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Abstract. The purpose of the research is to deepen the theoretical foundations of financial stability
as a factor in shaping the fiscal space of local budgets and substantiate the methodological tools for
assessing the financial stability of local budgets of Ukraine in the medium and long term. Methods. The
following research methods were used in analysing the problem: induction, deduction, system approach,
statistical analysis, logical generalization, graphical method. Results. Fiscal extension gives the oppor-
tunities to local authorities to obtain and use extra budget resources for achieving the goal taking into
account the restrictions caused by the necessity to maintain the financial sustainability in mid- and long-
term periods. A methodological toolkit for assessing the financial sustainability of local budgets in mid-
and long-term periods is proposed. The complex of arguments for the appropriate applying of the esti-
mation of financial sustainability of local budgets in the national practice using the methodology of the
European Commission in the mid-term period is given. It is substantiated that the development of stra-
tegic directions for ensuring the long-term financial sustainability of local budgets in Ukraine should
take place with the use of foresight. It is substantiated that the fiscal space provides opportunities for
local governments to obtain and use extra budgetary resources to achieve a certain goal, taking into
account the constraints due to the need to maintain financial stability in the medium- and long-term
periods. Methodical tools for assessing the financial stability of local budgets in the medium- and long-
term periods are proposed. A set of arguments on the expediency of applying the methodology of the
European Commission in the medium-term period in the native practice of calculating the financial sta-
bility of local budgets is presented. It is substantiated that the development of strategic directions to
ensure long-term financial stability of local budgets of Ukraine should take place using foresight. Prac-
tical meaning. The practical significance of the obtained results is in the possibility of using methodo-
logical tools to assess the effectiveness of local budget sustainability management by state and local
authorities in developing and making management decisions to regulate the level of financial stability
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of local budgets. Prospects for further research. The formation of theoretical foundations of financial
stability as a factor in the formation of the fiscal space of local budgets and substantiation of methodo-
logical tools for their assessment in the medium and long term periods confirms the need for further
scientific substantiation of strategic directions of long-term financial stability of local budgets in Ukraine
under the condition of decentralization.

Keywords: fiscal extension, local budgets, financial sustainability, foresight, foresight tools,
budget revenues, budget expenditures.
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AHomauia. Memow cmammi € TIOTJINGIEHHS TEOPEeTUYHMX 3acaj] GiHaHCOBOI CTIMKOCTI SIK (ak-
TOopy (opMyBaHHS (PiCKaJIbHOTO IMPOCTOPY MiCUEBUX OIOMKETIB Ta OOIPYHTYBAHHS METOIMYHOIO iH-
CTPYMEHTApil0 OLiHKM (hiHAHCOBOI CTIMKOCTI MicCI[eBUX OIOIKETIiB YKpaiHM Y cepeaHbo- i TOBrOCTPO-
KOBOMY Itepiogmax. Memodu. IIpu HanMcaHHI CTaTTi BUKOPUCTAHO HACTYIHI METOIM TOCJiIKEHHS: iH-
IYKIIii, MTemyKIlii, CUCTEMHOTO ITiIXOAY, CTATUCTUYHOT'O aHaJIi3y, JIOTIYHOTO y3arajJbHeHHs, rpadiuami
Metof. Pesynomamu. OGIpyHTOBAHO, 1110 (iCKaJbHUI MTPOCTip HAJla€ MOKIMBOCTI OpraHamM MiCII€eBOT'O
CaMOBDSIIYBaHHS B OTPMMaHHI Ta BUKOPUCTAHHI AOJATKOBUX OIOIKETHMUX PeCypCiB AJis1 NOCSTHEHHS
BM3HAYEHOI METM 3 ypaxXyBaHHSIM OOMesKeHb, 3yMOBJIEHMX HEOOXiTHICTIO 36epeskeHHs (hiHaHCOBOI CTil-
KOCTi Y CepelHbO- i TOBrOCTPOKOBOMY Iepiofax. 3alporOHOBAaHO METOAMYHMI iHCTPYMEHTAapil OLiHKA
(hiHaHCOBOI CTIMIKOCTI MiCIIeBUX OIO/IKETIB Y CEPeIHbO- i JOBrOCTPOKOBOMY Iepiomax. HaBemeHO KoM-
IJIEKC apryMEHTIB IIOAO MOLJIbHOCTI 3aCTOCYBAaHHS Y BiTUM3HSIHINM MPaKTUIIl PO3PaxyHKY (PiHaHCOBOI
CTi/IKOCTI MiCIIeBMX OIO/IKETiB METOAVKY €BPOMNENChKOI KOMICil Y cepeIHbOCTpOKOBOMY mepiomi. O6-
I'PYHTOBAHO, III0 pO3pOOKa CTpaTerivHMx HaIpsIMiB 3a0e3leYeHHs JOBIOCTPOKOBOI (hiHAHCOBOI CTilKO-
CTi MicIieBUX GI0/IKeTiB YKpaiHu Ma€ BimoyBaTucs i3 3actocyBaHHSIM dopcaitty. [Ipakmuure 3HaueHHs
Ofiep>KaHUX Pe3yJIbTaTiB MOJISITAE Y MOSKJIMBOCTI BUKOPMCTAHHS METOAMYHOTO IHCTPYMEHTApitO OIiHKMU
Pe3yJIbTaTMBHOCTI YIIPaBJIiHHS CTiMIKiCTIO MiCII€BMX OIO’KETIB OpraHaMiu Jep>KaBHOI Ta MiCIleBO1 Baau
Mpy po3poOlli Ta MPUIMHSTTI YIPaBAIHCHKMUX PillleHb OO0 PeryJitoBaHHsS PiBHS (GiHAaHCOBOI CTIMKOCTI
MicieBux 610mKeTiB. [Tlepcnekmusu nodanvuiux docnidxrceHb. PopMyBaHHSI TEOPETUYHMX 3acaj (iHaH-
COBOI CTIMKOCTI $K dakTopy GopmyBaHHS (icKaJbHOrO TMPOCTOPY MicCIeBUX OIOKeTiB Ta
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OOI'PYHTYBaHHS METOAMYHOrO iHCTPYMEHTapilo 1X OLIHKM Y CepelHbO- i JOBrOCTPOKOBOMY Ilepiomax
MiATBEepAKY€E HEOOXIIHICTh MOAAIBIIOTO HAYKOBOI'O OOIPYHTYBAHHS CTpaTeTiuHMX HAMpsIMiB 3abe3re-
YeHHS TOBrOCTPOKOBOI (piHaHCOBOI CTiMIKOCTI MiclieBuX OlomkeTiB YKpaiHM B yMOBaX JelieHTpasTisaliii.

Knwuoei cnoea: bickaabHmuii MpocTip, MicueBi 6moomkeru, (iHaHCcoOBa CTiliKicTb, (oOpcaiurT,
iHCTpyMeHTapii ¢hopcanTy, TOX0oAy OI0IKETY, BUIATKM OIOIKETY.

Kinokicmo dxcepen: 14; kinokicmos mabnuuw: 0; kinbkicme pucyukis: 5; xinekicme popmyn: 0.

1. Introduction.

In order to stabilize and ensure the sus-
tainability of state and local finances, the Sus-
tainable Development Strategy “Ukraine
2020” (President of Ukraine, 2015), the Pro-
gram of Activities of the Cabinet of Ministers
of Ukraine (The Verkhovna Rada of Ukraine,
2014) envisage: to establish mid-term budget-
ary forecasting and planning as well as strate-
gic planning system; to change the legislation
of Ukraine in the direction of controlling the
revenues and expenditures of the state and lo-
cal budgets; to regulate legislatively the issue
of audit of local budgets and transparency of
their reporting; to apply new approaches to lo-
cal budgeting, to define the transfer policy
principles and organize intergovernmental
budgetary relations.

The directions of the aforementioned re-
forms of the system of state and local finances
should be implemented through the manage-
ment decisions with the reference to ensuring
the financial sustainability of local budgets in
Ukraine. This sustainability in the conditions
of limited financial resources is largely deter-
mined by fiscal extending of local budgets, by
the effectiveness of strategic directions of
budgetary policy at the level of state and mu-
nicipal authorities as well. The state of scien-
tific development of the outlined issues causes
the necessity to search for new effective meth-
ods and tools for assessing the financial sus-
tainability of local budgets.

2. Literature review.

Some issues of assessment of financial
sustainability of state and local finances were
conducted in the works of G. Polyak (2000),
I. Umanskyi (2015) and others. T. Yefymenko
(2011) are devoted to the theoretical bases of

fiscal space. The scientific works of the afore-
mentioned scientists are focused mainly on the
identification of general tendencies in the de-
velopment of financial sustainability and fiscal
space. Conceptual approaches to fiscal space
of local budgets and the methodology of as-
sessing the financial sustainability of local
budgets in the mid- and long-term periods re-
quire development and implementation.

The aim of the study is to deepen the the-
oretical foundations of financial sustainability
as a factor of fiscal space of local budgets and
substantiate the methodological tools for as-
sessing the financial sustainability of local
budgets of Ukraine in the mid and long-term
periods.

3. Methodology.

The following research methods were
used in writing the article: induction, deduc-
tion, system approach, statistical analysis, log-
ical generalization, graphical method.

4. Research objectives.

The research objective is to deepen the
theoretical foundations of financial stability as
a factor in the formation of the fiscal space of
local budgets and substantiate the methodolog-
ical tools for assessing the financial stability of
local budgets of Ukraine in the medium and
long term.

5. Results and discussions.

The financial sustainability of the local
budget is characterized by various features, the
most commonly interpreted is a set of monetary
funds. Thus, according to G. Polyak, “the level
of local budget sustainability is determined by
the amount of funds needed to ensure minimum
budget expenditures” (Polyak, 2000). 1. Mykyt-
iuk believes that the financial sustainability of
the local budget is a state of set of monetary
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funds in which “the local authority has to de-
velop steadily, providing its financial security
in the conditions of extra level of risk. The con-
ditions of financial sustainability of the local
budget are: balance of revenue and expendi-
tures for development; budgetary autonomy
and solvency, which are characterized by the
ability of the municipal authorities to mobilize
financial resources into the budget without bor-
rowing financial assistance, and to fulfil their
powers fully and in a timely manner ”(Mykyt-
iuk, 2013, p. 87).

Sustainability of the local budget
T. Korytko defines as the state of revenues and
expenditures of the budget, their structures and
dynamics, which provide local governments
with the capability of full, timely and independ-
ent from other budgetary levels fulfilment of
their duties, promotes balanced development of
economy and social sphere (Korytko, 2008,
p. 141-142).

When defining the concept of “financial
sustainability of the local budget”, it is neces-
sary to take into account a set of characteristics
obtained on the basis of a holistic assessment
which includes: balance of revenues and ex-
penditures of the budget; financial capability to
withstand internal and external negative factors
that affect social and economic development;
budgetary autonomy and solvency; the ability
of municipal authorities to provide timely fi-
nancing of entrusted duties while maintaining
their financial security at an additional level of
risk (Bondaruk, 2017, p. 10).

Having studied the approaches to deter-
mining the essence of the financial sustainabil-
ity of the local budget, it should be noted that
today there is no consensus on the interpretation
of this economic category. The content of the
category “financial sustainability of the local
budget” - is understood as a state of balance be-
tween revenues and expenditures of local budg-
ets, which creates the possibility of full, timely
fulfilment of the powers of local governments.

Fiscal extension is defined as the capabil-
ity of the government to obtain and use extra
budgetary resources to achieve a certain goal,

taking into account the restrictions caused by
the need to maintain fiscal sustainability in the
mid- and long-term periods (Yefymenko, 2011,
p. 12).

We propose to analyse the experience of
supporting the sustainable state of public fi-
nances of EU countries. Problems of fiscal sus-
tainability of public finances, as well as meth-
odological approaches to determining the indi-
cators of their evaluation are studied by experts
of the International Monetary Fund and the Eu-
ropean Commission (International Monetary
Fund, 2010; European Commission, 2012).
The main indicators of quantitative analysis of
early warning systems (EWSs) are macropru-
dential supervision. Early warning (a preven-
tive system) is a part of the evaluation system
of financial sustainability used by the Interna-
tional Monetary Fund. The main target of this
system is to generate appropriate indicators that
can be changed mostly before fluctuations in
overall economic activity. As a rule, the early
warning system uses a system of indicators that
are aggregated into a single consolidated indi-
cator of the risk of a crisis (International Mon-
etary Fund, 2010).

The directions of reforms of the local
budget system should be implemented through
management decisions with the reference to en-
suring fiscal space of local budgets and their
sustainability in Ukraine. Meanwhile, it is nec-
essary to take into account the experience of
supporting the sustainable state of public fi-
nances acquired by EU countries. Thus, the Eu-
ropean Commission proposes to use the follow-
ing indicators to calculate the fiscal sustainabil-
ity of public finances: So —sustainability in a
short-term period (current sustainability); S1 -
sustainability in a mid-term period; Sz - sus-
tainability in a long-term period (International
Monetary Fund, 2010; European Commission,
2012).

Indicators S; and S» show a discrepancy
between the projected (fixed period) govern-
ment expenditures and the resource base that
can be used to finance these expenditures. This
discrepancy can be caused by excessive
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government expenditures and limited opportu-
nities to increase their funding. According to
I. Umanskyi, the growth of state revenues is
complicated by the likelihood of slowing eco-
nomic growth, limiting the use of additional
mechanisms to increase indirect taxation, and
public spending increases due to the negative
impact of the aforementioned processes on eco-
nomic growth and the growth of expenditures
on social programs financing as well (Uman-
skyi, 2015, p. 21). The indicator S; is used to
determine the mid-term discrepancy in the sus-
tainability of public finances. It shows the dis-
crepancy between the expenditure and revenue
parts of state administration sector which can
appear for mid-term period.

Indicator S; describes fiscal sustainability
gap, that is, the difference between the ratio of
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revenue as a share of GDP and the amount of
financing needed (relative to GDP), taking into
account all possible revenues to the general
government sector. Determining potential fiscal
discrepancy opportunities projected and addi-
tional (potential) revenues to the general gov-
ernment sector are taken into account. Determi-
nation of fiscal discrepancy also involves the
probable extra expenditures that may arise in
the future (Umanskyi, 2015, p. 22).

In this study, we analyse the prognosti-
cated indices of fiscal sustainability for the mid-
term period of Si, calculated according to the
International Monetary Fund in the EU Mem-
ber States and in Ukraine as well for the period
2014-2030, which characterizes the data on fi-
nancing public expenditures (Figure 1).

[ %]
[
Y
¥
=%

w Indicator of Fiscal Sustainabdilicy

Fig. 1. Fiscal sustainability indicators in the mid-term period S;, in the EU Member
States and in Ukraine (2014-2030), % of GDP

Source: According to the authors (European Commission, 2014).
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The figure shows that for Ukraine the
value of Si is 4.5% of GDP (see Figure 1).

Indicator S1 quantifies the fiscal discrep-
ancy in the mid-term period which should be
eliminated in order to restore the sustainability
of public finances. The higher the value of Si,
the greater the adjustments of the primary
structural balance are needed to ensure their
sustainability (Umanskyi, 2015, p. 21). It is
clear, that for the “red” zone countries the
value of the indicator S; > 2.5 indicates a high
level of mid-term fiscal risk. Ukraine ranks
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third among the countries in the “red” zone,
this indicates a high level of mid-term fiscal
risk. An indicator of S; from O to 2.5 in the
mid-term indicates the average level of fiscal
risk for the “yellow” zone countries, an indica-
tor of S1 less than O indicates a low level of
fiscal risk for the “green” zone countries.

The next step is to analyse the indicator
of fiscal sustainability in the long-term period
of Sy, in the EU Member States and in Ukraine
(Figure 2).

® Indicator of Fiscal Sustinabilicy

Fig. 2. The indicator of fiscal sustainability in the long-term period of Sz, in the EU Mem-
ber States and in Ukraine (2014-2060), % of GDP
Source: Made by the authors according to (European Commission, 2014; Umanskyi, 2015).
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For the “red” zone countries, the value of
Sz > 6.0 indicates a high level of long-term fis-
cal risk (Umanskyi, 2015, p. 253). In the long-
term period, a value of S; ranging from 2.0 to
6.0 indicates an average level of fiscal risk for
countries in the “yellow” zone, and for coun-
tries of the “green” zone a value of the indica-
tor S1 less than O indicates a low level of fiscal
risk. For Ukraine, which ranks first among the
analyzed countries in the “red” zone, the value
of Sz has a twofold increase and exceeds the
limit of the permissible level (S2 > 6,0) and in-
dicates a high level of long-term fiscal risk.
The indicator So demonstrates the sus-
tainability of public finances in the short-term
period. The methodology for determining So
does not measure the quantitative value of the
required budget adjustment as a method for
calculating S1 and S». In calculating So, a sig-
nificant number of macro-financial indicators
are used.
When exceeding the fiscal discrepancy
in indicators established by the government,
measures of fiscal regulation are used to limit

such a discrepancy and to achieve a sustaina-
ble state of public finances.

The methodology to calculate the sus-
tainability of public finances found by the Eu-
ropean Commission is used to calculate the
sustainability of Ukraine’s local budgets in the
mid-term period (S1).

In view of the fact that the indicator Si,
which is used to determine mid-term sustaina-
bility, characterizes the difference between the
ratio of revenue as a share of GDP and the
amount of financing needed (relative to GDP),
first and foremost we analyze the dependence
of changes in local budget expenditure (rela-
tive to GDP) on their own revenue as a share
of GDP based on the construction of the re-
gressive model. The logarithmic trend of sus-
tainability of local budgets in Ukraine in the
mid-term period (S1) is shown in Figure 3. Its
indicators demonstrate a downward trend in
the sustainability of local budgets in Ukraine
in the mid-term period, they showed a decrease
in the degree of sustainability of local budgets
of Ukraine.

indicator 81

Fig. 3. Logarithmic trend of financial sustainability of local budgets of Ukraine in the
mid-term period (S1)
Source: Compiled by the authors based on their own calculations.

However, we consider that the method of
determining the mid-term sustainability dis-
crepancy by characterizing the difference be-
tween the ratio of revenues to budget

expenditures (relative to GDP) is too simplis-
tic. This methodology does not take into ac-
count the indicators of the financial capacity of
the budget, its autonomy, efficiency, debt
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strain and other factors, including changes in
the formation of revenues and expenditures of
local budgets due to the possible prospects for
innovative development in the particular terri-
tory and the possible positive or negative con-
sequences for the development of the territo-
rial community in the conditions of decentral-
ization.

To form an assessment of the possible fu-
ture sustainability of local budgets, we propose
to use a foresight methodology. Foresight (to
predict what will happen or be needed in the
future) is defined as a technology for the prac-
tical application of substantial prediction.

Foresight is widely used in public admin-
istration and in the development of strategies,
projects and programs for regional and local
development (Boothe, 2003). The most com-
mon definitions of foresight are as following:
systematic attempts to evaluate the long-term
perspectives of science, technology, econom-
ics and society, in order to identify strategic ar-
eas of research and new technologies which
are capable to deliver the greatest socio-eco-
nomic benefits; forecasting, technology as-
sessment, research in future and other forms of
foresight are an attempt to identify long-term
trends and coordinate decision-making based
on them (Serohin and Sharov, 2016, p. 127).

The difference between foresight and
other forecasting mechanisms is that, unlike
forecasts that are mostly correlated with fore-
casts of unmanaged events, the potential pro-
spects for innovative development in the par-
ticular territory and the positive consequences
for the development of the territorial commu-
nity are assessed within the foresight.

We believe that the development of stra-
tegic directions for ensuring the long-term fi-
nancial sustainability of local budgets in
Ukraine in the context of decentralization
should be applied with the mandatory use of
foresight for each budget of the territorial com-
munity, district, and region. Taking into ac-
count the uneven social and economic devel-
opment of regions and territorial communities,
foresight development that meets the needs of

each region or territorial community is quite a
challenge. That is why we propose the fore-
sight methodology of financial sustainability
of local budgets based on the use of the Delphi
method and the SWOT-analysis method. This
foresight methodology can be used in the mid-
and long-term periods to calculate the sustain-
ability of local budgets of Ukraine at the level
of regions or territorial communities.

An important condition for the effective-
ness of the foresight is the groups formation of
highly qualified experts who are representa-
tives of government and municipal authorities,
business, scientists, public organizations, who
would be interested in its effective implemen-
tation. Foresight technology consists of a sys-
tem of methods, tools, techniques that are de-
veloped in different scientific fields and allow
not only to anticipate problems of future devel-
opment, but also to influence them, harmoniz-
ing the private interests of different segments
of society (Zhurovskyi, 2015).

Foresight methodology is determined de-
pending on the purpose and objectives, as well
as the industry in which it is used. Foresight is
a system of methods of expert evaluation of
strategic directions of social and economic, as
well as innovative development, identification
of technological breakthroughs that can influ-
ence the development of a region or territory
in the mid- and long-term perspective. The
most common of them are as following: Del-
phi method, SWOT-analysis method, the de-
velopment of events, mathematical modeling,
collective idea generation (“brainstorming”),
regressive analysis, prognosticative extrapola-
tion.

The algorithm for the foresight method-
ology of local budget sustainability using ex-
pert evaluation method (Delphi method), sce-
nario planning methods and SWOQOT-analysis
methods with a certain sequence of its imple-
mentation, with possible scenarios of ensuring
the financial sustainability of local budgets of
Ukraine in the mid- and long-term horizons are
given in Figure 4.
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Foresight methodology of financial sustainability of local budgets

The first stage — Expert Evaluation Method (Delphi Method)

A

V

Defining the Foresight Field; forming an expert group; the goal and the
sphere of use setting; defining the foresight horizon. interviewing
experts; statistical processing of indicators; formation of a “road map”
of the development of the foresight object; decision making by experts

The second stage is the use of the SWOT-analysis method

J

<< N\

The group of experts identifies strengths and weaknesses of the
object, opportunities and threats for the object

The third stage is to use the methodology of possible scenarios forming

\ J

Fourth stage — is to carry out the complex work on foresight of the future
scenario of financial sustainability of the local budget

| |
é . . . o N
Forming of possible development scenarios based on a combination of the
Quaternary method and the Atkinson compass (sustainable development
compass) in a specific sequence

Analysis of the inertial trend of financial stability; identifying key critical
factors that reduce financial sustainability; SWOT analysis of the current state
of financial sustainability; analysis of SWOT-data; identifying drivers of
future financial sustainability based on the Delphi method

The fifth stage is to implement scenarios to ensure the financial sustainability
of Ukraine's local budgets in the mid- and long-term horizons

Fig. 4. Algorithm of the foresight methodology of local budgets financial sustainability

Source: Developed by the authors.

The first stage of researches of the pro-
posed foresight methodology is conducted us-
ing the Delphi method, according to which the
research is carried out in a specific sequence

(determining the field of foresight; forming a
group of experts — experts on the topic; setting
the goal to be achieved by solving the problem;
determining the sphere of the use; determining
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the foresight horizon; setting up a survey form
for experts; inquiry for experts; statistical pro-
cessing of survey indicators to obtain new re-
sults; analysis and correction (if necessary) of
the answer and the conclusion of the group by
each expert of the obtained results; re-pro-
cessing of the inquiry data taking into account
their correction; if necessary re-doing the anal-
ysis and correcting to achieve the consistent
answers (consensus result); forming directions
of primary importance (“road map”) to de-
velop a foresight object; making a consensus
decision by experts based on a collective anal-
ysis of the results obtained).

First and foremost, in the foresight meth-
odology, it is necessary to define the foresight
field, its goal, the scope of the use for forming
a view as to the prospects of local budgets de-
velopment in the future, particularly their fi-
nancial sustainability in the mid- and long-
term period as well. The foresight field out-
lines the project participants and is formed of
several groups, which include specialists in
this field and organizations, institutions that
are directly interested in the foresight imple-
mentation (Serohin and Sharov, 2016, p. 130~
131).

An important part of a foresight organi-
zation is the scope of the use, that is, the plan
of optimal resolution of the project goal (it is
necessary to determine the decisive moments
in community development, what recessive el-
ements are suitable to be transformed into
dominant ones). For example, it is not neces-
sary to predict the prognostication of a signifi-
cant number of indicators that affect the finan-
cial sustainability of local budgets, it is enough
to identify two-three key factors affecting the
financial sustainability of local budgets and for
them the foresight toolkit should be used.

The foresight horizon is a period of time
the fixation of the prognostication results or an
active prediction is oriented to. It is determined
individually, depending on the type of fore-
sight chosen (Serohin and Sharov, 2016,
p. 131). The foresight horizon can be defined
as the maximum number of years of active

prediction. The time horizon involves two pro-
cesses. One of them sets the optimal time hori-
zon and provides prospects, in particular de-
centralization as in our case. The essence of the
second process is to determine the priority di-
rections of the object development, which are
determined in the formation of a “road map”.
Based on the developed roadmap, strategies
and long-term priorities for the development of
territorial communities are formulated, with a
detailed description of the main stages and
possible mechanisms for its achievement.

The second stage of the researches of the
proposed foresight methodology is carried out
using the SWOQOT-analysis method. For this
purpose, a group of experts is formed - experts
of high professional level in the field of local
budgets and social-economic development of
the territorial communities of Ukraine (experts
of group B). This experts team identifies
strengths, weaknesses, object characteristics,
opportunities, and threats to the object. The re-
sults of the SWOT-analysis (no more than two
to four for each group of factors) are used to
work out scenarios for the development of the
territories of Ukraine in the mid- and long-term
time horizons.

At the third stage of researches of the
foresight methodology the technique of con-
structing possible scenarios for ensuring the fi-
nancial sustainability of local budgets of
Ukraine and developing scenarios for its pos-
sible development are used. Scenarios for en-
suring the financial sustainability of local
budgets can be based on a combination of two
methods, such as the quaternary method and
the Atkinson Compass (Sustainable Develop-
ment Compass).

At the fourth stage of researches, a series
of works on the foresight of the future scenario
of financial sustainability of the local budget is
carried out: analysis of the inertial trend of fi-
nancial sustainability is done; key critical fac-
tors that reduce financial sustainability are
identified; SWQOT-analysis of the current state
of financial sustainability is conducted; the
SWOT-examination data for the current state

EKOHOMIi4YHi ropu3oHTHN Ne 2(13)'2020

http://eh.udpu.edu.ua 13



http://eh.udpu.edu.ua/

Economies’ Horizons

ISSN 2522-9273; e-ISSN 2616-5236

of financial sustainability is analyzed; determi-
nant drivers of future financial sustainability
based on the Delphi method are identified.

The fifth stage of researches of foresight
methodology involves the scenarios develop-
ment for ensuring the financial sustainability
of local budgets of Ukraine in the mid- and
long-term time horizons.

The use of the developed foresight meth-
odology of estimating financial sustainability
of local budgets of Ukraine in the mid- and
long-term time horizons permits: to expand the
toolkit of assessment of financial sustainability
of local budgets in the mid- and long-term pe-
riods; to identify risks to the financial sustain-
ability of local budgets and take timely
measures to strengthen certain toolkit to
achieve the goals and objectives; to determine
the effectiveness of the use of existing tools for
assessing the financial sustainability of local

mem The share of local budget revenues in GDP,%%

The scale of cormuption, % of GDP

budgets in the mid- and long-term periods; to
conduct a comparative analysis of the financial
sustainability of local budgets of different re-
gions and territorial communities; it is reason-
able to determine the scenarios for ensuring the
financial sustainability of the local budget and
to evaluate the possibility of increasing its
level of financial sustainability in the mid- and
long-term periods.

Taking into account the fact that most of
key risks of forming fiscal space of local budg-
ets and their financial sustainability are a sig-
nificant shadow sector in the Ukrainian econ-
omy and corruption in the country. Based on
regressive analysis we determine the depend-
ence of changes in local budget revenues on
the volume of the shadow sector in GDP and
the scale of corruption in the economy of
Ukraine based on the development of the re-
gressive model (Figure 5).

4— The share of shadow economy in GDP, %
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Fig. 5. Dependence of changes in the volume of local budgets revenues of Ukraine on the
changes of fiscal space (particularly, the volume of the share of the shadow sector in GDP
and the scale of corruption in the economy of Ukraine)*

*2019-2030 - projected data.
Source: Created by the authors.

The projected assumptions about the fi-
nancial sustainability of local budgets in
Ukraine should be seen as a result of

acceptable estimates of changes in the amount
of local budget revenues in Ukraine from
changes in the fiscal space, accepted

14 http://eh.udpu.edu.ua

Ne 2(13)'2020 EKOHOMiYHi ropu3oHTHN


http://eh.udpu.edu.ua/

Bondaruk T. H., Bondaruk I. S., Dubyna M. V. Financial sustainability as a factor of forming fiscal space

of local budgets

assumptions taking into account the prerequi-
sites for negative impact of risks, in particular
the shadow sector and the scale of corruption
in the Ukrainian economy, and the positive im-
pact of factors such as budget decentralization.

6. Conclusions.

It is substantiated that fiscal space pro-
vides opportunities for local governments to
obtain and use additional budgetary resources
to achieve the goal, taking into account the
constraints caused by the need to maintain fi-
nancial sustainability in the mid- and long-
term periods. The article presents a set of argu-
ments about the feasibility of the use of the
methodology of calculating the financial sus-
tainability of local budgets of the European
Commission in the mid-term period (S1) in the
national practice. Based on the development of
the regressive model, the dependence of
changes in local budget expenditures (relative
to GDP) on their own revenues as a share of
GDP is conducted. The logarithmic trend
showed a downward trend in the sustainability
of local budgets in Ukraine in the mid-term pe-
riod, thus, it demonstrated a decrease of this
indicator. It is proved that the analyzed meth-
odology of the European Commission is too
simplistic to determine the long-term indicator
of financial sustainability of local budgets only
due to the characteristic of the ratio between
revenues and expenditures of the budget (rela-
tive to GDP). This methodology does not take
into account the indicators of the fiscal space
of the budget, its autonomy, efficiency, debt
load and other factors, in particular — changes

in the formation of revenues and expenditures
of local budgets as due to possible prospects
for innovative development in the particular
territory, as well as positive results or negative
consequences for the development of the terri-
torial community in the context of decentrali-
zation.

[t is substantiated that the development of
strategic directions for ensuring the long-term
financial sustainability of local budgets in
Ukraine in the context of decentralization
should be done with the use of foresight for
each regional or territorial community budget.
The foresight methodology of financial sus-
tainability of local budgets based on the Delphi
method, the SWOT-analysis method and the
scenarios development methods is proposed.
This methodology is proposed to use in the
mid- and long-term periods to calculate the fi-
nancial sustainability of local budgets of
Ukraine at the level of regions or territorial
communities. Foresight differs from other
forecasting mechanisms in that, unlike predic-
tions that correlate predominantly with predic-
tions of low-level events, the potential per-
spectives for innovative development in the
particular territory and the positive outcomes
for the development of the territorial commu-
nity are estimated during foresight. Foresight
is a system of methods for expert assessment
of strategic directions of social-economic and
innovation development, as well as the identi-
fication of technological penetration that can
affect the development of a region or territory
in the mid- and long-term perspectives.
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