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THE IMPACT OF INTERGOVERNMENTAL FISCAL POLICY ON 

LOCAL SUSTAINABLE DEVELOPMENT 

 

Nataliia Kotenko, PhD, As. Prof., 

Sumy State University, Ukraine 

 

 Ukraine supports the initiative to achieve the global goals of sustainable 

development (SDG) approved by the UN Sustainable Development Summit on the 

70th session of the UN General Assembly in New York. According to the 

Government Portal, every of 17 GSD was “reviewed, taking into consideration the 

specifics of the national context” [1], reflected in the national baseline report 

“Sustainable Development Goals: Ukraine” [2] and validated by the President of 

Ukraine Decree [3]. Unlike the central government, local authorities do not show 

any attempts to calibrate their development paths according to the SDG.  

At the same time, many domestic and foreign scientists emphasize the 

urgent need to make changes in local development policies starting from 

establishment of various innovations [1; 2; 3; 4; 5; 6; 7; 8; 9], qualitative education 

[10; 11], following with promotion of modern tourism [12; 13; 14; 15; 16] and 

financial services [18; 19; 20], and reinforcing with local social entrepreneurship 

[21; 22].   

The decentralization reform launched in 2014 increases the level of 

financial autonomy of local governments in Ukraine and allows them to pursue their 

own fiscal policy. As in the most developing countries, national local budget 

management approaches do not differ in transparency, balance, predictability and 

integrity [23, 24]. Moreover, the largest part of local budget revenues continues to 

gather from intergovernmental fiscal transfers.  

Analysis of changes in the direction and completeness of funding for budget 

services shows that most vulnerable are spending on environmental protection. The 

only stable source remains environmental tax with an amount of 0.3% of the 

consolidated budget of Ukraine. Only a quarter of money reaches to the basic local 

hromadas and Local Funds of Environmental Protection. More than half of 

environmental funds are used by the Ministry of Environmental Protection and 

Natural Resources and there still are huge problems with the stability and 

transparency of its activity. As for rent and resource payments, which have a visibly 

higher level of fiscal capacity, its appointment is in no way related to environmental 

protection activities. 

The Constitution of Ukraine declares to spend at least 3% of GDP annually 

on environmental measures, as in most European countries. But in fact, this size is 

ten times smaller. Despite the 6-year decentralization reform, unfortunately, only a 

third of expenditures still come from local budgets. 
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The most recent and prominent tool to finance public ecological services on 

the local level is an ecological fiscal transfer, firstly initiated in Brazil and now used, 

planned or proposed on almost all continents around the world. Usually, ecological 

fiscal transfers with compensation of revenue loss for whose subnational 

governments which has conservation areas and objects [25]. It was proposed to 

define EFT as any type of fiscal transfers which allocate public funds according to 

the ecological indicators [26]. Had been established in this way, EFT toolkit would 

have provided an opportunity for local authorities to establish local ecological fiscal 

preferences, give targeted “green” grants, attract “green investments”. It would have 

expanded the powers of local authorities in the implementation of environmental 

policy.  

For the practical application of EFT, its integration into the existing system 

of intergovernmental transfers is proposed (Figure 1). 

 
Figure 1. Intergovernmental transfers system in Ukraine and its SDG 

components 

According to the Budget Code of Ukraine, the adjustment coefficient has to 

account climatic or environmental features of hromada. But analysis of existing 

norms and rules shows that none of them does. It is proposed to implement a working 

adjustment mechanism based on principles of consistency, complexity, dynamics, 

objectivity, comparability into formula approach of transfers calculation.  

Another important indicator that will encourage local authorities to 

intensify environmental activitiy and cooperation with local businesses (for 

example, on the basis of PPP) may be a complementarity index, which takes into 

account the growth of private environmental expenditures with increasing of public 

ones. 
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