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BUDGETARY RELATIONS REFORM IN UKRAINE 

 

The process of budgetary relations reforming in Ukraine has been assessed in the paper. Drawbacks 
of the budget reforms implementation have been determined and a number of tendencies and issues affecting 
functioning of the budgetary system as a whole and its separate parts have been revealed. It has been found 
that there is a close relation between the volume of local budgets spending and the volume of the gross re-
gional product. The attention has been focused on the increased level of centralization of budgetary funds. 
The feasibility of diversification of sources of revenues to the local budgets in Ukraine has been justified. 
The stages of further reforms of inter-budgetary relations in Ukraine have been outlined. 
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Problem setting. The negative effects 

of globalization processes, the global eco-
nomic crisis, the contradictions of the home 
social and economic policy of Ukraine caused 
by insufficiently effective, and in some cases 
totally ineffective reforms, and strengthened 
by military aggression in Eastern Ukraine, the 
frequent changes of legislation have led to 
numerous problems in the sphere of budget-
ary relations. The main ones include constant 
violation of the rules of the Budget Code of 
Ukraine regarding the deadlines for adoption 
and promulgation of legislative acts that af-
fect budget revenue and/or spending, exces-
sive centralization of budget funds, physical 
inability (due to excessive workload) of the 
majority of experts to quickly and objectively 
evaluate the reality and make justified calcu-
lations for optimal decision making, increased 
amount of the detected budget violations, and 
simultaneous reduction in the number of peo-
ple brought to a certain kind of responsibility, 
etc. 

Given the above and considering a sig-
nificant role of the budget as a tool for regula-
tion of social and economic processes, the 
relevance of the issue does not cause any 
doubt, especially under the conditions of 
proclamation of the budget decentralization. 
In particular, the process of reforming the 
budget system and changes it has caused in 
the organization of relations between the 
budgets require a detailed analysis in order to 
compare the obtained and expected results. 

Analysis of recent research papers 
and publications. Many Ukrainian scholars 
and practitioners have studied the problems 

outlined above, in particular S. Bukovynskyi, 
O. Vasylyk, V. Demianyshyn, I. Zapatrina, A. 
Kyrylenko, L. Lysiak, I. Liutyi, I. Lunina, A. 
Miarkovskyi, C. Ohon, K. Pavliuk, S. Slukhai, 
V. Fedosov, S. Yurii, I. Chuhunova, I. 
Shcherbyna, and others. However, implemen-
tation of the appropriate measures in the 
framework of reforming the budget system 
and relations between the budgets contribute 
to the objective necessity of evaluating their 
results and generation of proposals on budg-
etary relations improvement.  

The objective of the research consists 
in assessment of the budgetary relations re-
form and determination of the main problems 
of this process. 

Presentation of the main data of the 
research. Since the independence was pro-
claimed in Ukraine, the process of, firstly, es-
tablishment, and later  reforming of the 
budget system and relations arising in the 
course of its functioning, began. 

Owing to the reforms (2001, 2010, 
2015), the Ukraine's budget system has un-
dergone significant changes. In particular, the 
approaches to budget planning have changed; 
servicing of the State and local budgets; the 
principles of inter-budgetary relations organi-
zation; a number of local budgets were united 
in connection with the establishment of joint 
territorial communities, the process of decen-
tralization began, due to which a partial trans-
fer of powers and responsibilities from the 
state to the local authorities was made. A 
share of the local budgets revenue (without 
inter-budget transfers) in the structure of rev-
enues of the Consolidated budget of Ukraine 
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for the past fourteen years had a steady 
downward trend, except for some years (2006, 
2007, 2009, 2012, 2013) (Figure 1). In the 
specified, as an exception, years, the share 
increase compared to the previous year was 
insignificant and ranged from 0.6 to 1.2%, in 
2007 - 3.3%, which has almost had no effect 
on the determined tendency. That is, since the 
beginning of the budget reforms implementa-
tion, a systematic centralization of funds has 
been taken place, which resulted in the fact 

that the share of local budgets revenues in the 
budget revenue part of the Consolidated 
budget of Ukraine made as much as (!!!) 18.5% 
in 2015. 

In fact,  the amount of funds 
received by the state budget as a result of the 
GDP distribution is concentrated at the dis-
posal of the central government authority, and 
only later on are handed over to the local gov-

 budgets in the form of inter-budget 
transfers. 

 

Fig. 1. Dynamics of the share of revenue and spending of the local budgets in Ukraine in the 
consolidated budget revenue and spending in 1993 - 2015 

* compiled by the authors based on the annual reports on the implementation of the Consolidated and local 
budgets of Ukraine. 

Source: developed by the authors 

The above updates the need for contin-
ued budget reforms towards actual budget de-
centralization. 

A question arises, "And what is the es-
sence of budget decentralization and how 
should it be reflected  

Based on the classical definition, ac-
cording to which a decentralization  is a sys-
tem of management in which a part of the 
central management functions is transferred to 
the local self-government authorities; cancel-
lation or weakening of centralization [1], un-
der budget decentralization one should under-
stand the process of transfer of powers, finan-
cial resources and responsibility from central 
government to local authorities. 

First of all, there should be an under-
standing that the budget decentralization 
should be considered as a mechanism of im-
proving the efficiency of distribution and use 
of the budget funds. Thus, to get positive re-
sults due to an implemented reform not only 
the powers, which allow spending, should be 
passed on from the state to local authorities, 
but also a sufficient amount of financial and 
other resources to support them, as well as 
responsibility for implementation of these 
powers. 

Budget decentralization carried out 
within the reform will be considered success-
ful if its results in improved quality of public 
services, intensification of investment and en-
trepreneurial activity, strengthening of the fi-
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nancial base of the local self-government, im-
provement of socio-economic situation of cit-
ies and villages, development of the depressed 
regions, growth of jobs and slowing down of 
migration processes. 

It is worth mentioning that no reform 
will ever be successful if there is a possibility 
to avoid responsibility for the committed of-
fense, and a systematic non-observance of the 
budgetary discipline. Unfortunately, both are 
relevant for Ukraine. Thus, for example, the 
rule of the Budget Code is violated each year, 
which concerns the adoption of the Law of 
Ukraine or certain provisions thereof that af-
fect the budget targets, a draft of which is 
dawn up for the next year (budget revenues 
are reduced and/or budget spending is in-
creased), "not later than by July 15 of the year 

preceding the planned one" [2]. The extent of 
liability for violation of this rule is not pre-
scribed by any legal act Ukraine. 

Part 6 of Article 159 of the Law of 
Ukraine on the Regulations of the Verkhovna 
Rada of Ukraine No. 1861-VI dated 
10.02.2010 on the deadline for adoption of the 
Law on the State Budget of Ukraine by De-
cember 1 of the year preceding the planned 
year is also systematically not implemented. 
For the years of independence of the Ukraini-
an state, the government succeeded to comply 
with that rule only once while adopting the 
Law on the State Budget for 2004 (November 
27, 2003). The quality of this important doc-
ument has also deteriorated, as evidenced by 
the number of amendments introduced (Fig. 
2). 

 

Fig. 2. Dynamics of the number of legislative acts, under which the laws of Ukraine on the 
State Budget of Ukraine for the corresponding year were amended 

Source: developed by the authors 
 

It is worth mentioning that none of the 
implemented reforms have ever influenced 
the solution of these problems. On the contra-
ry, this situation has not only a negative im-
pact on the budget process in Ukraine, but 
also creates new problems in other branches. 
For instance, for "successful" implementation 
of the budget reform the fundamental princi-
ples, on which the tax legislation should be 
based, are violated. In particular, the principle 
of stability has been systematically violated 
since the adoption of the Tax Code of Ukraine 
(Table 1). It consists in the fact that "changes 
to any elements of taxes and duties cannot be 

made later than six months before the begin-
ning of the new budget period, when new 
rules and rates will be effective". [3] What is 
more, according to this principle, taxes and 
duties, their rates, tax incentives cannot be 
changed during the budget year. Let us recall 
that tax elements are subject, object, rate, tax-
able entity, taxable base, the source of pay-
ment and quota. 

Data provided in Table 1 and Fig. 2 are 
indicative of poor preparation (neglecting 
many terms, tendecies, lack of validity of cal-
culations with regard to the impact of legisla-
tive acts on various aspects of economic de-
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velopment and living standards, etc.) of the 
adopted legislative acts, namely the Tax and 
the Budget Codes of Ukraine. 

 
 

T a b l e  1 
Violation of the stability principle of the tax law in Ukraine  

 
Content of changes 

Changes to tax law Deviation from the legally 
established rule Adopted Date of va-

lidity 
1 2 3 4 

Changing the existing tax law based on the 
adoption of the Tax Code of Ukraine 

02.12.2010 01.01.2011 1)... 5 months and 28 days 
earlier 

Temporary tax benefits for UEFA 21.04.2011 25.05.2011 1)... 4 months and 26 days 
earlier 

Changing the rates of export duties on certain 
types of crops 

19.05.2011 01.07.2011 2)... should have been 6 
months later 

Extension of zero VAT rate application for 
certain operations on natural gas supply 

20.09.2011 11.10.2011 1)... 8 months and 20 days 
earlier 

Revision of certain rates of some taxes and 
duties 

22.12.2011 01.01.2012 1)... 5  months and 8 days 
earlier 

Some features of the income tax collection 23.02.2012 01.04.2012 1)... 7 months and 23 days 
earlier 

Adjustments of the excise tax rates 15.05.2012 27.05.2012 1)... 10 months and 15 days 
earlier 

Resizing incentives in collection of corporate 
income tax derived from the provision of ho-
tel services 

06.07.2012 01.08.2012  2) ... 5 months later  
 

Changes of the excise tax rates  06.11.2012 10.11.2012 1)... 4 months and 6 days 
earlier and 2)...01.01.2013 

Changing the terms of the environmental tax 
payment on certain transactions 

04.07.2013 04.09.2013 2) ... not earlier than 
01.01.2014 

Suspension of certain provisions of the Tax 
Code 

16.01.2014 01.01.2014 1)... 5 months and 16 days 
earlier 

Changing taxation of certain transactions 08.04.2014 18.04.2014  
earlier 

Changing the terms of taxation of passive 
income 

04.07.2014 02.08.2014 2) ...  not earlier than 
01.01.2015 

Changing the term of tax incentives provision 
concerning taxation of certain companies and 
organizations 

04.08.2014  04.09.2014 1)... 1 months and 4 days 
earlier, and 2) ... 01.01.2015 

Improving the investment activity taxation 
 

07.10.2014 08.11.2014 1)...  3 months and 7 days 
earlier, and 2)... 01.01.2015 

Changing the terms of taxation of certain 
transactions 

02.03.2014 13.03.2014  2) ...  not earlier than 
01.01.2015 

Extending the list of income tax payers who 
uses the benefits as non-profit organizations 

18.03.2015 10.04.2015 2) ...  not earlier than 
01.01.2015 

Exemption from taxation of certain drugs and 
medical devices 

07.05.2015 01.01.2016  Rule not violated 

Changing certain conditions of income taxa-
tion received by non-residents for debentures 

22.05.2015 27.05.2015 2) ...  not earlier than 
01.01.2015 or 1)...  4 months 
and 22 days earlier 

Improving the VAT administration 16.07.2015 29.07.2015 2) ...  not earlier than 
01.01.2015 

Regarding the peculiarities of taxation during 
restructuring of public and publicly guaran-
teed debt and its write-down 

17.09.2015 20.09.2015 1)... 2 months and 17 days 
earlier, and 2) ... 01.01.2015 

1) Should have been adopted...     
2) Validity date 

Source: developed by the authors 
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Against the background of the above, 
legislative innovations on generation and ap-
proval of the local budgets irrespective of the 
adoption of the state budget (by December 25 
of the year preceding the planned one) are 
timely and positive. It allows the local gov-
ernments to be more independent. 

Among the positive features of the 
budgetary reform, we should also note the 
right granted to the subjects of budgetary rela-
tions of independent selection of agency ser-
vicing the budget funds of local budgets de-
velopment and own revenues of budgetary 
institutions (the Treasury bodies or the institu-
tions of state banks); independent regulation 
of single tax rates, property tax and determi-
nation of fee for parking spaces for vehicles, 
tourist fee; simplification of the procedures 
for provision of local guarantees of making 
local borrowings from international financial 
organizations; a radical change of approaches 
to horizontal alignment of the income-bearing 
capacity of the local budgets; replacement of 
equalization subsidy to the basic one, and the 
funds transferred to the state budget from the 
local budgets - to the reverse subsidy; 
strengthening of the responsibility of the line 
ministries (Ministry of Education and Science 
of Ukraine, Ministry of Health) in connection 
with the introduction of the provision from 
the state budget to the local ones of medical, 
educational subvention and subvention to 
support the training of workers in vocational 
and other schools (in 2015 - subvention for 

workers training) for the implementation of 
the state policy in the relevant area locally, etc. 

However, these positive steps as a part 
of the reforms failed to solve the problems 
that have accumulated in the budget sector. 
The most substantial among them, in our 
opinion, is a chronic lack of funds to imple-
ment not only delegated, but also own powers 
by the local authorities. 

Thus, "ensuring obtaining of vocational 
education in the public and municipal second-
ary schools, vocational schools" belongs to 
own powers of the executive bodies of village, 
town and city councils. According to the laws 
of Ukraine on the State Budget of Ukraine for 
2016 No.928 dated 25.12.2015 on the 
Amendments to the Budget Code of Ukraine 
No.911 dated 24.12.2015, funding of voca-
tional education in the cities of regional sig-
nificance is transferred from the State budget 
to the relevant local budgets. However, ac-
cording to the Ministry of Education and Sci-
ence of Ukraine, due to the limited financial 
resources funding of 78 vocational schools in 
33 cities of 14 regions was not envisaged at 
all in 2016. The above situation led to the in-
troduction of amendments to the Budget Code 
of Ukraine in February 2016, again in viola-
tion of paragraph 3, Article 27 of this docu-
ment. 

The results of analysis of dynamics of 
the local budgets revenue part structure give 
no evidence in favor of decentralization (Ta-
ble 2). 

T a b l e  2 
Dynamics of the revenue structure of the local budgets of Ukraine in 2002-2015, % 

Years Tax revenues Non-tax 
revenues 

Revenues from capital 
transactions 

Special purpose 
funds 

Inter-budget 
transfers 

2002 58.3 7.3 2.2 1.0 31.2 
2003 54.2 7.1 3.0 1.5 34.2 
2004 46.2 5.5 4.3 1.5 42.5 
2005 44.0 6.6 3.9 2.1 43.5 
2006 40.8 6.3 3.5 1.9 45.0 
2007 41.7 6.0 4.3 2.5 41.7 
2008 43.1 5.6 3.3 1.7 43.0 
2009 44.0 5.8 1.9 1.1 46.2 
2010 42.4 5.5 1.6 1.0 49.5 
2011 40.3 6.0 1.0 0.5 52.3 
2012 38.1 5.6 0.8 0.3 55.2 
2013 41.3 5.5 0.6 0.2 52.4 
2014 37.7 5.3 0.5 0.2 56.4 
2015 33.4 6.8 0.6 0.1 59.1 

Note. Calculated by the authors based on the annual reports on performance by the local budgets for 2002-2015 

Source: developed by the authors 
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During the period of the budget reforms 
in Ukraine quite a stable upward tendency of 
the share of inter-budget transfers within the 
local budgets revenues (from 31.2% in 2002 
to 59.1% in 2015) and the decline in the share 
of tax revenues (from 58, 3% in 2002 to 33.4% 
in 2015) have been revealed. 

The tendency of the ratio of the growth 
rate of total revenues from the local budgets 

and transfers is also negative (Fig. 3). Thus, 
for the past 14 years the growth rate of the 
scope of transfers exceeded the growth rate of 
revenues (without consideration of inter-
budget transfers) of the local budgets only in 
2007 and 2013. This once again confirms the 
lack of fiscal decentralization in Ukraine in 
practice, and gives evidence of low taxable 

 

 

Fig. 3. The correlation of the growth rates of volume of transfers from the State budget and 
local budgets revenues 

* without transfers 

Source: developed by the authors

Summarizing the above, we shall state 
that the existing procedure for the formation 
of local budgets insufficiently encourages the 
local authorities for action on pumping up the 
budgets, and is a risk factor for economic and 
social development of the regions and the na-
tional economy. In addition, formation of the 
revenue part of the local budgets mainly at the 
expense of transfers from the State budget 
influences the structure of their expenditures 
since a greater share (95.8%) in the structure 
of transfers make targeted subventions pro-
vided for specifically defined objectives 

(Fig. 4). 
Quality performance of functions by the 

state can be achieved through the appropriate 
scope and the optimal structure of spending of 
the state and local budgets of Ukraine. Budget 
expenditures are made in the process of dis-

monetary assets, which is based on - the scope 
and the nature of the functions of the public 
and local authorities predetermined by the 
Constitution of Ukraine, and its use for the 
implementation of the approved programs and 
activities [4]. 
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Fig. 4. Structure of inter-budget transfers from the State budget to the local budgets of 
Ukraine in 2015 

Source: developed by the authors 

 

Expenditures of the local budgets of 
Ukraine are dominated by spending on the 
sectors, for which the state allocates subsidies 
from the state budget, namely education, 
healthcare, social protection and social securi-
ty (Table 3). On the one hand, it demonstrates 
the importance of these expenditures. Howev-

er, given the fact that capital expenditures in 
the structure of local budgets expenditures by 
the economic classification for these sectors 
do not exceed 6%, we cannot speak about the 
great prospects of development in the provi-
sion of educational, medical or social services. 

T a b l e  3 
Dynamics of the structure of expenditure of the local budgets of Ukraine in  

2000-2015, % 
        

General state functions 7.95 6.19 5.23 6.43 4.76 4.88 5.19 
Defense 0.04 0.00 0.00 0.00 0.00 0.09 0.00 
Public order, security 
and judiciary 

1.42 1.31 0.07 0.16 0.09 0.11 0.11 

Economic activity 13.08 5.84 12.39 4.92 5.84 4.09 6.83 
Environmental protec-
tion 

1.52 0.48 1.91 0.37 0.54 0.39 0.53 

Housing and utility 
sector 

5.87 4.89 6.77 2.89 8.85 7.84 5.60 

Healthcare  22.62 21.48 21.95 22.68 21.16 20.64 21.26 

Spiritual and physical 
development 

3.82 3.58 4.79 4.01 3.68 3.98 3.43 

Education  23.53 26.25 30.38 32.16 32.03 31.66 29.99 
Social protection and 
social security 

12.42 19.37 13.76 22.20 22.46 25.46 25.94 

Funds transferred to the 
state budget 

7.43 10.61 2.73 4.18 0.58 0.93 1.12 

Total expenditures        
Calculated by the authors based on the annual reports on performance by the local budgets for 2000-2015 

Source: developed by the authors 
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The data in Table 3 shows that the 
budget reforms undertaken affected the struc-
ture of expenditure as related to social protec-
tion and social security, and education, the 
share of which increased from 12.42% and 
23.53% in 2000 to 25.94% and 29 99% in 
2015 respectively. At the same time, the share 
of spending on economic activity, general 
state functions and inter-budget transfers 
transferred to the State budget dropped. 

The joint share of spending on educa-
tion, healthcare, social protection and social 
security in the structure of local budgets 
spending amounted to 77.79% (2015), and 
given the amount of subsidies for these 
branches (76.04% of the local budgets spend-
ing on education, healthcare and social pro-
tection was financed by subsidies), we can 
conclude that actually the central government 
authorities determine what and how should 
the local authorities finance. 

A simultaneous increase of the scope of 
transfers from the state budget to the local 
budgets during this period confirms the thesis 
once again about excessive centralization of 
the budgetary finds, and does not give the lo-
cal authorities sufficient autonomy in allocat-
ing these resources. In turn, this affects the 

development of their territories and the vol-
ume of gross regional product. 

The compiled correlation and regres-
sional dependence (on the example of Ter-
nopil region) allowed calculating the change 
in the volume of gross regional product when 
the amount of local budgets spending changes: 

41.391.856797 , 

where   the volume of gross regional 
product in Ternopil region; 

 - the amount of local budgets spend-
ing in Ternopil region. 

In particular, the results of the specified 
correlation and regressional analysis give 
grounds to state that there is a direct close re-
lationship between the volume of gross re-
gional product and expenditures of the local 
budgets (Fig. 5) (coefficient of multiple corre-
lation - 0.994). The coefficient of determina-
tion (R = 0.988) suggests that the change in 
the gross regional product volume depends on 
the change in the volume of local budgets 
spending by 98.8%. The increase in the vol-
ume of local budgets spending by 1% leads to 
an increase in the gross regional product vol-
ume by 3.41%. 

 

Fig. 5. Relationship of the gross regional product to the local budgets spending in Ternopil 
region for 2002-2013 

Source: developed by the authors 

Therefore, to increase the gross regional 
product one should increase the volume of 
local budgets spending, and, correspondingly, 
their revenue part through diversification of 
sources of these budgets filling and stimula-

in expanding the taxable base. 
It is worth mentioning that some steps 

in this direction have already been made. In 
particular, the alignment of fiscal capacity of 

y = 3,6498x

Volume of local budgets spending, thousand UAN.
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territorial units since 2015 has been carried 
out not by expenditures, but by the revenues, 
which should stimulate the regions to increase 
the revenues. 

A comparative analysis in tax proceeds 
received by the local budgets in 2014-2015 
(Table 4), at first glance, indicates positive 
changes as a result of the budgetary reform: 
increase of tax proceeds to the local budgets 
in 2015 compared to 2014 (data without con-
sideration of ARC budgets) by 13.8%, which 
was mainly due to the new payment - the ex-
cise tax on sale of sub-excise goods by the 
business entities of retail trade; crediting of 10% 
income tax of the private sector companies to 
the regional budgets; increase of single tax 
receivables, which in 2014 was credited to a 
special fund, and in 2015 - to the general fund 
of the local budgets and payments for land 
(land tax). Thus, the local budgets received 
such a significant additional resource as a re-
sult of decentralization only through the trans-
fer of a part of corporate income tax and ex-
cise duty. Other significant taxes have been 
included to the local budgets before decentral-

ization. However, the local budgets spent 
more than 25% of personal income tax, the 
proceeds from which in 2015 decreased com-
pared to 2014 according to preliminary data 
by  7043.71 mln UAH or by 11.4%. Instead, 
the revenue from this tax to the state budget 
of Ukraine increased by 32,416.2 mln UAH, 
or by 256.34%, i.e. in general the local budg-
ets lost more than gained. 

Thus, we can conclude about the lack of 
effectiveness of the budget reform. It is not 
worth evaluating the reform without consider-
ation of all factors, i.e. based only on the 
overall increase of revenues to the local budg-
ets through transfers from the State budget 
and their increase only by individual budgets, 
first of all of the cities of regional significance, 
and villages or towns with petrol stations on 
their territories. 

Studying the practice of budget decen-
tralization in post-socialist countries of the 
EU, the growth of a share of own revenues of 
the local budgets should be noted (Estonia - 
62%, Slovenia - 62%, Czech Republic - 73%) 
rather than transfers. 

T a b l e  4 
Tax revenues to the local budgets in 2014  2015 

Types of taxes and duties and their transformation Revenues, 
mln UAH 

Deviation 
2015/2014 

2014 2015  2014* 2015* 
1 2 3 4 5 

Personal income tax 61964.89 54921.2 -7043.71 
Corporate income tax 255.15 4276.8 4021.69 
Fee for the use of forest 
resources 

Rent for special use 
forest resources 

417.35 578.27 160.92 

Fee for special use of water Rent for special use of 
water 

627.95 554.16 -73.79 

Fee for subsoil use  Rent for subsoil use 1410.27 1018.67 -391.60 
Fee for the use of other 
natural resources  

Rent for the use of oth-
er natural resources 

2.55 3.26 0.71 

Environmental tax 1212.57 1585.63 373.06 
 Excise tax on retail 

sales of sub-excise 
goods 

 7684.63 7684.63 

Fee for the first vehicle 
registration 

Transportation tax 394.39 434.03 39.64 

The tax on vehicle owners  3.68 1.80 -1.88 
Local taxes and fees accrued before January 1, 2010  0.49 0.16 -0.33 
Single tax 7332.04 10975.09 3643.05 
Land fee Land tax 11936.36 14831.42 2895.06 
Tax on immovable property other than land (in 2015 
as a part of property tax) 
 

44.45 745.70 701.25 
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Continue table 4 
1 2 3 4 5 

Tourist fee  24.18 37.13 12.95 
Fee for certain types of business activity  500.68 -42.39 -543.07 
Fee for vehicles parking spaces 60.85 60.22 

Fixed agricultural tax   121.49  -121.49 
Taxes and fees not included in other categories 0.07 6.10 5.03 
 1).....  546,44 546.44 
Total 86309.41 98218,36 11908.95 

1) .... revenues for financial provision of measures implementation referred to in paragraph 33, Section VI of 
the Budget Code of Ukraine  

*without consideration of ARC local budgets 

Source: developed by the authors 
  

Based on the foregoing, we believe that 
the main obstacles to obtaining the expected effect 
of the budget reform are haste with its implemen-
tation and incompleteness of industrial and admin-
istrative-territorial reforms. First, it makes sense 
to complete the health care system, education, 
social security and administrative-territorial re-
forms, based on the priority of decentralization 
and subsidiarity principles. The result of the re-
form should be an optimized network of educa-
tional establishments, healthcare and social insti-
tutions; clearly defined powers of local govern-
ment bodies; elimination of district public admin-
istrations simultaneously with the creation of ex-
ecutive bodies of the relevant local councils. 

While these reforms are not finished, the 
structure of revenues of village, town and city 
(cities of regional significance) budgets should be 
left unchanged. However, the composition of rev-
enues of the joint territorial communities should 
be determined so that compared with the revenues 
of the above stated budgets of local self-
government it would be much more advantageous. 

The suggested sequence of changes would 
allow avoiding charges for the use of budget re-
form as an enforcement mechanism for the crea-
tion of joint territorial communities. 

Under current situation with further re-
forms we, above all, should respect the stability 
principle of the tax law and regulations prescribed 
by art. 27 of the Budget Code of Ukraine. Tax-
payers and other agents of budgetary relations 
when planning their activities should be ready for 
changes. The haste with reforms does not guaran-
tee the effect of their implementation. It creates 
additional problems instead, and contributes to 
strengthening of social tension in society, as well 
as increased economy shadowing. Budgetary re-
form should be preceded by measures stimulating 
intensification of business activity in settlements 
with low levels of taxability. 

Further reforms of inter-budgetary rela-

tions should be carried out based on the model of 
"mild decentralization", which provides for the 
implementation of specific measures in terms of 
five stages: 1) increasing the efficiency of budget-
ary funds use by further reforming of major sec-
tors funded from the local budgets; 2) completion 
of administrative-territorial reform, which would 
allow creating a new model of local self-
government in Ukraine; 3) determining a clear 
division of functional authorities and responsibil-
ity for provision of public services between the 
tiers of authority; 4) reducing the dependence of 
local governments from the central government on 
generation of revenues and expenditures of local 
budgets through continuation of tax reforms and 
raising initiative of local self-government authori-
ties; 5) improving the current system of inter-
budgetary relations in accordance with the newly 
created model of local self-government in Ukraine. 

Conclusions and perspectives for fur-
ther research. Owing to the conducted research, 
we have made a conclusion about the lack of effi-
ciency of inter-budgetary relations reform. 

The main disadvantages of the imple-
mented reforms have been determined to be the 
haste with their implementation without proper 
justification and preparation, which entailed sys-
tematic violation of the existing rules of the 
Budget and Tax Codes of Ukraine; incomplete-
ness of sectoral and administrative-territorial re-

preceded the budget reform; increased centraliza-
tion of budgetary funds contrary to the declared 
budget decentralization; delegation of powers 
from the state to local authorities without ade-
quate financial support, etc. 

The conducted analytical assessment of 
the budget targets in dynamics allowed revealing 
a number of negative tendencies and challenges, 
namely an increased share of inter-budget trans-
fers, and a simultaneous decrease in the share of 
tax revenues in the structure of revenues of the 
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local budgets; an increased share of local budgets 
expenditures done at the expense of subventions 
from the State budget; exceeding of the growth 
rate of transfers volume received by the local 
budgets over the growth rate of revenues of the 
local budgets (without consideration of inter-
budget transfers), which is indicative of a decrease 
in taxpaying capacity of the majority of the 
Ukrainian regions. 

Despite an increase in the total volume of 
tax revenues to the local budgets in 2015, most of 
these budgets suffered significant losses due to the 
transfer of a part of the main type of tax revenues 
- personal income tax to the State budget of 
Ukraine without receiving the real sources of rev-
enues in return (revenues of the excise tax to the 
relevant local budgets are essential only in settle-
ments with gas stations and an extensive retail 
network on their territories). 

Based on the correlation and regressional 
analysis it has been found that the increase in lo-
cal budgets spending by 1% increases the volume 
of gross regional product by 3.4%. 

The stages of further reforms of inter-
budgetary relations in the framework of the model 
of "mild decentralization" have been outlined, 
which will be developed in the further studies. 
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