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Enter. At present, the possibility of effectively ensuring the expenses of the local budgets at the
expense of the revenues of the local budgets is low, in particular, the possibility of fully financing
the expenses of many regions with the revenues of the local budgets is low, and the need for
financial funds from the republican budget is felt in order to cover these expenses, to increase the
revenues of the local budgets of these regions and, on this basis, the economic development
provision is gaining urgent importance.

Effective local implementation of state policy depends on the financial capabilities of local self-
government bodies. In our opinion, the practice of forming the income base of local budgets in the
current conditions is not enough to ensure their complete financial independence, and the activity
of local state authorities in increasing revenues to the local budget.

The President of the Republic of Uzbekistan, Shavkat Mirziyoev, touched on the problems in this
area and said, «... we should reconsider the powers and responsibilities of local authorities, and
further increase their independence. Most governors lack independent decision-making and
initiative, taking responsibility for solving issues related to the development of regions»?.

Today, increasing the income of local budgets, increasing the financial independence and
responsibility of local authorities in the application of measures to ensure their sustainable
development, developing and widely applying scientific proposals and practical recommendations
on this basis, a systematic approach to this issue is of great importance.

Article 118 of the Budget Code of the Republic of Uzbekistan provides the procedure for the
distribution of revenues between the budgets of the budget system. It is known that revenue from
regulatory revenues is distributed among the budgets of the country's budget system.

A number of economists approach the mechanism of distribution of tax revenues from the point of
view of ensuring the balance and stability of budgets of the budget system, as well as the methods

1 V36exucron Pecny6mukacu Ilpesunentu Illaskar Mupsuéesuuar Omuii Maxoucra MyposxkaarHoMacH. “Xaik
cy3n” razeracu. 2018 iinn 29 nexadbp Ne271-272.
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and means of formation of funds, as well as the consolidation of powers. In particular, according
to T.Valinurov, one of the foreign economists, the mechanism of inter-budgetary distribution of
tax revenues is a set of methods? and rules for organizing tax relations, if it expresses the features
of creating a centralized fund of the state for its implementation., According to V. Glushchenko, it
is a set of forms, methods and methods of organization and regulation of tax relations that are
consistent with the goals and objectives of tax policy and are consolidated in tax legislation®.
According to T. Dyukina, the essence of the tax revenue distribution mechanism is the necessary
process of managing redistribution relations that arise in the distribution of national income®.
Also, these economists expressed their views on the economic content of the mechanism of inter-
budgetary distribution of tax incomes in a one-sided way, means that by giving descriptive
definitions through the influence of the management mechanism on the budget-tax relationship.

In turn, D.Tatarkin®, B.Aliev, M.Suleymanovs stated that the distribution of tax revenues is a
complex system of tax relations in the process of creating centralized and decentralized funds of
budget funds in order to increase the level of self-sufficiency of the regions and evaluated only the
quality of the system of tax relations, while A. Serdyukova, E. Vylkova, A. Tarasevich noted the
budget as a set of tax methods and tools that provide taxation and tax revenue in a certain
historical period and focused on revealing the normative essence of the term.

According to L.Shevirkov, the essence of the tax revenue distribution mechanism is the separation
and distribution of taxes between the levels of the budget system, that is, a set of relations between
all levels of authority in the tax field, which are connected with the need to exercise strong income
and expenditure powers, L.Shevirkov focused only on the distribution process.

One of the economists of our country A.lslamkulov noted his approaches to the economic content
of the mechanism of inter-budgetary distribution of tax revenues, and in his opinion evaluated the
powers of state management and authorities on the powers of income and expenditure. In the
views of the economist, priority is mainly given to levels of vertical proportionality.

Further improvement of the relationship between the republican and local budgets, the connection,
undoubtedly, consists in the economic development of the regions, the elimination of the
economic disparity between them as much as possible. In addition, although a number of works
have been carried out in the field of finding new sources of revenue for local budgets, introducing
a progressive system of tax collection and improving the base of existing tax revenues, the
effectiveness of these works and the actual situation have not yet been fully studied.

The rules of tax deductions are differentiated by regions and types of taxes and are reviewed
annually. Regulations are established before the beginning of each fiscal year, after determining
the amount of expenditures on general government expenditures. In determining the regulations, it
is based on the forecast amount of local and republican taxes and the forecasts of the minimum
costs of local budgets.

The current practice of managing the economy of regions confirms the importance of local tax
policy and increasing local tax capacity. The economic importance of the tax potential is evident
in the need to increase the financial potential of regions and the effectiveness of tax policy in
them. In the industrially developed regions of our country, a certain part of the republican taxes is
left at the discretion of this region, while in the industrially developing regions, they are
completely left at the discretion of these regions.

2 Banunypos T. MeTo/iMKa OIIEHKH HAJIOTOBOH TMOJMTHKH TOCYIapcTBa. ABTOpedepar JMccepTaluyu Ha COMCKaHHe
YUEHO CTENEeHN KaHuaTa SKOHOMUYECKuX Hayk. Banoso- 2007

3 Tnymenxo 0. A. Opranusauus MexOHOKETHBIX OTHOIIEHUH B KOHTEKCTE Pa3sBUTHS TEPPUTOPHii: MHUPOBOM u
Yxkpaunrckuit onsit//  Ne2/1(12) 2014 r. c. 183—193.

4 Mroxuna T. Hanoropslit MexaHu3M Kak OCHOBA BHYTPEHHETO YCTPOCTBA HaloroBoii cuctemsl// // Ussectust JBDY.
OkoHoMuKa u ynpasienue. 2. 2017. C.59-67
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Table 1.1. Uzbekistan: Consolidated General Government Spending, 2018

(in percent of GDP)
. Consolidated . Consolidated
Targeted Off- — Foreign Polic anzc]]ig ' Quasi- 5 Z:Z?nl r\lA:th
Budget 8 EBFs  budget financed ‘y .p € ) fiscal °F . ?
funds ‘ lending without quasi- quasi-fiscal
accounts investment losses
fiscal losses losses
Expenditures 19.5 6.5 1.1 34 0.3 43 35.2 6.0 41.2
of which:
wages 9.5 1.0 10.5 10.5
pensions 0.9 4.9 0.0 0.1 5.9 5.9
capital spending 2.4 1.3 0.7 0.6 0.3 5.2 5.2
other 6.8 0.3 0.4 1.7 43 13.5 6.0 19.5

Sources: Uzbekistan authorities and staff estimates.
Note: Budget (central and local governments), state-targeted and other extrabudgetary funds, off-budget accounts, capital
spending financed by foreign loans, policy lending, and estimates of quasi-fiscal losses.

Trends in the General Government Balance and Spending3 The authorities have kept the
budgetary government in surplus since the early 2000s. From near balance in 2003, the surplus of
the central and local government surged along with commodity prices by 2010 and fell by 2015.
In 2018, the surplus rose to 2.2 percent of GDP, the largest since 2010 and half a percentage
points better than in 2017, even though reported growth slowed (Table 1.2). This reflected a larger
increase in revenues than in spending because of the exchange rate devaluation and higher
commodity prices and restraint not to spend all the improved tax collection. Because of markedly
larger policy-based lending, the deficit of the general government rose substantially from 2003 to
2018. The increase in policy lending reflected stepped-up flows from the government and the
Uzbekistan Fund for Reconstruction and Development (UFRD) to banks to onlend to SOEs, one
of the authorities’ preferred method of supporting public companies. These flows have been
augmented by increased housing transfers from the government to SOBs to also onlend and, since
the start of reforms, of equity injections by both the UFRD and the government into the banks. In
2018, the increase in policy lending offset the higher budgetary surplus to keep the general
government deficit — as measured by the authorities and not the consolidated deficit — little
changed.

From the data of the table, it can be seen that an average of 64% of income from personal income
tax is left to local budgets, and the amount has increased by almost 4 times in the analyzed years.

In the analyzed years 2016-2021, income from profit tax from legal entities has increased by
almost 15 times, the part left to the discretion of local budgets has increased by 7.5 times. We can
see that the increase of the total revenues compared to the part left to the discretion of the local
budgets is more than 2 times. The reason for this is that according to the current Tax Code, tax
revenues paid by large taxpayers are directed to the republic budget.

Also, income from profit tax includes income from additional profit tax on high income, and most
of these incomes are directed to the budget of the republic.

Based on the Decision of the President of the Republic of Uzbekistan No. PQ-4086 and the Laws®
of the Republic of Uzbekistan on the State Budget, it is determined that the turnover tax will be
fully transferred to the budget of the Republic of Karakalpakstan, regional budgets and the budget
of Tashkent city.

¢ Decree of the President of the Republic of Uzbekistan No.RD-589 of December 9, 2019 "On the State Budget of the
Republic of Uzbekistan for 2020" and Decree of the President of the Republic of Uzbekistan No.RD-657 of December
25, 2020 "On the State Budget of the Republic of Uzbekistan for 2021", 2021 of the Republic of Uzbekistan Laws of
the Republic of Uzbekistan No.RD-742 "On the State Budget of the Republic of Uzbekistan for 2022" of December
30, Laws of the Republic of Uzbekistan No.RD-813 of December 30, 2022 "On the State Budget of the Republic of
Uzbekistan for 2023".
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In 2016, total revenues from value added tax amounted to 11,891.6 billion soums, of which
2,871.4 billion soums or 24.1 percent were left to local budgets, while in 2017, total revenues
from this tax amounted to 14,685.8 billion soums. 3200.7 billion soums or 21.8% of the total tax
revenue were left. By 2020, the total revenues from value added tax will be 31177.4 billion soums,
of which 1266.4 billion soums or 4.1 percent will be left at the discretion of local budgets (the
Republic of Karakalpakstan), and in 2021, revenues from this tax will be 38439.0 billion soums.
was fully transferred to the budget of the republic.

In 2016, total revenues from excise tax amounted to 6258.3 billion soums, of which 1121.9 billion
soums or 17.9 percent, while in 2017 total revenues amounted to 7449.2 billion soums, of which
1069.4 billion soums or 14.4 percent is left to local budgets. By 2021, total revenues from this tax
will be 13,086.5 billion soums, and 5,659.2 billion soums or 43.2% of the total tax revenue will be
left at the disposal of local budgets. In recent years, the increase in revenues from excise tax to
local budgets is due to the fact that revenues from excise tax received from the sale of gasoline,
diesel fuel and gas to final consumers are fully transferred to local budgets.

In 2016, revenues from the tax for the use of subsoil amounted to 2,517.7 billion soums, of which
63.4 billion soums or 2.5 percent were allocated to local budgets. of which 868.2 billion soums or
5.5 percent were left to local budgets.

From the data in the table, we can see that the shares left to local budgets for some taxes are
distributed unevenly in the analyzed years. This does not provide an opportunity for stable
formation of local budget revenues.

«The formation of local budget revenues at the expense of republican taxes is expressed by the
fact that it is not possible to finance their expenses at the expense of taxes and fees attached to
local budgets, which are considered the primary source of income of local budgets. At this point, it
should be noted that in the conditions of limited powers of local authorities on taxes and levies
directly assigned to them, the implementation of deductions from taxes further limits their powers
to strengthen their income base».

In recent years, a number of measures have been taken to stabilize local budget revenues, but the
problems of local budget revenue formation have not been completely eliminated.

The practice of formation of revenues of local budgets shows that republican taxes are primarily
distributed by regions by the government of the republic based on the possibilities of formation of
local budgets of regions, and secondarily distributed by regional governments between the central
budget of the region and its constituent cities and districts. This situation, in turn, requires the
improvement of the practice of forming the income of the central budget of the region and the
local budgets of the cities and districts within it.

The amounts of inter-budgetary transfers are determined in the fiscal year when the legislative acts
leading to changes in the ratio of budget revenues and expenses are adopted, as well as on the
basis of the full and timely collection of revenues related to the budgets, that is, taxes and other
payments, and the use of funds allocated from the higher budget.

Table 1.2. Intergovernmental Grants in Developing Countries

Local and Regional Govt.  Central Govt. Of which: Central Govt. Transfersto ~ Grant Receipts by Local

Expenditure Expenditure Intergovernmental Grants Local Govts, and Regional Govts,

(In percent of GDP) (In percent of expenditure) ~ (In percent of receipts)
India 146 225 44 195 369
Brazil 137 355 34 9.6 328
Zimbabwe 116 405 35 86 303
Uruguay 21 241 03 14 15.7
Thailand 1.6 208 0.4 2.0 255

Source: IMF Government Finance Statistics Yearbook.
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From the data in the table, we can see that the share of financial assistance allocated from the
higher budget in the income of local budgets differs in the regions of the country. In some regions,
including Jizzakh, Namangan, Surkhandarya, and Sirdarya regions, the share of financial
assistance remains high. This, in turn, creates the need to increase the incomes attached to the
local budgets of these regions.

In our opinion, the solution to this situation is, firstly, to increase the responsibility and authority
of local authorities in increasing the income of local budgets, secondly, to improve the mechanism
of leaving excess tax revenues to the local budget, and thirdly, to form additional reserves by local
governments, to create new taxation facilities and bases. development should be achieved.

One of the main factors of their financial independence is the increase in the share of taxes and
fees assigned to local budgets in the income of local budgets. In reality, taxes and levies attached
to local budgets should have the same level of influence in ensuring the effective implementation
of the state's socio-economic policy.

Until now, there is no optimal ratio of equalization of budget support aimed at strengthening and
balancing of local budgets by redistributing the powers of income and expenses of various levels
of state authorities and providing incentives for the development of the revenue potential of local
authorities.

According to the tax legislation, the taxes that are considered as budget revenues are allocated to
the republican or local budgets, and due to the fact that local budgets are not allowed to have a
deficit, due to the fact that the taxes and levies assigned to local budgets cannot fully finance their
expenses, currently the majority of state taxes are directed to local budgets, and the revenues of
local budgets, i.e. regulatory revenues appears to be valid.

At this point, it is worth noting that at the current stage of improving the country's tax system,
increasing the powers of local state authorities on revenues allocated to local budgets should be
defined as an important direction.

It is known that ensuring the stability of local budgets depends on macroeconomic and financial
factors, and most economists recognize the system of income distribution among the budget
system links as financial factors. The analysis of the practice of regulating local budgets shows
that the old mechanism is still being used, that is, reliable types of taxes are first collected in the
existing central (state) budget, and then a certain percentage of it is left as a deduction every year
in different percentages if the revenues allocated to cover the expenses of local budgets are not
enough. This mechanism does not encourage the interest of local authorities to increase their
allocated revenue year after year.

Creating a favorable business environment in the regions, expanding the income base of the local
budget by creating new enterprises, including «developing and implementing programs for the
establishment of enterprises in the field of small business and private entrepreneurship, creating
new jobs and solving the issues of employment of different strata of the population, republican
and The tasks of gradually reducing and eliminating local budget subsidies at the expense of
increasing the volume of revenues to the local budget» were assigned to the first deputies of the
governors for economy and business issues.

Summary. Another way to strengthen the revenue base of local budgets is to improve the criteria
for the distribution of revenue sources between the republican and local budgets, and the
distribution of revenue sources between budgets should be carried out on the basis of the
following criteria:

» the tax base of the republic's budget should include taxes unevenly distributed in different
regions - resource taxes and centralized taxes that respond to economic stability - value added
tax, excise tax;
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» currently, the main requirements for the development of entrepreneurship and support of small
business enterprises are assigned to the local government bodies. This determines the need to
fully attach the profit tax paid by these enterprises to local budgets;

» income tax collected from individuals should be distributed equally between republican and
local budgets. Because this tax is collected based on the principle of permanent residence, and
the interest of local financial authorities in collecting it increases. On the other hand, these
taxes occupy a significant part of the revenues of the republic budget.

It is necessary to fundamentally change the method of providing subsidies and transfers to needy
regions. Economic and social indicators should be used effectively.

It should be noted that with the transition of our republic to new forms of economic management
and social relations, the regulatory and legal basis of local budget income regulation and taxation
is being improved regularly. The revenues of the local budgets of regions with high economic
potential are somewhat higher, and the revenues of local budgets of regions with low economic
potential remain low.

In our opinion, there are currently a number of problems in achieving the regulation and stability
of local budget revenues and their management by local authorities. For example, the main part of
local budget revenues is formed through inter-budget regulation channels, on the basis of the
norms of deductions from republican taxes, the norms of which are revised every year. But these
norms change every year and are unstable. This instability leads to huge differences in per capita
budget revenues among regions, depending on the way taxes are distributed in practice. The
current procedure of allocation of transfers from the higher budget, in our opinion, does not
encourage the donor regions to increase their tax capacity and does not arouse the interest of the
subsidy recipients to increase their income and taxes.

Analyzes show that solving a number of tasks to ensure the sustainable development of regions,
achieve economic growth, and increase the income of local budgets is gaining urgent importance
at the same time. Including:

» development of long-term strategic development programs for increasing the income of local
budgets based on the specific conditions and economic potential of the regions of the country;

» achieving stability of their income while ensuring employment of the population due to further
increase of investment activity in the regions and creation of new jobs;

» increasing the income of local budgets by further improving the quality of services in this
field, taking into account the existing opportunities and conditions for the development of
tourism in the regions of the country;

» increasing the export potential in the regions of the country in proportion to the growth of the
gross regional product, increasing tax revenues to local budgets by comprehensively
supporting the activities of exporting enterprises, including business entities in this regard.

Used literature

1. Law of the Republic of Uzbekistan dated December 30, 2022 "On the State Budget of the
Republic of Uzbekistan for 2023" No. RD-813.

2. Law of the Republic of Uzbekistan dated December 30, 2021 "On the State Budget of the
Republic of Uzbekistan for 2022" No. RD-742.

3. Law of the Republic of Uzbekistan dated December 25, 2020 "On the State Budget of the
Republic of Uzbekistan for 2021" No. RD-657.

4. Law of the Republic of Uzbekistan dated December 9, 2019 "On the State Budget of the
Republic of Uzbekistan for 2020" No. O'RQ-589.

5. Decree of the President of the Republic of Uzbekistan dated June 29, 2018 No. PF-5468 "On
the concept of improving the tax policy of the Republic of Uzbekistan".

European Journal of Business Startups and Open Society | ISSN: 2795-9228 183



Vol. 4 No. 10 (Oct - 2024): EJBSOS

6. Article 51 of the Budget Code of the Republic of Uzbekistan, https://lex.uz/acts/2304138

7. V36exucron Pecnybmukacu IIpesupentu IllaBkar Mupsuéesnmnr Ommit  Maxomicra
MypoxaaTHomacH. “Xaik cy3u” razeracu. 2018 vinn 29 nexadp No271-272.

8. AmueB b. X., CyneiimanoB M. M. MonepHu3zatsii pOCCHHCKONH MOJICIH HAJIOTOBOTO
denepanu3ma kak (akrop moBbimIeHHS 3()PEKTUBHOCTH HAJIOTOBOM cucTembl // Hamoru m
¢unancosoe npaso. 2011. Ne 7. C.178—182.

9. Xypaes A., Capapos F., Meitnues O. Conuk Hasapusicu. YKyB Kyuranma. —T.: «Iqtisod-
moliya», 2019. -221 6.

10. Banuaypo T. Meroanka OIIGHKM HAJIOTOBOW TOJUTUKH rocyaapcTBa. ABropedepar

JqUccepTatsii Ha COMCKaHWE YYCHOW CTENeHM KaHAWJaTa SKOHOMHYECKHX Hayk. MBaHOBO-
2007.

11. I'nymenko }O. A. Opranusatsis MeXOIKETHBIX OTHOLICHHH B KOHTEKCTE pPa3BHUTHUS
TEPPUTOPHUIi: MEPOBOM B YKpanHckuii onbit// Ne2/1(12) 2014 r. ¢. 183—193.

12. Mrokmra T. HamoroBelii MexaHW3M Kak OCHOBA BHYTPEHHETO YCTPOHCTBA HAJIOTOBOU
cucremsl// // U3Bectust IBOY. Dxonomuka u ynpasienue. 2. 2017. C.59-67

13. Tarapkun [[.A. HamoroBeni ¢enepann3M Kak HHCTUTYIHMOHAIbHAs (opMa KOHKYPEHTHOU
00pBOBI 32 HANIOTOBBIE 0X0Abl. ExatepunOypr. 2007.

14. llleBbipkoB JI.B. CymHOCTP 3KOHOMHUYECKUX OTHOLICHHM, SBISIOLIUXCS HCTOUHUKOM
dbopMUpOBaHUS TOXO0/I0B MECTHBIX O10/keToB// HxkeHepHslii BecTHUK [loHa, Ne3 (2015)

15. https://www.imf.uz — Information from the official website of the Ministry of Economy and
Finance of the Republic of Uzbekistan.

European Journal of Business Startups and Open Society | ISSN: 2795-9228 184


https://lex.uz/acts/2304138
https://stat.uz/

