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BUDGET EXPENDITURE MANAGEMENT
IN CONDITIONS OF DECENTRALIZATION
ON THE EXAMPLE OF UKRAINE

The object of this research is budget expenditures. The limited financial resources are typical for most countries
of the world, therefore, it is important to find and improve the ways of forming and implementing the budgetary
policy of the state at every stage of the budgetary process. The budget of any country reflects important economic
and social aspects of the life of society as a whole and each person individually. Of course, the budget is a power-
Jul regulator of the main economic processes. One of the most problematic areas is ineffective and inefficient use
of budget expenditures. Therefore, this study is aimed at developing practical recommendations for optimizing the
process of managing budget expenditures in the context of decentralization to ensure sustainable socio-economic
development of the state. To achieve this aim, the author used the problems of managing budget expenditures on
the example of Ukraine in the context of the introduction of decentralization processes in the country.

The research used the methods of scientific abstraction, systems approach, grouping and classification.
1o determine the integrated indicator of the efficiency of budget expenditures management at the level of a bud-
getary institution, society, region, state, a statistical method was used that reflects the correlations of the constitu-
ent indicators. To optimize the process of managing budget expenditures, which is considered as a cycle of public
policy, two main approaches are proposed. First, a change in the concept of budget expenditures management —
a transition from the consumption budget to the development budget, which will allow achieving sustainable eco-
nomic development in the long term. Secondly, it is proposed to introduce an assessment of the effectiveness of
budget expenditure management by calculating an integrated indicator, consisting of all components that reflect
the effectiveness of the budgetary policy being implemented.

Thanks to the proposed methodology, it is possible to timely adjust the policy for managing budget expenditures
in the event of an unsatisfactory value of the integrated indicator of the effectiveness of managing budget ex-
penditures. This provides the advantage that such an adjustment will have a positive ef fect, since it will be carried
out both at the level of a budgetary institution, society, region, and the state as a whole.
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1. Introduction

A well-balanced and planned budget policy should
contribute to the sustainable and effective socio-economic
development of the state, the main task here is to con-
stantly improve the efficiency of the use of budget funds,
the transition from maintaining institutions to providing
high-quality services to the population.

All over the world, the problem of the most efficient
use of the limited financial resources of the state is sharply
raised. This issue is especially relevant in the face of the
challenges of our time (economic crises, political confronta-
tions, military conflicts, pandemics). Therefore, economists,
scientists, specialists of each country are constantly look-
ing for ways to rationalize the use of budgetary funds.

On the example of Ukraine, this paper highlights the
ineffective use of budget funds and substantiates the need
to improve the budget expenditure management policy.
Measures are proposed that, according to the author, will
increase the efficiency of the use of budgetary funds and
help to timely respond to negative steps in budgetary
policy at the level of an institution, society, region, state.

The imperfection of the budget expenditure management
system in Ukraine is evidenced by: an increase in the cost
of servicing the public debt (at the beginning of 2010,
the total public debt was 34.7 % of GDP and the cost
of servicing it was 3.2 % of the total expenditures of the
consolidated budget, and by the end of 2020 year — 60.8 %
of GDP and 7.6 % of expenditures, according to [1, 2]).
A negative trend is the failure to fulfill the strategic goals
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and objectives declared in the main program documents
of the state.

One of the important indicators of an imperfect bud-
getary policy is the impoverishment of the population
of Ukraine (the population with an average per capita
equivalent total income per month below the actual sub-
sistence minimum in 2014 amounted to 16.7 % of the
total population, and in 2020 — 23.1 % [3]).

Ukraine ranked forty-ninth among 74 developing coun-
tries, according to the index of inclusiveness of economic
development, assesses the degree of prevalence of posi-
tive effects of economic growth on all segments of the
population [4].

The issue of efficiency in managing budget expenditures
is especially relevant in the context of decentralization in
Ukraine, which began at the end of 2014. On June 12, 2020,
the Cabinet of Ministers of Ukraine adopted 24 orders to
determine the administrative centers and approve the ter-
ritories of the regions’ communities. As a result, 1439 ter-
ritorial communities were created in the country (excluding
territorial communities in the uncontrolled territory within
the Donetsk and Luhansk regions), 10,977 territorial com-
munities were united in them, the number of inhabitants
of which totals 38.1 million [5]. In the context of ensur-
ing financial decentralization of local authorities, there is
a need to optimize budget expenditures.

Analysis of the formation of indicators of the expendi-
ture side of the budget indicates the need to improve ap-
proaches to the distribution and use of the limited resource
of the state. Therefore, the feasibility of conducting re-
search on the management of budget expenditures, namely,
their distribution, the formation and implementation of
budget programs, the introduction of an assessment of
the effectiveness of budget expenditures management
is undoubtedly relevant and has practical and scien-
tific interest.

The object of research is the budget expenditures of
Ukraine. The aim of research is to develop practical recom-
mendations for optimizing the process of managing budget
expenditures in the context of decentralization to ensure
sustainable socio-economic development of Ukraine.

2. Methods of research

At all times, many scientists have been solving the
problem of optimizing the use of budgetary funds.

Among the significant studies of scientists in the field
of public finance [6—8], the problems of rationalizing the

use of a limited state resource were studied. Leading scien-
tists carried out a scientific search for ways to achieve
a balance between the revenues and expenditures of the
budget [9, 10]. New options for optimizing budget expen-
ditures in modern realities and conditions of economic
development are proposed [11-13].

In the studies [14—16], the level and features of the
decentralization of the financial system were studied, and
the financial viability of the united territorial communi-
ties was assessed.

To achieve the set goal of the study, general scientific
and special methods and approaches were used. Methods
of scientific abstraction, systems approach, grouping and
classification are used to reveal practical aspects. And also
the definition of factors influencing the decision-making
process in managing budget expenditures and criteria for
assessing the effectiveness of budget expenditures man-
agement, developing proposals and recommendations for
optimizing the process of managing budget expenditures
in Ukraine. To determine the integrated indicator of the
efficiency of budget expenditures management at the level
of a budgetary institution, society, region, state, a statisti-
cal method was used that reflects the correlations of the
constituent indicators.

3. Research results and discussion

Despite the processes of decentralization in Ukraine,
there is a high level of centralization of budgetary resources.
In the structure of revenues (excluding interbudgetary
transfers), the share of the state budget is about 80 %
in the structure of expenditures (excluding interbudgetary
transfers) — up to 60 % [2]. Therefore, considerable at-
tention is paid to the study of the expenditure side of
the state budget. In Ukraine, the orientation of budget
expenditures on consumption is characteristic (develop-
ment expenditures are: up to 10 % for the state budget
and up to 20 % for local budgets); low level of public
investment. In particular, Table 1 shows the dynamics of
state budget expenditures on science and economic activity.

Analysis of the structure and dynamics of expenditures
indicates that expenditures in these areas are catastrophi-
cally low. Developed countries pay more attention to the
development of science, and the share of spending on its
financing is on average about 3 % of GDP. Indeed, in the
modern world, science and innovation play an increasing
role in the development of the state and society, meeting
the needs and improving the quality of life of people.

Share of state budget expenditures on economic and scientific activities in 2010-2021 on the example of Ukraine* Teble 1
Function | CFC |2010[2011|2012[2013|2014]2015|2016]2017|2018]2019]2020] 2021 (plan)
Economic activity:
Expenses, USD billion 0400, 45|56 |62|52|29 |17 (12|18 |23 |28 63 3.5
Share in the 5BU total expenses, % 119(134|125|102| 80 |64 | 46 | 56 | 6.5 | 6.7 [13.1 7.3
Share in GDF, % incl. 0480 3334 |35|28|22|19 (13|16 |18 18|40 2.2
Scientific activity (fundamental applied research and development):
Expenses, USD billion 0150, 0250, 0370, 0480, 0.6 {0.67|0.81|0.75|0.45|0.24(0.21|0.26 |0.32 | 0.34 | 0.35 0.44
Share in the 5BU total expenses, % | 0530, 0630, 0750, 0840, | 16 |16 (16| 15|12 |09 |08 |08 |08 | 08|07 0.9
Share in GDF, % 0380, 1080 04(04|05|04|03|03|02|02|02]|02]02 0.3

Note: * — developed on the basis of data [2,3]; CFC — code of functional classification of expenses; SBU - State

Budget of Ukraine
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In managing budget expenditures in Ukraine, it is neces-
sary to completely change the concept of this process.
Focus on investment and innovative development is the
basis for the country’s successful development; the tran-
sition from the consumption budget to the development
budget is the key to economic growth.

To gradually reduce the public debt, and, accordingly,
the cost of servicing the public debt, increase the cost
of science and economic activity, let’s propose to carry
out such unpopular temporary measures (for a period of
5 years) under unchanged conditions for filling the revenue
side of the budget:

— reduction of expenses of the general fund of the
state budget for all budget programs (expenses for the
next budget period should be left at the level of cash
expenses of the previous year, in subsequent years —
to increase expenses by 10 % per year). Under the
current cost management policy, the estimated annual
cost growth averages 15 %;

— direction of 10 % of own revenues of budgetary in-

stitutions to pay off debt (with an annual growth of an

average of 15 % of own revenues under the code 250100);

— reduction of other expenditures of the special fund

of the state budget (annually expenditures grow by an

average of 15 %, it is proposed to ensure an increase
of 5 % per year);

— reduction of expenses on subsidies to the population

by 15 % annually;

— reduction of the cost of servicing debt, provided

that 5 % of the total debt is repaid annually and there

are no other debt obligations.

In approximately 5 years, an additional 1.0 USD bil-
lion can be allocated to pay off debt and invest in the
economy. In particular, it is proposed to approve spending
on science in the amount of 3 % of GDP; expenditures
on economic activity and capital expenditures should be
increased annually by 40 %, and the total public debt
should be reduced to 33.9 % of GDP. Due to the gradual
creation of jobs, an increase in the income of the popula-
tion, a change in the approach to the payment of subsidies,
the costs of subsidies will decrease. Mandatory long-term
measures, simultaneously with the reorientation of expen-
ditures, are necessary measures to create conditions by
the state for increasing economic activity in society and
tough measures to overcome corruption.

It is imperative that we consider it necessary to introduce
an assessment of the effectiveness of budget expenditures
management according to a certain list of indicators, to form
areport on such an assessment with the obligatory requirement
to revise the policy in managing expenditures in the event of its
low efficiency. Table 2 identifies indicators (quantitative mea-
sures) of the effectiveness of budget expenditures management.

Tahle 2

Indicative list of indicators for assessing the effectiveness of budget expenditure management*

Budgetary institution level Community level

Regional level At the state level

Community budget execution for each
budget program

Budget execution for each budget
program

Execution of the budget of the

. . Budget execution
region (region)

The level of achievement of indica-

tors of the main result (effect) for
each budget program

Share of transfers in the community
budget

Index of physical volume of gross
regional product (in prices of the
previous year, percent)

Approved medium term budget
declaration

The level of achievement of cost
savings for each budget program

Local budget forecast for the medium
term is accepted

Gross regional product per person

State budget of Ukraine was ap-
proved on time

Level of achievement of medium-term
and strategic goals of the institution

Community budget approved on time

Number of jobs created in the
region

The number of changes made to the
State Budget of Ukraine

The proportion of not achieved
performance indicators (less than
60 % of implementation) and justifi-
cation of the reasons

The number of changes made to the
community budget

Number of regional investment
projects introduced

State budget deficit

Number of violations of budget
legislation revealed

Share of capital expenditures in the
community budget

Regional human development
index

State budget expenditures as a GDP
percentage

Number of sanctions applied for
violation of budget legislation

Community per capita income

Level of achievement of strategic
goals (from regional strategic
documents)

Total government debt as a GDP
percentage

The strategic plan of the institution
was approved

The number of investment projects that

are introduced in the community

GDP per capita

Share of capital expenditures

Number of newly created infrastructure

facilities

Share of transfers to local budgets in
the structure of expenditures

Number of public meetings held on
community budget use

Share of capital expenditures

The number of the community's
proposals taken into account in the
community budget

Spending on science as a GDP
percentage

The level of satisfaction of the commu-

nity with the quality of administrative
services (survey)

Level of achievement of strategic
goals (by industry, in-state strategic
documents)

Number of sanctions applied for viola-
tion of budget legislation

Ukraine’s place in international rank-
ings (index of economic freedom, index
of prosperity, index of competitiveness
of ahility, budget transparency)

Note: *

— compiled by the author
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The proposed list is not ex-
haustive and can be supplemented.
It can be unified, but it will be
clarified as society develops and
innovations are introduced in le-
gislation. In order to assess the
effectiveness of the budget ex-
penditure management process for
each indicator, it is necessary to
develop a scale with assignment of
points. With this planned value of
the indicator, the upper scale (the
highest score) corresponds.

At the same time, let’s propose
to calculate an integrated indica-
tor of the effectiveness of budget
expenditure management for the
corresponding period at the level
of an institution, society, region,
state. To do this, each indicator
must be assigned a specific weight
(using the method of expert as-
sessments) and calculate such an
indicator using the formula:

where I — integrated indicator of
the efficiency of budget expendi-
ture management; k; — the weight-
ing coefficient of the i-th indicator
(criterion) Zki =1, N — number
of indicators (criteria); I, — actual
value of the indicator — the score
obtained according to the scale;
I — planned value of the indica-
tor — the maximum score of the
scale for the indicator.

A general assessment of the ef-
fectiveness of the budget expendi-
ture management process can then
be carried out according to Table 3.
The revision of the budget expen-
diture management policy should
be carried out with the assessment
«no» or <slightly effective».

To test the proposed methodo-
logy, an integrated indicator of the
efficiency of state budget expendi-
ture management was calculated
using the example of Ukraine based
on the results of 2019 (Table 4).

The implementation of the
state budget in 2019 is 95.2 %
of the planned assignments. Ex-
penditures amounted to 20.5 % of
GDP. The share of capital invest-
ments in 2019 is 7.1 % of the total
cash expenditures. The share of
spending on science was 0.22 %
of GDP. The share of transfers in
the total volume of state budget
expenditures in 2019 is 24.2 %.

I55N 2664-9969

Tahle 3

Numerical and qualitative value of the integrated indicator for assessing the effectiveness

of budget expenditure management*

Numerical value

Performance assessment

Ouelitetive essessments (or effective cost management)

Assessment result

Less than 0.5

«Unsatisfactory execution» | «Not»

Cancellation of policy

Greater/equal to 0.5,
but less than 0.75

«Satisfactory execution» | «Moderately effective»

Revision of policy

More/equal to 0.75,
but less than 1

«Good execution» «Largely effective»

Adjustments to some
activities

Exactly 1

«Full execution» «Yes»

Policy unchanged

Note: * — compiled by the author

Tahle 4
Assessment of the effectiveness of state budget expenditure management on the example
of Ukraine based on the results of 2019*
. Indicator
Indicators Scale Score - Index
weight
Up to 50 % - O points
Execution of the From 50.1 % to 70 % — 1 point
ctate budget From 70.1 % to 80 % — 2 points 4 0.025 |4/4-.0.025=0.025
g From 80.1 % to 90 % — 3 points
From 90.1 % to 100 % — 4 points
Approved medium | Yes — 4 points
term budget dec- | Yes, but in violation of the terms — 2 points 0 0.025 0/4-0.025=0
laration No - O points
The state budget of Yes — 4 points
Ukraine was ap- N po 4 0.025 |4/4-.0.025=0.025
. o — 0 points
proved on time
E}}ll:nnggnl;f: dgf to From O to 5 — 4 points
g From 6 to 10 — 2 points 4 0.025 |4/4.0.025=0.025
the State Budget of ;
; More than 10 — O points
Ukraine
State budget deficit | Up to 1.5 % of GDP — 4 points
as a GDP percent- |From 1.6 % to 3 % — 2 points 2 0.1 2/4-0.1=0.05
age More than 3 % of GDP — O points
State budget ex-
penditures (exclud- | Up to 20 % of GDP - 4 points
ing interbudgetary |From 20.1 % to 30 % — 2 points 2 0.05 2/4-0.05=0.025
transfers) as a More than 30.1 % of GDP — O points
percentage of GDP
Total government Up to 35 % of GDP — 4 points
From 35.1 % to 50 % — 3 points _
Szﬂ:i a GOP per- From 50.1 % to 59.9 % — 2 points 2 0.1 2/40.1=0.05
g More than 60 % of GDP — O points
More than 35,000 USD - 4 points
From 20,000 USD to 34,999 USD - 3 points
GDP per capita From 10,000 USD to 18,999 USD - 2 points 1 0.1 1/4-0.1=0.025
From 3,000 USD to 9,999 USD - 1 point
2,999 USD - O points
Share of transfers o .
to local budgets Ep o } [[]I 1/u[y— 14 glamut/s % noint
in the structure of | oo™ o0 ol 20 0 o noe 2 0.1 2/4.0.1=0.05
state budget expen- | 11 on S50 70 o o — ¢ points
di More than 30.1 % — O points
itures
. From 0 % to 10 % — O points
Share of capital | prom 10.1 9% to 20 % - 2 points 0 02 040220
tntI;I axpenditures From 20.1 % to 30 % — 3 points ' o
P More than 30.1 % — 4 points
Up to 0.5 % of GDP — O points
Spending on From 0.51 % to 1 % — 1 point
science as a GOP | From 1.1 % to 2 % — 2 points 0 0.2 0/4-0.2=0
percentage From 2.1 % to 3 % — 3 points
More than 3.1 % of GDP — 4 points
- . From 1 to 20 places — 4 points
:lj'lkeréi‘;ll::ri:tliziilm From 21 to 50 places — 3 points
. .. | From 51 to 80 places — 2 points 1 0.05 1/4.0.05=0.0125
ranking Prosperity F 81 to 120 ol 1 noi
Index TOm to places — 1 point
After 121st place — 0 points

Integrated indicator of the effectiveness of cost management (I)

0.2875

Note: * - the

calculations were compiled by the author on the basis of [1-3, 17-19]
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The state budget deficit amounted to 1.96 % of GDP,
and the total public debt — 50.3 %. GDP per capita was
3,659.8 USD. In the international ranking of the Prosperity
Index in 2019, Ukraine took 96th place out of 167 countries.

The budget declaration for 2019—-2021 was not approved.
The Law of Ukraine «On the State Budget of Ukraine» was
adopted on November 23, 2018. During the year, changes
were made to it 4 times.

Thus, the integrated indicator of the efficiency of state
budget expenditure management in 2019 is 7=0.2875, the
value of which indicates unsatisfactory performance and
the need to reverse the policy course.

Taking this into account, the government, when draw-
ing up the draft state budget for the next budget periods,
should have taken a package of measures to change the
course of budgetary policy to improve its effectiveness.

In this methodology for assessing effectiveness, it is im-
portant to determine a stable list of indicators, the specific
weight of each of them and the scale for determining points
directly, therefore, in the future, this methodology requires
further research. Of course, at the institution level, such
an assessment of the effectiveness of budget expenditure
management will be more indicative, since it will cover all
aspects of the activities of a budgetary institution and identify
indicators where the influence of other factors is insignificant.

4. Conclusions

The necessity of changing the concept of budget expendi-
tures management is substantiated — the transition from the
consumption budget to the development budget, the focus
on innovative and investment development of the state and
the corresponding direction of funds for certain priorities.

It is proposed to introduce an assessment of the efficiency
of budget expenditures management by calculating an inte-
grated indicator for timely adjustment of the expenditure
management policy. The main goal of the above described
technique is not a simple counting of numbers, but a guide
to action. If the integrated indicator indicates the need
to revise the policy, then it is imperative to develop and
implement measures to adjust it. Therefore, it is advisable
to legislatively regulate the issue of assessing the effective-
ness of budget expenditure management at the state level.

An important aspect is that the assessment of the ef-
fectiveness of budget expenditure management at the level
of the community, region, state should be carried out by
an independent organization from among experts and expe-
rienced economists, which will provide analytical support
for the Ministry of Finance of Ukraine, macroeconomic
forecasts of economic and social development. The func-
tion of assessing the effectiveness of budget expenditure
management should be assigned to the same institution.

The measures outlined in the work will change the ap-
proach to the vision of the concept of «budget expenditures
management» and consider the definition not just as a process,
a set of methods and tools. It is proposed to consider the
management of budget expenditures as a state policy in the
field of organizing effective, rational and efficient distribution
and use of budgetary resources in order to achieve the strategic
goals of the socio-economic development of the state. State
policy is defined as a system of actions, regulatory measures
relating to certain areas of activity of executive authorities.

The formation and implementation of state policy has
a cycle of functioning: definition, regulation by regulatory

legal acts, implementation plan, monitoring, assessment
and revision. After all, public policy making is an ongo-
ing process with feedback mechanisms. Verification and
assessment are essential for the functioning of this system.
That is why let’s emphasize the importance of assessing
the effectiveness of budget expenditure management as
a state policy. This is especially important now, when changes
in society are very dynamic and require the search for
new, effective and efficient ways to solve social problems.
Possible areas for further research could be:
— improvement of the proposed methodology for assessing
the effectiveness of budget expenditure management in
terms of developing unified indicators for assessing effi-
ciency at the level of an institution, society, region, state;
— development of a mechanism for assigning weight-
ing factors for each of the indicators and a scoring ma-
trix (scale) for each of the indicators.
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