CEKIIUA 6. TEXHOC®EPA U MEHE/IZKMEHT CIIOPTA

UDC 681

THE EFFECTS OF FISCAL DECENTRALIZATION ON ECONOMIC
DEVELOPMENT: LIMITATIONS OF EMPIRICAL RESEARCH

Ph.D. Student Kovalchuk A.
School of Economics, Shandong University, China

In the dissertation analysis, we catch sight of fiscal decentralization (FD) to
be popular area of modern research. The circumstantial evidence is that FD is
suggested to have the potential to improve the performance of the public sector;
the common evidence is that FD is considered to have the potential to foster
economic development and institutional advancement. However, numerous
studies adhere to the conventional argument that FD may raise economic effi-
ciency in the public sector has a possibility not to be suitable in developing
countries. Moreover, the conventional argument regarding functional revenue
assignment and expenditure responsibilities has been challenged on repeated
occasions.

The dissertation research brings up following matters of FD. First, Oates’s
decentralization hypothesis, FD contributes to economic growth? Second,
productivity enhancement hypothesis, where business environment, technology
advancement and institutional factors affected economic growth? Third, real
population and the ratio of rural citizens in total population as the measures of
human capital quality influence the economic growth after the onset of FD?
Forth, the ability-to-pay approach, FD differently impacts economic growth in
regions depending on the level of economic development. Fifth, convergence
hypothesis, balance between expenditure and revenue on lower levels is posi-
tively related to economic growth prospects.

The study employs various regression techniques analysis to scrutiny
these issues, reveals an up-to-date situation on FD in Ukraine. Controlling for
other alongside reforms and multidimensionality of FD the research checks
the relationship between FD and the regional economic growth in a panel of
24 regions in a unitary state for the period between 2011 and 2018. Addition-
ally, a survey research method was utilized to collect supplementary ques-
tionnaire data. Most importantly, the findings provide evidence that FD has
an ambiguous statistically significant impact on regional economic growth
in Ukraine. We found out the alongside reforms on business environment
as well as social factors, also showed ambiguous effect on regional economic
growth; institutional factor caused by the vertical and horizontal fiscal imbal-
ance does matter; technology advancement variable represented in the study
appeared to be a weak explanation for reforms in Ukraine; local government
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in “developed” regions have more tendency to fiscal autonomy and have
more fiscal power than in “not- developed” regions. In Ukraine, local budget
revenues are more centralized than expenditures, and local governments are
heavily dependent upon intergovernmental transfers to finance local public
goods and services, which is detrimental to economic development.

Thus, findings eventually depend on the methods applied, definitions, de-
pendent and independent variables, etc. The slightly detrimental effect of FD
indicators on gross regional product (GRP) may be explained by spontaneous
decentralization reform accompanied by inefficiency and difficulties in captur-
ing the results of tax decentralization, and because of a time lag between the
implementation period and first gains on obtaining an economic effect in the
form of an increase in economic growth. That might be an issue of the limita-
tions of our research. Consequently, model uncertainty is arguably the most
significant limitation of exploring data procedures. Besides, our study has sev-
eral more limitations.

First of all, because we cannot obtain any proper data to capture technology
advancement by local government, the regression estimations may be to some
extent limited. Second, because of the relatively short period of FD launching
(since 2014), we have a limited number of time points in the estimation.
Third, the issue with the employment of fiscal measures for decentralization
has to do primarily with the effects of transfers. This is a typical phenomenon
in developing countries. The study supports the idea that conditional transfers
are counted as central government expenditures and unconditional transfers
are counted as local revenue. Fourth, in order to reinforce the research, we
begun to recognize the necessity of accurate and consistent data supported by
survey analysis, and the ascertaining of the effects of FD policies as per-
ceived by local officials. So, we have utilized the supplementary data by
using survey research, which has limitations due to small sample size and
spatial interval in observations. The other weaknesses lay in the data output
and additional restrictions in the statistical observations of individual regions,
relatively short time-horizon, data availability, and restrictions on the varia-
bles, which data missing, and frequent substitutes in data-recording tech-
niques make consistent data collection arguable.

Hence, FD is referred to more effective innovation policy, investment pol-
icy, technology advancement, transparency, and local governments’ proficiency
to meet local needs, adopt budgetary policies. But, in countries lacking the
institutional development, legal systems, all these determinants are ruled out
as factors to connect to economic performance. Thus, the degree of regional
economic growth in Ukraine is hard to specify as a direct result of FD. Finally,
having identified an ambiguous causal relationship, from a policy perspective,
we assume that policymakers should be aware of the economic compromises
when pushing ahead hasty administrative and fiscal reforms towards more
decentralization. In addition, the following findings provide interest for the
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future research in unitary developing countries in transitioning processes
to decentralization. By that, further analysis is most desirable.
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INPOEKTUPOBAHHUE CUCTEMBI VAR
VIS @YTBOJBHOI'O CTAJIUMOHA

Crynent rp. 11902117 A6pamuyk A.A.
Benopycckuii HallMOHANbHBINA TEXHUYECKUN YHUBEPCUTET

B Hacrosimee Bpems ¢yTOon sBIseTCS CaMbIM HOIYJISIPHBIM U MacCOBBIM
BUIIOM CIIOpTa B Mupe. UTO KacaeTcs NpaBHIBHBIX PELICHHH B CIIOpPTE, TO
HeNb3s1 ¢ a0CONIOTHOM YBEPEHHOCTHIO CKa3aTh, YTO TOT MM MHOM CyJbsl BCETia
Oynet pabortaTh 6e3 omMOOK. B Takux ciryyasx Ha MOMOILb IPUXOJHUIIA CHUCTE-
Ma BHeonoBTopa VAR.
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Puc. IlpunnunuansHas cxema VAR

Cuctema BHIeonoMoIny apburpam cokpameHHO VAR win BujgeomnoMo-
HHUK apOMTpa — 3TO TEXHOJOrus B (pyTOOJIe, KOTOpasi MO3BOJISAET IJIaBHOMY CYy-
Jbe TPUHUMAaTh pELICHHs B CIIOPHbIE MOMEHTHI MaTda C ITIOMOLIbIO BH-
neonoTopoB. OHa oHIHAEHO BKIFOUYEHA B MpaBmia UTPH B pyTOon B 2018
roJly MOCJI€ CepHH UCHBITAHUN HAa MEXAYyHApoAHbIX TypHHpax. Cuctema VAR
MO3BOJSIET MPOCMOTPETh YETHIPE THIA CHOPHBIX MOMEHTOB U IOMOYb CYAbE
NIPUHSTh NPaBHIBHOE pEIIeHHE: HapyIIeHWE NMPaBWJI NpU 3a0MBAaHHWU TOJIOB,
SMH30/bl C Ha3HAYCHHUEM IE€HAJBTH, OIIMOOYHOE NpEIbsIBICHAE KPACHOW Kap-
TOYKH (3MHU30BI CO BTOPOIl )KENTOW KapTOYKOW HE YIUTBHIBAIOTCS) M OIIMOKHU B
WACHTU(HUKAINYA HAaKa3aHHBIX WUTPOKOB (IIOMOTAET OIPENeNUTh, KTO MMEHHO
coepmmin Qom). TakuMm oOpa3oM, cucTeMa BHUACOMOMOIIM TO3BOJISET O(HIIH-
QJIBHO BBISIBUTH M TIOATBEPANTH «OUEBUIHBIC OMMOKM) CyIbH BO BPEMs MaTda.
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