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Abstract

One of the most important and controversial issues in development of the local government sector in any country is the fiscal autonomy of the territorial units. In order to perform its functions according to citizens’ demands, local government must enjoy sufficient level of fiscal autonomy.
In Ukraine, as it is argued in the paper, local governments possess a very limited level of autonomy concerning revenues. Their autonomy concerning expenditures extends over re-shifting funds obtained through ceded taxes and transfers between different delegated tasks, but it is also subject of centrally set norms of spending for budgetary institutions.
Another burning issue is a socially-appropriate trade-off between approaches to the decentralization issues: whether we should assign state functions and respective funding to the regional authorities and whether we should rely more upon the units of basic level of self-government – cities and villages. The choice here will definitely have an impact on the territorial integrity of the nation.

The paper aims to analyze issues of the ways in which decentralization policy is to be implemented in Ukraine.
The study concluded that persisting very low decentralization grade creates an obstacle to efficient functioning of the public sector. In order to effectively decentralize it, the policy must include measures concerning enhancing local fiscal autonomy and institutional changes.
1. Introduction

Strengthening local self-governance and decentralization are one of the common issues in the public debates hold in Ukraine through years. Despite of rhetoric there was still not so much done in this field. The great many of recent changes in Ukrainian public sector relates to assignment of authority between the President, Executive and Legislative. According to the first phase of constitutional changes adopted in the late 2004, the important part of public authority on the national level shifted from the President to the Cabinet of Ministers which is appointed now by the ruling political coalition. The changes in Constitution and subsequent events (a mode due to which the ruling coalition was formed, the acute contradictions between branches of power – as a matter of fact, the President and Cabinet of Ministers belong now to opposing political powers, one of which is seeking a revenge for a political defeat during presidential elections 2004-2005 – have a negative impact of development of the local self-government. 

Being elected in 2006 according to proportional system (before we had majority elections at the local level and a mixed one on the national), local authorities also became a field of political battles between former ‘orange’ and newly formed coalitions representing the ruling parties. 
The changes in political situation in Ukraine, both on the national and sub-national levels, call for reconsidering the fiscal status of local governments which has been worsening over time. Till now the fiscal autonomy of local government remains quite constrained; their activities concentrate mainly of fulfilling centrally mandated tasks which are funded not fully. The state revenues devoted to these tasks extend for about 90 per cent to total. It means that they are very limited in exerting responsiveness to local public service demands.

Local governments possess a very limited autonomy concerning revenues. Their autonomy concerning expenditures extends over re-shifting funds obtained through ceded taxes and transfers between different tasks. Our previous analysis on the issue (Slukhai 2003) has shown that this negative situation has not shown any improvement over time. So, fiscal decentralization is one of the burning issues in Ukrainian local finance because pressure exercised by local governments towards greater fiscal discretion has been growing especially after the Orange Revolution in 2004-2005. The expectations of the public are quite high.

During the past several years, public speeches of high-rank officials have been full of decentralization rhetoric, but in the real life we could hardly find any trace of real decentralization. 

The study below presents an overview of recent development of local finance in Ukraine with a special emphasis on the prospective steps towards enhancing local fiscal autonomy and increasing local government ability to influence local economic development. 

2. Local Government Legal and Regulatory Framework
The approval of the Constitution of the independent Ukraine in 1996 and of basic legislation on local government created a legal framework for public administration at the regional and local levels. According to the Constitution, the central government bears most of responsibilities in delivery of public services. Part of them is vested onto locally elected bodies through the mechanism of delegation. After the Budget Code was adopted (2001), new possibilities for fostering local autonomy have arisen. This potential path of development has become clearer after the political reform was enacted on January 1, 2006, and the beginning of the second stage in public sector reforming aimed on empowerment of the local self-government was declared.

Currently, the functioning of local government in Ukraine is regulated by a set of national acts, comprising of Budget Code (2001), Law on Local Self-Government (1997), Law on Local State Administrations (1999). This legislation creates a basic legal framework for local government activity. As in many other transitional countries, some secondary legal acts provide a significant input into legal environment the local governments are dealing with, especially annual budget laws and regulations of the Ukrainian Cabinet of Ministers.

The Law on Local Self-Government provides a broad definition of responsibilities of the local governments of different tiers, defines their budgetary rights and structure of budget sheet, declares independence of local budgets. Item 62 of this law fixed that the state is responsible for granting per capita minimal local budget to any local government according to national-wide standards with special allowance for specific conditions in which the respective government operates. 

The Law on Local State Administrations sets the framework of local state administration activity and its interaction with local self-government. These bodies represent executive power on respective territorial (oblast and rayon) level and, being directly subordinated to the President Office, have a wide range of responsibilities, ranging from managing delivery of basic social service up to composing and executing oblast and rayon budgets. The functional departments of local state administrations are territorial departments of the respective line ministries.

Despite these pieces of important progressive legislation, it should be mentioned that the soviet legacy in intergovernmental finance was not fully eliminated. The local government sector was in general treated like a supplement to the central government; so central administration of fiscal flows was common. A new era began with enactment of the Budget Code which substituted the old Law on Budget System (1995) and other linked acts. The Budget Code introduced new approaches to the budgetary process; it settled the budgetary issues on a more solid ground, diminishing to a certain degree subjectivity and arbitrariness in fiscal issues; at last, the local governments received clearly defined sources of revenue, along with definition of expenditures they are responsible for.

Currently Ukraine has two types of local authorities. Firstly, there are ones that are local state administrations on the region (oblast) and district (rayon) level. The heads of local state administration bodies are so far not being elected, but appointed directly by the President of Ukraine. The second ones are bodies of self-government at the oblast, rayon, and municipal level. The elected councils on these levels have no executive bodies which were incorporated into the structure local state administration in the mid-1990s.

The elected councils in cities, settlements, and villages form their own executive bodies. The local authorities extend for jurisdictions which are based on the current administrative-territorial composition of Ukraine: 

1) The regional level is represented by one autonomous republic (Crimea), 24 oblasts and two cities of national significance, Kyiv and Sevastopol, 

2) The local level is represented by 490 rural rayons, 453 cities and towns (including 176 of oblast significance), 118 urban districts, 886 settlements and 28,597 villages. 
The number of local communities in general and especially in rural areas is quite large. But at the same time, until now most of them have been in no position to execute a whole range of their own rights: only about one third of them have formed councils. The obsolete territorial structure has a lot of inconsistencies. E.g. some territorial units like big cities of national or oblast significance administer not only urban districts, but also other units of the same territorial level – small cities, villages and settlements, which comprise, according to Law on Self-Government, self-governing communities.

3. The Current System of Public Finance

Budgeting of most local governments is done through state fiscal authorities of oblast and rayon level; local self-governments of basic level (small cities, settlements and villages) have no sufficient administrative capacities and no sufficient discretion in order to compose and execute their budgets. Tax administration also belongs to the central government domain. And such situation is understandable because most of local government expenditure competence belongs to execution of state functions like education, health care, social protection etc.
The sub-national finance in Ukraine depicts a high reliance on the central government fiscal assistance. The composition of revenues of sub-national levels is characterized by the domination of the indirect and indirect transfers. As Table 1 below shows, the tax share in sub-national revenues is around 45 per cent; but almost all of these proceeds are national ones, ceded to the local governments, like personal income tax, land tax, joint tax on small businesses etc. The portion of local taxes is insignificant (around one per cent of total revenues) and permanently diminishing. 
The share of official transfers is also quite high – about 40 per cent of the total revenues; they comprise from about equal portions of equalization grants and earmarked transfers (mainly dedicated to centrally-funded social programs). The dominating number of rayon governments as well as of small towns and villages cannot perform their activity without having massive fiscal support from the state budget.    

Table 1. Composition of Sub-National Revenues

	Type of revenue
	2002
	2003
	2004
	2005

	
	UAH millions
	Per cent
	UAH millions
	Per cent
	UAH millions
	Per cent
	UAH millions
	Per cent

	Tax revenues
	16,457.7
	58.3
	18,595.3
	54.2
	18,308.2
	46.2
	23,588.7
	43.9

	Non-tax revenues
	2,072.0
	7.3
	2,436.5
	7.1
	2,190.5
	5.5
	3,541.7
	6.6

	Capital gains
	616.7
	2.2
	1,024.9
	3.0
	1,683.5
	4.3
	2,078.8
	3.9

	Target funds
	282.9
	1.0
	520.7
	1.5
	602.7
	1.5
	1,107.0
	2.1

	Grants
	8,818.1
	31.2
	11,729.1
	34.2
	16,819.4
	42.5
	23,361.1
	43.5

	Total
	28,247.4
	100.0
	34,306.5
	100.0
	39,604.3
	100.0
	53,677.3
	100.0


Source: (Міністерство фінансів України 2003, 2006).
The sub-national revenue patterns in Ukraine were inherited from the soviet time when the sub-national bodies were funded mainly though the system of indirect and direct transfers used as tools of fiscal equalization.   

After the approval of the Budget Code (2001), the category of shared taxes has been abolished in relations between national government and local governments; but it still remains in relations between sub-national levels.
As one can see from the Table 1, developments after implementation of the Budget Code could be characterized as following:
(a) diminishing share of tax revenues;

(b) growing role of capital gains and local targeted fund; 

(c) soaring of grant share.
The main conclusion is: local governments in Ukraine are highly dependent from the central government in all aspects of their budgetary policy. In view of dominating trend to fiscal decentralization which is characteristic for many post-socialist countries, this kind of policy looks at least as a weak one. 
3. Decentralization on Agenda 

Theoretically, governmental systems should be more or less decentralized. According to well-known ‘decentralization theorem’ (Oates 1972), decentralizing of public functions could bring some gain in social welfare in case of different preferences of population concerning locally provided public goods. There is no question concerning territorial differences in preferences of population in Ukraine: historically, they are quite significant due to variety in composition of population in some territories, different attitude of people to issues of language, religion, culture etc. That is why the issue of political federalization is put forward in political debates from time to time. Of course, such situation also raises a question on sub-national autonomy. 

Information asymmetry also contributes to this issue because policy implementation is only effective when policy makers are fully informed about what is going in a respective part of economy; cost of information obtaining could counteract decision-making on the national level. As Bardhan (2002) argued, “control rights in governance structures should be assigned to people who have the requisite information and incentives and at the same time will bear responsibility for the (political and economic) consequences of their decisions”.  
Being a democratic country which seeks to enter EU, Ukraine must follow European guidance concerning democracy. One of the important components of democratic process is devolution of power in public sector. But it is not enough to declare local autonomy; such declaration must be supported by granting local authorities sufficient revenue and expenditure discretion.

There are no many advocates of budgetary centralization now. Just opposite, all the politicians, even from competing political camps, speak for decentralizing public sector and giving local governments more discretion in dealing with their budgets. This has not been changed through many years. But the data below shows the real situation with fiscal decentralization.
As one can see from the Table 2, sub-national revenue share has dropped almost by 1/3 through 2000s; in the same time expenditure share has dropped not so significantly – by 3 per cent points.
Such a development means not only centralizing the public sector functions, but also growing gap between expenditure assignments and delegated revenues of the local governments which is bridged by state grants. This gap almost doubled after implementation of the Budget Code in 2001. Especially this is characteristic for the sub-national units of lowest level. So, combined rayon share in revenues is only 1.8 per cent, but their expenditure share is currently bigger by more than five times in comparison to expenditure share. 
Table 2. Sub-national Government Share in Combined Public Administration Sector (2001-2005)
	Sub-national units
	Share
	2001
	2002
	2003
	2004
	2005

	Total
	Revenue
	33.6
	31.3
	30.1
	24.9
	22.7

	
	Expenditure
	40.3
	41.2
	39.3
	37.9
	36.7

	Regional level
	Revenue
	14.6
	11.0
	10.2
	8.1
	7.3

	
	Expenditure
	12.8
	11.1
	11.1
	10.2
	9.4

	Cities of oblast significance
	Revenue
	11.1
	13.2
	13.3
	12.5
	11.3

	
	Expenditure
	14.2
	15.4
	15.1
	15.3
	14.7

	Rayons
	Revenue
	5.8
	4.6
	3.9
	1.8
	1.8

	
	Expenditure
	10.4
	11.7
	12.2
	9.5
	9.7

	Sub-rayon units
	Revenue
	2.1
	2.5
	2.7
	2.5
	2.3

	
	Expenditure
	2.9
	3.0
	2.9
	2.9
	2.9


Source: (Міністерство фінансів України 2003, 2006).

What is very important is the long-run trend in local expenditure share: Graph 1
 below shows that up to 1999 there were some trend towards decentralization of public expenditures in Ukraine which could be associated with public sector reform after independence when some state functions were delegated to the local governments and the latter were obliged to take over the social infrastructure of the state-owned companies to-be-privatized. But since 2001, when the first steps of budgetary reform were undertaken, this shaky up-and-down trend has turned into clear centralisation. Through the 2000s, no growth in sub-national government share has been observed, as opposed to many other post-socialist countries.
[image: image1.emf]Graph 1. Trend in Sub-National Expenditure Share
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It is worth mentioning that the problem itself is not in a growing gap between expenditures and revenues. The problem lies in a degree of discretion of local governments concerning executing their expenditure functions and collecting revenues.

Concerning expenditures, we could state that over 90 per cent of local government expenditure competence belongs to functions delegated by the central state; these functions are run by respective line ministries through their local bureaus. Local budgets serve as mere transit stations for allocating money according to budgets norms and projections done by respective state fiscal departments.
As our study of local social care institutions has shown (Слухай 2007), between 70 and 80 per cent of their expenditures is covered by the state money which is not enough for their normal functioning and makes them seek some off-budget funding through selling payable services and attracting donations. In addition, budgetary institutions cannot freely use the money they receive and are strictly limited in shifting allotments between budget lines and timer periods.
The situation with local revenues is also characterized by dominating centralization. Mostly, tax revenues of local governments are the ceded central government revenues, the most important of which is personal income tax. As one could see from Table 3, actually there are no true local revenues in Ukraine towards which they have significant degree of discretion.

Table 3. Shares of some local duties in total revenues (including transfers) and local degree of discretion in Ukraine (2005).

	Duty
	Share in local total revenues
	Discretion concerning:

	
	
	Legislating
	Tax-base setting
	Tax-rate setting

	Personal income tax
	30.7
	No
	No
	No

	Enterprise profit tax
	0.4
	No
	No
	No

	Motor vehicle tax 
	1.6
	No
	No
	No

	Land tax
	5.1
	No
	No
	No

	Excises
	0.1
	No
	No
	No

	License fees
	0.8
	No
	No
	No

	Trade patents
	1.2
	No
	No
	No

	Local taxes
	1.1
	Very limited
	No
	Limited

	Fixed agricultural tax
	0.3
	No
	No
	No

	Joint tax on small businesses
	2.6
	No
	No
	Limited

	Non-tax revenues
	6.6
	Partly
	n/a
	n/a

	Capital gains
	3.9
	Yes
	n/a
	n/a

	Targeted funds
	2.1
	Yes
	n/a
	n/a

	Official transfers
	43.5
	None
	n/a
	n/a


Source: own calculation and assessment based on (Міністерство фінансів України 2006).
There are only few duties which could grant local governments some degree in revenue raising activities. To these belong local taxes (the list including 16 duties with limited possibility of setting tax rates) and joint tax on small businesses; these both in sum deliver barely 3.7 per cent of total revenues of aggregate sub-national sector in 2005. 

The real tax discretion towards even these taxes is not very high because local governments have no possibility to discipline the bad payers. The fact is that tax administration in Ukraine is also centralized – local governments don’t have their own tax administrations and it makes almost impossible even to monitor tax-payers located on the territory of their jurisdiction. All duties are collected by the State Tax Administration offices that have no motivation even to disclose information on the taxpayers that have debts towards respective local budgets (see AUF, 2003) – and local governments do not keep the local tax-payer register, fully relying in estimating and planning their revenues on the fiscal departments of oblast and rayon state administrations. 

In general, it should be recognized that real local revenue discretion in Ukraine is extremely low
. They have almost no power to affect the raising of their own revenues; the long-lasting debates on imposing local property tax that could greatly improve their revenue position have still not brought any positive result.
The current state of fiscal decentralization in Ukraine is generated by several factors:
(1) Traditions of state centralism inherited from the soviet past when it served as a leading principle of intergovernmental relations. Moreover, the levels of government were considered as constituents of the socialist state machine and because of this fact they could not claim to be autonomous in policy issues; their only assignment was to implement the decisions taken by the highest state level.
(2) Peculiarities of the modern Ukrainian mentality which was formed in course of many hundreds years of dependent development and especially of several dozens years of dominating communist ideology and practice. One of these peculiarities is a citizen’s bigger trust the central authorities because they concentrate more power as opposing to regional or local ones. Dozens years of a centralistic state have produced a stereotype of ‘insignificance of an individual’ in society because his influence on the decision-taking was really illusory. These all contributes to relative indifference of the citizens towards authority assignment between tiers of government.
(3) Weak politic structuring of Ukrainian society and lack of attention to meeting regional and local needs in programmes and actions of the politicians. Kyiv, the national capital, still remains a place where the regional and local problems as well as problems of different businesses are being solved.
4. Decentralization: Some Approaches
Main message from the material presented above is that decentralization in Ukraine is inevitable in order to enhance efficiency and fairness in public good delivery. The question is only how to do it. There are several options: (1) deconcentration, (2) devolution, (3) privatization.

Due to analysis above, the potential of the first form of decentralization is at the moment quite low; moreover, the problem of the current state of public sector is that involvement of the central state at the local level seems too extensive in order to give place for the local initiative. So it is useful to concentrate on devolution of public functions and privatization.
Devolution and Contracting-out

Devolution could be thought as giving local governments full discretion concerning fulfilling most of delegated functions identified as local public goods; general school education and health care could belong to this category. Until now, even basic services in this field are the delegated ones. But the functions of the line ministries stretch for issuing guidance and standards of service provision while the funding is responsibility of the Ministry of Finance, and the service provision itself belongs to the domain of the local state administrations. Influence of the community on service provision is almost insignificant. 

Decentralization of these functions could be done with respect of economic criteria such as efficiency and economy of scale. Regarding this issues, the most suitable functions to be decentralised are primary general education and ambulatory health care. According to the Budget Code, these functions belong to the delegated functions of basic level self-governments (city of rayon significance, settlement, and village) and there will be no special problems concerning giving them discretion in this field.
Private involvement could be used in the field of utilities. At the moment, in Ukraine there are both state and communal utility companies. Gas and electricity are being delivered by the state-owned companies, but sanitation, street cleaning, street lighting, garbage disposal, urban development etc. belong to the own functions of local governments. It is a common place to say that these functions are performed very ineffectively. Then why not to try to create here some conditions for competition through contracting-out these functions? 

At the moment, we do not raise a question of privatisation of these functions, but only speak about having here more competition to discipline the service providers. The problem is that being a natural monopolist, private utility companies in fact try to extract economic profit, setting prices at the highest possible level using the fact that demand for such services is highly inelastic. As developments of the last year in this field have shown, they do not take into consideration community interests because in many localities prices have risen by 3-4 times within several months. Being captured by such entrepreneurs, local governments cannot resist their self-interest behaviour. Even in case where pressure of community makes councils to regulate tariffs in favour of population, the growing subsidy share would diminish volume of other local services to be provided by the local government due to the shrinking budget appropriations.
Contracting-out will allow choosing the best service provider among rivals and retaining price control through public bodies in order to meet local collective demand. 
As contracting-out requires no significant outlays from the local budget and may under specific circumstances even bring some extra revenues as well as provide monetary gains for population (e.g. in case of more cost-effective service provision in comparison to publicly-owned enterprises), devolution of delegated services definitely will require more extensive revenues for local governments. As the transfer share is now quite high, we should think about possibility to expand truly local revenues.

More revenue discretion

We must state here that possibility to enhance local revenue capacity is still far from being exhausted. Budget Code did not change much the situation in this field, but if we sought to expand local participation in public service delivery, new approaches must be incorporated into legislation.
The reform of local revenue system in Ukraine could include the following strategies:

(1) making some national levies (currently assigned to local governments in order to finance delegated state functions) the real local taxes by granting full discretion over them to the municipalities;

(2) introducing new taxes that are the best candidates for being local ones (taxes on real estate in the first turn);

(3) granting more discretion in setting local tax rates.

The prospective candidates to be included into local levies are taxes on land and property, motor vehicle tax. The tax on land is still a national one assigned to aggregate sub-national budgets; motor vehicle tax is a national levy assigned to local budgets. While assigning these taxes fully to the sub-national units, the center should retain control by the legal determination of the tax basis and marginal rates of taxation. The suggestion, to make personal income tax and enterprise profit tax the local taxes argued by some researchers (Кириленко 2000) seems to be non-applicable to the current Ukrainian situation.

Intense draft legislation did not have any feasible result. There is no doubt that this tax should be implemented and assigned to the local authorities, on the one hand. On the other hand, it will make the distribution in society fairer by pushing the better-off social groups (they possess valuable property objects) into the position of making more contribution to funding public outlays. Current situation when the redistribution of wealth in society is merely excluded from the tools of public fiscal policy looks very frustrating.

Introduction of the property tax assigned to the sub-national budgets will benefit the urban communities in the first line. Big cities of national and oblast significance will receive a generous source of revenue. But the rural communities will not benefit greatly from this tax innovation because valuable property objects are concentrated in cities or in neighboring localities. To grant them appropriate revenue sources, one should look for some other options.  

Imposing a local property tax is a point under dispute. This issue has been an object of intense discussions for many years. There are a lot of issues that still did not find any reasonable solution: (i) who is a taxpayer (legal persons or individuals); (ii) what is a tax base; (iii) how to assess the value of property by given underdeveloped market relations; (iv) how high must be the tax rates; (v) what are the instruments of social protection of disadvantaged households. 

The existing system of local taxation is not in the position to deliver a basis for the local fiscal autonomy because (i) the locally set levies do not have any significant revenue potential and (ii) most of these levies are connected with heavy administrative costs that make the tax collection inefficient.

Out of 16 local taxes and duties only five (communal tax, hotel duty, permission fee for establishing a trading facility, market place duty and advertisement duty) are quite important and deliver about 95 per cent of local tax proceeds. Five local levies are quite rarely introduced (e.g. fees from trotting matches have been collected only in two regions out of 27) and could be excluded from the list because of their administrative inefficiency. 

Making local taxation a more affluent source of revenues requires taking some measures in strengthening local discretion in setting tax rates. The current practice of capping marginal rates makes local revenues very inelastic. A better way of making local governments to pursue the effective revenue policy of their own will be setting fixed minimum tax rates with giving local governments discretion in choosing an appropriate value of a rate in order to optimize relation between business activity and local public needs. The only type of taxes that has no limitation at the moment is the so-called self-taxation practiced mainly in small settlements like villages. They are collected as a fixed sum linked to some object (like household, number of horses or machinery etc.) to cover specific expenditures (like maintenance of the road, bridge etc.). As such, it cannot be used in the big territorial communities. 

The portion of local revenues in Ukrainian sub-national budgets should and may cover up to 1/4-1/3 of their revenues. That will guarantee (to a certain degree) much more discretionary power compared with the present situation.
All these measures should be supported by certain institutional improvements such as creating an independent local tax administration in order to give local governments the tools of real control over fiscal flows on the territory of their jurisdiction. 
Institutional Changes
Re-shifting of expenditure and revenue authority will need some institutional changes, especially accomplishing the territorial-administrative reform. The current borders of the sub-national governmental units in Ukraine were cut decades ago, in the soviet time, without paying much attention to their ability in provision of local public goods. The on-going discussions in Ukraine in this matter are still far from being completed. What should be important – this is synchronization in changing in territorial borders of local governments and making them more flexible in collecting revenues. 

Another important issue will be enhancing sub-national administrative and technical capacities. This is of special importance in small communities like cities of rayon significance, settlements, and villages. In these sub-national units, the administrative staff is often limited to council head and his secretary. The merging of such units will improve the situation in some way, but there is a great need in providing local officials with basic training on fiscal management and with some technical equipment like PC.

It is also very important to guarantee popular involvement in decentralized decision making. Otherwise local politicians and bureaucrats will become main beneficiaries from devolution through concentrating most authority in their hands. Or, even worse scenario could be realized when local oligarchs would capture the sub-national governments. As our study showed (Slukhai 2006), there are a lot to do in order to make local decision making and fiscal issues more transparent and understandable for people who must directly influence on what local bodies are doing.  
Are There Any Dangers?
Decentralization policies are connected with some economic risks which were firstly analyzed by Prud’homme (1995). Decentralization exposes countries to macroeconomic instability and growing inter-regional disproportions
. These risks could be more severe for transitional economies which are more vulnerable in comparison to developed ones because of their institutional weakness and prevailing macroeconomic instability. Badly re-designed intergovernmental relations could lead to drop in efficacy of the public sector and to contribute to growth of interregional disproportions in course of decentralization (Kirchner 1999). However, it dos not mean that decentralization is impossible because institutional framing can mitigate the risks involved. It only suggests that countries which are subject to macroeconomic weakness must very carefully design decentralization policy. 
The recent studies of fiscal decentralization in developing and transition world have shown that social results highly depend on how the decentralization policy is being formulated and implemented. 

It is important to avoid some typical mistakes immunization from which gives the theory of fiscal federalism. So, it has no sense to decentralize provision of standardized public goods, preferences for which do not differ greatly in territorial aspect; losing control over sub-national borrowings could weaken efficiency of the nation-wide monetary and fiscal management; giving local governments an excess fiscal authority could result in growing aggregate tax burden.
It is very topical for Ukraine not to lose instruments of control over regional development. From this prospective, the electing of regional governors (now appointed by the President) might contribute to weakening of the central control over economic and politic situation in the regions. Currently, when political tensions are very sharp, the competition of regional political elites for controlling the country as a whole as well as some regions will make nation-wide economic management difficult.

If the central government adopts under pressure the regionalization policy instead of devolving authority to local communities, the situation could turn to worse with some possibility to territorial disintegration that could follow the regional economic and fiscal self-reliance. So decentralization could contribute to political problems that Ukraine has at the moment.     
5. Conclusion

One of the topical issues for Ukraine is decentralization. As study above has shown, local bodies should be granted more authority in service delivery and revenue raising in order to better serve their principal – the people. But the issue of decentralization is not so easy and under some circumstances it could make both fiscal and political situation in the country worse.

Decentralization for Ukraine means not merely devolving power in order to make service providers closer to the beneficiaries, nor making infrastructural facilities run by local officials. It means: a change in public attitude to service provision and to a way in which governmental structures are functioning. 
Decentralization should per se not to be a process of weakening the central state; it should be understood as a way to make the state as a whole to function better and to serve popular needs. Local governance should be made more responsible, more accountable, and more responsive in order to empower participatory democracy.
An important pre-requisite of building-up an efficiently decentralized state is neutralizing the local government capture by the local oligarchs and granting to sub-national governments sufficient institutional and fiscal support. The role of the central state will therefore be changed, but still remains important because it will concentrate on the monitoring and control issues as well as problems of national importance.
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