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BASES OF INTERNATIONAL
INNOVATION SYSTEMS FORMATION

Bilozubenko V. S.

INTRODUCTION

Modern global challenges and trends determinate new dominants of
the national economies development. This is accompanied by the search
for new ways of innovation intensification and effective innovation
systems creation. The specific character of the current stage of world
economy globalization is manifested in a level increase of innovation
activity internationalization and deepening of international scientific and
technical cooperation. Integration trends acceleration leads to the
international innovation systems (11S) formation, that become a new
institutional format for innovation and interaction supporting, and
fundamentally change the national economies innovative development
models. 1IS should effectively structure international organizations and
country associations, creating conditions for increasing the member
countries unity in innovative development accelerating. Thus, a vital
scientific and practical task is to develop theoretical, methodological and
practical foundations for such systems formation®?2,

There are some reasons of the 1S formation that can be identified:

— the necessity for international research and innovation projects
realization;

— knowledge and technology global markets development;

— increasing competition for leadership in intellectual resources;

— expansion of the international company activities, alliances and
consortia, the international networks emergence;

! PBinosybenko B.C. IuHoBamifina cuctema €sporeiicbkoro COrO3y: 0COBIMBOCT
topmyBaHHS Ta po3BUTKY: MoHOTrpadis. JJorensk: JlonHYET, 2012. 456 c.

2 Carlsson B. Internationalization of innovation systems: A survey of the literature.
Research policy. 2006. Vol. 35, Nel. P. 56-67.

% Borras S. Introduction to special issue on a European system of innovation. Science and
publ. policy. 2004. Vol. 31, Iss. 6. P. 422-424.



— knowledge and innovation transformation into international public
goods;

— irregularity in the natural and scientific resources distribution
among countries, the general asymmetry of scientific development;

— aggravation of global humanity problems.

1. The nature of international innovation systems

IIS are formed as a result of the internationalization processes
development of national innovation systems (NIS), international
scientific and technical cooperation and integration. The I1S formation is
based on the national systems openness and internationalization. It
initially depends on the path of NIS construction, namely the convergent
path (type) dominance. The IIS concept creates a new systemic aspect,
which includes opportunities expanding for innovation, the scientific and
technical potential of countries combining and efforts to solve global
problems. Hypothetically, the I1S concept makes it possible to:

— cover a wider range of national economies innovative
development factors, identify new scientific productivity and innovation
factors (at the micro, meso and macro levels);

— highlight a new level of innovation support, justify the format of
the international organizations innovation policy;

— establish new models for the organization of innovative processes
and their participants interaction;

— create a new (spatial) approach to the development of various
networks, clusters, communication platforms, etc., that play a big role in
the emergence of innovations and often acquire a cross-border character.

IIS (as national systems) has spatial boundaries, that are defined by
administrative boundaries, legal and political features. As the IIS unites
several countries, it has more complex cultural characteristics, but
presupposes a certain political unity. IS acquire independent
significance. They are formed in integrative manner, combining and
covering systems of lower orders, complementing and strengthening
their potential. On the one hand, the IIS emergence is based on the
certain international space existence with a unified institutional
environment, and on the other hand, it leads to further consolidation of
this space and its institutional development.
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I1S needs to be interpreted as a spatial integration formation, that is
based on the general institutional foundations for ensuring of innovation
activity and markets (knowledge, labor, capital, goods and services), has
a specific architecture, covers the integration of lower levels innovative
systems (national, sectoral, regional) and creates a more favorable
environment for innovation through the internationalization benefits.

The 11S formation is based on the NIS integration of several countries
and on the creation of interconnected international institutions that
regulate scientific and technical cooperation, ensure the coordinated
implementation of measures to stimulate innovation, and also create an
environment for cross-border interaction of participants in innovation
processes. 1S can be considered as institutional and social system; this
fact makes it possible to determine its legal, organizational and cultural
features.

The consideration of 1IS complements the existing innovation
systems hierarchy covering such types as: a) national; b) technological
(that is formed for the specific technology development and
implementation); c) regional (that is formed at the regional level);
d) sectoral (that is formed at the level of the economy sector). In the
modern innovation theory not only the possibility is traced, but also the
need to create innovative systems at a higher political and territorial level
(that is, international and global), which fact is confirmed repeatedly by
theoretical and empirical studies.

To understand the nature of 1S, it is to be expected that the affinity
postulate (from the Latin word affinitas — close link, consanguinity) of
national and international innovation systems, as they have similar tasks,
structure, functions, formation features, development direction, etc.
Moreover, taking into account the level and composition of national and
international innovation systems they have natural differences:
institutional (1S covers both national and international institutions);
spatial (11S forms a space where several countries are included) and
structural-functional (11S includes international organizations and forms
new interaction structures, provides for the new institutional environment
creation and the appropriate policies implementation). This makes it
possible to describe the attributes and properties of NIS and 1IS from a
more general point of view, which should be perceived exogenously and
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endogenously; this fact is determined by the following features of the
system: a) link with the external environment (communicativeness,
interactivity), integrity (as a result, the openness or the closeness);
interconnection and interaction between elements; information
interaction of elements; hierarchy (hierarchical ordering); the presence of
feedback; equifinality; unity in understanding the processes occurring in
the system and with the system participation, as well as the factors of its
development; dependence on the properties of the included elements;
b)as a whole: autonomy, adaptability, maneuverability, flexibility,
stability (maintaining the structure), reliability, relevance, specificity,
alternativeness, organization, integration; c¢) as an organizational
structure: emergence, non-additivity, hierarchy, differentiation, synergy,
structuredness, etc.; d) as a social education: purposefulness,
manageability (the need for external management), self-regulation, self-
organization and self-development®.

The predicate “international” defines the international nature of the
system, however, the value of the system can vary significantly
depending on the area. Typically, international organizations, treaties,
standards, relations or communications can be considered in relation to
international systems. International systems encompass a certain group
of states that have assumed relevant obligations and joined in a common
infrastructure that provides flows, interactions, and transactions.

The international system, in general, should be considered as a way of
relations organizing between countries, ensured by a set of special
institutions (norms, requirements) and infrastructure, and allowing
coordinated realization of each country national interests. Institutions
form the international system environment, and its infrastructure can be
represented by special partnership institutions, executive bodies,
information exchange mechanisms, etc. The information technologies
using forms a new paradigm of international systems.

International systems can be created as independent elements of
international life or as functional (sectoral) subsystems of certain forms
of international relations. Strengthening of pluralism and decentralization

* PBinosybenxko B.C. InHoBamiiina cuctema E€Bporeiichkoro CoOr3y: 0COBIMBOCT
(opmyBanHs Ta po3BuTKY: MoHOTrpadis, JJoneusk: JJoHHYET, 2012. 456 c.
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is natural for modern international systems; it determines the possibility
of their configuration changing.

11S are formed and developed on the following conceptual principles:
1) identification of innovations as an interactive process where various
participants from several countries interact; 2) the international
competition dominance based on innovation; 3) innovation recognition
as the main factor in economic dynamics on an international scale, in
structural, institutional and social transformations in general; 4) the need
to create a special institutional framework for ensuring and regulating of
innovation activity at the international level; 5) the feasibility of
innovation activity stimulating at the international level, in particular in
the field of global problem solving; 6) taking into account the direct
dependence of the appearing and spreading of innovations on the
structural, institutional and social features of international processes;
7) the need to improve the quality of relations between countries and
other actors at the international level.

It is necessary to take into account significant differences in the
construction of functional blocks (research, technological, managerial,
educational, infrastructural) in national and international innovation
systems. However, the idea of structural relationship serves as the basis
for the IIS creation in a configuration similar to NIS. The functional
blocks of 1IS are formed by the relevant elements generalization
(integration) of the innovative systems of the countries. Their structure is
determined by the goals and objectives of the IIS. It is important to take
into account that macro-level innovation systems cover the private and
public sectors.

It is necessary to highlight individual subsystems in addition to the
functional blocks in the structure of the I1S. The most important ones are
subsystems of: new knowledge generating; development and
commercialization of innovations; regulation; intellectual property
protection; monitoring and control. Such subsystems selection should be
supplemented with a proposal for the industrial systems structuring that
includes the following elements: a) object structure (enterprises,
organizations); b) the process structure (innovative processes, support
processes); ¢) project structure (projects and goals); d) environments
(communities, institutions, communications). It is also advisable to
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separate the various centers (“nodes”) in the innovative systems structure
on the basis of concentration of resources and activity that makes it
possible to detail spatial and industry specifics. The 1IS configuration
defines its “functional” models (financial, organizational, managerial,
infrastructural, etc.) that are more and more prone to “transition” to the
Internet.

The 11S formation, as well as other innovative systems, is aimed at
reducing the various costs that arise in the field of innovation activity,
including transactional, transformational and informational costs.
Besides, the 1IS should provide more effective protection of the
participants interests in innovative processes, streamline individual
processes of new knowledge generation and diffusion. 1IS reduce the
significance of various institutional and physical constraints by creating
an optimal regime for innovation activity. Within the framework of such
a regime the level of uncertainty decreases, more favorable conditions
for the innovation commercialization and better access to resources arise
that makes it possible to accept a higher level of risk.

Among the main functions of 11S should be highlighted the following:

— communication function (the system ensures the interaction of
participants in innovation processes (at the international level));

— stimulating function (the system provides scientific progress, the
new knowledge creation, implements new incentives for innovation);

— transformational function (the system provides the transformation
of knowledge into innovation, change of institutions, and the reform of
national systems;

— cooperative function (the system provides cooperation among
participants of innovation processes, maintains a constant relationship);

— integrative function (manifests itself multidimensionally and
applies to various organizations, communities, institutions, subsystems,
components, etc.; integration is necessary for a synergistic effect);

— institutional function (the system leads to the creation of new
formal and informal institutions);

— organizational function (the system becomes the basis for the
organization of innovative processes at the international level);

— information function (the system provides information exchange,
creates a new information space, flows and mechanisms).
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IS covers all levels of innovation support. 11S forms the structure of
institutions that mediate the flow and support of innovative processes at
the appropriate level. Moreover, the system must be adequate to the level
of complexity, variability and diversity of innovations, covering all the
types. 11S should reproduce the whole range of conditions necessary for
innovation activity, and be organically linked to knowledge markets. 11S
covers various interactions and transactions of innovation processes
participants; it is manifested in cooperation, the provision of services,
and the exchange of resources at the micro level.

The IIS emergence process can be described by several conceptual
models®®’: a) ,,stage transition” (11S arises as a result of a transition to a
new development level of international relations, innovative systems; it
is accompanied by an improvement in the institutional environment);
b) ,,common benefits” (the 11S is considered as a result of a specific
advantages understanding that are manifested during its creation);
C) “management structure evolution” (the IIS emergence is the result of
the consistent evolution not only of institutions, but also of the
management structures development that enter the international arena).

I1S should be considered as a certain space that is distinguished by
more favorable conditions in comparison with the global environment.
Its creation is due to the fact that the resources and structures necessary
for the innovation emergence are located in different countries. New
incentives arise for the innovation internationalization in the process of
market integration.

The differences between I1S and national systems are not limited by
the spatiality and complement of functions. NIS can be combined with
different specializations, and this requires its certain universality and
flexibility. Taking into consideration the IS scale, the degree of
integration and internal fluctuations are its the most important
characteristics; integrity and coordination are differently provided there.

® Carlsson B. Internationalization of innovation systems: A survey of the literature.
Research policy. 2006. Vol. 35, Ne 1. P. 56-67.

® Borras S. Introduction to special issue on a European system of innovation. Science and
publ. policy. 2004. Vol. 31, Iss. 6. P. 422-424.

7 Stein J.A. Is there a European Knowledge system? Science and publ. policy. 2004.
Vol. 31, Ne 6. P. 435-447.



All countries that are integrated in it should necessarily adhere to
common interests and development directions.

I1S is a multi-level system; this fact determines the features of its
management and internal communication. The complexity of IS as a
large system is not only due to the composition of the elements, but also
to the lack of centralized management. This requires additional legal,
administrative and political support (multinational or supranational).

IIS becomes a new institutional entity, provides economic ties
between countries, and becomes a gradient in the transformation of
countries innovation systems. A new type of international institutions is
emerging; these institutions support innovation processes and are an
integral part of international integration and globalization. The IIS
emerging demonstrates the general strategic course of countries
innovative development.

Nevertheless, the accelerated development of international scientific
and technical cooperation should be considered as the main driving-force
of the IIS formation. This form of relationship develops quite
intensively, and this requires new institutions and mechanisms creation.
As part of the international division of labor, scientific and technical
cooperation complies with the common patterns of its deepening in the
context of globalization. International cooperation affects the various
innovations development and using in different ways.

The 1IS emergence is a consequence of the global economic paradigm
establishment. Globality expects the influence of global factors and
patterns of innovative development that are determined by megatrends of
human civilization and problems. This determines the need for new
institutions and special systems, including such areas as management,
resources, commercialization, protection of property rights, and
incentivation.

The improvement of international institutes of scientific and technical
cooperation is an important dominant that promotes the 1IS creation and
development. At the present stage, institutions are gradually uniting into
a holistic world regulatory system including international organizations
and treaties. The activity of international organizations significantly
changes the global political support for innovation processes making it
more strategic.
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The basic prerequisite for the 1IS formation is the creation of
international innovation and research spaces (as institutional structures).
It is proposed to understand the international space as the territory of
several countries, where uniform institutes for regulating certain
processes operate, and relatively more liberal conditions for the subjects
interaction and the mobility of knowledge, people and capital are
provided. Besides the political impulses, this requires the legal
framework, international structures and partnership mechanisms;
uniform regulatory standards using; unified information dissemination
systems creation, etc.

On the one hand, integration in space allows a country to realize its
potential at a higher level, and on the other hand, it allows to use the
potential of partner countries attracting new resources for development.
A certain knowledge “bank” also arises within the space framework that
becomes the basis for general development and attracts new participants.
The knowledge “bank” is associated with knowledge intensive
circulation within the IIS space.

The context for the 11S formation is created by international scientific
and technological integration that develops on the basis of international
research centers and may be the direction of the countries general
economic integration. 1IS is meant to be a new basis for the such
integration development contributing to the various barrier elimination
(physical, institutional, cultural, structural, technological, etc.) and the
international complexes emergence.

I1S is a special international regulatory structure that has developed as
a result of international division of labor deepening, the science and
innovative processes internationalization. This structure is designed to
regulate the interaction processes in the innovation field; it creates the
necessary legal mechanisms, infrastructure and resource conditions for
innovation activity.

2. Basics of the 11S formation
The 1IS formation should be considered as a process of international
space creation for innovation activity and within its framework there is a
NIS unification of several countries, and the factors for multilevel ties



and cooperation in the field of research, technology and innovation are
created.

I1S institutes mainly arise in two ways: a) through the harmonization
and transformation of national institutions where new institutional
structures arise and operate at the international level; b) the special
international institutions and structures creation; harmonization and/or
unification of national institutions is carried out on their basis. The
institutional nature of 11S requires considering it as an environment and a
mechanism for regulating a whole complex of processes related to the
acquisition of new knowledge, development, implementation and
diffusion of innovations. I1S creates a new type of support for innovative
processes at the international and national levels by combining the
institutions of several countries.

NIS operate in a free market and they are a fairly complex integration
object. Therefore, the IIS creation requires special foundations for
individual elements uniting of the NIS. NIS integration is a consistent
process where new models and mechanisms of innovation activity should
appear as a result. IIS is not a simple “sum” of national systems, it is the
innovation processes uniting throughout the stages and phases, individual
operations, participating entities as well as the development of a unified
approach to stimulate and regulate innovations.

The scope of the 1IS functions as well as the international character of
this system gives rise to certain structural differences with the NIS. The
IIS includes various international organizations, innovative systems
elements of countries such as those related to the public, private and
social sectors. The 1IS formation directly affects public authorities that
regulate innovation processes and are international cooperation subjects.
The stage of such authorities involvement to the 1IS depends on the
content of state innovation policy at the country level and on the IIS
goals.

The 1IS formation in practice is possible with the NIS
complementarity of the countries and the additionality of their scientific
and technical complexes. The IS emergence is caused by the countries
interdependence, the problems commonality. Moreover, the positions of
countries and their potential, naturally, can differ significantly; this leads
to different behavior strategies within the 1IS. Countries with
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fundamentally different economic structure forms cannot be included in
I1S, and this is also reflected in the innovative development model. The
I1S formation basic principles are considered in relation to the conditions
of the capitalist economy to a greater extent.

Let’s divide the IIS formation principles into system-wide (inherent
to all systems) principles and specifical (used only when IIS creating)
principles. The system-wide principles should include the following
principles of: equality; objectivity; the decisions validity and the
sequence of their implementation; efficiency; realism; flexibility;
cooperation deepening; universality and specificity combination (in the
activities of international organizations); balance; reality check;
continuous improvement and development of individual elements;
support sufficiency and legal framework quality.

It is proposed to distinguish the following specific principles of the 1IS
formation: 1) international organizations specialization; 2) institutional
convergence of national innovation systems; 3) international scientific and
technical cooperation deepening at various levels; 4) the 11S model relevance
to the existing globalization challenges; 5) preparedness to perceive
uncertainty and paradoxicalness in the international systems functioning;
6) harmonious element interaction at various levels; ensuring stability and
compliance with desired goals.

The formation core principle is based on the institutional convergence
principle, especially for wuniting of various national innovative
development models with their advantages, disadvantages and
differences. This convergence achieving requires additional measures at
the grouping level and in individual countries. Due to the significant
differences between countries, it is possible to use a differentiated
approach to their NIS integration. Similar NIS located at the same stages
of the life cycle have a great tendency to unite.

The 1IS formation provides for the international organizations creation.
Two types of international organizations should be distinguished for
scientific and technical cooperation reasons: Type 1 — individual
specialized institutions (scientific unions, centers, forums, associations,
etc.) that have different functions, but their activity focuses exclusively on
the scientific research and innovation field (usually in one field of
knowledge); Type 2 — integration organizations (associations) with such
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activity areas as the support of scientific research and innovation in general
(in all areas of knowledge); organizations of the Type 1 can also be created
inside organizations of the Type 2.

Fundamentally, these two types of organizations create two 1IS
models. Their institutional features are®®%**:

1) 1IS formed on the basis of a specialized international organization
operates primarily in the form of an individual, independent, non-
governmental international organization; it most often unites participants
in one category (research institutes, universities); it has clearly defined
activity area (field of knowledge or economy sector); organization
structure is formally established there;

2) 1IS formed on the basis of an integration association operates on
the basis of integration institutions and an extensive network of
international organizations, covers the reproduction and market space of
the association, providing for the conditions creation for the interaction
of all categories of innovative processes participants; functioning is
subordinated to single governing bodies (interstate or supranational)
there.

The second model is more complex and it is one of the lines of
general economic integration; therefore, this system itself becomes one
of the forms and components of the integration process; and so, the IS
formation is supported within other interaction areas.

Each model has its own advantages and disadvantages (Table 1).

® PBinosybenko B.C. InHoBamiiina cuctema E€Bponeiichkoro CoOr3y: 0COBIMBOCT
tdopmyBanHs Ta po3BuTKy: MoHorpadis / B.C. binoszy6enko. — Jonensk: JonHVYET, 2012. —
456 c.

® Borras S. Introduction to special issue on a European system of innovation. Science and
publ. policy. 2004. Vol. 31, Iss. 6. P. 422-424.

9 stein J.A. Is there a European Knowledge system? Science and publ. policy. 2004.
Vol. 31, Ne6. P. 435-447.

1 Barkin J.S. International Organization: Theories and Institutions. Palgrave Macmillan,
2006. 185 p.
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Table 1

Advantages and disadvantages of 11S formation models

1S formation models

1 — based on a specialized
international organization

2 — within the integration grouping

— specialization;

— ease of organization;

— the possibility of freer entrance
and exit of countries;

— formation at an accelerating
pace;

— sector-specific measures to
support research and innovation;

Advantages

— the formation of a single market
of knowledge and technologies, the
creation of a closed innovation cycle
with access to the world level;

—  comprehensiveness, coverage of a
large number of innovation areas;

—  full range of measures
implementation to support science and

— ease of resources accumulation | innovation;

— focusing primarily on — complexity of organization and
scientific research; legal support;

— difficulty in long-term — political contradictions possibility;
interaction ensuring and large — mandatory integration deepening
projects implementation; that is accompanied by additional

— limitation by a separate difficulties

science or an economy sector

Disadvantages

The first model (creation of specialized organizations) can be
completely recreated within the framework of the second model,
including for the purposes of interaction with third countries. The second
model focuses IS on ensuring of large-scale developments
commercialization within the framework of an educated common market
and in accordance with direct consideration of new market incentives and
it is the main thing in the emergence of innovations. Therefore, the
second model, being more complex, is more effective in the
globalization context. It reproduces all the conditions necessary for
innovation, and the functions of innovative systems. Especially its
advantages are manifested in conditions of external environment
instability as it is possible within the grouping to ensure the stability of
the exchange and commercialization processes, the development course
observance by the member countries.

Models differ by the IIS formation temporal parameters that also
significantly depend on the scenarios. The first scenario is inert
evolutional. It does not provide for active actions on the part of the

13




countries governments that are in the grouping as well as its interstate
(supranational) authorities. In this case, the 1IS is formed on the basis of
relations and institutions that arise at the micro level without the
conditions specified from “above”. The IIS functions are determined by
the market forces, so the scenario requires a long time, but reflects the
real system need.

The second scenario is the reformist one; it assumes proactive actions
made by states to create a new relations system by reforming structures
that exist at the national level and by creating new (international)
mechanisms. The conditions for the subjects relations development are
set from “above” taking into account trends and problems that occur at
the micro level. This scenario is accelerated one and it is accompanied by
radical NIS transformations. The specific feature of the 1S model
“integration” 1is that the involved countries should ensure the
convergence of a wide range of institutions that provide innovative
development. This is reflected on the parameters of using the existing
scientific and technical potential of countries.

Using the example of the innovation support system created in the
EU, we can distinguish such I1S key elements as:

— a single legal framework for adopting a common innovation
policy;

— a system of supranational authorities and other international
organizations that support innovative activities through coordination and
implementation of joint activities;

— stable ties of international scientific and technical cooperation;

— joint surety of innovative processes (financial, managerial, social,
political, etc.);

— asingle information space and interaction networks (channels);

— a single market of knowledge, technology, capital, labor, goods
and services;

— a common approach to investing in knowledge and related
mechanisms;

— joint research and innovation infrastructure;

— aunified system of intellectual property rights protection.

14



Global experience shows that the 11S formation can take place only if
a sufficiently high level of political and economic integration is
achieved, when it is really possible to create new effective organizations
and pursue a single innovative policy. The IIS effectiveness directly
depends on the integration processes quality; and it is built within their
framework. On the other hand, IIS is turning into a separate unifying
mechanism by which countries are consolidating around innovative
development common problems solving.

IIS as a spatial-integration formation arises in specific historical
conditions as a result of the driving forces that are common to the
regional space. IS acquires a geo-economic dimension by influencing
the position and strategy of integration grouping in the global space. The
I1S geoeconomic importance is constantly growing due to the innovation
increasing importance as the basis for creating competitive advantages in
world markets.

The 1IS is not intended to limit the interaction of countries with the
global environment, but it is aimed at creating of a new procedure for its
regulation in accordance with the general goals and potential
configuration. Taking into account the global environment turbulence,
escalating competition, the spread of crisis and so on, the II1S should
provide a certain “immunity”, that is, promote stabilization of the
grouping economic complex, absorb the “shocks”, and allow countries to
meet challenges jointly. The attractiveness of a particular 11S may extend
to third countries.

The proposed IIS interpretation as a space-integration formation
makes it possible to generalize the 11S basic properties, among which
are: 1) multi-level integration, including the integration of NIS, of
elements of the countries scientific and technical potential, etc.;
2) political consolidation that is implemented in the member countries
general innovation policy; 3) the institutional environment
harmoniousness that is achieved through the national institutions
unification, as well as the international institutions creation;
4) eclecticism, that is, a combination of countries with different levels
and models of innovative development; 5) hierarchy due to the lower
orders systems inclusion. It follows from these properties that the IS can

15



be built as a network structure that ensures the interaction of subjects
with specific “network™ effects (freedom of interaction, combination of
resources, mutual learning, dissemination of experience, concentration of
efforts, competition, etc.). Despite being flexible, networks increase
system resilience that takes on dynamic properties. The network
structure allows 11S without losing its stability to combine heterogeneous
elements, ensure the mobility of the participants. The network paradigm
development is important for a balanced system and internal
convergence.

The 1IS formation as a complex system is carried out on several
stages; the characteristics of these stages are presented in the Table 2.

Table 2
11S formation stages based on the integration grouping

Stage Description

the 11S concept and model are developed; alternative
Preparatory (initial) | formation scenarios are evaluated; various participants

stage consultations are held; economic and financial base for
the necessary activities is created

regulatory acts are being introduced, goals are formulated
and a strategy for the 11S formation is developed,
business event schedule is drawn up and methodologies
for evaluating its effectiveness are adopted; the basic
elements of infrastructure are created, a system of
international organizations is designed, and the
algorithmic closureness of their functions is justified

Regulatory and
constructional stage

Practical stage the necessary organizations and mechanisms are created
(implementation in accordance with the goals; the 11S general structure is
stage) adjusted and its legal support is improved

The IIS should undergo a certain “maturing” to achieve the necessary
parameters, and as a result of this “maturing” the system enters a stable
state and self-maintains. During its formation, the IIS participants are
consolidating, including through informal ties and the wider use of the
created infrastructure.
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The 1IS formation meets the needs of innovation processes
participants, creates new requirements for innovation policy pursued by
countries at the national level.

Each of the countries in the IIS adopts a transition to collective
innovative development management, including through the transfer of
certain functions to international institutions.

Certain 1S disadvantages are possible for individual countries that
are included in it. For example, the dependence of individual countries
(outsiders) on leading countries may increase. However, in general, 11S
should provide a push to overall progress, and it should separately give
incentives for outsider countries in order to reform and develop its own
innovation system.

The 1IS formation effectiveness is evaluated in relation to the
countries that are in it and the integration grouping as a whole. It seems
necessary to highlight the primary and secondary IS effects. Primary
effects are effects that increase the innovation effectiveness. These
include such effects as synergy; concentration; resources accumulation
and mobility; social mobilization; knowledge diffusion; social networks
activation, resource saving, etc. The secondary IIS effects are
consequences and outcomes that contribute to level increase of
competitiveness and economic growth. These effects include structural
changes stimulation, export development, enhancement of economic
activity, etc. It is necessary to distinguish IIS internal and external
effectiveness. Internal efficiency concerns the internal problems solution
of the association countries (general or individual problems). External
efficiency is a change in the position of countries and associations
generally in the world market, the solution of various geo-economic and
geopolitical problems.

The 1IS formation is associated with the characteristic costs for
creating international institutions and ensuring the system integration.
They should be presented as the integration interaction costs (Table 3).
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Table 3
The integration interaction costs in the 11S formation

Interaction

Cost characterization
components

costs for the exchange of information and the new
Cognition environment knowledge that provides the system with
integrity and evolution

costs for the communications model changing, including
for the purposes of establishment of contacts, interaction
mechanisms development, information processing,
information flows regulating, etc.

Communication

Congregation costs for rapprochement, association and integration of
(consolidation) national systems

costs for new environment factors assessing, new fence
mending, protecting interests in the integration process,

Adaptation implementing special measures for a new space
development and new conditions adapting
costs for the interaction of objects and their transformation
Convergence to achieve certain convergence criteria and a single

environment formation, as well as the convergence
mechanisms formation and control over this process

costs for the institutional integration framework formation and
the related complex interactions normalization, that is:
necessary institutions identification, their coordination; new
institutions development and their implementation, etc.

Institutionalization

costs for the coexistence of various elements integrated into
Symbiosis a single system, that is: protection of interests, general
organization, equivalent exchange ensuring, etc.

costs for problem solving associated with the new elements
superimposition on pre-existing systems elements, that is:
changing of systems and communities, control, negative
effects compensation, etc.

Succession

It is necessary to evaluate the costs for inclusion in IIS at the country
level, where the costs for internal transformations performing should also
be allocated, besides the contributions for organizations creation.

When assessing the IIS effectiveness, it is necessary to take into
account the possibility of a greater synergistic effect at two levels:
a) internal level that arises inside the IIS as a result of the potentials
uniting of the included countries in it; b) external (global) level that
arises as a result of knowledge and resources attracting that are necessary
for innovation from the outside due to a more attractive knowledge
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market and opportunities for innovation. The scale of the synergistic
effect should be considered from the economy perspective of individual
countries and the entire grouping, as well as national regions and
companies. The innovative activity indicators diagnostics at the level of
countries association is dominated in the 1IS study and should include,
for example: 1) assessment of attracted resource level to the innovation
area at the grouping level; 2) innovation activity overall effectiveness
assessment; 3) comparison of IIS parameters with other countries or
country groups. The 1IS interpretation as a space also necessitates its
internal differentiation analysis, in particular: an assessment of the
countries innovative development unevenness, the convergence and
synchronism degree of parameter changes; countries NIS openness
diagnostics, their orientation to interaction with internal and external
space.

The quality of the formed IIS is measured by the functions
completeness that it is tasked to perform, and it is also represented by the
innovation activity effectiveness. The I1IS efficiency is largely
determined by the degree of its stability in a dynamic external
environment and the potential for self-organization. A high level of
efficiency always implies a high independence, the ability to generate
missing elements. The process of 1IS forming cannot be detached from
economic system transformations of an integration association as a
whole, scientific progress and technological dynamics.

CONCLUSIONS

IIS makes it possible to bring innovation support to a new
institutional level, to combine national scientific and technological
potential and to derive numerous cooperation benefits. 1S is formed
integratively by combining lower orders systems (national, regional,
sectoral), complementing and strengthening their potential. 11S functional
blocks and subsystems are formed by summarizing the corresponding
NIS elements. Some of the 1IS main functions are: communicating,
stimulating, transformational, cooperative, integrative, institutional,
organizational, informational. 11S covers all levels of innovation
maintaining by creating a new institutions structure. A new type of
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international institutions that support and regulate innovation is
emerging.

IIS can be formed on the basis of two types of international
organizations: Type 1 is represented by separate specialized institutions
(scientific unions, centers, forums, associations, etc.); Type2 is
represented by integration organizations (associations) which activities
include support for science and innovation. This creates two 1IS models
with own characteristics, advantages and disadvantages. A more
complex second model assumes either an inert evolutionary scenario for
the IIS creation or a proactive reformist one. The main 1IS elements
(using the EU as an example) are: a single legal framework for
innovation policy; system of supranational authorities and other
international organizations; stable ties of international scientific and
technical cooperation; joint provision of innovative processes; a single
information space, a single market of knowledge, technology, capital,
labor, goods and services; a common approach to investing in knowledge
and related mechanisms; joint research and innovation infrastructure;
unified system of intellectual property rights protection.

The 11S has specific properties as a spatial-integration formation, and
it is designed to facilitate the interaction of countries with global space.
Each of the countries in the IIS adopts a transition to collective
management of innovative development.

SUMMARY

The principles leading to the emergence of international innovation
systems (11S) are presented in the article. The essence of such systems is
elaborated on the basis of the attitude determining of national innovation
systems, their properties and differences, as well as the specific
characteristics of 11S. The principles of the IIS concept establishing and
the functions of such systems in relation to the included countries are
also discussed.

The 1IS formation foundations with an emphasis on the institutional
aspect and the element integration of national systems are formulated.
General and specific principles of the IIS construction are presented,
separately explaining the institutional convergence principle. Two
models of the IIS formation are proposed (based on a specialized
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international organization and within the framework of an integration
association) based on the international organizations typification, as well
as their advantages and disadvantages. It is proposed to consider the inert
evolutionary and reformist scenario of the IIS creation. The main IS
elements, that use the innovation support system created in the EU as the
example, are presented. The features of the IIS construction and its role
as a spatial-integration formation are explained.
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ORGANIZATIONAL AND LEGAL PRINCIPLES
OF THE DIGITAL SOCIETY’S BUILDING IN UKRAINE

Brus T. M.

INTRODUCTION

Modern society is characterized by globalization and informatization.
The EU’s Digital Economy Initiatives are the Industrial Policy for the
Globalization Era 2020; The Digital Agenda for Europe and the
Entrepreneurship 2020 Strategy. The key components that make up the
«digital» economy and are in the focus of the «Digital Agenda -2020»
are the «digital» industry (ICT as a sector of economy), «digital»
infrastructure, «digitization» of business, industry.

The Digital Agenda for Europe, developed by the European
Commission back in 2010, identified the leading role of the use of
information and communication technologies (ICT) to achieve Europe’s
goals and priorities by 2020. Successful implementation of this Agenda
will accelerate innovation, economic growth and improve life citizens
and businesses and easier access to government services and personal
development.

Outside of the current global trends of digitization (digitization),
Ukraine has not remained. Building a new information society, or as it is
called, a «digital» society, challenges the public administration and
opens new opportunities.

Prime Minister of Ukraine O. Goncharuk said that 2020 will be a
crucial year for Ukraine in the field of digitization. The state needs to
fully switch to digital mode and comply with the concept of «The State
in a smartphoney. If the digitalization goals are achieved, Ukraine’s GDP
growth plan of 40% will be realistic in five years.

Digitalization is defined as the saturation of the physical world with
electronic-digital devices, facilities, systems and the establishment of
electronic-communication exchange between them, which in fact allows
for the integral interaction of the virtual and the physical, that is, creates
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cyber-physical space. Its main purpose is to achieve the digital
transformation of existing and the creation of new industries, as well as
the transformation of life spheres into new more efficient and modern
ones. Such an increase is only possible if ideas, actions, initiatives and
programs related to digitization are integrated, in particular, into
national, regional, sectoral strategies and development programs.

Creating digital infrastructures is a major factor in increasing citizens’
access to the global information environment and knowledge. Back in
2011, free access to the Internet was recognized by the UN as a
fundamental human right — digital law.

According to scientists, if Ukraine develops under the target scenario
of digitization in the next 5-10 years and a significant proportion of the
digital economy (up to 65% of GDP) will appear in the structure of the
economy, then the nominal GDP of Ukraine will increase to 1 trillion US
dollars. To reach this level, Ukraine must ensure the rule of law and
remove the institutional (legislative, tax, etc.) barriers that hamper the
development of the digital and innovative economy; to promote
continuous state stimulation of digitization of economic and business
sectors; to initiate transformation projects on the basis of modern models
of public-private partnership.

As the practice of developed countries shows, the introduction of
digital technologies significantly increases the efficiency of different
sectors of the economy and business and their growth in relation to those
who do not use digital technologies.

Therefore, the digitalization of society puts before the public
administration a number of tasks that are necessary for the fulfillment.
Providing public services in electronic form is one of the priority
directions of e-government building in Ukraine. This will not only
facilitate citizens’ access to them, but will also help minimize corruption
risks, attract investment in the Ukrainian economy and increase public
confidence in the government.

The introduction of e-government will help create a state that is
geared to meeting the needs of citizens and will meet the challenges of
the digital society.
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1. Areas of using electronic technologies in public administration

The use of new electronic technologies in public administration can
be pursued in several strategic directions. Attention is drawn to some of
them, as defined by the Concept of Development of the Digital Economy
and Society of Ukraine for 2018-2020 and the plan of measures for its
implementation, which were approved at the beginning of 2018 by the
decree of the Cabinet of Ministers of Ukraine:

1. Creating «digital» jobs for civil servants. In a digital economy, jobs
are no longer tied to physical jobs. They become «digitaly, virtual,
mobile, that is, do not require a permanent employee in the workplace.
The concept of «digital jobs» is spreading extremely fast in the business
environment and is favorably received by the overwhelming majority of
workers who like flexible working methods, the ability to work from
home, on vacation, from anywhere. In the future, those countries that
break down barriers between people, jobs and technology and empower
their citizens will be successful, allowing them to be effective and
creative regardless of location. Digital technologies are a catalyst for new
ways of working”.

It is clear that not all public servants will be able to work in digital
workplaces. This will be determined by the range of tasks and powers of
civil servants, which will be more likely to be related to the provision of
services to citizens and businesses online. However, even the partial
transfer of civil servants’ jobs into the digital space will significantly
reduce the costs of hardware and organizational support, maintenance of
office space, business trips and more. But at the same time, this area is
connected with the need to develop digital skills for civil servants, which
should become one of the priorities of public service and local self-
government personnel policy.

2. Introduce the concept of open data, according to which certain data
should be free for use and disseminated by any person, subject to the
rules of attribution and (or) share-alike license. Some positive
developments in this direction have already been made. In accordance

! Jlonmymmuceknit LTI «I{udposi poGoui Micisy» IepkaBHUX CIyKOOBIIB SK Baroma
CKJIaJI0Ba €JIEKTPOHHOTO ypsiyBaHHS B YKpaiHi. Teopis ma npaxmuxa 0epiucagnozo ynpasninhs
i micyesoeo camogpsoyseanns. 2018. Ne 1. URL: http://nbuv.gov.ua/UJRN/Ttpdu_2018 1_29
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with the Law of Ukraine «On Access to Public Information» No. 2939-
VI of January 13, 2011, and the Law of Ukraine «On Amendments to
Certain Laws of Ukraine on Access to Public Information in the Form of
Open Data» of December 25, 2015 No. 922— VIII Open Data Work
started in Ukraine. The latter one defines the concept of public
information in the form of open data — public information in a format
that allows its automated processing by electronic means, free and free
access to it, and its further use?.

In accordance with the Cabinet of Ministers Resolution «On
Approval of the Regulation on Datasets to be Disclosed in the Form of
Open Data» No. 835 of October 21, 2015 A Single State Open Data
Portal was created and Open Data services are operating on the web
pages of some central executive bodies>.

The most important achievement of the regulation of the open sphere
is that the following important aspects are enshrined in legislation: the
open data sphere is defined; a regulatory body has been identified; a
designated governing body; identified the main datasets; the technical
requirements for open data formats and distribution methods are defined.

Recently, the concept of open data is rapidly gaining ground.
Increasingly open data are used in the development of socio-economic
development programs of the state and regions. Using of open data in a
business environment helps create conditions for market competition.
Thanks to this concept, citizens are more able to obtain any information
about the activities of public authorities and the provision of
administrative services.

However, the capabilities of this tool as a tool for assessing and
monitoring the work of public authorities and public administration are
not yet fully utilized.

3. In the context of the need to solve problems of improving the
quality of services, optimizing the number of employees and reducing

2 [po BHECEHHS 3MiH 710 IeSKHX 3aKOHiB YKpaiHH MO0 A0CTYITy 0 My6idnoi indopmartii
y ¢opMmi BinkpuTHX naHux. 3akoH Ykpainm Big 25 rpymHs 2015 p. Ne 922-VIII. URL:
https://zakon.rada.gov.ua/laws/show/319-19 (mata 3Bepuentst 27.09.2019)

® Ipo 3atBepmKenHs [1oNOXeHHs TIPo HAGOPH JAHUX, AKi MiTATAIOTH ONPHITIONHEHHIO Y
¢bopwmi Binkpurrx nannx. [Tocranosa Kabinery MinicTpis Bix 21 xoBTHs 2015 p. Ne 835. URL:
https://zakon.rada.gov.ua/laws/show/835-2015-%D0%BF
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the costs of special importance are the so-called «digital» platforms,
which will allow simplifying and optimizing internal processes in the
organization, improving interaction with citizens and reducing financial
and resource costs for the tasks. The most useful models of digital
platforms that can be used in public administration are Business to
Government (B2G), Consumer to Government (C2G), Government to
Consumer (G2C), Government to Business (G2B), and Government to
Government (G2G).

Model «a government for citizens» (G2C) will allow to decrease the
time of delivery of certificates, receipt of forms and other information by
citizens, and will minimize a necessity to stand in turns. It, in turn, will
give possibility to save the resources of budget and citizens’ money.

Model «a government for a business» (G2B) will allow to automatize
tax payments, to conduct electronic tender procedures on supplying with
products and others like that. Due to the principle of transparency it will
allow to save large money.

Model «a government for a government» (G2G) will allow to
automatize relations and circulation of documents between departments,
to manage work of state machinery, to conduct internal office work and
coordinate activity of regional managements and territorial subdivisions,
that largely will promote efficiency of public government bodies.

It is the government’s task to use these models as quickly as possible
in their activities to improve their efficiency.

4. Using of analytics as a continuous and dynamic process of data
collection and analysis in all areas will allow to obtain the necessary and
structured information for solving operational and situational tasks,
developing plans, programs, initiatives and more. The use of analytics at
all stages of the activities of public authorities and in the provision of
public and administrative services, the constant collection of data and
their rapid processing with the help of special information systems will
allow prompt and effective management decisions.

5. Using blockchain technology to create a digital state and prevent
corruption in public administration.

This technology is based on the creation of a decentralized, secure
database that cannot be changed. Today, in state information systems,
human data is very unreliably stored in different state centralized
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databases in different registers. Blockchain technology will allow the
creation of a user’s electronic cabinet, which will store information about
the user from different registers, which he will be able to obtain
independently without the help of the staff of administrative centers.

This technology was first used for the financial sector in the creation
and use of cryptocurrencies. But it is of interest to other areas, such as
banking institutions or government agencies that provide access to large
databases such as medical records, retirement benefits, and more.

However, all these changes require regulatory and organizational
support, which in turn makes it necessary to amend the existing
regulatory framework. The magnitude of such changes may vary: from
issuing an internal order of the executive authority to create a structural
unit whose main function will be to provide electronic services, to
amending the legislation governing the provision of such services. As a
rule, such changes relate to the re-engineering of the process of
providing the service electronically, as this process becomes much
simpler and faster and, unlike the paper form, does not have such a large
number of restrictions and requirements.

The State Agency for Electronic Governance of Ukraine (hereinafter
— the Agency), which was established on October 1, 2014, has been
responsible for the implementation of the Government’s policy in the
field of e-government, informatization, development of the information
society, formation and use of national electronic information resources,
digitization of state authorities. The Agency had the status of a central
executive body, the activity of which is directed by the Cabinet of
Ministers.

On September, 2, 2019 Resolution of Cabinet of Ministers accepted
"Some questions of optimization of the system of central executive that
Agency was regenerate on Ministry of digital transformation of Ukraine
bodies", and a head of new Ministry is under an obligation in ten days’
term to provide preparation and introducing Cabinet of Ministers of
Ukraine of project of position and suggestions in relation to bringing to
the acts of legislation of changes that swim out from the accepted

27



resolution®. Probably, basis of development of Statute about new
Ministry will be position about the State agency on questions the
electronic management of Ukraine.

In accordance with Statute Agency carried out the activity after such
basic directions:

— grant of electronic administrative services with providing of
principles of comfort, transparency, availability, that is able to show out
co-operation between the state and citizens on a new, higher level;

— realization of public policy is in the field of forming of open data
that can characterize efficiency of work of public power. They are used
by both government bodies and scientific, research, educational
establishments, commercial companies and citizens. On the basis of open
data the useful create to business and society services. The process of
opening of data not only assists to development of digital economy in
Ukraine but also approaches our country to competent included in
European community;

— ensuring electronic interaction of state registers, ie interoperability.
Unification of state registers into a single system of interaction is an
effective way of optimizing the work of state bodies, combating
bureaucracy, ensuring remote and prompt access of citizens to quality
administrative services. In particular, «Trembita is introduced» — a
system of interaction of state electronic information resources, and a
National Register of Electronic Information Resources is being formed,;

— ensuring the introduction of electronic document flow into the
activities of public authorities, which significantly increases the speed of
decision-making and, consequently, the speed of response and resolution
of social problems;

— creation of a national system of electronic identification of Ukraine,
which helps to give access to data or services. Among the tools of
electronic identification are the electronic signature, MobilelD, BankID,
ID card;

4 Jleski TIMTaHHS ONTHMI3alii CcHCTeMH IICHTPAJIbHNX OpTaHiB BHKOHABUOI BIAmH .
ITocranoBa MinictpiB  Ykpaimm Big 02 Bepecus 2019 p. Ne 829 URL:
https://www.kmu.gov.ua/ua/npas/deyaki-pitannya-optimizaciyi-sistem-829.
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— promoting the implementation of e-democracy tools that enable
citizens to participate in government decision-making and local self-
government;

— ordering the formation and responsibility for the implementation of
the National Informatization Program to coordinate the planning and
implementation of information projects within the system of state
authorities”.

Another normative document defining the directions of digital
development in Ukraine is the Cabinet of Ministers Resolution No. 56
«Some Issues of Digital Development», according to which the
implementation of the principles of the state policy of digital
development in the realization of citizens’ rights and freedoms is ensured
by the executive authorities in the process of preparing new normative-
legal acts or amendments to regulations and the exercise of power
through the use of digital technologies®.

The Cabinet of Ministers also introduces a number of amendments to
the normative acts aimed at improving the existing regulatory basis for
documenting administrative information in the electronic form of
executive bodies and local self-government. In particular, changes were
made to the Regulations on State Registration of Regulatory Acts of
Ministries and Other Executive Bodies, approved by the Decree of the
Cabinet of Ministers of Ukraine of December 28, 1992. No. 731" and the
Regulation of the Cabinet of Ministers of Ukraine, approved by the
resolution of the Cabinet of Ministers of Ukraine of July 18, 2007.
No. 950° on digital expertise. If the draft act deals with the issues of
informatization, e-government, formation and use of national electronic
information  resources, development of information society,

® Ilpo 3atBepmkenns Ilonoxenns mpo JlepkaBHe areHTCTBO 3 THTAaHb ENEKTPOHHOTO
ypsnyBanHs Ykpainu. [TocranoBa Kabinery MinictpiB Ykpainu Big 01.10.2014 Ne 492. URL:
https://zakon.rada.gov.ua/laws/show/492-2014-%D0%BF.

® Mestxi mutanus wudpoBoro po3sutky. [Hoctamosa Kabinery Minictpis Bin 30 ciuns 2019
p- Ne56 URL: https://zakon.rada.gov.ua/laws/show/56-2019-%D0%BF.

" Mpo 3aTBepkenns [10J10XKeHHs PO AEPIKABHY PECCTPAITiio HOPMATHBHO-TIPABOBHX AKTIB
MiHICTEpCTB Ta iHIMX opraHiB BUKOHaBuoi Biaau. ITocranoBa KaGinery MiHicTpiB Ykpainn
Bix 28 rpymmst 1992p. Ne731. URL: https://zakon.rada.gov.ua/laws/show/731-92-%D0%BF.

Ilpo 3arBepmxenns Permamenty KaGimery MinictpiB Ykpainn. ITocranoBa KaGinery
MinictpiB Yxkpainn Bix 18 ymmas 2007p. Ne 950. URL: https://zakon.rada.gov.ua/laws/show/
950-2007-%D0%BF.
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e-democracy, provision of administrative services or digital
development, together with a legal act, the State Agency shall submit a
conclusion to the state registration authority. e-Governance lIssues on
Digital Expertise in the Form Specified in Annex 21 to the Cabinet of
Ministers of Ukraine Regulation the Cabinet of Ministers of Ukraine®.

Changes were also made to the resolutions of the Cabinet of Ministers
of Ukraine of July 18, 2007 No. 950 and of January 17, 2018, No. 55, in
terms of translating the work of executive bodies into electronic form, as
well as creating a complete process of organizing interaction in the
system of executive bodies exclusively in paperless form®.

The main result of the changes in the regulatory framework will be
the complete translation of the work of the executive bodies into
electronic form, as well as the creation of a coherent process of
organization of interaction in the system of executive authorities
exclusively in paperless form, completion of the complete cycle of
preparation of draft acts in electronic form.

2. Features of providing digital administrative services

The implementation of the state digital development policy in
Ukraine is based on the following principles:

— openness — is to ensure open access to departmental data
(information), unless otherwise provided by law;

— transparency — providing open external interfaces to departmental
information systems, including application programming interfaces;

— reusability — is to ensure open inter-agency sharing of solutions
and their re-use;

— technological neutrality and portability of data — is to provide
access to departmental services and data and re-use regardless of
technologies or their products;

® Jesixi muramms wmgpoBoro possutky. Iloctamosa Kabimery Mimictpis Bix 30 ciuns
2019 p. Ne56. URL: https://zakon.rada.gov.ua/laws/show/56-2019-%D0%BF

' TIpo BHecenns 3min 1m0 moctanoB Kabinery Minictpis Vpainu Bix 18 mumus 2007 p.
Ne 950 i Big 17 ciunst 2018 p. Ne 55. ITocranosa Kabinery MinictpiB Ykpainn Bix 17 kBiTHSA
2019 p. Ne 375. URL: https://zakon.rada.gov.ua/laws/show/375-2019-%D0%BF.
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— citizen-oriented — is to ensure that the needs and expectations of
citizens are first and foremost taken into account when deciding on the
forms or methods of exercising state functions;

— inclusiveness and accessibility — providing opportunities for all
citizens to enjoy the latest advances in information technology access to
services;

— security and confidentiality — is to ensure for citizens and
economic entities a safe and secure environment in which electronic
interaction with the state occurs, including its full compliance with the
rules and requirements established by the laws of Ukraine on protection
of personal data and information belonging to the state, electronic
identification and trust services;

— multilingualism — is to ensure that administrative, information
and other services, including cross-border, are provided to citizens and
economic entities, using the language of their choice;

— decision-making support — is to ensure the use of the latest
information technologies for the development of software products that
support decision-making by the executive authorities in the exercise of
power;

— administrative simplification — is to accelerate and simplify
administrative processes through their digital development;

— retention of information — is to ensure the storage of decisions,
information, records and data, reliability and integrity, as well as their
availability in accordance with security and confidentiality policies for a
certain period of time;

— evaluation of efficiency and effectiveness — is to carry out a
comprehensive evaluation and comparison of at least two alternative
solutions to ensure the effectiveness and efficiency of the exercise of
power™.

The law of Ukraine «On administrative services» determined that the
administrative services in electronic form are provided via the Unified
state portal administrative services, including through the integrated
information system of state bodies and bodies of local self-government.

Y Jesxi muramms mrdposoro po3sutky. Iloctamosa KaGimery Miuictpis Bin 30 ciuns
2019 p. Ne56. URL: https://zakon.rada.gov.ua/laws/show/56-2019-%D0%BF
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The procedure and requirements for integration of information systems
of state bodies and bodies of local self-government of the Unified state
portal of administrative services approved by the Central Executive
body, providing forming of state policy in the sphere of providing
administrative services, together with the Central Executive body,
providing forming of state policy in the sphere of e-government
development™.

Today the greatest time with the introduction of e-services is play a
paper form in electronic form in the development of software to provide
electronic services. As an alternative solution to this problem, experts
suggest amending the legislation with a view to securing the possibility
of filing signed by the electronic digital signature of the data.

The portal of the Government of Ukraine in the section Electronic
Services contains a list of electronic services in 9 categories, totaling
129. The principle of «life and business situations» applies when forming
new e-services, and allows faster and more efficient response to citizens’
requests.

A single state portal for administrative services has also been
introduced, where citizens and businesses can obtain information on the
location, documents required to obtain administrative services, including
information that can be obtained electronically.

The entity providing the administrative service, enterprise, institution
or organization within its field of management, possessing the
documents or information required to provide the administrative service,
shall:

1) to provide such documents or information for free within three
working days of receiving the request from the subject of the
administrative service, unless otherwise provided by law;

2) take measures to develop the system of interdepartmental
electronic interaction, to provide free and open access to their
information systems and databases, unless otherwise provided by law;

2 MIpo amminictpatuBmi mocmyru. 3akom Vkpaimu Bim 11.06.2017 Ne 5203. URL:
https://zakon.rada.gov.ua/laws/show/5203-17.
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3) ensure, in accordance with the law, the storage and protection of
information obtained as a result of the provision of administrative
services;

4) provide free remote access to their own information systems and
electronic databases (registers) containing information necessary for the
provision of administrative services, administrators of administrative
service centers and entities providing such administrative services,
including through the system of electronic interaction of public
electronic information resources;

5) take measures to introduce the provision of administrative services
in electronic form®.

The use of digital signatures empowers the extension of electronic
administrative services. Nowadays, the use of electronic digital signature
is determined by the Laws of Ukraine «On Electronic Document and
Electronic Document Management»™* and «On Electronic Trust
Services»™.

However, the introduction of electronic document circulation marked
the adoption of the 1999 European Union Directive on Electronic
Signatures. This Directive has enabled Member States to develop their
own electronic records policies. It had both positive and negative
consequences. On the one hand, it has legitimized electronic document
flow and data exchange, even if the latter is unencrypted by
cryptographic tools. On the other hand, such independence led to the
creation of different and incompatible systems of verification and
identification in different countries, which did not contribute to the
creation of a single market.

In the course of harmonization of the Ukrainian legislation with the
European one in Ukraine, in 2003 the Law on Electronic Digital
Signature was adopted, which for the first time introduced the concept of
electronic signature and electronic digital signature into legal circulation.

B Mpo amminictpatusmi mocmyru. 3akoH Vkpaimu Bix 11.06.2017 Ne 5203. URL:
https://zakon.rada.gov.ua/laws/show/5203-17.

 TIpo eneKTPOHHI JOKYMEHTH Ta eleKTPOHHHIT J0KyMEHTOObIr. 3akoH Ykpainu Bix 22 TpaBHs
2003 p. Ne 851-1V. Bidomocmi Bepxoenoi Paou Ykpainu (BBP), 2003, Ne 36, ct. 275.

' Ipo enextponni nosipui mocayrn. 3akon Ykpainu i 5 xostast 2017 p. Ne 2155-VIII.
Bioomocmi Bepxosnoi Paou (BBP), 2017, Ne 45, ct.400.
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These concepts are gaining ground in the business environment and the
administrative field.

In 2016, the European Directive was repealed and replaced by the EU
Regulation 2014 on electronic identification, verification and trust
services.

Ukraine is responding accordingly: the Law on Electronic Digital
Signature expired on December 7, 2018, but the Law on Electronic
Confidential Services was adopted.

According to the latter, the digital signature is electronic data that is
added by the subscriber to other electronic data or logically connected
with them and used them as a signature, that is, give the possibility to
identify a person that signed a particular document. Legal status
equivalent to a handwritten signature or seal™.

With the services a digital signature to sign electronic documents, to
use electronic services, registered in the state portals of the kind. The
documents, signed with digital signature have the same legal force as
usual.

From the benefits of using electronic digital signature | would like to
highlight the following:

— reducing the time for transfer of electronic records unlike paper;

— ease of use of the electronic signature. The key is to have
computer and access to the Internet;

— cryptographic transformation of data allows you to ensure the
security and confidentiality;

— ease of communication with the public authorities in the
preparation of reporting documentation, creating and sharing data etc.;

— increasing the number and accelerating the implementation of
business communications.

The law of Ukraine «On electronic trust services» also determines
that the electronic signature or seal cannot be recognized as invalid and
denied the opportunity to be considered as evidence in court cases solely
on the grounds that they are electronic or do not meet the requirements
for qualified electronic signature or seal. From this point of view, the

'8 Ipo enextponni noBipui mocayrn. 3akon Ykpainm i 5 sxostast 2017 p. Ne 2155-VIII.
Bioomocmi Bepxoenoi Paou (BBP), 2017, Ne 45, ct.400.
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legal status of the simple electronic signature remains the same — the lack
of qualification does not make the document so signed is automatically
null and void, but the degree of credibility may be low. Qualified
electronic signature, on the contrary, has the presumption of authenticity.
Advanced signature takes a middle position: its authenticity cannot be
presumed, however, the Law sets the schema with such a signature, the
average level of reliability*’.

It should be noted that the Law imposes special requirements on
qualified providers of electronic trust services, namely: such a provider
(which may be a natural or legal person) must, in addition to other
organizational and technical measures, certify its complete information
security system. It should be noted that accredited key certification
centers established under the Law on Electronic Trust Services receive
this status automatically and must be entered into the Trust List
automatically by the Central Certifying Authority within one year after
the Law enters into force.

Digital signature is becoming increasingly important, especially after
choosing a course on the concept of «The State in a smartphone», an
electronic project that aims to enable citizens to receive all necessary
information and government services through gadgets. But this will only
be possible if citizens receive a digital signature. In our opinion, such a
policy is necessary and also envisages educational activities aimed at
overcoming the resistance of the population to everything new and
unknown.

Digitization of all areas of public activity will promote the
transformation of the Minister of Digital Transformation to the level of
Deputy Prime Minister, as well as the introduction into the functions of
one of the Deputy Ministers in the Ministry, as well as the Deputy Head
in each regional state administration responsible for the implementation
of digital transformation.

Thus, at the present stage of development of the Ukrainian economy,
political will has finally emerged to implement the changes in the field of
digitization. Since such changes are not possible without changes in the

Y po enextponni nosipui mocayrn. 3akon Ykpainu i 5 sxostast 2017 p. Ne 2155-VIII.
Bioomocmi Bepxosnoi Paou (BBP), 2017, Ne 45, c1.400.
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public administration system, and inevitably entail the development of
electronic services and changes in the system of their provision, certain
changes have already been initiated in the organizational structure of the
authorities and the regulatory provision for digital transformations in the
state.

CONCLUSIONS

Thus, the inconsistency of the public management system with the
modern challenges of time puts them at risk of reducing the efficiency of
their activities, increasing the cost of completing the tasks set, reducing
the effectiveness of interaction with business and citizens.

The digitalization of society will give equal experience to all citizens
in information, services and knowledge, will focus on improving the
quality of service delivery in various fields, will significantly improve
the efficiency, productivity and competitiveness of the use of digital
technologies in all sectors of the economy, will be accompanied by
increased confidence and security. The use of new information
technologies will promote the development of the information society
and the media, as well as enhance links with the European and world
environment through the use of common digital standards.

Digital technologies also open up new opportunities for involving
citizens in social and political processes through the use of e-democracy
tools such as e-parliament, e-voting, e-justice, e-mediation (pre-trial
dispute resolution), e-referendum, e-Consultations, e-petitions, e-political
campaigns, e-polls and more.

Ukraine has embarked on a general digitization exercise, which
entails the need for changes in organizational structures and regulatory
support for this process. Real steps have already been taken to overcome
the differences between the principles of e-Government and the practical
application of the principles stated in the regulations. Since most of the
regulations in this field have been strategic in nature and have been
implemented by the Association Agreement with the EU, now is the time
for conscious action to achieve clearly defined goals and objectives.
Implementation of e-government technologies at the proper level and
their legal support is not instant and requires both considerable time and
considerable effort to adapt the existing Ukrainian legislation.
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The creation of the Ministry of Digital Transformation of Ukraine
was a positive achievement in the formulation and implementation of e-
Government policy and coordination of actions in this field by different
ministries and agencies. Unlike the previous State Agency for Electronic
Governance of Ukraine, the Ministry is empowered with broader
authority and is responsible not only for the implementation of the policy
but also for its formation.

Ukrainian society still lacks citizens’ motivation to translate
communication with public authorities into the online environment. This
problem is especially true for middle-aged and elderly people who
believe that a personal appeal to a public authority is the key to an
effective solution. Awareness in the digital field of this category of
citizens also plays a negative role in their low interest.

In addition, a large number of civil servants do not see the prospect of
mastering new technologies, are not aware of the problems of e-
government and do not see the benefits of implementing it. Moreover,
some public servants see the digitalization of public administration as a
threat to their professional activities, because they believe it can lead to
job cuts and make corruption in the workplace impossible for someone.

These are just some of the problems and challenges facing Ukraine in
the context of building a digital society. The speed of response to these
challenges will depend on Ukraine’s compliance with the requirements
of the development of the world economy, quality of life of citizens and
compliance with the principles of functioning of a democratic society.

SUMMARY

The article describes the main directions of development of digital
society in Ukraine, in particular the legal basis of the digitalization of the
public administration. Analyzes the principles of the state policy of
digital development in Ukraine and priority directions of development of
electronic management and the use of electronic technologies in public
administration, namely: the creation of digital jobs for civil servants,
introduction of the concept of open data, use of digital platforms to solve
problems in public management, the introduction of a permanent data
collection and analysis, the use of technology to the block chain.

37



The main tasks of the Central Executive authority on implementation
of e-governance. Noted that structural changes in the ministries, in
particular the creation of the new Ministry of digital transformation is to
facilitate cooperation of different departments and public authorities to
respect the principles of transparency and openness of work of public
authorities and minimizing corruption in activities of public officials.

An effective modern e-government tool that has become widespread
in the public administration system is electronic administrative services,
whose delivery process has its advantages and disadvantages.

The introduction of electronic document flow in the work of public
authorities is an important step towards the digitalization of the public
administration system as a whole. The new government has set itself the
goal — by 2020, to fully translate the records in public administration into
a digital form, which will help accelerate the workflow and effectively
solve problems in public administration.
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HISTORICAL BACKGROUND
OF TAX SYSTEM FORMATION IN UKRAINE
IN THE TWENTIETH — EARLY TWENTIETH CENTURIES
AND FEATURES OF NATIONAL FISCAL POLICY

Krushelnytska T. A.

INTRODUCTION

With the development of society and the state, theoretical disputes
about the nature of taxes have raised around their nature and, more
sharply, regarding their role in the state, and over time, with the new
civilizational challenges, the scientific controversy does not
cease. From a historical approach to the study of the tax system and the
peculiarities of national fiscal policy, it becomes possible to determine
the nature of the contradictions and inconsistencies that torment the
integrity of the national tax system today, undermining the economy of
the country. In addition, historical experience allows us to identify the
cause and put an end to the unfolding of tax ambivalence between tax
institutions and taxpayers.

In the early twentieth century in the academic environment of the
Russian Empire (Ukraine was a part of which), there was an intense
controversy over the theory of taxes, and it concerned mainly the
problems of the nature of taxes, their forms, types, functions. The works
of economists |. Ozerov, A. Sokolov, N. Turgenev, I. Yangul and
others have become an valuable asset not only for national but also for
global tax theory. After the October 1917 Revolution, due to political
factors, the acquisitions of these and other eminent tax theorists have
been forgotten, and the state’s vision and fiscal targeting have changed in
the country. In the Soviet period, tax theory underwent devastating
destruction, which rejected the development of the country, public
administration, and economy many years ago.

Therefore, one of the crucial components of the process of
development of tax public administration in Ukraine is the formation of a
modern tax system as the main source of financial support for the
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performance of state functions. Creating effective tax system of
Ukraine is characterized by intensification of the contradictions between
disparity modern forms of taxation issued from the practice of developed
countries and a powerful legacy of command-administrative public
administration. Even in modern Ukraine it makes visualizes now. These
contradictions are amplified by mentality of citizens who do not want to
pay taxes and historically predefined fiscal institutions, which tend to
force the administrative methods of work.

1. Forced-revolutionary taxation
in the early twentieth century in the USSR

In his works J. Stiglitz emphasized that the evolution of the role and
functions of the state in public life was reflected in the functional
purpose of the tax system, with which we fully agree®. The author argues
that the fiscal orientation of the tax system and the compulsory nature of
taxation persist regardless of the development of government functions®.
The evidence of the creation and functioning of the tax system of
Ukraine in the twentieth century, as in other post-Soviet states, denies the
rigidity of not only the fiscal orientation of taxes, but also their existence.

From the beginning of its existence in 1917, while the absence of its
own system, the financial system of the Soviet state was built on the
institutions of tsarist Russia. The main income was the issue of money
and contributions. The first Soviet taxes had no real fiscal significance,
but were of the nature of class struggle and frank confiscation. For
example, the RNK Decree of August 14, 1918 imposed a simultaneous
levy on the maintenance of Red Army families, which was levied on
owners of private trading companies who had hired workers. A decree of
the Central Executive Committee and the RNK of October 30, 1918,
introduced a one-off extraordinary ten-billionth revolutionary tax, which
imposed the city bourgeoisie and the kulaks”.

! Crirnin [xosed E. ExoHomika nepxkaBmoro cektopa. Ilep. 3 amrm A. OmilfHuK,
P. Ckinbcbkwii. Kuie Ocnosu, 1998. C. 232-235.

2 1bid , c. 232-234.

® PemeHus NApTMM W TPABUTETECTBA 10 XO3HCTBEHHBIM BOTpocaM. COOPHUK
ooxymenmos. 1917-1928 rr. : B 6-n T. MockBa. M31aTebCTBO MONUTHYECKON JIMTEPATYPEI,
1957. T. 1. C. 212-214.
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As P.Hay-Nyzhnyk noted, in financial and taxational work of
Ukrainian People’s Republic (UPR) government of that period consists
unreasonably belief, that for almost the entire period of the UPR power
in the country was in a state of permanent search of money. State is
funded by voluntary contributions, loans, disposable compulsory taxes
and power requisitions that through tough force, harm the reputation of
the Central Council, the State Treasury was filled mainly by excise
duties, which were in the days of tsarist Russia, so it was quite easy to
collect, but they did not generate enough revenue®. The haphazard
fulfilling of the budget illustrated the ‘one day’ policy, without any
reasonable plan and perspective’.

In a collapsed economy, money flow stopped and, as a result, its
naturalization of economy and commaodity relations took place, so the
USSR government had to switch to natural taxation. The decree of the
Central Executive Committee of October 30, 1918 ‘On the taxation of
agriculture with a natural tax’ on the principle of income tax introduced a
natural tax levied on the introduction of part of agricultural
products®. The tax was levied on surpluses (as it seemed to the
government) of products beyond the needs of the farms under the
progressive system, depending on the number of tens of crops, the
number of farms and the number of family members. A special system of
individual taxation has been established for the kulak farms. The
local councils could have attracted the kulak farms to taxation under the
higher standards. This gave broad authority to the representatives of local
authorities and had a pronounced subjective character, to approach
selectively the taxation of certain taxpayers and the size of the tax itself.

The priorities of the tax policy of the Soviet republic of that period
were expressed by Lenin in 1919. In particular, it was envisaged that the
RCP would pursue a progressive tax, income tax, and property tax in all
cases where possible. In the era of dictatorship of the proletariat and state

* Taii-Hwxmux T1. Tlomatkosa monmitnka Llentpansnoi Pamu, ypaais YHP, YkpaiHcekoi
Jepxasu, YCPP (1917-1930 pp.). Kuis. Lugppa-opyx, 2006. C. 143-147.

® Ibid, p. 143-147.

® Pemenus mApTMM W TpABUTENECTBA 1O XO3HCTBEHHBIM BOTpocaM. COOPHUK
ooxymenmos. 1917-1928 rr. : B 6-n T. MockBa. M31aTebCTBO MONUTHYECKON JIMTEPATYPEI,
1957. T. 1. C. 212-214.
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ownership of the main means of production, he emphasized, the finances
of the state should be based on the direct rotation of a certain part of the
income from different state monopolies for the needs of the state’.

Due to the inability to sufficiently fulfill the state treasury, the next
step was taken to tighten tax policy. Thus, RNA Decree of 11 January
1919 on a national scale was introduced Food allotment®, according
to which the number of grain and grain fodder for public use
distributed for the removal of the population between provinces. As a
result of the introduction of the sub-distribution of peasants, not only the
surplus food, but also some of the necessary products were
removed. One of the features of the tax policy at that period are
revolutionary taxes from the urban and rural population. As a basis
for charging assigned class principle: in addition to solving financial
problems (cash resources) performed asand politically well: fighting
against wealthy citizens.

From the direct taxes of that period, it is necessary to name the
industrial tax, which was levied on trade and industrial enterprises, as well
as income tax. It also played a political function: as the capital grew, the
tax rate progressively increased. In addition, the approach to taxation not
only failed to produce the expected economic result, but on
the contrary became a powerful disincentive in society, which led to the
fact that according to Yu. Polyakov, the industry was in ruins, agricultural
production in 1920 was only 50 % of the pre-war level (1913), ,,... almost
all urban population was hit by strikes in the country ... In order to
eliminate the threat of ,,... the death of the revolution”, individual leaders
were asked to abolish the firm price for bread, to allow the free trade of
bread, which ,,... would nullify” a civil war, and between peasants and
power ... peace would come™®. In the end, it forced “... the country’s

" Jlennn B. M. Counsenus [u3n. 4.]. MockBa. I'oc. u3aT. MOJN. JMUTEPATYyphl, THIIL.
“Ilewatnsrit aBop”. 1950. T. 29. C. 118.

8 Mpo poskmagky Mix TyOepHisMH 3epHOBMX XTibGiB i (ypaxy, IO IATAraoTh
BiUY)XKEHHIO B posmopsypkeHHs gepxasu. Jlekper PHK Big 11 ciuns 1919 p. URL:
http://www.pravoznavec.com.ua/books/letter/8/ kernel.php/624.

® TMomsxos FO.A. Mepexon x HEITy u coserckoe KpecThsaHcTBO. Mockea. 1967. — C. 25.
URL: yandex.ua/yandrearch?tex.

O TlapmrouenkoB C.A. OpaeH MedeHocies. IlapTHs M BIACTh IOCIC PCBOMOLMH.
1917-1929. Mowuorpadwust. Mockea. Cobpanue, 2008. P. 50-51.
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leadership to change its attitude... to the economic course...”""

to change the tax policy, to review the taxation system of peasants, for all
who at that time were almost the only taxpayers in the country.

The decision to lift agriculture and the economy as a whole, which
was urgently adopted by the government and had to normalize economic
relations and remove the economy from ruins, was the abolition of the
food distribution and the introduction of a food tax. To this end, a
resolution on the transition to a new economic policy (NEP) was adopted
at the X Party Congress on March 21, 1921 , which was later developed
in the Resolution of the Central Executive Committee on Replacing Food
and Raw Materials™?.

The resolution on the NEP opens a new stage in the development of
public administration of the country’s tax system. According to this
document, the basic principles of the food tax were laid down and it was
emphasized that the total amount of the tax should be reduced as the
Soviet state’s industry and transport were restored. Due to restrictions
and, in some cases, virtually no cash circulation, the RNA Decree of
April 21, 1921, “On the Natural Tax on Bread, Potatoes, and Oil Seeds”,
introduced natural taxes on these and, later, other types of agricultural
production on the progressive principle of construction. About
the peculiarity of taxation at that time was a form of payment of a natural
tax. It was assumed that natural taxes could be paid in 18 different types
of products, with the possibility of replacing each other in terms of a
certain equivalent.

The government has made decisions about new taxable products, but
the efficiency of administering natural taxes at the time is beyond
criticism. Tax loses, as transportation and storage of products reached
40% of the amount of taxes collected. However, there was a catastrophic
shortage of selected products to cover even the minimal state needs, so in
order to eliminate the physical losses of products and their
expensiveness, as it was charged by the Decree of the Central Executive
Committee and the SNA of March 17, 1922 “On a single natural tax on

" Honskos FO.A. Iepexox x HEITy u coserckoe kpecTbsucTBO. M. 1967. — C. 25. URL:
yandex.ua/yandrearch?tex.

2 KTICC B PE30IONMAX ¥ PEIICHHUsX Che30B, kKoH(pepeHuil u mieHyMmoB LIK. Mocksa.
Tocnonurusgar, 1983. T.2. C.370-371.
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agricultural products for 1922/23”** entered only natural tax is
established as the only weight unit — in pounds or wheat progressive
recovery is determined by three factors: the amount of arable land
eater (one person), provision of livestock and crops.

There is no consensus among scientists as to the value of the NEP in
the construction of a socialist state. Indeed, ... the successes of the NEP
were reflected in the relatively rapid recovery of industry, transport and
agriculture, and in the creation of a viable financial system™*
[111, p. 82], the whole country was involved in the process of
reconstruction, resulting in an unstable market link between the state and
the peasant’. It is achieving this, albeit fragile-called >communication
gives us reason to believe during the NEP in one of the most advanced in
the establishment and governance of the tax system in the Soviet state.

During the first 5 years, the restoration period, from 1921 to 1926, the
index of industrial production increased more than 3 times, agricultural
production increased 2 times and exceeded the level of 1913 by
18%. But even after the recovery period, economic growth continued at a
rapid pace: in 1927 and 1928, industrial production growth was 13 and
19%, respectively. On the whole, during the period 1921 — 1928, the
average annual growth rate of national income was 18 %. However,
in spite of the general optimistic picture reflected in the historical sources
of those times, A. Drozdukov emphasizes, the contradictions between the
state and the population, between agriculture and industry became more
and more aggravated “... as the problems of modernization of the
country were brought to the fore”*’. N. Rogalina generally insists on the
doom of the NEP because of the limited market of that period, “... which
made economic decisions politically possible”®. Let us mention, indeed,

B €nuumii cinbebkorocmomapeskuii monaTok Ha 1923-24 pp. Jlekper Ta NOCTaHOBA. —
XapkiB. : Buoas. 6i0oin Hapxomnpody,1923. 16 c.

 Iposmiokor A. B. Wrorn HOII ckBo3b coBpemennyio uctopuorpaduio. Munosayuonnoe
obpaszosanue u sxonomura. Mocksa. .2007. Ne 12 (1). C. 82.

5 Jlaeuc P. Passutue coBeTckoro obmectsa B 20-¢ TOXBI M MPoGJieMa aNbTepHATHBEL
Poccus 6 XX sexe: ucmopuxu mupa cnopsim. Mocksa. 1994. P. 214.

16 JpozmioxoB A. B. Utorn HOII ckB0o3b coBpeMeHHYI0 HCTOpUOTpaduio. Hnnosayuonnoe
obpaszosanue u sxonomuxa. 2007. Ne 12 (1). C. 82-87.

" Ibid, p. 85.

18 poraymma H. JI. HoBas SKOHOMUUECKas TIONITHKA M KPECTHIHCTBO Ham: proGpeTenns u
norepu. Coopnux cmameii. Poc. AH. un-T poc. ucropuu; ors. Pex. B. I1. JImurpenko. Mockaa :
Hayka, 1994. C. 142-143.
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the NEP as the economic policy of the Soviet state was gradually
supplanted and eradicated. However, its undisputed achievement was the
promotion of the material base for the establishment of statehood in the
USSR, including through the taxation of private activity, which became
possible only due to the temporary softening of state policy towards
independent private business activity.

An important result of the NEP was that economic successes were
achieved on the basis of fundamentally new, unknown before the history
of public relations of the state and the private owner. Thus, at that time in
the industry key positions were occupied almost exclusively by state
trusts, in the credit and financial sphere — state and cooperative banks,
and in agriculture — small peasant farms, private or covered by simple
types of cooperation. According to this completely new under the NEP
were economic functions of the state have changed radically and priority
objectives, budget and fiscal policy. Previously, the Center had directly
forced the natural and technological proportions of reproduction into
order, but now it has moved to regulating prices, seeking indirect,
economical methods to ensure balanced growth.

The industrial sector of the economy, which is now largely state-
owned, has not been left out of taxation by the USSR government. In
1926, income tax on state-owned enterprises, cooperative organizations
and joint stock companies with participation of state and cooperative
capital in the amount of 8% of the amount of net income™.

But the most interesting, in our opinion, the achievement of the NEP
was the temporary weakening of the tax press on most peasant farms
(except for the kulak ones). During the NEP embryos preferential
taxation appeared, for example, granted tax relief cooperative
organizations®, the sole Agriculture (low income, low marginal farms,
and those that grow industrial crops) were first established exemption
limit (Article 212)*. Some cooperatives (consumer, agricultural,
handicraft, handicraft and credit) were exempted from industrial

* Davis R. From Tsarism to tse New Economic Policy. London. 1990. C. 62.
2 O Jnprorax 1o 06,]'[0)!(6]‘“’”0 IIPOMBICJIOBBIM  HAJIOTOM  JIsI HEKOTOPBIX KaTeTOpHﬁ

npeanpusituii : Ilocranonernme  Hapxomdmra CCCP  or  25.09.1923  URL:
http://www.bestpravo.ru/sssr/eh-gosudarstvo/j 7b.htm
O enuMHOM CellbCKOXO3sHCTBEHHOM Hayore Ha 1928-29 rox : Ilonoxkenue :

IMocranonenne LIMK u CHK CCCP ot 21 anpens 1928 r. Cobp. 3akoHonmarensctBa CCCP.
1928. Ne 24. C. 212.
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tax?2. With regard to individual income, during this period, the income
tax®® was in force, which in 1926 was replaced by the state income tax, it
provided for the application of the tax-free minimum and the taxation of
income of citizens in the calculation of all members of their families who
do not have independent income®. To confirm the fact of introducing
softer tax policy, present observations, R. Davis and, according to which
the share of land tax and payments for land in income of farms declined
from 9.5% in 1913 to 4.9% in the year 1926/1927%. But in the future tax
burden has been strengthened, but even a temporary easing tax burden is
a good example of successful historical problems the state budget using
promotional tools.

Also there is no doubt that the main task of the state remained the
transition to full progressive income taxation of individuals and
businesses and strengthen of the tax burden on kulak farms. Lenin
proclaimed to the delegates of the 10th All-Russian Party Conference
that tax collection would not go voluntarily, he would not do without
coercion®®. That is, as in previous years, the state used violent methods of
tax collection, and indirect taxes were introduced in the form of various
excise taxes, as the implementation of the further expansion of the list of
taxable objects by the government.

For the peasants, Yu. Polyakov notes, that NEP “... meant taxes
known in advance”, which helped to strengthen the economy of the
economy, but caused concern for the leadership of the party and the
government, which in this phenomenon was seen by the factors of
growth of the ,kulak” layer®. Subsequently, fears about the

#2 O ;mBroTax Mo OBJONKEHWIO TPOMBICTOBBIM HAJOTOM I HEKOTOPHIX KATeropwii
npennpusituii - @ Ilocranosnerme  Hapxomdmra CCCP  or  25.09.1923  URL:
http://www.bestpravo.ru/sssr/eh-gosudarstvo/j7b.htm

# 06 wsmenenmnm cr. cr. 7 um 9 TIONOXKEHHS O TOCYNAPCTBEHHOM TOJOXOMHO-
noumyuectseHHoM Haore : [TocranoBnenune IIUK CCCP, CHK CCCP or 27.07.1923 p. URL:
http://www.bestpravo.ru/sssr/eh-gosudarstvo/y20.htm.

% O Beenenun B jeiicTBue ITonoxeHUs O TOCYJJapCTBEHHOM II0JIOXOJJHOM Hajore :
IMocranoBnenne LUK CCCP, CHK CCCP ot 24.09.1926 URL: http://www.bestpravo.ru/
sssr/eh-dokumenty/nOr.htm.

% Davis R. From Tsarism to tse New Economic Policy. London. 1990. C. 62.

% Jlemun B. W. Coummenus [w3n 4.]. Mocksa: [oc. M37aT. MOJN. JNHTEpaTyphl, THIL
«IleuaTHsiit nBOop». 1950. T. 29. P. 118.

7 Tonskos 10.A. Ilepexon k HEIly u coBeTckoe KpecTbsncTBO. Mocksa. 1967. C. 35.
URL: yandex.ua/yandrearch?tex.

% |bid, p. 35.
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strengthening of the pulpit were increasingly reflected in the formation
of a forfeiture tax policy.

As a resultof thechanges made in the late 20-ies of
the twentieth century in the USSR formed a complex and cumbersome
tax system: at that time there were 86 types of payments to the budget.
Due to this, V. Lytvyn notes that since 1923/24 of the economic year in
Ukraine “... eating of fixed capital” in industry has stopped®. In the
following, the extended reproduction process began in 1924/25, and in
1925/26. ,,... some of the capital investment was directed to new
buildings™®, but, as before, the funds for implementing the ambitious
plans of the ruling party were not enough.

The Soviet governmentissued loansto finance the state
industrialization  program (which  had fiscal signs because it was
compulsory and compulsory). The first loan reached 200 million rubles,
was issued in 1927, the budget received 198 million rubles, including the
USSR — 34 million rubles. The second loan, in 1928, gave the budget
517 million rubles, incl. Ukraine — 96 million rubles®. Government loan
receipts exceeded expectations, but the volume of sources did not cover
the needs of industry, ,,... which absorbed far more than planned”‘?’z. In
the five years, the industry was to give 12 billion rubles., V. Lytvyn,
emphasizes the profit and gave only 6.949 billion. Thus, the sums needed
for “... the forced development of the industry could only be received
from the peasants”, that is, the need remained “... to strengthen the press
on the collectivized village ...”, writes N. Hryk™ . After all, writes
V. Golovko, agriculture has become the only source of income for
capital investment in the modernization of industry and the army of the

% Jureun B. M. Kpmsa memy. Ictopis Ykpainm: migpyamuk. 2011. URL: http://www.
Lytvin-v.jrg.ua/history_of_ukraine/mdex.php?article=ch.
% |bid.

3 bid.

82 I'pux H. A. Cenbckoe X03SIHCTBO U POMBIIIIIIEHHOCTh: B3aMMOJICHCTBUE M B3aUMOCBS3b
B romgel mepBoil marmierkn. 2006. P. 3. URL: lib.tusur.ru/fuletext/periodika/oglavl/
2006_grik_220906pdf.

8 I'pux H. A. Cenbckoe X03SIHCTBO M POMBIIIIIIEHHOCTh: B3aUMOJICHCTBUE M B3aUMOCBS3b
B romel mepBoi marTmierku. 2006. P. 1. URL: lib.tusur.ru/fuletext/periodika/
oglavl/2006_grik_220906pdf
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USSR*. However, scholars of that time were rather optimistic about the
taxation of peasants. Thus, M. Mitilino believed that “... agriculture has
reached such a level that it is possible to increase the burden of
taxation™®, and this «... will help the restructuring of the village.. 7%

The experience of those years proved the fallacy of this
assumption. Due to the definition of industrialization as a priority
objective of the budgetary and economic policies of the Communist
Party leadership, the nature of taxation has changed significantly. The
country has finally established a rigorous tax burden of expropriation on
the traditional agrarian sector, which provoked a fall in the income level
of peasants, caused migration of the rural population to the cities. Tax
policy and other confiscation factors were pushing peasants into the city,
which prepared the basis for an initial industrial leap in the USSR.

Since 1929, radical changes have taken place in the development of
agriculture. Government was proclaimed on policy of collectivization, he
was accompanied by further increasing the tax burden and the transition
to the forced collection of taxes. Therefore, in the period 1929-1933, we
distinguish in a separate stage of development of the tax system, as the
tax policy of the country has acquired new aspects: it has become aimed
at solving the problems of collectivization of the village, support and
strengthening of the collective farm system, the final elimination of
kulaks.

Why was the fiscal pressure exerted on the kulaks and why did
communist propaganda call them class enemies? Turmeric was called a
fairly large proportion of landowners in Ukraine (not that small or large),
who mostly used hired labor to cultivate the land. The Soviet government,
the leadership of the Bolshevik Party (later the Communist Party) saw the
threat of political resistance from these masters, as opposed to the
proletarians, who lost nothing and were already dependent on the state
machine, landowners remained independent not only economically but also
free of their own. Decisions, actions, were able to resist the repressive state

* Tomoeko B. “MonepHizartis™” sk MeTaHappaTHB yKpaiHchkoi ictopii. ITpo6iemu, ictopii
VYkpainu: GpakTy, Cy[HKEHHS, MOUIYKH : icTOpUYH. )XypHaiL — 2003. Ne 9. C. 424.

® Mirinino M. I. OcHoBu dinancoBoi mayku. Kuis. [lepaBHe BUIABHAUTBO YKpaiHw,
1929. P. 164

* Ibid. P. 166.
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machine of the time, which, in fact, they did. Therefore, tax policy and the
period of the NEP, and later, as a lever for pressing and, ultimately, the
elimination of the capitalist elements — ‘kurkuls’. But in fact, a large layer of
citizens, capable of managing the economy, thinking critically, making
economic and managerial decisions, was liquidated. Such a repressive and
confiscatory nature of tax policy has resulted in the great tragedy of the
Ukerainian people, which is still evident today.

The main government documents in the field of tax changes were
the Resolution of the Central Executive Committee and the RNA of
February 8, 1929 “On the Single Agricultural Tax and the Facilitation of
Taxation of the Medium-Sized Economy” and in the Regulation “On the
Single Agricultural Tax for 1929-30"". The object of taxation under this
provision was the total income of the economy. Further encouraging
collectivization in the ,,About the only agricultural tax in 1930-31 years”.
Approved by the CEC and SNK on February 23, 1930, for the collective
instead of progressive and at taxation was set proportional. Under the
new regulation, three taxation systems were approved: collective farms,
single-occupied labor and kulak farms. At the same time, the criteria of
attribution of farms to the kulak ones were expanded, and the taxation
was carried out individually, which had a frank subjective, or more
precisely, forced-confiscation character.

Changes and reforms in tax policy have affected not only the
agricultural sector. In 1930-1932, a radical tax reform was carried out in
the USSR, which resulted in the abolition of the excise tax system,
instead of all tax payments (about 60) of enterprises that were at that
time were exclusively state-owned, unified into two major ones: turnover
tax and income tax deduction.

By the end of the 30-ies of the twentieth century, in the USSR there was
decline in consumption in urban and rural areas, has acquired distribution
extracting resources in the rural population, which was of hard to force,
confiscation nature of tax policy and determines the orientation of fiscal
policy to address the problems, ignoring the well-being and, even life. Thus,
one of the most significant repressive measures against the peasants

¥ €mmmii cimscprorocnonapebkuit moxatox 1929-30 pp. : dekper HK® YCPP. — Xapkib.
VYxp. dinis depxdinsunasy CPCP, 1929. — 48 c.
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of Ukraine in their numerous streams was the one-time tax introduced for
single peasant households of Ukraine, approved on November 19, 1932 by
the Resolution of the CEC and RNA. According to this document, the RNA
of the USSR and regional executive committees were instructed to “set tax
rates for districts, based on the economic characteristics and conditions of
each district...” and ... to ensure constant systematic control over class tax
administration...”®. The tax was introduced to eliminate income of
individual households that were not taxed agricultural tax, the result of
his (among others) became Holodomor 1933. The complexity and depth
of state priorities in fiscal policy are partly covered by data on the dynamics
of socio-economic indicators in the USSR in the late 1920s and early 1930s
(Table 1.4) (calculated according to according to*®).

Data shows, on the one hand, rapid, more than in 200%, economic
growth, which reflects the realization of the intentions of the Communist
Party leadership and the USSR government to industrialize the country,
and on the other, the inordinate price of this growth, which is measured
by the millions of lives lost in Ukraine: in 1933 In 2006, 166 people were
paid for each tractor that came to the Ukrainian village.

Since the early 1930s, as before, and for quite a long time to come in
the USSR, taxes have been exercised by their functions that are not
peculiar to them: political and class struggle. In the course of
collectivization and industrialization, practically complete destruction of
the kulaks in Ukraine, destruction of market approaches to production
and sale of products, general extension of state ownership to almost
complete monopoly took place, which allowed to build a system of
taxation on administrative methods by withdrawing the profits
of enterprises and redistribution of financial resources through the
country’s budget.

8 IIpo oxHopa3oBui MmojaTok Ha OXHOOCIOHI rocmomapctBa : [loctanoBa Pamgnapkomy
VYCPP Bix 21 mmcronana 1932p. URL: http://textbooks.net.ua/content/view/1073/17/.

® Cmupro B. C. DKkoOHOMHYECKHE IpPHUMHBI Kpusuca couwamisma B CCCP.
OrteuectBennas uctopusi: PAH. UH-T poc. ucropuu. 2002. Ne 6. C. 97.
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Table 1.4

Social and economic indicators of the USSR

in the late 1920s —early 1930°’s
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The formation of new priorities of the tax policy of the state
has emerged since 1936, which allowed us to highlight the beginning of
the next period of tax development in the USSR. It is characterized by
complete management of resources by the state, determination of
planned tasks and “control figures”, establishment of “state orders”,
directions, volumes and prices of sold products, etc.”’. With the help of
“... central planning, the state monopolized the market”, managed the
objects, “... appropriation of the product created at state enterprises and
monopoly profit...”*. The renewed income of the state was formed not
by taxes, but by direct deductions of the gross national product, on the
basis of “... absolute state monopoly”*. This feature, in our
view, remains a difficult historical legacy in the field of public
administration of the tax system.

The result of this approach was the almost complete loss of fiscal
function taxes, given that population taxes were not significant, the
existence of the tax system lost sense, and the state fiscal policy was
transformed into a purely budgetary one: centralized withdrawal,
centralized distribution. In the structure of public administration, which
was regulated by the Constitution of the USSR*, approved by the
Extraordinary VIII Congress of Soviets of the USSR on December 5,
1936, tax service as an institution of public administration was designed
to collect taxes, until 1990*.

2. Prerequisites for forming a tax system in an independent Ukraine.
Restoration of tax system institutions

During the period from 1936 to 1987, tax events took place, but they

were not of a profound reformer character. In those years, in Ukraine, as

well as in the Soviet Union as a whole, in science, awareness of the

“ Bompos B. I'., Kpymensnrpka T. I1., Manoiinenxo O. B., Maptunenxo B. ®. Jlepxapue
peryioBaHHs CHeliaJbHAX MOHONONIH B VYkpaini : HaykoBa MoHorpadis. X. : Bux-Bo
“Koncranra”, 2005. p. 25-26.

“ Ibid. P. 25-26.

“2 Ibid. P. 25.

4 Koncrurymust (ocnosHoit 3axon) CCCP or 5 mexabps 1936 roma (¢ mociemyromuMu
n3MeHeHnsiMu 1 ononserusmu) URL: http://www.hist. msu.ru/ER/Etext/cnst1936.htm.

“ O rocymapcTBeHHOil Hanorooil ciyx6e : ITocranosnenne Cosmmra CCCP ot
24.01.1990 N 76. URL.: http://www.bestpravo.ru/sssr/gn-akty/qOp.htm.
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essence of taxes was reduced to its ideological and class content, and tax
in ‘bourgeois’ states was defined as a tool of exploitation. From 30 years
up to the collapse of the former Soviet Union and in the entire country,
no problems Ukraine’s development tax system no one cared, because
| for said Victor Panskov, in that ,,... there was no need: society legislated
to build the world’s first tax-free state”. This has led national science in
this field for a long time to clear the theoretical understanding of the
nature and nature of taxes, to determine their role in public
administration, which explains the irrational trajectory of tax reform,
which echoes even today.

During this period, the tax pressure intensified (to financially support
the urgent needs of the state), then weakened (to illustrate the
Lextraordinary acts of the ruling party”). Example, the collective farm
taxation has changed since 1936 after the adoption of the CEC and RNA
Decree of June 20, 1936 “On the replacement of agricultural monetary
tax by collective farms with a profitable monetary tax*. It was
a softening of fiscal policy, which explained uneven taxation of certain
types of agricultural enterprises. Profit tax has significantly simplified
and reduced the cost of collection and facilitated the organization and
strengthening of collective farms.

With the World War 11, there has been an increase in taxation due to
the need to meet military needs. A military tax (abolished in 1946) was
introduced in1941and a 100% agricultural tax surcharge was
subsequently abolished. In order to raise additional funds for mothers of
many mothers, the Order of the Presidium of the Supreme Soviet of the
USSR introduced, on November 21, 1941, a tax on bachelor, single, and
small family citizens*, which was expected to promote population
growth and provide additional collection for large families.

In the post-war period, a tax was introduced on the turnover of trade
enterprises, an analogue of excise duty on consumer goods (crystal,
furniture, coffee, cars, vodka). Income from this tax in the revenue part

8 KIICC B pe3oNoumsX M pelleHHsAX Che3oB, koHdeperiuii u mienymoB LK. Mockea.
Tocnonumuszoam. 1983. T. 2. C. 370-371.

46 IIpo moaaTok Ha XONOCTSKIB, OMMHOKHX i Oe3niTHuX rpoManstH CPCP : Vka3 Ipesunii
BepxosHoi Pagu CPCP Bix 21 muctonana 1941 poky. Bioomocmi Bepxosnoi Paou CPCP. 1941.
N 42.
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of the budget in 1954 was 41 %*' , the collection of livestock owners®,
etc. The gradual replacement of taxation by non-tax sources of budget
replenishment  has also returned. Chief among them was the
redistribution of part of the revenues of state-owned enterprises and
organizations with the simultaneous payment of turnover tax, which in
1954 accounted for approximately 40% of the revenue part of the budget
of the USSR™.

It should be noted that acertain impetus in the change in tax
policy occurred with the advent of the top management of the
country Khrushchev. The reasons for the revival of tax activity in the late
1950s were due to a shortage of payments on domestic government
liabilities, a manifestation of the government’s refusal to extinguish
government bonds in 1957 due to severe economic problems™. As a
result, the unemployment rate in the country increased, though not
officially registered, the deficit of goods increased, and other signs of
crisis were observed, which required urgent measures on the part of the
state.

It was against the background of the worsening economic crisis that
Khrushchev put forward the idea of sacrificing small, as he thought,
budget revenues from taxes on the income of the population, in order to
maintain the party’s priority position. Leaders from proposed restructure
management of the economy, yet ,,press red directors”, and production
will rise and float in budget revenues®. Indeed, according to the data
given by E. Zhirnov, taxes on the population in the mid-60’s of the
twentieth century. In the USSR, they accounted for less than 8 % of state
revenues, and, as the first secretary of the CPSU Central Committee,

4" Ilpmxun C. IIpaBoBoe perymupoanme Hamoropsix oromenuit B CCCP. Mocksa.
Tocropuznar, 1955. P. 17.

* Coxonoscrka A. M. MeTononoriuni acrektd onoxatkysanus. Hayxosi npayi HA®DI.
2001. Bum. 2 (14). p. 33.

o bperamua A. B. Hamorm u HasmoroBoe mpaBo. YdeOHOe MOCOOME MOX pex.
A. Bpbisrammnaa. Mocksa. 1997. 600 c¢. URL: http://www.cnfp.ru/tax/theory/history/.

% Tommucka o messmuiate. Bmacts. 2007. Ne 10. URL: http://www.kommersant.ru/
vlast/?1ssuelD=55315.

5! Wupnos E. OTka3aThCs OT B3UMAHMs HanoroB. Komepcanm. Baacmw. 2010, Ne 17-18.
URL: www.kommersant.ru/ doc.aspx?DocsID=1361006).
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M. Khrushchev, believed, the loss of such an amount could not have
made the budget a ,,non-renewable gap’2.

Proclaiming the program ... active construction of communism”, for
the 21st Congress of the CPSU in 1959, the USSR government made
proposals for the abolition of taxes on the population, which envisaged
the gradual abolition of the payroll tax for workers and employees,
starting in May 1960° [308]. In this regard, the third Program of the
CPSU, adopted at the XXII Congress of the CPSU on October 31, 1961,
provided for the complete abolition of tax payments from the
population®. The reforms proposed in the 1960s, inspired by
the “"coming of communism, “included the complete abolition of taxes
and the introduction of a system of income payments, payment for the
fund and normalized working capital instead. Government documents
stated : as a result of the reform, “... a high level of material and
technical base will be created, a high level of consciousness of the people
will be achieved, the principles of socialism will be fully developed and
fully demonstrated”™.

The main contradiction of the reform of 1965 is the desire of the
authorities to maintain a policy model of the departmental economic
mechanism and, at the same time, to combine two opposite processes: to
strengthen centralization in the economy and to engage market economic
regulators (profitability, profit, etc.). Market ideas do not fit into the
economic mechanism USSR, the essence of which was saved of all
power in the hands of the state. Accordingly, the tax system was set up
by the state to function in an unaltered, directive way.

The reform of the economy, including the tax system, in terms of
complete abolition of taxation of citizens, in this form was not
adopted. Subsequently, significant changes were made to the tax
legislation acts regarding burdening of income tax, property taxation of
individuals, agricultural tax, single state duty, collection for housing and
cultural and household needs, income tax from film screenings, etc.

52 |hyi
Ibid.
%% 06 oTMeHe HATIOTOB ¢ 3apabOTHOI IaThl padounx u ciyxammux : 3akox CCCP ot 7 mas
1960 roma. Bedomocmu Bepxosnozo Cosema CCCP. 1960 . Ne 18. Cr.135.
% ITporpamma KIICC. TTpunsta XXII che3nom KIICC. Mocksa, 1974. C.28
% Ibid. P. 28.
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Although the implementation of this resolution has not occurred due
to shift Khrushchev from office, in the Statesandinthe tax
system and has already begun significant changes. Due to them in 1970
there was originated elementary tax system administrative-command
direction of individual tax items, such as personal income tax. At the
beginning of the reforms of the mid-1980s, more than 90% of the State
budget of the Soviet Union and its individual republics was formed at the
expense of the national economy. Direct taxes on the population
accounted for a small proportion, approximately 7-8% of all budget
revenues™.

In the 1971-1985 the command-administrative system could not adapt
to the demands and changes dictated by the scientific and technological
revolution, which, along with other factors, have become a major cause
of extinction disproportional economic development. The necessary
resources were gradually exhausted or significantly more expensive, and
the economic growth of the USSR declined rapidly. Thus, the average
annual growth rate of industrial production was: in 1966-1970 about
8.5 %; in 1971-1975 — 7,4%; in 1976-1980 — reached only 4.4%; and in
1981-1985 — fell to 3.6%, and the growth rate of national income in the
same periods amounted to 7.2, 5.1, 3.8 and 2.8%, respectively®’. There
was a gradual impoverishment of the country; the Soviet economy
entered the stagnation zone. The signs were an increase in the budget
deficit, a constant monetary issue, and an increase in the national debt.

Against this background, there was an increasing need for a
restructuring and gradual transition to new economic conditions, which
envisaged the resumption of individual employment at non-state
enterprises, and therefore the need for a state institute to manage a new
process, such as the tax one, was at the moment a question about the
revival of the tax service and the development of the tax system as a
whole.

The impetus for the creation of the tax service of the USSR was the
measures that were gradually to bring the economy from command to

% Jleomenxo IT. M., FOxumenko II. I. Exonomiuna icropis. Hapuansuuii mocibuuk. Kuis.
3nanns-IIpec. 2004. C. 70.

5 O rocymapcTBeHHOM mpeanpusTHE (06benuHeHnn). 3akon CCCP ot 30.06.1987. URL:
http://pravo.levonevsky.org/ baza/soviet/sssr1996.htm.
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administrative to market. For example, in 1986 the USSR
allowed individual labor activity of citizens, in accordance with the
provisions of the Law of the USSR of June 30, 1987 ,,On State
Enterprise (Association)”, seta patent for the right to engage in
individual employment [300]. Adoption of this law can be considered the
beginning of a radical reform of the system of mandatory payments to
the budget in the USSR, it was the beginning of the formation of a legal
framework for the introduction of a system of taxes for individual
entrepreneurs, cooperatives and enterprises with the participation of
foreign organizations, the impetus to the emergence of state and fiscal
policy on a qualitatively new level of development. Important steps
towards the formation of a new tax outlook were the Laws on Individual
Labor Activity (1986), and On Cooperation (1988), which legalized
small-scale private entrepreneurship and prepared the ground for
taxation.

As a result of the state decisions taken, in 1988, 734 thousand people
were employed in individual labor activities, mostly handicrafts. The
rapid dynamics of the number of cooperatives in these years testifies to
the timeliness and foresight of the decisions made. Thus, in the spring of
1989, the number of cooperatives exceeded 99.3 thousand people,
employing about 2 million people, and two years later, in 1991, this
figure exceeded 7 million people, representing about 15% of the
country’s active population®,

Thus there were launched reforms whose aim was to claim transition
from administrative to economic methods of governance. Due to the
increasing flow of information of various kinds, caused by the lifted
“Iron Curtain”, it became increasingly impossible to ignore the global
trends in the development of the tax system, thus preparing the ground
for the creation and formation of the tax system of Ukraine as an
institution of state power for the implementation of fiscal policy. With
the adoption in 1987 of the USSR Law on State Enterprise
(Association)®, which became effective for all enterprises, a separate

% Jleomenko II. M., FOxumenko II. 1. Exosomiuna ictopis. Hapuansuuit moci6uuk. K. :
3nanns-IIpec. 2004. 499 c.

% O rocymapcTenHOM npeanpusTHE (06benuHeHNK). 3akon CCCP ot 30.06.1987. URL:
http://pravo.levonevsky.org/ baza/soviet/sssr1996.htm.
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period was opened, the Soviet development of the tax system, which was
characterized by a radical reorientation of tax policy towards legalization
and promotion of development of individual entrepreneurship and the
beginning of the formation of market relations.

As Ukraine obtained independence, a national tax system began to be
created and intensively developed in our country. The State Tax Service
of Ukraine was created by the decision of the Council of Ministers of the
USSR of 12.04.90, No. 70. In December of that year, the Supreme Soviet
of the USSR adopted the Law "On State Tax Service in the Ukrainian
SSR"®. The status of the State Tax Service in Ukraine, its functions and
legal bases of activity were regulated by the Law of Ukraine “On the
State Tax Service in Ukraine” and the Decree of the Cabinet of Ministers
of Ukraine “On Provision of Activities of the State Tax Administration
of Ukraine”.

In 1991, the Law of Ukraine “On the Taxation System” was adopted,
which defines the principles of building a taxation system in Ukraine, a
list of taxes and fees (mandatory payments) to budgets and state trust
funds, as well as the rights, duties and responsibilities of payers. The
system of bodies of the state tax service of Ukraine according to the
above law included: State tax administration of Ukraine and state
tax inspections. The period of formation of the tax system of independent
Ukraine begins. The main focus was on regulating economic issues
affecting the quantitative focus of taxes, the size of tax rates and the
distribution of tax paymentsacross budgets at different levels®.
Adoption of this law was the beginning of formation of tax system
institutions in independent Ukraine. The creation of tax system
institutions was caused by the reform of economic and political relations

From 1991 to 1996, the tax system of Ukraine takes on a certain legal
form, with limited compliance with the global trends of formation and
functioning. From such positions, at this stage, we define the state’s goal
of the role of the tax system as to bring the normative provisions of the

% Tpo nepxkaBHy monaTkoBy cayxOy B Vipaini. 3akoH Ykpainu iz 04.12.1990 Ne 509-
XIl. Ogiyitinuii 6e6-caiim Bepxosnoi Paou Yxpainu. URL: http://zakon3.rada.gov.ua/laws/
show/509-12.

8! [Ipo cucTemy ononaTkysanHs. 3aKxoH Ykpainm Bix 25.06.1991 Ne 1251-XI. Ogiyitinuii
6e0-caiim Bepxoenoi Paou Yxpainu. URL: https://zakon.rada.gov.ua/laws/show/1251-12
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tax system of Ukraine to the requirements of world standards and, taking
into account the growing share of the private sector of the economy,
fulfill the fiscal function. An example of an attempt to rise to world
standards was, for the first time in the tax practice of Ukraine, the
mandatory declaration of personal income®. But the most obvious in the
sense of forming a tax system on world models was the introduction of
value added tax (previously — added value), since, according to
A. Sokolovska, in most developed countries, the formation of financial
needs of the state is mainly due to indirect taxes®.

With the adoption of new laws on income tax and value added tax in
1996 and 1997 respectively®®, for the first time in the current
legislation introduced the concept of tax accounting, identifies the
objects of taxation, without reliance on accounting, introduced the
concept gross expenditures and gross revenues, the algorithm of
budgetary compensation of VAT is formed, etc.

An important step taken during the new stage of tax system reform
was made on May 22, 2003, with the adoption of the Law of Ukraine
,On Personal Income Tax”, which came into force on January 1,
2004. The main innovation of this law is the detailing of terms, a
significant reduction in the tax rate, simplifying its definition, and so
on. Thus, since January 1, 2004, it has been set at 13%, regardless of the
size and place of income, and since January 1, 2007 the rate is 15%,
unlike the earlier CMU Decree®®. It should be noted that until 2004 there
was a progressive, abrupt taxation rate for individuals, which was
difficult to justify. The changes, innovations and additions made at this

%2 Ipo mpuGyTKoBMIl MomaTok 3 TpomansH : Jlexper KMV Bim 26.12.1992 Ne 13-92.
Odpiyiiinuii  6e6-catim  Bepxosnoi  Paou  Vkpainu. URL: http://zakon.rada.gov.ua/cgi-
bin/laws/main.cgi?nreg=13-92.

8 Coxomosceka A. M. ITomatkoBa cucTema YKpaiHH: Teopis Ta NPaKTHKA CTAHOBJEHHS.
Moworpadis. K. : HA®IL, 2001. P. 34.

¥ Tpo omomatkyBaHHA TpHOYTKy MimmpueMcTB. 3akoH Vkpaimu Bim 22.05.1997p.
Ne 283/97-BP. Ogiyiiinuii 6e6-catim Bepxosnoi Paou Ykpainu. URL: http://zakon.rada.gov.ua/
cgi-bin/laws/main.cgi?nreg=283%2F97-%E2%FO0.

% TIpo momatok 3 jnoxomie (izmummx oci6. 3axom Ykpaimm Bix 22.05.2003. Ne 889-15.
Odpiyiiinuii 6e6-caum Bepxosnoi Paou Vkpainu. URL http://zakon2.rada.gov.ua/laws/show/
889-15.

% TIpo momatok 3 joxomie (izmummx oci6. 3axom Ykpaimm Bix 22.05.2003. Ne 889-15.
Odpiyiiinuii 6e6-caum Bepxosnoi Paou VYkpainu. URL http://zakon2.rada.gov.ua/laws/show/
889-15.
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stage to the tax regulations aimed at further bringing the domestic tax
system to the world standards, on the one hand, and on the other,
expanding the tax base to increase budget revenues.

Despite the fact, that quite a large number of regulations in Ukraine is
still a problem perfect legal regulation of taxation. The relationship
between the taxpayer and the state is not regulated as fully as we would
like, legislative rules and are not uniquely is subjected to constant
interpretation and, quite controversial changes.

In 2010 the Tax Code was adopted. The Code refers not just about
reducing the list of taxes and reducing their rates, even though these
measures will have a positive result in the stimulation of the economy,
and the establishment of new mechanisms for tax collection, broadening
the tax base, involvement of an increasing number of taxpayers, as well
as changing the very ideology of taxation. It was expected that its
adoption may provide a gradual transition to stabilization the fiscal law,
automatic unopposed (in terms of variability of decision-making in the
field) fiscal policy.

However, analyzing its provisions and implementation
practices during 2011-2015, we see thatthe Code pays insufficient
attention to the problems of eliminating legal loopholes, resolving tax
collisions, improving the legal regulation of the entire tax relations
system. This does not allow us to define the development of democracy
and a market economy as priorities of fiscal policy in Ukraine. But tax
system since Ukraine’s independence, even given some positive
provisions of the Tax Code, virtually unchanged base visualizes through
two main functions of taxes, and fiscal control. That is why the tax
system again needs a radical reform, which, in fact, has been started
since 2015, taking into account the needs of governmental and budgetary
decentralization.

The main results on the analysis of scientific sources and normative
documents adopted during the twentieth century XXI in the USSR and
independent Ukraine, the author highlights the main stages of the origin
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and formation of the national tax system, which are caus by the evolution

of policy on the role of tax (Table. 2)

67,68

Table 2
Stages of formation of the tax system of Ukraine
Period Defini_ng Signs of the period P_roblems_ of
regulations fiscal policy
1 2 3 4
1917-1921 - RNA Decree of Confiscation and class Ensuring the financial
forced- October 24, 1917 character of taxation; and food needs of the

revolutionary

“On the Collection
of Direct

Taxes”; RNA
Decree of January
11, 1919 “On the
Food Layout”

the presence of
a disincentive natural
tax.

state, most of all the
army.

1921-1929 —
forcible
confiscation

Resolution of the
Central Executive
Committee of March
21,1921 "On the
replacement of food
and raw materials
layout”, RNA
Decree of April 21,
1921 "On the natural
tax on bread,
potatoes and oil
seeds”

Natural and form
collecting taxes along ;
refusal to pay taxes on
different types

of products ,
establishing a single
product type,
softening the

taxation policy for
peasants; introduction
of separate tax
benefits; the
transition to

a progressive— tax
method.

Restoration and
development of
industry and
agriculture, filling the
budget.

The limitations of
pressing and,
ultimately, the
elimination of
capitalists including ele
ments.

1929-1936 —
monopolizatio
n of the
economy

Resolution of the
CEC and RNA of
the USSR of March
29, 1931 Regulation
"On a single
agricultural tax for
1931", Consensus of
the

USSR of December
5, 1936

Political and liquidation
functions of taxation,
application of non-
systematic confiscation
methods of tax
collection; absence of
tax authorities.

Liquidation kulaks,
spread state

monopoly; provision of
collectivization and
industrialization;

% Kpymemsummpka T. A. YNpaBliHHA TMOJATKOBOIO CHCTEMOIO YKpaiHH B yMoBax
MDKHapOIHOT eKOHOMIYHOT iHTerpauii : MoHorpadis. Jloneusk : FOro-Bocrok, 2012. 412 c.

8 Kpymemsuurpka T.A. dopMyBaHHs (iHAHCOBOI OCHOBH TEPUTOPIATBHHX TPOMA
VYkpainu: TeopeTHyHe BW3HAUCHHS 1 aHAN3 aKTyalbHOTO CTaHy: MoHorpadis. Piga, Latvia:
LAMBERT Academic Rublishing RU. 2019. 71 c.

63




Continuation of the table 2

1

2

3

4

1936-1987 —
administrative
and command

Resolution of the
CEC and RNA of
June 20, 1936 "On
the replacement

of agricultural cash
tax from the
collective farms
income tax" Law of
the USSR of May 7,
1960 "On the
abolition of the tax
on wages of workers
and employees"

Tax abatement ; introdu
ction of a system of
privileges and
preferences for
collective

farms; temporary
increase in tax pressure
during the Great
Patriotic

War; strengthening the
absolute state
monopoly; full disposal
of state resources,
replacement of taxes
with non-tax sources of
filling the budget;

Organization and
strengthening of
collective

farms, increase

of marketability of
production; provision
of military needs; the
use of targets and
benchmarks; preservati
on of a directive model
of

the economic mechanis
m, the union of two
opposite processes:
centralization in the
economy and

markets and economic
and regulator and.

1987-1990 —
pre-market
transformation

Law of the USSR of
June 30, 1987 "On
State Enterprise
(Association)"

Beginning of the reform
of the system of
compulsory payments
of state-owned
enterprises in the
budget, formation of a
legal framework for
introducing a system of
taxes for individual
entrepreneurs,
cooperatives and
enterprises with the
participation of foreign
organizations.

Preparation of
transition from
administrative

to economic methods
of management; stimul
ating the development
of individual
entrepreneurship

and establishing marke
t relations.

1990-1996 — Law of Ukraine “On | The collapse of the Creation of the tax
initial Tax Service USSR, Ukraine’s system of
institutional of Ukraine” dated declaration of Ukraine; partial
04.12.1990. independence, and the alignment of
Law of Ukraine “On | adoption of a regulations to the
Value Added Tax” combination of market requirements of
of 20.12.91 and administrative world standards.
levers of regulation and
governance.
1997- Laws of Ukraine Introduction of tax Gradual adaptation of
to 2013 - “On value added account; applying new the tax system of
Reform— tax” of 03.04.1997, approaches to Ukraine to world
adaptive "On taxation of determining the object standards, revision of

profits of
enterprises" of
22.05.1997, Tax
Code of Ukraine of
03.12.2010

of taxation; introduction
of the concept of gross
expenditures and gross
revenues, formation of
the mechanism

of budgetary
compensation of VAT.

the principles of state
management of tax
system development
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Continuation of the table 2

1 2 3 4
2014 —todate | Law of Ukraine "On | Changing the number of | Realization of the
- Voluntary taxes, simplifying the process of
Reform in the | Association of tax decentralization, forma

conditions of
decentralizatio

Territorial
Communities" of

legislation, introducing
IT- technologies of tax

tion of financial basis
of self-sufficiency of

n of power 05/02/2015, No. administration, introduc | territorial communities
157-VIll, ing the principles of
Budget Code of budgetary
Ukraine: Law of decentralization
Ukraine dated July
08 2010 — No. 2456-
VI, VRU ed. from
March 13. 2015

Currently, the reform of the tax system of Ukraine is taking into

account the needs of decentralization. Unfortunately, not all problems
solved yet. The principles of work of fiscal institutes need to be radically
changed; there is a need for transition of the process of tax
administration on IT-technologies, tax law is confusing and not stable
and so on. Overall, the tax system works and allows the public
administration to realize the main priorities.

CONCLUSIONS

Thus, analysis and historical sources of tax system formation in
Ukraine in XX — beginning of XXI century and the peculiarities of
the formation of the national fiscal policy made it possible to highlight
the difficult, contradictory, devoid of consistency of the path of the
domestic tax system from birth to the ruins of tsarist Russia, the almost
complete atrophy during the state monopoly in the USSR, and the revival
with Ukraine’s independence.

A retrospective analysis of the formation of the tax system of Ukraine
in the XX — early XXI century revealed the dynamics of its institutions
and major flaws and contradictions and its theories and (gravitational tax
system to perform functions it was not typical, sharp second imbalance
between the state and taxpayers, the state of permanent reform, the lack
of a stable regulatory support, etc.), which will slow and today the
development of the national tax system. On the example of the tax policy
of the USSR in the period of the NEP and during the 30-ies of the
twentieth century somewhat hypertrophied, but ideally illustrates the
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ideological positioning of the tax system in public administration to
achieve the goal.

Most important result of the analysis of historical retrospective, we
believe visual detection of conflict between the historical heritage in the
public management of the tax system, built on the principles of
administrative — command first administration and tax requirements for
her systems and in the integration of Ukraine into the world economic
environment and decentralization of power.

SUMMARY

The article deals with the peculiarities of implementation historical
background of tax system formation in Ukraine in the twentieth — early
twentieth centuries and features of national fiscal policy. These are the
following periods: 1917-1921 — period forced-revolutionary, 1921-
1929 — period forcible confiscation, 1929-1936 — period monopolization
of the economy, 1936-1987 — period administrative and command, 1987-
1990 — period pre-market transformation, 1990-1996 — period initial
institutional, 1997— to 2013 — period reform- adaptive, 2014 — to date —
period reform in the conditions of decentralization of power. The author
has distinguished stages of development of the tax system on the basis of
generalization of features of each stage. This helped to characterize the
priorities of fiscal policy at each stage. The article identifies conflict
between the historical heritage in the public management of the tax
system, built on the principles of administrative — command first
administration and tax requirements for her systems and in the
integration of Ukraine into the world economic environment and
decentralization of power.
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THE ROLE OF STATE BUDGET OF UKRAINE
IN THE IMPLEMENTATION OF ECONOMIC
AND SOCIAL POLICY

Mishchenko D. A.

INTRODUCTION

One of the most important tool of stabilization and development of
the national economy, appliance of current economic and social systems
to the changing conditions, particularly the implementation of economic
and social policy of the country is the state budget. Considering the
inability of the current mechanisms of budgeting policy formulation and
implementation to solve the problems of the socioeconomic development
of the state at the proper level, it is necessary to develop a new budgetary
policy, meant to promote to unlocking the country’s potential for
development on the basis of financial decentralization and realization of
the inner potential of economic advance (self-development);
improvement of intergovernmental budgetary relations. The question of
theoretical and practical aspects of the role of the state budget in the
implementation of the economic and social policy of the state, finding
out its place in the system of state regulation of the economy in the
conditions of transformation of the national fiscal policy,
decentralization and expansion of local authorities is also relevant.

A major contribution to the development of theoretical and
methodological foundations of state regulation of socioeconomic
processes has been made by such national and foreign scientists as:
M. Alexandrova, V. Bazilevich, V. Bodrov, A. Bulatov, O. Vasylyk,
V. Vorotin, V. Geyets, V. Grinova, O. Levchenko, Y. Luzan, A. Melnik,
O. Mordvinov, A. Muzychenko, V. Oreshin, V. Rossokha, G. Tretyak,
N. Ushenko, N. Shiyan and others. In justice to the scientific
achievements of scientists, it should be noted that it is still ill-defined and
requires an in-depth study of the question of improving the use of the
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budgetary mechanism in the implementation of the economic and social
policy of the state.

1. Analysis of establishment and application of state budget funds

In the modern period of development of the budget system, the
formation of a sufficient amount of state budget revenues and ensuring
their efficient application assume special importance. The state budget is
an integral part of the budget system of each country and an important
tool for implementing the economic and social policy of the state.

The Budgetary code defines the structure of the budget system of
Ukraine, which includes the state budget and local budgets. Local
budgets are budgets of the Autonomous Republic of Crimea, regional,
provincial, and local government budgets, which include budgets of
territorial communities of villages, their unions, settlements, cities
(including districts in cities), and budgets of united territorial
communities.

Budget revenues play an important role in the socioeconomic
development of society. Budget revenues, on the one hand, are the result
of the distribution of GDP between various participants in the
reproduction process, and on the other, are the object of further
distribution of value, concentrated in the state hands, because the latter is
used for budget establishments of different levels.

In formalizing the financial category ,,budgetary resources”, we deem
it advisable to pay attention to its objective features, peculiar to any
economic system. Thus, budgetary resources are: 1) a product of the
seizure of part of the value of a newly created product of society and its
distribution and redistribution according to economic, social and political
purposes; 2) the basis for the creation of centralized and decentralized
budgetary funds; 3) an important instrument for regulating the economic
relations of society; 4) a specific financial category with stable natural
properties, characteristic forms of expression and laws of development,
in what connections these relationships are permanently changing.

In the meantime, some scientists narrow down the economic content
of the ,,budgetary resources” category to the level of the state budget.
Thus, A. Zagorodniy and G. Vozniuk define these resources as the
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means from which the state budget is formed and which compose a
significant part of the centralized financial resources of the state’,

Therefore, budgetary resources as a financial category are given
considerable attention, while at the same time there is no holistic
comprehension of this complex economic concept. Each scientist
characterizes the budgetary resources from the standpoint of the tasks of
his own research, omitting other important aspects. In addition, the
definitions do not specify the purpose of such resources provision.

The Budget Code of Ukraine, the main legislative act in the field of
budgetary relations, also lacks formalization of the term "budgetary
resources™; in this category it is identified with the concept of "budgetary
funds". In the Code, budgetary funds (public funds) are interpreted as
appropriated in accordance with the law of budget revenue receipt. In
turn, “budget revenues are budget incomes, repayment of loans to the
budget, funds from state (local) borrowings, funds from selling state-
owned assets (regarding the state budget), repayment of budget funds
from deposits, proceeds from the sale / presentation of securities?.

Formation and distribution of budgetary resources, intended for the
fulfillment of its functions by the state, is the economic basis for the
existence of the latter. At the same time, the status of each resource
implies the presence of its properties such as rarity and value. Moreover,
the principle of parsimony of economic resources has a comprehensive
character, that is why in foreign economic literature it is called
fundamental, and the problem of the resource insufficiency is considered
as determinative.

In fact, all kinds of economic resources, which are at the disposal of
society, are limited and insufficient to meet the full spectrum of human
needs, which are generally not limited, unsatisfied, and, moreover, with
the development of society, are constantly growing and changing in
quantitative and qualitative terms.

1 3aroponnii A.I'., Bosutok I'.JI. ®iHaHCOBO-ekoHOMiyHHMiIT cnoBHUK JIbBiB: Bua-Bo
JIeBiBCHKOIT mostiTexHiku, 2011. 844c.

2 PBiomkeTnnii komekc VYkpaimm Bix 08 smmms 2010 p. Ne 2456-VI. URL:
http://zakon4.rada.gov.ua
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It is important to realize exactly what kind of the components of the
general fund revenues of the state budget of Ukraine are the most
important and how they change over time.

Table 1
Movements of revenues of the General Fund
of the State Budget of Ukraine, billion UAH?
2016 2017 2018
plan fact plan fact plan fact
Tax revenue 502,55 | 503,87 | 610,86 | 605,65 | 724,71 | 716,57

Non-tax revenues 66,14 65,19 47,47 87,39 111,41 110,40

Income from capital | 99 | 07 | 027 | 010 004 | 0,084
operatlons

Revenues from the
European Union,
foreign governments, 3,71 2,5 0,86 1,36 1,28 1,16
international
organizations

Official transfers 3,11 3,05 3,92 3,89 5,40 5,40

Total 575,63 | 574,66 | 702,02 | 698,41 | 842,85 | 833,62

Table 1 shows income movements of the general fund revenues of the
state budget of Ukraine according to the plan and in point of fact. Tax
revenues amounting to UAH 502.55 billion in 2016 according to the plan
and UAH 503.87 billion in point of fact; they increase by UAH 222.16
billion in 2018 and by UAH 212.7 billion respectively. Non-tax revenues
have the same tendency — they grew by UAH 45.27 billion according to
the plan and by UAH 45.21 billion in point of fact. Revenues from the
European Union, governments of foreign countries, international
organizations and at the expense of official transfers were of minor
importance.

In order to study the structure of revenues of the general fund of the
State Budget of Ukraine, we construct the following table

®  Odiuifianit  caiir  JlepxaBHoi  KasHaueiichkoi  cmyx6m  Vkpaimu.  URL:

http://www.treasury.gov.ua/main/uk/index
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Table 2
Structure of revenues of the General Fund
of the State Budget of Ukraine,%

2016 2017 2018
plan fact plan fact plan fact
Tax revenues 87,3 87,7 87,0 86,7 86,0 86,0
Non-tax revenues 115 11,3 12,3 12,5 13,2 13,2

Income from capital

- 0,0 0,0 0,0 0,0 0,0 0,0
operations

Revenues from the
European Union, foreign
governments, 0,6 0,4 0,1 0,2 0,2 0,1
international
organizations

Official transfers 0,5 0,5 0,6 0,6 0,6 0,7

Total 1000 | 1000 | 100,0 | 1000 | 100,0 | 100,

The share of tax revenues in the structure of the general fund
revenues of the state budget of Ukraine remained the largest during the
whole period, although it tended to decrease both according to the plan
and in point of fact. On the contrary, the share of non-tax revenues
slightly increased. The share of revenues from the European Union,
foreign governments, international organizations and official transfers, as
noted, is insignificant in the structure of general budget revenue of
Ukraine.

For the first time a special purpose fund in composition of the state
budget appeared in 2000. The reason was the introduction of fiscal
records and increased control over the use of funds of budgetary
institutions that previously turned out of budget. With the creation of a
special purpose budget fund, the former extrabudgetary trust funds have
been referred to it".

The amount of the special purpose budget fund of the state budget
and the relationship between the sources of income and the directions of
use of funds are set annually in the Law on State Budget. The special
purpose fund is the resources that are received for a specific purpose and
are used for appropriate expenditures at the expense of these revenues.

4 Boporoc B. T. OcoGmuBocti peanizaiii GHOKETHO-OIATKOBOT MOMITHKH YKpaiHH Ta
BU3HAYCHHsI HATIPSIMIB 11 po3BUTKY. bizHecindopm. 2012. Ne 6. C. 145 — 148.
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Special fund resources play the role of additional financial support for
the implementation of national, social and other functions entrusted to
budgetary institutions.

Table 3 shows the indicators that characterize the movements of
revenues of the special fund of the state budget of Ukraine.

Table 3
Movements of revenues of the special fund
of the state budget of Ukraine, billion UAH
2016 2017 2018
plan fact plan fact plan fact
Tax revenues - 0,003 21,34 21,51 35,30 37,25

Non-tax revenues 4391 | 3845 | 4747 41,18 60,27 | 54,28

Income from capital |4 47 | 15 | g7 0,18 044 | 057
operatlons

Revenues from the
European Union,
foreign governments, 1,79 1,64 0,91 0,24 1,08 0,30
international
organizations

Trust funds 7,88 0,28 22,70 29,85 4,87 0,19
Official transfers 1,15 1,12 2,12 2,07 2,03 1,90
Total 55,91 | 41,62 | 94,82 95,03 103,99 | 94,49

Tax revenues of the special fund of the state budget of Ukraine,
which were absent in 2016, but in fact amounted to only UAH 0.003
billion in 2018 they amounted to UAH 35.3 billion according to the plan
and UAH 37.25 billion in point of fact. Non-tax revenues also increased,
though not so markedly: they increased by UAH 16.36 billion according
to the plan and by UAH 15.83 billion in point of fact.

Revenues from the European Union, governments of foreign
countries, international organizations and trust funds were insignificant
(the exception is 2017, when trust funds received UAH 29.85 hillion) in
addition, there should be noticeable discrepancies between the planned
and actual values by these sources (especially by trust funds). Official
transfers increased by UAH 0.88 billion in point of fact and by UAH
0.78 billion according to plan.

In order to study the structure of revenues of the special fund of the
state budget of Ukraine, we have made the following table.
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Table 4
Revenue structure of the special fund
of the state budget of Ukraine, %

2016 2017 2018
plan fact plan fact | plan | fact
Tax revenues 0,0 0,0 22,5 22,6 34,0 39,4
Non-tax revenues 78,5 92,4 50,1 43,3 58,0 57,4

Income from capital
operations
Revenues from the
European Union, foreign
governments, international
organizations

2,1 0,3 0,3 0,2 0,4 0,6

3,2 3,9 1,0 0,3 1,0 0,3

Trust funds 14,1 0,7 23,9 314 47 0,2
Official transfers 2,1 2,7 2,2 2,2 2,0 2,0
Total 100,0 | 100,0 | 100,0 | 100,0 | 100,0 | 100,0

The share of non-tax revenues in the revenue structure of the special
fund of the state budget of Ukraine remained the largest during the whole
period, though it tended to decrease both according to the plan and in
point of fact. On the contrary, the share of tax revenues has increased
substantially. The share of revenues from the European Union, foreign
governments, international organizations, as well as trust funds and
official transfers, as noted, is insignificant in the general budget revenue
structure of Ukraine, although according to the plan the share of trust
funds should be much higher than it was in point of fact (the exception is
2017, when the share of trust fund revenues reached 31.4%).

In the conditions of fragile economy of Ukraine and constant deficit
of budget funds, mobilization of all state resources and their efficient use
becomes necessary.

The performance of its functions by the state depends on the level of
their financing and the efficiency of the appliance of the allocated funds.
The analysis of the composition, structure of budget expenditures,
namely the share of expenditures for the fulfillment of each function of
the state in their total amount and in GDP, allows determining which
functions are top-priority at each stage of the socioeconomic
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development of the country and whether they are in line with the
priorities announced in the budget resolutions’ policy’.

Successful reform of the public expenditure system is a crucial
prerequisite for implementing economic reforms. It must maintain a
stable and relatively fast economic growth.

But these reforms should not act as a separate element of state
influence on the development of the Ukrainian economy, but should be
closely interrelated with reforms in such areas as taxation, establishment
of prices, activities of state enterprises, development of social
infrastructure of a market economy.

Equally important conditions for success are as follows: restraining
government spending within eligible, macroeconomic acceptable limits,
strengthening the role of public authorities in stimulating private sector
activity, and promoting those capital investments that enhance the
distribution and productive efficiency of the Ukrainian economy®.

Table 5 shows the indicators that characterize the dynamics of
expenditures of the state budget of Ukraine.

In 2018, UAH 45 billion more than in 2016 was spent on general
state functions from the State Budget of Ukraine. The considerable
amount of expenditures under this article is explained, in particular, by
the fact that it includes expenditures for public debt management. In
2018, it was allocated for defense UAH 37.7 billion more than in 2016,
for public order, security and the judicial authority — by UAH 45.2
billion more than in 2016. Financing of economic activity expenditures
increased by UAH 32.2 billion. Environmental protection was financed
in 2018 by UAH 0.5 billion more than in 2016. Expenditures on housing
and communal services also increased. Health care expenditures
increased by UAH 10.2 billion and expenditures on spiritual and physical
development by UAH 5.2 billion. Actual expenditures on education
increased by UAH 9.5 billion.

® Top6ynoB O.B. BiojkeTHuil MEHEKMEHT B CHCTEMi MEp)KABHOTO PETYJIOBAHHS
E€KOHOMIKH: IUC.. ... K-Ta ekoH. Hayk: 08.00.03. KponuBHuubkuii, LleHTpanpHOyKpaiHCHKHIA
HalliOHaIBHUI TEXHIYHMH yHiBepcuter, 2018. 246 c.

® Pea €.P. CyqacHuii cTaH JepkaBHOTO Glomkery Ykpainu. Edextusna exonomika. 2014
Ne 6. URL: http://www.economy.nayka.com.ua/ ?op=1&z=3112

78



Table 5
Movements of expenditures of the State Budget
of Ukraine, billion UAH

2016 2017 2018
plan fact plan fact plan fact
General state 12195 | 117,9 | 147,02 | 1424 | 179,28 162,9
functions
Defense 66,69 59,3 77,83 74,3 97,79 97,0
Public order,
security and the 72,53 71,6 0,09 87,8 123,48 116,8
judicial authority
Economic 35,03 31,4 51,66 | 47,0 74,43 63,6
activity
Environmental
protection 5,35 4,7 5,25 47 6,14 5,2
Housing and 0038 | 0012 004 | 0016 0,41 03
public utilities
Public health 12,82 12,4 17,33 16,7 23,34 22,6
Spiritual and
physical 5,06 4,9 8,22 78 10,48 10,1
development
Education 38,95 34,8 46,69 41,1 50,22 44,3
Social protection
and social 152,51 151,9 145,15 1445 164,17 163,9
security
Inter-budgetary | 19624 | 1953 | 27922 | 272.6 | 30467 208,9
transfer
Total
. 708,57 684,7 870,49 839,2 1034,43 985,8
expenditures

Expenditures on social protection and social security show an
increase of UAH 12 billion. The amount of intergovernmental transfers
increased significantly: from UAH 195.3 billion in 2016 to UAH 298.9
billion in 2018. It should be noted that by all items of expenditures it is
observed exceeding the planned indicators over the actually achieved,
which indicates that the planned indicators are not fulfilled and the
planned work is imperfect, which needs further improvement.

In order to study the structure of expenditures of the state budget of
Ukraine, we have made the following table.
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Table 6

Structure of expenditures of the State Budget of Ukraine, %

2016 2017 2018
plan fact plan fact plan | Fact
General state functions | 17,21 | 17,22 | 16,88 | 16,97 | 17,33 | 16,5

Defense 9,41 8,67 8,94 8,86 9,45 9,8
Public order, security
and the judicial 10,23 | 10,47 | 10,57 | 10,47 | 11,93 | 11,8
authority

Economic activity 5,07 4,59 5,93 5,6 7,19 6,4
Environmental 075 | 07 | 06 | 056 | 059 | 05

protection
HO”S"JgI"’i‘RgSp“b"C 0,004 | 0,00 | 0,003 | 000 | 003 | 0,00
Public health 181 | 182 | 18 | 1,09 | 225 | 23
Spiritual and physical | 29 | 675 | 09s | 094 | 101 | 1,02
development
Education 549 | 509 | 536 | 49 | 485 | 45

Social protection and
social security
Inter-budgetary 27,76 | 2854 | 32,07 | 32,48 | 2045 | 303

transfer
Total expenditures 100 100 100 100 100 100

2152 | 22,19 | 16,67 | 17,22 | 1587 | 16,6

Inter-budgetary transfers had the largest share in the structure of
expenditures of the State Budget of Ukraine during the studied period;
their share fluctuated within 27.76% -32.07% according to the plan and
28.54% -32.48% in point of fact. Expenditure on social protection and
social security and on national functions also had a significant share in
the overall structure of expenditures — 16.6% and 16.5% respectively in
2018. The share of expenditures on public order, security and the judicial
authority in 2018 increased to 11.8%, and the share of expenditures of
the State Budget of Ukraine for defense increased to 9.8%.

2. Improvement of formation and appliance of state budget funds
According to the Budget Code of Ukraine, budget revenues are tax,
non-tax and other non-refundable revenues, which are provided by the
legislation of Ukraine (including transfers, payment for administrative
services, and revenues from budgetary institutions). All revenues are
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classified as follows: tax revenues; non-tax revenues; income from
operations with capital; transfers.

The State Budget revenues of Ukraine are a source of financing the
state’s expenditures on economic and social orientation, so research into
the issues of forming the state budget revenues and their optimization are
relevant for each country.

It should be noted that in the current conditions for securing the
growth of the state budget revenues, a special significance has the
observing tax discipline by taxpayers, in other words timely payment by
individuals and legal entities of statutory payments and fees to the state
budget. The consolidation of role of tax revenues in the state budget is
also possible by improving tax legislation, which will help to avoid
insufficient payment of taxes in the state budget; carrying out constant
control over the collection of taxes and fees; informing taxpayers of
changes in tax legislation, as well as providing explanations on the
procedure for applying them and organizing training of taxpayers;
strengthening the control by the State Tax Service of Ukraine on the
collection of taxes and fees to the budget and enhancement of its role in
the legalization of income of entrepreneurs, etc.’.

The creation of economic motivation on development of taxable
capacity of the country will improve tax revenues, that means, for
example, a provision of such social living standards, at which the
benefits to the people will outweigh the benefits of tax evasion, and the
importance of simplifying the system of taxation and administration of
taxes and fees, creating simple and transparent tax rules that will create
favourable conditions for economic activity, and as a consequence, it
will have a positive effect on economic advance, attracting investment
and, consequently, increasing the state budget revenues®.

For the purpose of increasing the revenues to the budget it is
necessary to expand the presence of domestic products in the markets of

" KoBamsos F0.B. BUsB/IeHHS OCHOBHHX TIPUUHMH 3MEHIIEHHS HATXOIKEHb JI0 JEPKABHOTO
6romkery Ykpainu. Ctanuii po3Butok ekoHoMikd. 2012, Ne 6. C. 322-325.

® Kpucosaruii A. 1., Mensrnk B. M., Komyx T. B. CyTHiCTh Ta KOHIENTyalnbHi OCHOBH
(opMyBaHHsS TIONATKOBOI TONITHKM B YMOBAaX €BpOIHTErpamiiHux mnporeciB. ExoHomika
Vkpainu. 2016. Ne 1. C. 35-51.
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developed countries by moving from commodity import-dependent to
high-tech export-oriented model of economy. The positive effect on the
increase of the state budget revenues is a volume reduction of cash
payments and an increase in non-cash payments, which will entail the
attraction of additional funds to the banking system, and thus will
provide a resource for lending to the economy, will contribute to
reducing the volume of the shadow economy through legitimization of
incomes, fighting corruption and transparentizing of financial flows.

The tendency of recent years allows asserting that the level of
budgetary policy effectiveness depends not only on the volume of
revenues of the budgetary system, but is mainly determined by the
principles and directions of budgetary financing. Despite the steady
increase in the revenue side of the budget, there is also a tendency for an
increase in the structural (non-cyclical) budget deficit, which is
characterized by an increase in government expenditures at a faster rate
than an increase in budget revenues.

Expenditures of the state budget of Ukraine are an effective tool for
influencing the macroeconomic indicators of the state and the structure
of the economy. Public expenditures are a system of financial relations
concerning the distribution, redistribution and use of funds of the state’s
resources for the purpose of carrying out the socioeconomic functions
entrusted to it. According to the current Budget Code of Ukraine, budget
expenditures are understood to mean funds allocated to the
implementation of programs and measures provided by the relevant
budget.

The system of budgetary expenditures is an interconnected set of
separate elements that characterize the economic relations that arise as a
result of the distribution of state funds and ensure the fulfillment of its
tasks and functions®.

The system of public expenditures has a well-defined subject matter —
relations related to the mobilization and use of financial resources. The
regulatory support of the process of formation and management of public

® Bromkerna cuctema: HapuanmpHuii mociGHmk. 3a 3ar. pea. B.IT Xomyrenko. Opmeca:
Bunasuuurso baprenesa, 2014. 392 c.
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expenditures is carried out on the basis of the Constitution of Ukraine,
the Budget Code of Ukraine and other laws of Ukraine, government
regulations, etc.

Public expenditures are a resource base for public authorities and
government in budgetary policy and socioeconomic reforms aimed at
ensuring economic growth. Therefore, the formation of the optimal
composition and structure of public expenditures in the system of
budgetary policy of the state is one of the priority tasks at the present
stage of socioeconomic development. Budget policy has four main
components as follows: public revenue policy; public expenditures;
public debt; budgetary regulation and intergovernmental fiscal
relations™.

However, in our opinion, the central place to the system of budgetary
policy organization takes the public expenditure, since the directions and
amounts of their implementation determine the need for the formation of
public revenues, the emergence and management of public debt and it is
a factor that is taken into account in the redistribution of financial
resources between budgets of different levels.

The research of the interrelationships issues of economic growth and
the movement of public expenditures and the formation of their optimal
ratio is related to determining the effectiveness of budgetary policy
implementation.

The economic justification for the mutual influence of the country’s
economic development and public spending policy is based on the fact
that, on the one hand, the country’s economic growth rates influence the
formation of public expenditure volumes and structures, and on the
other, the efficiency of using public financial resources determines the
level of socioeconomic development of the country.

Budget financing is a form of centralized allocation of financial
resources to legal entities and individuals to carry out budgetary
activities. The budgetary financing is carried out according to the
following principles: the purposive character of budgetary funds

0 Nammmoxk M. M. BIUIMB BHKOHAHHS JEPKABHOTO OFOKETY HA MAKPOCKOHOMIuHY
cTabinpHicTh B YKpaini. Ekonomiunmii anamis. 2013. Tom 14. Ne 1. C. 241-247.
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appliance; obtaining maximum effect from the use of budgetary
resources on the basis of normalization of costs and a minimum amount
of state expenditures for obtaining a result; combination of own, credit
and budgetary sources of financing; inconsistency and gratuitous
provision of budgetary funds on the free-of-charge basis™.

The instruments for the formation and regulation of public expenditures
are a set of tools used to fulfill the tasks envisaged by the budgetary policy
in the field of public expenditures. They indicate the economic content of a
separate set of budgetary relations, such as budgetary norms and
regulations, budgetary incentives and intergovernmental transfers, forms
and methods of budgetary control, etc.

Thus, budget expenditures play a leading role in the financial support
of the needs of socioeconomic development of society. The volume,
composition and structure of expenditures are influenced by the volume
and nature of the functions of the state, because, in the conditions of
commodity-money relations, any state will be able to fulfill its functions
to the full, having the necessary amount of budgetary resources.

The study of problems of improving the use of funds of the state
budget of Ukraine sparks interest, first of all, because it is the budget that
characterizes the level of economic development of the country, and
thanks to the proper implementation of the budget process, economic and
social stability and a decent standard of living of the population are
ensured. Today, in a very difficult and unpredictable time, there are
many disputes over the use of the state budget of Ukraine.

Budgetary policy of Ukraine in terms of expenditures is manifested
both in the absolute expression of the items of budget expenditures, and
in the structure of receipts and spending directions of centralized state
funds.

The current state of budget financing is characterized by two key
directions: on the one hand, it is a question of occupancy level of the
budget revenues, and on the other, the formation of an effective policy of
allocation of available funds both in absolute determinations and in the

1 Jlopomenko O.0. OcoGnuBocTi (GOpMyBaHHS JIOXiAHOI YaCTMHH GrODKETY YKpaiHH.
Edexruna ekonomika. 2015. Ne 10. URL: www.economy.nayka.com.ua/pdf/10 2015/66.pdf.
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context of assessing the optimality of its structure. Characterizing the
state budget, a necessary task is to analyze its expenditures both in terms
of the dynamics of changes in the studied periods and the specific gravity
of the individual components.

Moreover, the efficient and rational structure of budget expenditures
enables financial support to be provided to the relevant domains of the
national economy, which affects the economic growth in the future. The
assessment of financing of the expenditures of the state budget of
Ukraine allows characterizing the main directions of the budgetary
policy, identifying "bottlenecks" in its implementation and formulating a
set of measures for its improvement. In order not to complicate the
budgetary situation of the government, it is necessary to review and
reduce non-essential expenditures. It would be advisable to strengthen
the control and accountability for budget legislation compliance.
Participants of budgeting process must consciously approach to the
budget proposal formulation, be interested in the development of the
state, have the facts and realities of the economic and financial situation,
and accordingly every figure in the budget must be justified, consistent
with the level of economic development of the country.

With the objective of ensuring the enforcement of budgetary targets,
they should be planned based on pessimistic economic growth
predictions, or set up additional reserves to increase expenditures and / or
reduce them in the case of lower than expected economic growth rates.
In order to avoid the possible use of incorrect macroeconomic forecasts
for the purposes of increasing expenditures over the medium term, in a
number of EU countries (for example in Belgium, the Netherlands and
Austria) the macroeconomic forecasts are composed by the independent
of the government organizations™.

Considering the fact that economic activity is one of the most
important areas, the effectiveness of which depends directly on the
financing of all other functional sections, the amount of its provision is
still considered as low. To date, expenditures on social protection and

2 ponionoB B.€. AHani3 JOXiAHOI YacTHHH Oropkery Ykpainu. HaykoBuii BicHHK
XepcoHCHKOTro JiepkaBHOrO yHiBepcutery. 2015. No 12 /3. C. 47 — 49.
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social security far exceed expenditures on economic activity, which, in
our opinion, is the reason for slowing down the economic development
of the country.

Expenditures on economic activity under the current difficult
economic and political conditions require a significant increase in the
share of budget expenditures in order to ensure the transition from a
budget model of “using up” to an investment-development model.

Considerable volumes of expenditures on the social sector,
unfortunately, do not provide a decent standard of living for the
population, exceeding expenditures on economic activities, which put the
brakes on the economy of the country.

In order to effectively undertake social expenditures, it is necessary
to: strictly control the validity of social assistance benefits, introduce
social benefit audits and rendering of assistance to those sections of the
population that really need it, to an adequate level; develop non-state
social (including retirement) insurance; abolish expenditures that are not
relevant to social insurance, significantly cut down expenditures of
administering the activities of social security funds®,

With regard to improving the structure of expenditures for the
maintenance of state authorities, it would be advisable to: shrink ranks of
the state apparatus and increase its efficiency by motivating civil
servants; deregulate and reduce the number of permitting and control
procedures, transfer some control and reporting procedures into an
automatic form; consistently implement e-governance at national and
regional levels; expand the powers of local self-government bodies and
,unload” central government bodies from a number of administrative
functions.

It is important to improve the institutional environment and the
system of analytical tools for forecasting the expenditures of the budget

B3 Vpsmowuit moprtan. €uHHME BeG-TIOpTAN OpraHiB BWKOHABYOI BJNATM YKpaiHH.
URL:https://www.kmu.gov.ua/ua/diyalnist/reformi/efektivne-vryaduvannya/reforma-
derzhavnih-finansiv
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aimed at strengthening the budgetary policy of the country in the
conditions of increasing transformational transitions in the economy™.

Particular attention should be paid to the problems associated with
improving the budget planning and administration policy implemented in
Ukraine at a basis of special-purpose programme. It should help to
identify and solve important problems of the country and the regions.
But for this, it is necessary to improve the interaction of all participants
in the budget process and to respect mutual commitments, starting with
setting the strategic goals of the state development and ending with the
means of implementation of the smallest budget program in the smallest
community.

The special-purpose programme is an approach to budgeting, where
the emphasis is made not on the amount of funds needed by the state to
perform its functions, but on what results it is planned to achieve using
budgetary resources.

The further improvement of the special-purpose programme is an
integral component of budgetary reform, which aims at strengthening the
responsibility of the chief controllers for their activities, providing the
public with the information on the volume and quality of public services,
and envisages the enhancing the efficiency of the use of funds by the
chief controllers.

According to the results of 2018, the Ministry of Finance of Ukraine
has created a legal basis for introducing medium-term budgetary
planning, further development of the special-purpose programme. There
were improved the individual standards of the Budget Code, governing
relations that arise in the process of budget execution, reporting on their
implementation and monitoring of compliance with budget legislation,
issues of responsibility for its breach have been improved®.

One of the fundamental premises for increasing the level of
transparency in public finance management is the introduction of

 Miporoga JI.O., Moiceerko O.B. ®iHaHCOBHiT MOTEHIIia PerioHy: TEOPETHUHMUIT aCTIEKT.
Bicuuk JJJIPA. 2013. Ne 2. C. 141-149.

15 Mimenko J1.0. OUiHKa Cy9acHOTO CTaHy Ta MPOTHO3YBAHHS TIOKA3HUKIB MiCIIEBUX GIOIDKETIB
B Ykpaini. EdexruBHa exoHomika. 2018. Ne 12. — URL: http://mww.economy.nayka.com.ua/
?20p=1&z=6768
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managerial accountability, when managers at different levels are fully
aware and responsible for ensuring effective management of public
finances.

With the object of further development of the system of public
internal financial control, it is necessary to: implement strategic
planning, sign internal audit declarations, establish audit committees,
etc.; further implementation of the training program for internal auditors,
conducting appropriate training activities, working out the possibility of
introducing national certification of internal auditors; introduction of a
report by state bodies of the Ministry of Finance on the state of internal
control organization; improvement of methodological support of internal
control and internal audit; conducting external assessments of the quality
of internal audit in ministries, other central executive bodies and regional
state administrations in order to provide recommendations for improving
such activities; automation of internal control and internal audit
processes, creation and implementation of an interactive portal on public
internal financial control.

CONCLUSIONS

Although the state finance system in Ukraine has a number of
positive features, it still has major deficiencies that worsen the
socioeconomic situation and create tangible obstacles to the
strengthening of the Ukrainian economy.

Thus, the low efficiency of the system of distribution and use of
budgetary funds leads to insufficient financing of the priority tasks
facing the state. Another problem is related to fiscal policy, which for a
long stretch of time has been unpredictable over the medium term. The
consequences of such unpredictability are as follows: taxpayers do not
know what taxes will be introduced in the near future; government
agencies do not know what amount of finance will be accessible to them
in the medium term, and citizens do not know for what purposes budget
funds will be allocated and what services from the state they can expect.

The lack of a coherent strategic planning system did not allow the
budget planning process to be managed properly and led to a weakening
of the links between budget projects and state development priorities.
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These and other factors hamper inflow of investments, lead to
ineffective expenditure of scarce resources and public dissatisfaction
with government services.

The advancement of mechanism of expenditure planning plays an
important role in the state budgetary process as a tool for improving the
level of efficiency, effectiveness and transparency of the use of
budgetary funds.

The issue of optimizing the budget deficit and budget expenditures in
line with the priorities of the country’s economic policy, improving the
efficiency of the budget institute’s use in stimulating domestic demand
and growing the economy is of high importance. There is a need to
improve the methodological foundations of budget planning in terms of
determining the socioeconomic impact of spending over the medium
term.

SUMMARY

The purpose of the study is to determine the role of the state budget in
ensuring the socioeconomic development of the country and
opportunities for its improvement. It is determined that at the present
stage of the development of the budget system, the constitution of a
sufficient amount of state budget revenues and ensuring their effective
use are of particular importance. The analysis of formation and
distribution of budgetary resources intended for the fulfillment by the
state of its functions is carried out. It is noted that in order to increase
budget revenues, it is necessary to expand the presence of domestic
products at advanced markets. It is stressed the need of improving
institutional environment and the system of analytical tools of
forecasting expenditure budget. The further advancement of
Management by Objectives is also an integral component of a budgetary
reform. The system enhancement of national internal financial control is
also necessary.
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