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Zhanna Harbar
FISCAL POLICY UNDER ECONOMIC TRANSFORMATION

The processes of financial globalization increase the relevance of studying and
analyzing the experience of fiscal policy formation in developed and transformational
economies. The world practice and theoretical studies indicate the effectiveness of using
modern management techniques to ensure sustainable economic development. The
functioning of public finances is designed for the mid-term and is realized through the
development and adoption of medium- and long-term financial strategies of the state and
fiscal consolidation plans.

Fiscal policy as one of the most important instruments for coordinating economic
activity of a state creates conditions for redistribution of financial resources in the
national economy on the principles of rationality and efficiency as well as compliance
with the economic policy implemented in the country. In order to stimulate the
development of productive forces and promote scientific and technological progress in
the context of the transformation of the economy, it 1s worthwhile to use fiscal regulation
aimed at providing structural and innovation restructuring of the economic system. Thus,
the fiscal mechanism for implementing a state policy to stimulate a stable growth, even
in the most liberal models of national economies, such as the US and the European
Union, plays a leading role in the state regulation of the economy. State expenditures in
this case play a significant role in the structure of investment in fixed assets and have a
side effect on the real sector of the economy.

In order to systematize approaches to the functioning of fiscal policy in countries
with developed and transformational economies, comparative, statistical and factor
methods are used. By means of employing methods of scientific abstraction and
synthesis, the priority directions of the budget policy as a tool of state financial
regulation are determined. The set of methods and approaches applied in the work
allowed to realize the conceptual unity of the research.

The budget policy of the European Union is implemented on the basis of generally
accepted principles of effective state financial regulation: the principle of unity and
budget accuracy requires the inclusion and coverage of all EU incomes and expenditures
in a single legal document; the principle of timeliness or periodicity implies the adoption
of a budget for one budget year and the use of planned financial resources for the current
financial period during it; the principle of equilibrium is characterized by the equality of
income and expenditure part of the budget; the principle of the unit of account involves
the use of a single currency in the planning and execution of the budget; the principle of
universality determines the use of the general income for the implementation of general
budget expenditures, with the exception of a limited number of revenues allocated for
specific purposes; the specification principle characterizes the allocation of financial
resources for a specific purpose solely; the principle of sound financial management is
based on the principles of economic feasibility, efficiency and effectiveness; the
principle of transparency (openness) involves ensuring free access and reliability of
information on budget accounts and the stages of implementation of budgetary
regulation. The formation of the revenue part of the EU budget is based on contractual
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constraints on the absence of a deficit, i.e. the covering of all expenditures on income
received, and the establishment and agreement of the maximum cost of the European
Union.

The peculiarities of the EU finances lie in the fact that they are formed entirely at
the expense of their own financial resources, without limiting other types of sources, and
their direct collection and transfer to the EU budget is directly committed by the
participating countries. In order to maintain budgetary discipline, the European Union
does not make any decisions that may have significant budgetary implications without
providing guarantees regarding the possibility of financing within the Union’s own
funds. That 1s why the principle of balance of revenues and allocations for a budget year
is very important. Borrowing to cover any budget deficit that may arise is incompatible
with the EU’s own resource system.

TABLE 1. SPECIFIC WEIGHT OF THE MAIN BUDGET INDICATORS OF THE EUROPEAN
UNION IN GROSS DOMESTIC PRODUCT, %

2004-2008 | 2009-2013 [ 2014-2018 | 2004-2018
General government 43.4 44.2 44.8 44.1
Central government 23.6 23.4 23.8 23.6
State government 4.1 4.4 4.6 4.4
Local government 10.9 11.4 10.9 11.1
General government 45.5 49.2 46.5 47.1
Central government 25.6 27.7 25.6 26.3
State government 4.3 4.8 4.7 4.6
General government 11.0 11.7 10.8 11.2
General government 2.9 5.0 1.7 2.9
Central government 2.0 4.3 1.8 2.7
State government 0.1 0.4 0.1 0.2
General government 43.4 44.2 44.8 44.1

Source: compiled by the author based on Eurostat Data Access Mode:
http://ec.europa.eu/eurostat/data/database

The dynamics of the general budget revenues of the European Union is
characterized by an increase from 43.4 per cent for the period of 2004-2008 to 44.2 per
cent in the years 2009-2013 and to 44.8 per cent in the years 2014-2018. For the period
of 2004-2018, the average value of this indicator was 44.1 per cent, which is a very
significant value and the one that corresponds to the general trends of development of
the EU member-states. According to the indicators of the redistribution of the gross
domestic product through the state budget revenues, three models of budget relations can
be distinguished: the first model — the share of budget revenues in a country’s GDP is
30-40 per cent, which is typical of countries with transformation economies such as
Latvia — 37.2 per cent, Lithuania — 36.7 per cent, Estonia — 37.9 per cent, and Romania —
36.3 per cent. The second model suggests that the share of income of developed
economies reaches 40-50 per cent: Germany — 45.3 per cent, Italy — 48.9 per cent, Great
Britain — 43.2 per cent, Norway 44.8 — per cent, and Poland — 43.7 per cent. The third
model refers to socially oriented countries with a centralized share of GDP of 50 per cent
and more: Denmark — 53.9 per cent, France — 54.7 per cent, Finland — 52.6 per cent, and
Sweden — 51.8 per cent. In Ukraine, the share of consolidated budget revenues in gross
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domestic product is currently 30.2 per cent, which is lower than the average in the
countries of the European Union.

For so-called “transitive” countries that face significant budgetary constraints,
such a tool is extremely important and allows territorial systems to use additional
resources to co-finance development projects while retaining opportunities to cover
current costs through their own resources. At the same time, the main objects of the
regional policy of the EU are their own regions, not municipalities or communes.
Therefore, decentralized models of EU member- states often establish more regional
development-related responsibilities, while current economic and social issues are
addressed locally [11].

The characteristic of the share of government revenues in the gross domestic
product of the countries of the European Union makes it possible to distinguish between
three groups of countries in terms of the centralization of financial resources in their
budget (Fig. 1).
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Fig. 1. The average share of budget revenues in GDP in the countries of the
European Union in 2004-2018, %

As shown in Fig. 1., countries with a socially oriented economies have a
centralised GDP of 50 per cent or more (Denmark — 54.2 per cent, France — 51.5 per
cent, Finland — 53.1 per cent, Sweden — 51.3 per cent, and Norway — 56.3 per cent). In
countries with a transformational economy, this indicator varies between 30-40 per cent:
Estonia — 38.5 per cent, Latvia — 35.8 per cent, Romania — 33.0 per cent, Slovakia — 37.3
per cent. In highly- developed countries, the centralised gross domestic product is in the
range of 40-50 per cent: Germany 43.9 per cent, Italy — 45.9 per cent, the Netherlands —
42.9 per cent, and the United Kingdom — 38.2 per cent. This indicates the importance of
not only the mechanism of using the revenue part of the budget, but also the methods of
its accumulation. Due to the increase of resources concentrated in the state budget, the
state can directly influence the indicators of aggregate demand and supply as well as
regulate the consumer price index and the level of employment of the population.

It is expedient to describe the existing sources of the general budget revenues of
the European Union. Thus, own sources take into account the customs duties charged

3



4

according to the Common Customs Tariff. It is worth noting that revenues from customs
duties can be recognised as revenues of the entire EU, rather than individual countries, as
they cope with all economic actors operating outside its borders. The next source of the
revenue part of the EU budget is the contributions of individual countries, calculated on
the basis of their gross national income. A significant proportion of these contributions
serve to cover the difference between planned expenditures and revenue from the general
budget from these sources. This difference, calculated for the whole organisation, should
be covered by EU members in proportion to the national share of each country in the
aggregate national income of the European Union. This concept of generic budgeting
means that the larger its expenditure part is not covered by revenue from customs duties
and VAT, the larger are direct withdrawals from the budgets of the participating
countries.

An important place in implementing the fiscal policy of a country is its tax
system. The size and characteristics of tax payments paid by individuals and legal
entities determine the ability of a country to exercise its functions and provide them with
adequate financial resources. It is the size of the general tax rate and the share of taxes in
the gross domestic product that may reflect the chosen direction of development of
economic relations in a country and the method of their state regulation.

The share of taxes on production and imports in the gross domestic product of the
European Union countries for the years 2007-2016 is 13.06 per cent. Yet there is a
tendency towards the increase of this indicator. Thus, over the five-year period, in 2007-
2011 it was 12.76 per cent, in 2012-2016 — 13.36 per cent. This indicates an increase in
the role of taxes in the formation of the Union budget and the use of this method of
accumulation of financial resources after the withdrawal of financial-recessionary
countries. That is, it can be noted that during the fall of the indicators of economic
development in 2008-2009, a decision was made to stimulate economic development and
the internal aggregate demand by increasing the share of state revenues by increasing the
tax burden on the economic system.

Sweden has a significant share of tax revenues for production and imports in GDP
— 22.14 per cent in 2007-2016, Denmark — 16.45 per cent, and France — 15.26 per cent.
In the first two countries, due to a well-balanced fiscal policy during the recession, there
was even a drop in tax revenues from 16.56 per cent in the years 2007-2011 to 16.34 per
cent in the years 2012-2016 in Denmark and 22.2 per cent in the years 2007-2011 to
22.08 per cent in the years 2012-2016 in Sweden. Switzerland has the lowest incomes of
taxes on production and imports — 6.16 per cent in the years 2007-2016, Germany 10.8 —
per cent, Spain —10.64 per cent, and Slovakia — 10.43 per cent.

In the context of overcoming the effects of the financial crisis in the countries
across the world and Ukraine, in particular, the role of fiscal policy in the field of public
expenditures as an integrated system of measures and actions of the authorities in
managing budget funds is growing on the basis of the concept of development of
budgetary relations. The budget policy of Ukraine and the EU countries should promote
state support for the growth of the national economy, ensuring financial and social
stability, meeting the needs and solving the various problems of society on the basis of
sustainable development. State expenditures are a resource base of state authorities and
management in conducting budget policy and implementing social and economic
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reforms aimed at ensuring economic growth. Therefore, the formation of the optimal
composition and structure of public expenditures in the system of fiscal policies of the
EU and Ukraine is one of the priority tasks at the present stage of socio-economic
development.

The principles of organisation and implementation of expenditure powers of the
European Union countries regarding the selection of optimal directions of use of
available financial resources are of great importance (Figure 2).

The overwhelming majority of the European Union countries show a share of
spending on public sector business financing in the range close to the EU average.
Expenditures on social security play a significant role in the budget policy of the
countries with a transformational economy, which in turn determines their development
vectors.
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Fig. 2. The average share of budgetary expenditures in GDP in the countries of
the European Union in the years 2007-2016, %

The budget policy of the European Union regarding the regulation of the
expenditure part of the budget is based on the structuring of expenditures for the priority
goals of the socio-economic development and the achievement of maximum effect with
the use of the minimum amount of resources. The average share of budget expenditures
in GDP in the countries of the European Union in the years 2004-2018 is 47.1 per cent
and exceeds the revenue side by 3.0 per cent. However, the dynamics of the key
indicators is similar and fully corresponds to the measures of financial and budgetary
regulation, which are carried out within the limits of the Union.

An important task of financial and budgetary regulation in countries with a
developed and transformational economy is the management of indicators of inflation
and measures for its targeting. It is established that there is a correlation between the
indicators of the share of budget expenditures in GDP and the consumer price index,
indicating the possibility of adjusting these indicators with the help of budgetary control
instruments. In the countries of the European Union there is a well-balanced anti-
inflationary policy, which depends not only on the inflation rate, but also on the
priorities of fiscal policy and sustainable economic development. The main anti-
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inflationary instruments in this case are measures based on monetary-indexing of
incomes, application of the mechanism of adjustment of interest rates in accordance with
inflation rates, and fiscal policy — changes in the taxation system, the introduction of
rigorous state control over prices and wages.

It is also necessary to adapt all economic institutions to functioning under
conditions of inflation. An important component of the anti-inflationary strategy is the
readjustment of public finances, primarily the reduction of budget deficits and public
debt. In most developed countries of the world there is a tendency to exceed the volume
of public debt index of international currency reserves. This indicates a change in the
international financial markets, the availability of financial resources, especially for
advanced economies, and the possibility of using debt instruments to finance public
expenditures. Of the countries represented, only in China reserves are dominated by
liabilities (5.99 per cent); in all other countries there is a significant excess of debt
instruments over foreign exchange reserves: in Japan — 200 per cent, in France — 91.31
per cent, in the UK — 84.08 per cent, in Germany — 67.06 per cent, in the United States —
70.99 per cent, and in Ukraine — 92.77 per cent.

Budget policy in the field of public debt management has been the most important
tool for reducing negative crises developments by attracting additional financial
resources from both internal and external sources. The problems that arise in the post-
crisis period in this area are related to the high degree of credit dependence of developed
economies. Thus, the budget policy of foreign countries can identify the following trends
or models of management of the budget sphere. The first model is characteristic of
developed countries that are striving to reduce their budget deficits, mainly due to cost
reductions and direct savings in financial resources, and in some acute crisis cases (e.g.
Greece, Portugal, and Spain) — due to the gradual increase in tax burden.

Nowadays, the possible aggravation of problems in the debt market of a country is
caused by the presence of a deficit of the state budget, the need for implementation of
budget savings measures, and the growth of deficits of local budgets. The need for
stabilisation of the economy, the need for financial consolidation of the member-
countries of the Euro-zone may slow down the economic development process, reduce
tax revenues to the state budget and inflow for infrastructure development from the
European Union.

In today’s conditions, when the problems of control over the state budget deficit,
the choice of sound fiscal policy and the reduction of the public sector’s share in the
economy are becoming more and more acute, governments in many developed countries,
as well as regions and large cities, have substantially reformed the budget process. One
of such reforms in many countries was the transition to a multi-year financial plan.

The European Union’s financial stabilisation plan for the years 2015-2017
suggests spending savings of 50 billion euros by 2017 in order to bring the budget deficit
in line with European standards of 3 per cent of GDP. Savings are expected to be spent
at the expense of a reduction of the state’s central administration — 18 billion euros, a
system of social protection and public support — 11 billion euros, a health insurance
system — 10 billion euros, local budgets (municipalities, departments, regions) — 11
billion euros. With the introduction of additional taxes for households and enterprises, it
is planned to receive 3 billion euros.
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The abolition of tax preferences for wealthy corporations and corporations will
allow the United States to attract about $60 billion in the United States. Among other
things, hedge funds and private equity funds will attribute their interest on profits not to
capital gains, but to the tax on ordinary profits of the company. In the medium term,
achieving a reduction in the federal budget deficit will be achieved by reducing federal
spending, and the rest — due to the reform of taxation and savings in servicing public
debt. Thus, from the implementation of the health care reform, additional revenues to the
federal budget by 2019 should be 409.2 billion dollars. The United States, in particular,
cancelled the health insurance premium of $210.2 billion, $32.0 billion in excise taxes
on health insurance, and $20 billion in the excise tax on manufacturers and importers of
medical equipment.

In the UK, the government seeks to balance the budget in the years 2018-2019 by
setting the expected budget deficit. In order to achieve this in the medium term, it is
necessary to gradually reduce public expenditures and loans in order to ensure economic
stability. Among other things, it is planned: to provide an annual budget savings of 1
billion pounds by reducing funding for public institutions; to reform the country’s
retirement policy through the introduction of a new formula, tied to the average life
expectancy in the UK (thus, the retirement age will be gradually increased to 69 years
old, which will reduce public spending by 400 billion pounds sterling); to reduce the
budget deficit by ensuring a balanced tax policy. To achieve this goal, it is planned to
increase control over tax evasion cases as well as to provide control over financial
discipline by increasing the fight against fraud and errors in social payments systems.
The implementation of these measures is expected to generate additional 9 billion
pounds sterling in the next five years.

Of considerable importance is the development of forecasts for socio-economic
development of a country. The experience of the US indicates the expediency of using
consensus forecasts. Thus, the estimation of promising incomes of the USA is carried
out in one of four ways: forecasting of budget revenues is carried out jointly by
executive and legislative bodies, forecasts of legislative authorities are usually carried
out by research agencies or separate specialised divisions which are part of the
legislative committee. In turn, forecasts of the executive branch of government are
prepared by the state budget bodies or state revenue institutions; preparing a forecast of
budget revenues by executive authorities is the estimation of perspective incomes
prepared by the department of financial management. Projections of income by
legislative bodies of state power is the preparation of income forecasts for the next year,
which is carried out by the Joint Legislative Committee of the budget with participation
of the external financial advisory committee, state university and other independent
experts. In turn, the Treasury uses the information received to determine the amount of
revenue that the state will receive over the next two years. In general terms this approach
1s quite rarely applied in the course of forecasting tax revenues. The consensus-forecast
with the participation of independent experts consists in creating a unified forecast,
combining the efforts of the legislative and executive authorities and adhering to the
budget constraint.

Thus, fiscal consolidation in developed and transformational economies is carried
out with the aim of increasing the sustainability of public finances and is a set of
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measures aimed at increasing budget revenues and optimising budget expenditures by
implementing a structural adjustment of the budget and tax system.

It is important to improve the cyclically-adjusted budget balance, which, in the
medium-term perspective, will allow for stable economic growth, and increase the
employment rate of the population. Measures on financial regulation of the budget
system are aimed at balancing the volume of revenues and expenditures of the general
government sector, incomes entering the budget system and state trust funds, optimising
volumes and improving the structure of budget expenditures, increasing the efficiency of
the use of financial resources, reducing the direct and guaranteed burden of the state debt
to the budget system of a country. Most countries of the world in recent years have
adhered to the policy of hard budget savings, budget discipline, transparency of the
budget, which contributes to reducing debt obligations, budget deficit.

Fiscal policy is an effective instrument for ensuring macroeconomic stabilization
and further enhancing economic development processes. The task of fiscal regulation
regarding the formation of an efficient allocation of financial resources should be
coordinated with the strategic goals of sustainable economic growth and increase of
living standards of the population. It is important to ensure macroeconomic stability, to
establish optimal structural proportions in the economy, to improve social policy, and to
form modern financial institutions. Under conditions of transformation and slowdown of
the growth of the world economy, measures of fiscal policy, which are implemented in
countries with developed and transformational economies, are aimed at stimulating
domestic demand. The priority measures of fiscal policy are reducing structural budget
deficit and public debt, optimizing budget expenditures, improving fiscal efficiency of
the tax system, and increasing the effectiveness of the budget planning and forecasting
mechanism. Important is the implementation of systemic measures to raise the level of
current liquidity of the financial system; redemption of financial assets of troubled assets
in order to improve their balance sheets and expand the possibilities of lending to the
economy; the implementation of state investments in the capital of financial institutions.
Possibilities of stimulating the economy due to fiscal policy are limited. Therefore, it is
expedient to simultaneously carry out structural changes of the system of public finances
and to increase the influence of divergent factors on economic processes.



