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Abstract. The authors analyze the European experience of fiscal decentralization in the context of the development of social
protection. Based on the distribution of functional expenditures, countries that have prioritized organization and financial provision
of social protection at the local level have been identified. The authors share the view that the effectiveness of social protection
reforms is largely due to the interdependence of spending on social protection and the reduction of poverty in the country. The
countries that use a relatively small share of GDP expenditure while having low poverty rates after social transfers are the Czech
Republic and Ireland, while such countries as Italy and Greece track high share of GDP expenditure as social transfers and
high poverty rates. The countries that spend much less on social protection in terms of GDP and have high levels of poverty
are Estonia, Bulgaria, Latvia, Romania and Lithuania. An analytical study of the decentralization of incomes made it possible to
find out the differences in the formation of municipal budgets through transferring powers and financial resources to the local
level, as well as different approaches in determining sources of income and financial equalization. Some European countries
still have high centralization of social protection expenditures, such as Bulgaria, Spain, Estonia, the Czech Republic, Portugal,
Slovakia, ltaly, Croatia, Cyprus, Malta, where the share of expenditures on social protection is less than 10% of the local level
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Poland, and Belgium the share of social protection expenditures in structure of the local level expenditures is more than 20%.
The importance of the municipal level in financing social protection expenditures has been established, which confirms the
assignation of the majority of financial resources to support the elderly, families with children and social inclusion.
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CTtopoHsiHCbKa |. 3.

OOKTOP €KOHOMIYHMX HayK, Npodecop, 3acTyrNHUK AMpeKTopa 3 HayKoBOi poboTHy,

LY «lHcTuTyT perioHanbHux gocnigxeHs iM. M. JoniwHboro HAH Ykpaitw», JlbBiB, YkpaiHa

MpyHYMwuH |. M.

KaHanaaT EKOHOMIYHMX HayK, CTapLUMiA HAyKOBWIA CNiBPOBITHWK, BigAin perioHanbHOI hiHaHCOBOT NOMITUKNY,

LY «lHcTUTYyT perioHanbHUX gocnigkeHb iM. M. JoniwHboro HAH Ykpainu», JlbsiB, YkpaiHa

Ay6 A. P.

KaHanaaT eKOHOMIYHUX HayK, AOLEHT, CTapLUMiA HAYKOBUI CNiBPOBITHUK, Biaain perioHanbHoi hiHaHCOBOI NONiTUKMY,

LY «lHcTuTyT perioHanbHux gocnipxkeHb iM. M. JoniwHeoro HAH Ykpainu», JTbsis, Ykpaiqa

Xopra W.

OOKTOp iCTOPUYHUX HayK, Npodecop, AekaH, hakynsTeT Mi>XKHapOAHMX BiHOCKH Ta EBPONENCHKNX CTYqjN,

Opapeiicekuin yHiBepcuteT, Opagea, PymyHis

®dickanbHa aeueHTpani3auis B €Bponi B KOHTEKCTi pO3BUTKY COLliafIbHOro 3axXucTy

AHoOTauif. Y cTaTTi 34iNcHEeHO [OCHIOXKEHHs €BPOMENCbKOro AocBigy (ickanbHOI AeueHTpani3auii B KOHTEKCTI PO3BUTKY
couianbHOro 3axmcTy. Ha ocHoBi posnoginy yHKUiOHaNbHUX BUAATKIB BU3HAYEHO KpaiHW, O Haganu nNpioputeTHE 3HAYEHHS
B NMUTaHHAX opraHi3auii Ta iHaHCOBOro 3a6e3nevYeHHsi COoLiasibHOr0 3axXMCTy NOKaIbHOMY PIiBHIO My6niyHOro ynpasniHHS.
AHaniTnyHe gocnigyKeHHs aeueHTpani3adii 4JOXOAIB [O3BONNAO 3’ACYBaTU BIAMIHHOCTI B (DOPMYBaHHI MyHIiLMNanbHUX GIOOKETIB,
LLIO NonsratoTb SK y nepefadi NOBHOBaXKeHb | (hiHaHCOBMX PECYpPCiB Ha NIOKanbHWIA piBeHb, Tak i B pi3HMLi NigxoaiB 4o BU3HAYEHHS
OKepen HagxopyKeHb i (hiHaHCOBOro BMpIBHIOBaHHA. BCTaHOBNEHO BaXKNMBICTb NOKaIbHOrO PiBHA Ny6i4YHOMO yrnpasniHHA nNpu
(iHaHCYBaHHI B1AaTKiB CoLjianbHOro 3axmcTy, WO NiGTBEPAXYE CNPSAMYBaHHS NEPEBaXKHOI YaCTUHN (PiHAHCOBUX pecypciB Ans
NISTPUMKM NOAEn NOXMNOro BiKy, CiMel i3 AiTbMU Ta couianbHOi IHKIHOSIl.
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Knio4oBi cnoBa: dickanbHa geleHTpanisauis; geueHTpanisauis oxogis; geueHTpanisauis BuaaTkis; MyHiLUMNanbHUN GIOOKET;
couianbHNn 3aXUCT.

CTtopoHsiHcKas U. 3.

OOKTOP 3KOHOMUYECKMX HayK, Npodeccop, 3amecTuTeNb AMPeKTopa Nno Hay4Hon paboTe,

Y «MIHCTUTYT pernoHanbHbix uccnegosaxmnii um. M. JonvwHero HAH YkpauHbi», J1bBoB, YkpanHa

MpyH4YMwnH U. H.

KaHanaaT 3KOHOMUYECKMX HayK, CTapLUMin Hay4HbIA COTPYAHUK, OTAEN PErMOHaNIbHON (PMHAaHCOBOWN MNONUTUKK,

'Y «MIHCTUTYT pernmoHanbHbix nccnegosanuii M. M. JonuwHero HAH YkpanHbl J1bBOB, YKpanHa

Ay6 A. P.

KaHanaaT 3KOHOMUYECKMX HayK, OOLIEHT, CTapLUMA Hay4HbI COTPYAHUK, OTAEN PEernoHanbHOW (hUHaHCOBOM NONUTMKM,

Y «MIHCTUTYT pernoHaneHbix nccnegosanuii M. M. JonuwHero HAH YkpanHbl J1bBOB, YKpanHa

Xopra W.

OOKTOP NCTOPUHECKUX HayK, Npodeccop, AekaH, hakynsTeT MeXayHapOaHbIX OTHOLLEHUIA 1 €BPOMNENCKNX NCCNedoBaHM,
Opapelickuin yHnsepcuteT, Opagea, PymbiHus

duckanbHas geueHTpanusauus B EBpone B KOHTEKCTe pa3BMTUS COLMabHOMN 3aLmThbI

AHHOTaums. B ctaTbe npoBedeHO UccneqoBaHne eBPOMNencKoro onbita PUCKanbHON AeLeHTpanM3aummn B KOHTEKCTE pasBuTus
coumanbHoi 3awmTtbl. Ha ocHoBe pacnpepeneHusi yHKUMOHaNbHBIX PacXOLOB OMnpedenieHbl CTpaHbl, KOTOpble WMET
NPYOPUTETHOE 3Ha4YeHNe B BOMPOCAx opraHu3aumMnm 1 UHaAHCOBOro obecneyeHns coumanbHON 3alyUTbl HA MyHULMNATEHOM
ypoBHe. AHanuMTU4YecKoe uccnefoBaHve AeleHTpannsaumm [OXOAOB MO3BOMAUAO BbISBUTL pasnnyna B OpMUpPOBaHUU
MyHULMNaNbHbIX GIO0KETOB, KOTOPblE 3aK/OYaloTCs Kak B nepegade MofmHOMOYMIA U (DMHAHCOBBLIX PECYPCOB Ha MECTHbIN
YPOBEHb, Tak U B PasnnyHbIX NOAXof4ax B onpefeneHnn NCTOYHNKOB JOXOA0B N (hMHAHCOBOrO BblpaBHMBAHMWS. YCTaHOBMEHO
Ba)>XHOCTb MYHULIMNANBHOIO YPOBHS B (hPUHAHCUPOBaHNM PaCXOAO0B COLManbHOW 3aluUThl, YTO MOATBEPXKAAETCS HanpaBneHnem
6onbLuen YacTn (PUHAHCOBbLIX PECYPCOB AN NOAAEPXKKMN MNOXWUNbIX Ntogeli, Cemen ¢ AeTbMI U COLManbHON NHKIO3UN.
KnroueBble cnoBa: h1ckanbHas feLeHTpann3anms; oeLeHTpanusaums OX000B; AeUeHTpanm3aums pacxonos; MyHULMNabHbINA

6l00)KET; coumanbHas 3awmTa.

1. Introduction

In the context of transformations, decentralization reform
plays an important role in the provision of effective, high-quality
and affordable services. At the present stage when the majority
of European countries follow the policy of strengthening the lo-
cal level in terms of exercising powers in many spheres and the
transfer of relevant financial resources, it is important to study
the positive experience of fiscal decentralization in the context of
the development of social protection. At the same time, it should
be noted that the implementation of best practices in the field of
social protection at the local level is possible only if the similar
processes of fiscal decentralization take place. This determines
the need for a more in-depth study of the European experience
of decentralization of income, decentralization of expenditures
and financial provision of social protection at the local level.

2. Brief Literature Review

The methodological basis of the study is the theory of fis-
cal decentralization, various aspects of which were justified by
Musgrave’s (1956) principle of subsidiarity in the distribution
of public goods and services [1]; the Tiebout model (1956),
which foresees competition between municipalities for the
best provision of public goods and services at a certain level
of taxes [2]; Oates’s concept of fiscal federalism (1972), which
gist is to look at the costs and benefits of decentralized provi-
sion of goods and services compared to centralized ones [3].

The European Charter of Local Self-Government [4] de-
termines that local government authorities, in the first place,
must have financial resources at their disposal, and second-
ly, their volume should be in line with the need for funding po-
wers. As stated in the World Bank Report, these two condi-
tions define local freedom and guarantee the ability of local
authorities to finance the tasks assigned to them by law [5].

Consideration should be given to the potential risks that
may accompany the process of fiscal decentralization in the
context of the development of social protection. As L. Joshua
and Y. Dzhygyr point out, decentralization of responsibility to
local levels of government can, on the one hand, create a gap
between the new spending needs and existing income oppor-
tunities at the local level [6].

Separate aspects of intergovernmental transfers to finance
social protection expenditures are reflected in the studies of
D. Bergvall, C. Charbit, D.-J. Kraan and O. Merk (2006). They
confirm the importance of targeted transfers in terms of ade-
quate financing of social protection at the municipal level [7].

3. The purpose is to identify the opportunities for fiscal
decentralization in the context of the development of social
protection based on the experience of European countries.

4. Results

The outline of the institutional, administrative, territorial
principles of decentralization and the general parameters of
financing social protection in foreign countries are the ba-
sis for defining the features of social protection implementa-
tion in conditions of decentralization with a focus on the mu-
nicipal level. The general parameters of decentralized social
protection system in European countries are accompanied
by sectoral reforms, including social protection. At the same
time, the most successful, in our opinion, are the reforms of
deinstitutionalisation, long-term care of the elderly and the
introduction of integrated medical and social services at the
basic level of the administrative-territorial system. However,
a successful implementation of the model may not be easy to
integrate into the practice of another country, since financial
support largely determines not only the nature of financial re-
lations, but also the possibility of providing social services at
each level of public administration.

In general, European countries are highly differentiated in
terms of social protection expenditures, they spend different
parts of GDP on social protection, and also use different in-
struments to reduce poverty. We share the view of M. Dodlo-
va, A. Giolbas and J. Layb (2018) and A. Barrientos (2010) [8-9]
that the effectiveness of social protection reforms is largely due
to the interdependence of spending on social protection and
the reduction of poverty in the country. It is worth mentioning
the example of the countries that use a relatively small share
of GDP expenditure while having low poverty rates after social
transfers (the Czech Republic, Ireland) and vice versa, there are
countries that track high expenditures and high poverty rates
(Italy and Greece). Another group is formed by the countries
that spend much less on social protection in terms of GDP and
have high levels of poverty: Estonia, Bulgaria, Latvia, Romania
and Lithuania (Figure 1).

It should be noted that the fundamentals of the social pro-
tection system, which have been historically formed in different
countries due to institutional features, may differ significantly
by the predominant part of the state funding (the Beveridge
system) or the concept of social insurance (the Bismarck sys-
tem). In support of this, based on the distribution of incomes
between institutional sectors (Figure 2), we can state that the
largest share of incomes of social insurance funds is observed
in Germany (36.2%), France (45.6%), Finland (31, 1%), Po-
land (34.5%) and Luxembourg (35.5%). At the same time, the
highest financial weight of subnational level in incomes of in-
stitutional sectors (more than 25%) is in Denmark, Sweden,
Finland, Norway and Poland. In such federative countries as
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Germany (36.2%), Spain (25.2%), Austria (25.8%), Belgium
(29.3%), a significant proportion of subnational income is lo-
calized at the regional level as a whole.

In Table 1, based on the grouping of countries by sub-sec-
tors of general government (sub-national level and social in-
surance funds), groups of countries that use different sources
of financing of social protection are represented. For example,
in Denmark, Sweden and Norway, despite the significant ag-
gregate subnational income, there is virtually no income from
social contributions in the public administration structure,
which reflects the peculiarities of financing social protection
systems mainly through taxes. A group of countries that have
successfully used a mixed system of social security financing
and have given greater weight to such expenditures at the
subnational level are of the highest interest. These countries
include France, Poland, the Netherlands, Finland and coun-
tries with a federal system - Germany, Austria and Belgium.

European countries have different approaches to the or-
ganization and use different mechanisms of social protection
financing at local level. The process of decentralization plays
a significant role in the issues of effective regulation and fi-
nancing of social protection at different levels of govern-
ment. Traditionally, three types of decentralization are distin-
guished: administrative (deconcentration, delegation, and de-
volution), political and financial (fiscal). Fiscal decentralization
is the transfer of financial resources in the form of tax and

30.0

%
25.0

10.0
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mmm Share of social expenditures in % of GDP

non-tax revenues, capital operations, as well as intergovern-
mental transfers to lower levels of government, in accordance
with the powers conferred on each level of public administra-
tion [13].

The processes of fiscal decentralization in European coun-
tries, as a part of the strengthening of the local level, are ac-
companied by the consolidation of incomes at the local level
(local taxes and / or share of national taxes) and the distribu-
tion between different levels of public administration of trans-
fers, which testifies to different degrees of fiscal decentraliza-
tion of incomes.

The opportunities for fiscal decentralization in terms of fur-
ther financing of social protection at the local level are large-
ly determined by the type of taxes, the availability of other
sources of own income and the nature of intergovernmental
transfers (targeted or general). The assessment of sources of
financial resources of the local level of public administration
indicates that European countries use different sources of in-
come at local level (Table 2).

The presence of a rather strong local level allows us to as-
sume that adequate social protection funding can be provi-
ded at this institutional level. However, local self-government
bodies, even in the presence of financial resources, are not
always inclined to direct them to financing social protection.
In addition, some European countries are characterized by a
greater centralization of social protection expenditures. As a
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Fig. 1: Share of expenditures on social protection in GDP and poverty rate, as of January 1, 2017, %
Source: Compiled by the authors based on [10-11]
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result, in a number of European countries (Bulgaria, Spain, Es-
tonia, the Czech Republic, Portugal, Slovakia, Italy, Croatia,
Cyprus, Malta), the share of the expenditures on social protec-
tion is less than 10% of the local level expenditures (Figure 3).

An analysis of the expenditure distribution at the local
level indicates a higher priority of social protection expendi-
tures in Denmark, the UK, Germany, Ireland, Norway, Swe-
den, the Netherlands, Iceland, Austria, Poland, and Belgium.
The share of social protection expenditures in these countries
is more than 20% in the structure of the local level expendi-
tures. At the same time, in Germany, Ireland, Norway, Swe-
den, Iceland, and Belgium more than a half of these expen-
ditures are provided at the expense of own revenues of sub-
national budgets. Conversely, in Denmark, the UK, the Ne-
therlands, Austria, and Poland, the predominant way of social
protection financing is the transfers from other levels of pub-
lic administration.

WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS

An analysis of local level expenditures on functions allows
us to conclude that countries spend the financial resources al-
located to social protection differently (Figure 4).

Thus, the support for the elderly and social exclusion is tra-
ditionally characteristic for the Scandinavian countries. Post-
socialist countries (such as Latvia, Estonia) are more diversi-
fied in the financing of social protection at the municipal level;
the priority areas of municipal expenditures of such countries
are support for the elderly, social inclusion and support for
families with children. Somewhat different from the general
context is Poland, which, at the municipal level, spends the
majority of social protection expenditures on support for chil-
dren and families.

5. Conclusions

Thus, the experience of European countries suggests that,
in the face of obvious differences in existing approaches to fi-
nancing of social protection at the local level, it is important to

Tab. 1: Grouping of countries by share of individual sub-sectors in European countries, as of January 1, 2017,%

Subnational level
[1-11.3] [11.4-22.7] [22.8-34.1] [34.2-45.5]
Social |[0-11.3] Ireland, Malta United Kingdom Czech Republic, Norway | Denmark, Sweden
security |[11.4-22.7] - Estonia Iceland, Latvia -
funds [/22.8-34.1] Cyprus Hungary, Portugal, Slovakia, Bulgaria Italy, Netherlands, Belgium,
Slovenia, Lithuania, Croatia, Romania Finland, Austria Spain
[34.2-45.6] | Greece, Luxembourg France Poland Germany

Note: The countries that belong to the group with the highest share of social protection expenditures at the municipal level

are marked with bold black

Source: Compiled by the authors based on [12]

Tab. 2: Sources of local income in certain European countries

Grants / transfers

Tax revenue

Earmarked General Shared Own-sources
1| Social grants Local government funds PIT, VAT Local business taxes
(Nordic countries, (France, Belgium, Denmark, Italy, Portugal, (Belgium) (Germany, Luxembourg, Italy,
Netherlands) UK, Netherlands, and Norway etc.) Spain, Austria, France, etc.)
2| Healthcare grants Equalization Funds PIT Business property rates
(Spain, Italy, Sweden) | (Iceland, Sweden, Finland, etc.) (Norway, Italy) (Australia, UK)
3| Social housing Shared taxes considered as grants PIT and CIT Property tax

(Ireland, Hungary) (Austria, Slovak Republic, Estonia)

(Poland, Switzerland) | (in almost all countries)

4| Infrastructures
(Estonia, Ireland)

Source: Compiled by the authors based on [14-15]
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Fig. 3: The structure of incomes and the share of expenditures on social protection of the local level
in European countries as of 01.01.2017
Source: Compiled by the authors based on [10; 16]
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identify the features of income generation and distribution of

expenditures at this level of public administration. Summing

up the above, it should be noted:

1. The differentiation of European countries by the level of ex-
penditures on social protection is accompanied by the in-
terdependence of the social protection expenditures and
the reduction of poverty in the country. With the use of

Social protection n.e.c. ) o
4%'\ Sickness and disability

R&D Social protection 1%
0% Old age
33%

Social exclusion n.e.c._} Survivors
52% 0%
Family and children
Housing 9%
1% Unemployment
0%
a) Belgium
R&D Social protection Social protection n.e.c.
0% 1%

Social exclusion n.e.c.
9%

Sickness and disability
5%

Old age

7%

Housing
2%

Survivors

Unemployment 0%

2%

Family and children

74%
b) Poland
R&D Social protection Social protection n.e.c.
0% 7%
Sickness and disability
18%

Social exclusion n.e.c.
23% N

Old age
Housing 24%
6%
Unemployment .
1% Survivors
. . 3%
Family and children
18%
¢) Latvia

Social protection n.e.c.
R&D Social protection 6%
0%\ Sickness and disability

o)
Social exclusion n.e.c. 14%

17%
Housing
3% Old age
Unemployment 35%
3%

Family and children
21% Survivors

1%
d) Estonia

Fig. 4: Structure of expenditures of social protection at the local level
in some European countries as of January 1, 2017, %
Source: Compiled by the authors based on [10]

different funding models and tools to reduce poverty, the
most interesting is the experience of the countries with the
lowest or acceptable levels of poverty.

2. Based on the analysis of institutional sector incomes, it can
be concluded that many European countries succeeded in
building a mixed system of social protection financing. It is
established that the differences of the chosen model of fi-
nancing essentially determine the parameters of financial
provision of social protection at the local level. So, firstly, a
higher proportion of sub-national level in institutional sector
income positively correlates with expenditures of local go-
vernments on social protection, and secondly, in the coun-
tries that use the model of social protection budget provi-
sion, there are also higher social protection expenditures at
the local level.

3. Under conditions of fiscal decentralization, not all Euro-
pean countries have given a dominant role in the organi-
zation and financing of social protection to the local level.
In the countries characterized by a higher level of distribu-
tion of expenditures for social protection at the local level,
their provision takes place with a predominance of both tax
revenues and transfers. Diversification of social protection
expenditures at the local level in European countries is ac-
companied by greater support for families with children, the
elderly and people at risk of social exclusion.
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