes. In addition, the legislation gives communes the power to
set prices and fees for services in compliance with mandatory criteria and restrictions.

Supervision over the financial activities of the bodies of territorial self-government of Poland by the
government administration is carried out by specially created regional clearing houses [5]. Their competence
includes detection and rejection of illegal decisions of self-government bodies on financial issues.

Conclusions

The analysis of processes of management of financial resources of local budgets in the conditions of
decentralization has shown that incomes of local budgets are the central link of financial system of local
government, and through budgetary powers the financial and legal competence of local governments is realized.
Today, the basis of local budgets' own revenues is tax revenues.

In the context of budget decentralization, the foreign experience of financial support of local self-
government, which is presented in the form of Scandinavian, Latin and Hanoverian models, deserves attention.
The conducted detailed analysis of these models will allow to develop optimal practical recommendations on the
areas of local budget resources management and will help to solve the problems competently.
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