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Abstract. The mechanism of functioning of the most effective fiscal equalization systems of
developed European countries (Germany, France, Sweden, and Spain) is analyzed in the ar-
ticle, its key features and components are determined. On the base of the analyses some
measures that can help to improve fiscal equalization process in Ukraine are proposed.
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AHoTauif. Y poboTi npoaHanizoBaHO MeXaHi3M (pyHKLiOHyBaHHS HanbinbLw eeKTUBHMX CU-
cTeM PiHaHCOBOrO BUPIBHIOBAHHS NPOBIgHUX KpaiH €Bponu (HimewunHu, ®panuii, LLseuii,
IcnaHii), BU3Ha4YeHO iX KIYOBI XapakTepUCTUKN Ta enemeHTn. Ha ocHoBi npoBeaeHoro aHa-
ni3y 3anponoHOBaHO 3axo4u, SKi 4O3BOSMATL NONIMWUTY CUCTEMY (DIHAHCOBOMO BUPIBHIOBAH-
HS B YKpaiHi.

KnroyoBi cnoBa: micuesuii 6rooxeT, opraHu MiCLLeBOro caMoBpsiyBaHHs, biHaHCoBe BUPI-

BHIOBaHHA.

Introduction. At the present stage of develop-
ment Ukrainian economy is characterized by activa-
tion of transformation processes due to the necessi-
ty of its adaption to the challenges of globalization.
The main object of fundamental reforms is financial
sector, because of its importance in the process of
accumulation and redistribution of financial re-
sources generated by the national economy in ac-
cordance with the objectives and function of the
government. In the structure of financial system the
most problematic is sphere of local finances. The
key problem of local finance is the necessity to en-
sure a sufficiently high level of financial independ-
ence of local budgets and establishing effective
redistribution of financial resources between differ-
ent sectors and economic agents. Thus, it's very
important to analyze the experience of fiscal equali-
zation systems in European countries with the aim
to identify those features that can help to improve
fiscal equalization in Ukraine that determines the
urgency of the research.

Key results of the research. First of all it's
necessary to highlight that fiscal equalization is a
system of tools and measures, through which fiscal
imbalances are eliminated by redistribution of fi-
nancial resources in the budget system vertically
and horizontally between administrative-territorial
units [5]. The first programs of fiscal equalization
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were emerged in the 1940s and 1950s in a number
of federal countries, and nowadays most of devel-
oped and developing countries provides redistribu-
tive programs to reduce fiscal disparities between
local communities.

It's important to identify that in world practice
there are several methods of fiscal equalization
such as: 1) revenue equalization — redistribution of
financial resources with the aim to reduce imbal-
ances in budget revenue capacity of the regions;
2) cost equalization — redistribution of financial re-
sources with the aim to reduce imbalances in
budget cost capacity for providing basic public ser-
vices; 3) horizontal equalization — redistribution of
financial resources between budgets of the same
level; 4) vertical equalization — redistribution of fi-
nancial resources between central and local budg-
ets [1].

But from the perspective of implementation the
most successful practice of fiscal equalization in
Ukraine it's interesting to analyze vertical fiscal
equalization schemes.

It should be noted that the main methods of ver-
tical fiscal equalization are general and special
transfers; contributions of the territories; distributed
and transferred taxes and others [2].

Fiscal equalization system in Germany is
based on the principle of fiscal federalism that is
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characterized by clear separation of functions and
powers between the federal government and
lands, redistribution of income between the federal
budget and the budgets of lands, a complex sys-
tem of financial compensation. Financial equaliza-
tion is carried out in four stages: vertical tax distri-
bution; increase of tax capacity with the help of
additional inflows as a share of some taxes (e.g.
VAT); alignment according to the financial capaci-
ty indicator; additional payments in accordance
with the objectives of land and in addition to this
provision of the federal government financial as-
sistance [6].

Fiscal equalization system in France is oriented
on alignment of local budget revenues with the
help of local taxes and alignment of budget costs
as a compensation for the financing of additional
social aims from local budgets. For the revenue
equalization the common grant is used. The cost
of delegated powers financing is compensated by
some other special grants. The calculation of the
size of basic grants is based on two indicators
such as: tax capacity of local budgets — the sum of
revenue from local direct taxes and tax burden
that is calculated as real tax revenue to the tax
capacity ratio.

Fiscal equalization in Sweden is built on the
principle of self-financing and has two stages. The
first stage is oriented on revenue equalization:
regions with the level of tax capacity that is less
than average level can get special subsidy, but
regions with tax capacity that is higher than aver-
age level should pay this extra-revenue to the
subsidy fund. The second stage is oriented on
cost equalization, so regions that have no financial
resources for financing some delegated powers
can get some transfers for its financing [4].

In Spain distribution of total transfers is orga-
nized in three stages. Firstly, total resources for
the distribution are estimated taking into account
differences in funding costs and potential tax rev-
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enues. Then, general amount of subsidies in-
creases according to the increase in total tax rev-
enues and social security contributions. Then, this
obtained value is increased by the rate of growth
of total expenditures of the central government
and other autonomous government agencies.

Sources of funds, which are provided transfers
to local governments may be formed by contribu-
tions from more affluent areas, revenues from cer-
tain taxes, total revenues of the central govern-
ment [3].

Conclusions. Analyzing of foreign experience
of fiscal equalization gives an opportunity to find
out that there are very effective mechanisms of
alignment of financial capacities of local govern-
ments in some countries. Some of the described
measures can be implemented in Ukraine, among
them: some transfers from central budget to local
governments could be given only for investment
purposes; fiscal capacity of local communities can
be also increased by giving to them the opportuni-
ty to create additional local taxes; it also could be
very effective measure to transform the system of
fiscal equalization in Ukraine according to Sweden
experience, it means according to the principle of
self-financing, by creating special fund of subsi-
dies with the main source of inflows from the ex-
tra-revenues (the share of revenue that is higher
than the average level); besides the level of fiscal
support from the central government should be
less than 100% of the necessary amount that can
stimulates local states to find out additional ways
of financial resources accumulation or ensure
more effective its allocation to more productive
spheres; fiscal equalization should be realized in
two directions — both for revenue and cost align-
ment. Thus, implementation of these measures
could improve Ukrainian fiscal equalization system
and increase the level of local communities finan-
cial independence.
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