
Науковий вісник Полісся № 4 (8), ч. 1, 2016                                 Scientific bulletin of Polissia № 4 (8), p. 1, 2016 

 
РЕГІОНАЛЬНА ЕКОНОМІКА 

 

 174 
Vishevsky, V. P., Rekova, N. Yu., Chekina, V. D. Fiscal decentrali-
zation in post-conflict territories: conceptual states 

 

 

UDK 336.025 
V. P. Vishevsky, Doctor of Economic Sciences, Professor, 

 Academician of NAS of Ukraine, 
N. Yu. Rekova, Doctor of Economic Sciences, Professor, 

V. D. Chekina, Candidate of Economic Sciences, Senior Researcher 
 

FISCAL DECENTRALIZATION IN POST-CONFLICT TERRITORIES: 
CONCEPTUAL STATES 

 
Abstract. The article concludes that the context of post-conflict reconstruction requires different 

fiscal priorities: as to public revenues – achieving economic efficiency as well as forming the tax struc-
ture that would contribute to expanding the tax base; as to public spending – social justice and trans-
parency in the distribution of social expenses locally; as to subsidies – narrowing the scope of inter-
governmental transfers as well as organizing the redistribution of financial resources according to "the 
center – post-conflict regions – post-conflict recipients" principle; as to foreign aid – ensuring good co-
ordination for the cultivation of new cooperative institutions. 
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ФІСКАЛЬНА ДЕЦЕНТРАЛІЗАЦІЯ НА ПОСТКОНФЛІКТНИХ ТЕРИТОРІЯХ: 
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Анотація. В статті обґрунтовано, що в умовах постконфліктного відновлення потрібні 

різні фіскальні пріоритети: у сфері суспільних доходів – економічна ефективність з форму-
ванням структури податків, що сприяє розширенню податкової бази; у сфері суспільних ви-
трат – забезпечення соціальної справедливості та прозорості при розподілі суспільних ви-
трат на місцях; у сфері субсидій – звуження сфери застосування міжбюджетних трансфер-
тів з організацією перерозподілу фінансових ресурсів за принципом "центр – постконфліктні 
регіони – постконфліктні одержувачі"; у сфері зовнішньої допомоги – забезпечення дієвої ко-
ординації для культивування нових кооперативних інститутів. 
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ФИСКАЛЬНАЯ ДЕЦЕНТРАЛИЗАЦИЯ НА ПОСТКОНФЛИКТНЫХ ТЕРРИТОРИЯХ: 
КОНЦЕПТУАЛЬНЫЕ ПОЛОЖЕНИЯ 

 
Аннотация. В статье обосновано, что в условиях постконфликтного восстановления 

требуются разные фискальные приоритеты: в сфере общественных доходов – экономиче-
ская эффективность с формированием структуры налогов, способствующей расширению 
налоговой базы; в сфере общественных расходов – обеспечение социальной справедливости 
и прозрачности при распределении общественных расходов на местах; в сфере субсидий – 
сужение сферы применения межбюджетных трансфертов с организацией перераспределе-
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ния финансовых ресурсов по принципу "центр – постконфликтные регионы – посткон-
фликтные получатели"; в сфере внешней помощи – обеспечение хорошей координации для 
культивирования новых кооперативных институтов. 

Ключевые слова: фискальная децентрализация; постконфликтные территории; кон-
цептуальные положения децентрализации; фискальный федерализм. 

 
Urgency of the research. The policy of decentralization in Ukraine is one of the main areas of 

economic reforms in the context of the integration policy into the European Economic Community. The 
EU economy is mainly decentralized, especially in fiscal sphere, and the further development of de-
centralization principles in the areas of fiscal policy, fiscal discipline and structural reforms is consid-
ered to be an important means of addressing the current European problems, including those related 
to euroscepticism and crisis of sovereign debt [1, p. 5]. 

Target setting. Ukrainian economy still remains overly centralized. Progress towards decentraliza-
tion that has occurred in recent years, is clearly insufficient, and much remains to be done [10; 9]. The 
problem is compounded by the fact that in the eastern part of the country - in Donbass – a violent con-
flict broke out, which has a significant and disastrous impact on the welfare of the population, social 
and economic conditions as a whole [2, p. 2]. It is important to consider this fact, when designing and 
implementing measures of economic strategy and tactics, including the field of fiscal decentralization. 
The links here are dialectical, both direct and reverse: not only the characteristics of the national eco-
nomic policy determine the direction of the development of post-conflict areas, but also the specificity 
of these territories imposes essential restrictions on the range of acceptable decisions in the national 
sphere. 

Actual scientific researches and issues analysis. Decentralization, including a fiscal one is the 
usual way to mitigate the conflict. As the OECD experts say: "Decentralization can stimulate local and 
regional participation in decision-making, thereby improving the accountability and legitimacy of gov-
ernment can improve the responsiveness of the state, and thereby reduce tensions which may lead to 
violent conflicts." [2, p. 39]. Many countries in Africa, Asia, Europe, where military conflicts occurred 
have followed this course [3; 4; 5; 6; 7; 8].  

The matters of using the principles of fiscal decentralization to address the post-conflict reconstruc-
tion issues were studied in the papers by S. Simone [0], B. Edwards [0], V. Bojičić-Dželilović [0],          
I. Agimi [0], W. Fox [0], A. Hoeffler [0], J.-P. Tranchant [0], T. Ter-Minassian [0]. However, there exist 
no successful universal recipes for the solution of the decentralization problem in each particular case. 
Moreover, if it is carried out in such a way that is perceived by the population as the discriminatory 
allocation of resources and employment opportunities for the benefit of specific groups (ethnic, reli-
gious), the result may be a strengthening of adverse regional and separatist movements, and the cen-
tral authorities may consider it as a threat to their ability to control the situation in the country       [2, 
p. 39]. 

Uninvestigated parts of general matters defining. In order to avoid such unfavorable develop-
ment of events, it is important not only to take into account local conditions, but also to follow some 
general guidelines, based on the regulations of the economic theory, adapted to the features of mod-
ern economic processes in a globalized world, as well as well-known best practices for post-conflict 
recovery. 

The success of fiscal decentralization in post-conflict reconstruction depends on the analysis of the 
institutional environment of the conflicts and requires different approaches to particular areas of fiscal 
relations. 

The research objective. In this context, the aim of this paper is to study concepts of the fiscal de-
centralization in the post-conflict territories, taking into account the institutional and socio-economic 
specificity typical for the regions that have been exposed to conflicts. 

The logic of the further research is the following. At the beginning we consider the general princi-
ples of a fiscal decentralization, focusing on the political, institutional, economic and other restrictions 
that determine the capabilities and a scope of their application in particular cases. Next, we analyze 
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the typical features of the institutional environment and socio-economic status, usually emerging in the 
regions that have been exposed to conflicts 

1
.  

Finally, the work concludes with recommendations on the choice of conceptual provisions on fiscal 
decentralization, which can be used in these areas in view of their subsequent adaptation to the local 
context. 

The statement of basic materials. Principles of fiscal decentralization and their restrictions. 
Economic sense of decentralization is to improve the efficient usage of limited resources in the public 
sector of the economy. The idea that the decentralization of powers and resources can improve eco-
nomic efficiency and increase social welfare has a long history of economic thought. But as the con-
secutive theoretical concept it has been formulated only in the second half of the 20th century in clas-
sical works R. Musgrave [12; 13], Ch. Tibout [17; 18], W. Oates [14; 15], M. Olson [16], and then has 
gained development in works of followers. 

The main premise of the original traditional economic theory of decentralization, also known as the 
theory of fiscal federalism

2
, is an affirmation of the availability of local public goods. This subset of 

public goods consists of social services, the consumption of which is geographically restricted by the 
residents within a given jurisdiction. At a multilevel financial system the subcentral governments have 
an opportunity to determine the size of such goods according to local preferences and costs. This dif-
ferentiation creates economic welfare growth opportunities compared to the centralized approach, 
providing a more uniform granting of public goods in different jurisdictions [22, p. 314]. 

Realization of these opportunities demands special distribution of functions of public sector of the 
economy – allocation, distribution and stabilization branches [13, p. 3–27] – between different levels of 
the government: central and subcentral (regional and local). The recommendation of the theory in this 
regard is that the allocative function should be assigned to subcentral authorities and functions egali-
tarian redistribution of income and property, as well as the stabilization associated with macroeconom-
ic management assigned to the central government [19]. It is explained by the fact that the activities of 
subcentral authorities has natural limitations. As W. Oates notes [20, p. 1121]: "In the absence of 
monetary and exchange-rate prerogatives and with highly open economies that can not contain much 
of the expansionary impact of fiscal stimuli, provincial, state, and local governments simply have very 
limited means for traditional macroeconomic control of their economies. Similarly, the mobility of eco-
nomic units can seriously constrain attempts to redistribute income an aggressive local program for 
the support of low-income households, for example, is likely to induce an influx of the poor and en-
courage an exodus of those with higher income who must bear the tax burden ". 

Assuming the specified distribution functions, decentralization success depends on the require-
ments of the two main principles: fiscal equivalence and subsidiarity [11, p. 120–121]. 

The first principle – the principle of fiscal equivalence of M. Olson [16] – demands that each sub-
central authority would make decisions on two issues at the same time: 

(1) concerning the size of public expenses (always desirable from the political point of view) which, 
taken by itself, regardless to the income, tend to increase (extend the budget expenditures); 
(2) concerning the size of public income (always undesirable from the political point of view) which, 

taken by itself, regardless to the expenses, tends to decrease (reduce the budget revenues). 
The meaning of this requirement is that the decisions on the size of public expenses were taken by 

the same representative body, which is responsible for its financing, as money incoming from the cen-

                                           
1
  Violent conflict may spread on the territory of a whole country, and even on a few neighboring countries, or may just af-

fect particular parts of the country. In this article we observe mainly the latter case, when the conflict has taken place in some 
concrete regions of the country, which for this reason differ from the other territories with their political, socio-economic, institu-
tional, environmental, etc. aspects of life. This situation has occured in Ukraine due to the violent conflict that broke out in Don-
bass in 2014. 

2
 In economic theory there exist two different types of federalism, political and fiscal one. These are different concepts. 

Political federalism solves the problem of political effectiveness through the distribution of power between different levels of 
government to solve the problems of citizens control over their elected representatives. Fiscal federalism, on the contrary, influ-
ences economic efficiency: "... fiscal federalism is an economic theory, and this theory tries to explain, in economic terms, the 
existence of different subcentral levels of government" [21, p. 2]. 

 



Науковий вісник Полісся № 4 (8), ч. 1, 2016                                 Scientific bulletin of Polissia № 4 (8), p. 1, 2016 

 
РЕГІОНАЛЬНА ЕКОНОМІКА 

 

 177 
Vishevsky, V. P., Rekova, N. Yu., Chekina, V. D. Fiscal decentrali-
zation in post-conflict territories: conceptual states 

 

 

tral or other levels of government is perceived as "gratuitous" or "cheap" and hence will not be ex-
pended efficiently.  

The second principle – the principle of subsidiarity is based on the premise that, firstly, there are 
always social services, which can simultaneously provide several levels of government, and, secondly, 
that every rational current government has a natural tendency to-extension races his authority. Taken 
into account these circumstances, the principle of subsidiarity requires that in any case of doubt, the 
power would be transferred to the lowest level of government and that a higher level of government 
could keep it to itself only if the corresponding function can't be well executed – even taking into ac-
count the external help – at the lower level [21, pp. 160-161]. Thus initially the local level but not the 
center should have a priority.  

The same principle is known in W. Oates's statement as the  Decentralization Theorem: "For a 
public good – the consumption of which is defined over geographical subsets of the total population, 
and for which the costs of providing each level of the good are the same for the central or for the re-
spective local government – it will always be more efficient (or at least as efficient) for local govern-
ments to provide Pareto-efficient levels of output for their respective jurisdictions than for the central 
government to provide any specified and uniform level of output across all jurisdictions" [14, p. 35].  

In general, the traditional theory of fiscal federalism evaluates the possibility of win-efficiency from 
decentralized provision of public goods generally, as a fairly large. Its sources are the differences be-
tween jurisdictions in the demand for the relevant local social services, as well as costs associated 
with the provision of [22, p. 317]. But in fact, a lot depends on how subcentral authorities are able to 
make decisions based on the requirements of economic efficiency, rather than other considerations. 

Therefore, the new (second) generation theory of fiscal federalism (second generation fiscal feder-
alism, SGFF) pays more attention to the analysis of the limitations affecting the decentralization effi-
ciency under real operating political and fiscal institutions [23], including negative experience of the 
decentralization of a number of countries. There are several different branches of these theories, but 
they all share common approaches, different from the traditional: the authorities are not regarded as 
benevolent social planners, as well as economic agents have their own utility functions; analysis is 
focused on the external institutional environment, forming a set of incentives and constraints under 
which these agents have to act; problems of functioning of multilevel governments are investigated 
using models "principal - agent", taking into account the factors of asymmetric information, imperfect 
monitoring, incomplete contracts, strategic behavior, and others [22, p. 322]. 

In particular, SGFF focuses on the analysis of: institutions and incentives, forcing officials to accept 
the rules of fiscal federalism (the problem of "self-enforcing federalism"); political mechanisms of dis-
tribution of authority for the provision of social services between levels of government; interoperability 
issues of decentralization and democracy in the context of its costs and disadvantages; relationship 
decentralization and political obstacles in the way of development [23, p. 14-15]. It is obvious that the 
composition and structure of these institutions, incentives, costs, etc., are not universal and depend on 
many circumstances such as place and time, the history of the formation and characteristics of the 
political and financial systems, clarity of distribution of fiscal powers, the state of key markets and oth-
ers [24]. In post-conflict territories complexes of these and other circumstances have specificity, which 
are discussed below. 

Features of the economic and institutional environment of the territories affected by con-
flict. Lev Tolstoy shrewdly noted: "Happy families are all alike; every unhappy family is unhappy in its 
own way."  

This is also true in relation to violent conflicts at higher levels of social organization 
3
. There are 

many various reasons for these conflicts, which are often associated with economic, political complex, 

                                           
3
  There are different approaches to the definition of what the violent conflict is, and in what case it should be considered 

that violent conflict exists. For example, in the work [26, c. 12] two criterias are used for this purpose. The first one is qualitative. 
It is believed that the conflict is violent, if it challenges the current government and aims to overthrow or change the political 
regime. And the second one is quantitative. Only those clashes are taken into consideration, which have led to more than 1000 
deaths per year (either directly by bullets, shells, mines and other weapons, or indirectly through the socio-economic conse-
quences of the conflict). 
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cultural and historical factors, that is why their correct understanding requires a meticulous study on a 
basis of a broad multidisciplinary approach [25, c. 1-28]. Usually they are based on an infringement of 
rights, freedoms and interests of geographically isolated social communities. 

The consequences of the conflicts in different countries can also be developed in different ways. 
For example, if during the violent conflict the farmlands are mined, as it was in Cambodia in the 70s 
20th-century, it is necessary to expect a decrease in food production and food exports with a strong 
negative impact on the economy as a whole and the well-being of many people, especially if a signifi-
cant part of economic activity and employment in the country is in agriculture. On the contrary, the 
economy which is more dependent on the export of petroleum products, due to the income from which 
food is imported, will be more damaged by the introduction of foreign trade embargo caused with the 
conflict [26, p. 17–18]. 

It also should be considered that the analysis of the effects of conflicts is often complicated by the 
shortage of reliable empirical data on the operation of socio-economic systems, exposed to their im-
pact, which for obvious reasons (due to the weakness of democratic and administrative institutions, 
the problems of the organization of systematic reporting, high volumes of unreported and illegal activi-
ty and others) is not easy to collect. However, because in today's world conflicts, including armed un-
fortunately are not uncommon 

4
, some typical features of the economic and institutional environment 

of the territories concerned is possible to allocate, although, certainly, for the analysis of each individ-
ual case of a paramount importance is a specific geographical, historical economic and socio-cultural 
context. 

The obvious consequence of violent conflicts are to devastating effect on economic activity, em-
ployment, capital budget and the economy as a whole. As it is noted by the World Bank experts: "The 
average cost of civil war is equivalent to more than 30 years of GDP growth for a medium-size devel-
oping country trade levels after major episodes of violence take 20 years to recover, in other words, a 
major episode of violence, unlike natural disasters or economic cycles, can wipe out an entire genera-
tion of economic progress "[27, p. 5–6]. 

If we turn to a more detailed examination of the consequences of violent conflict [268; 26; 27; 28; 
31], we can divide them into two broad areas: economic and institutional. 

Economic features of post-conflict territories. Human capital. Violent conflicts are accompanied 
by loss of population due to deaths and migration 

5
. In addition migratory processes are accelerated:  

the concentration of people in ethnic and confessional groups and urbanization increases,  as dwelling 
in the cities can be safer. Unemployment rises, there is a shortage of skilled workers, who have a bet-
ter opportunity to leave the conflict zone, employment reduction in a private sector and increase in 
public and shadow sectors. 

Physical capital. Damages and speed-up obsolescence of physical capital, productive and dwell-
ings objects take place because of battle actions and violation of economic connections. There are 
problems with the operation of infrastructure facilities such as power, transport and telecommunica-
tions networks, railway junctions, ports, airports, etc., energy systems, heat supply. In some countries 
a main obstacle for the development of agriculture and food production is made by mines. 

Financial capital. As you know, money likes silence. Therefore, conflicts are always accompanied 
by capital flight, declining public and especially private investment volumes. Also in the post-conflict 
territories there are problems with the normal functioning of the payment system and the financial 
market (its investment, loan, securities, insurance and foreign exchange sectors). 

Government revenues and expenditure. The consequence of the general economic problems is the 
depletion of government revenue sources. The tax base is narrowed. In the structure of income usual-
ly prevail the sources that are easier to administer. The distorted structure is typical for the charges 

                                           
4
  According to the World Bank every fourth person on the planet, more than 1.5 billion people, live in unstable and con-

flict-affected countries or in countries with very high level of criminal violence [27, p. 2]. The average duration of a civil war in the 
world is 8 years [31, p. 5]. 

5
  In Ukraine, for example, the total official losses of population due to migration as a result of violent conflict, which start-

ed in 2014, amounted to 1.1 million people, and the total number of Ukrainian citizens, who moved from Donbass to other re-
gions located outside the zone of ATO as for 28.12.2015 totaled 990.9 thousand people. [34, p. 79]. 
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with excessive expenditure to the armed forces and insufficient expenditure to infrastructure, educa-
tion and health. The budget is on the whole scarce, and the debts are often poorly served or not 
served at all. 

The macroeconomic environment. The consequence of problems at the micro level is the overall 
macroeconomic instability, characterized by inflation, fiscal imbalances, heavy debt load. Low income 
and raised poverty results in a low aggregate demand for goods and services and low investment. Es-
pecially negatively the losses of export profit yield and/or external financing affect on highly depend-
ency upon foreign trade economies. 

Institutional features of post-conflict territories. The usual result of a conflict is that, what can 
be called "bad" institutions. The inherited from the open stage of conflicts culture of violence, attended 
with the wide access to the weapon, stipulates wide distribution of criminality, forms a business envi-
ronment, where political and economic players do not trust each other, and follow not "long" rules, that 
are required for successful investment and economic activity, but “short” rules, "ad hoc". All this, in 
turn, leads to high transaction costs for the protection of property rights, information searching and 
negotiating, contracting and enforcement of their implementation, protection against opportunistic be-
havior, and others. In this regard, as a rule, a large part of the economy goes "into the shadows". 

In addition, there is usually a crisis of legitimacy, characterized by falling of authority and real sup-
port from population towards public authorities: legislative, executive and judicial. This crisis can be 
stronger or weaker depending on the characteristics of a course of a conflict, as well as the specifics 
of the institutional environment, which has been formed in the pre-conflict period. If initially it was most 
not favourable, then the evolution of institutes can proceed in undesirable direction in a peace-time. 

It can result in the establishment of a "bad" institutional equilibrium, when many political and eco-
nomic forces are not interested in improving the "rules of the game." For example, such a deadlock 
occurs when some politicians, civil servants, businessmen and arms dealers, drug dealers and others, 
unite their forces in maintaining tension on a given territory, as they get benefits from the maintenance 
of an artificial shortage of goods, smuggling, trade in military equipment and weapons, proscribed 
drugs, and others. To find the way out of this "institutional trap" [30] is not very easy and it takes a lot 
of time and effort. 

Conceptual states of fiscal decentralization in post-conflict territories. Overcoming violent 
conflict requires the restoration of violated rights, freedoms and interests of individual social communi-
ties. As USAID experts say: "The key potential advantage of fiscal decentralization for post-conflict 
countries, and some others as well, is the capacity to protect the rights of groups that are minorities by 
virtue of their ethnicity or region. For example, the Dayton Peace Accords divided Bosnia and Herze-
govina into two entities, Serbs primarily populate one and Croats and Bosnian Muslims primarily popu-
late the other "[29, p. 4]. 

Fiscal decentralization means the transmission of part of financial plenary powers and resources to 
the subcentral government bodies, that get large possibilities to build the activity in accordance with 
local interests due to it. A result can be positive due to an economy on transaction costs in connection 
with the transition to the generally accepted in the territorial group hostel rules, as well as economies, 
universally recognized in this territorial group on transformation expenses in connection with the grant 
of public benefits according to local demands and expenses. 

On the other hand, fiscal decentralization is not a universal recipe that is equally well suited for all 
situations. For example, if there are concentrated social groups in a post-conflict territory that do not 
constitute a local majority, fiscal decentralization can encourage these groups to fight with the local 
government or with the majority for the autonomous status 

6
. Furthermore, as it was noted above, all 

post-conflict territories are characterized by problematic economy and bad institutions, which both ob-
jectively prevent decentralization. The reason is that the problematic economy reduces local official 

                                           
6
  A study of fiscal decentralization potential for the mitigation of ethnic conflicts in the context of relations between the 

Local Minorities and Local Majorities released that: "i) fiscal decentralization does not encourage secessionism but on the con-
trary dampen rebellion of local majorities but, ii) fiscal decentralization fuels rebellion of local minorities, iii) fiscal decentralization 
reduces communal violence for both local majorities and minorities "[35, p. 2]. 
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revenue, which in the conditions of fiscal decentralization should serve as the main source of financing 
for local expenditure, and bad institutions and a large informal sector impede the efficient administra-
tion of income and equitable distribution of expenditure. 

A basic contradiction of fiscal decentralization in the conditions of post-conflict territories is an ob-
jective necessity of such decentralization (taking into account the features of concrete situations) for 
the plenipotentiary and resource providing of rights, freedoms and interests of territorial social com-
munities and softening of conflicts, that in the conditions of stable growing economy has substantial 
potential of increase of efficiency, runs into the objectively high expenses of decentralization in the 
conditions of falling economy and bad institutes. 

There are no simple ways to solve this contradiction. In addition, for the stable development of pub-
lic revenues and expenditures different strategies are required, that will be considered further. 

The decentralization of public revenues. According to the economic decentralization theory ex-
penditure of subcentral authorities have largely covered their own tax revenue as: "Subnational gov-
ernments that lack independent sources of revenue can never truly enjoy fiscal autonomy; they may 
be – and probably are – under the thumb of the central government" [32, p. 3]. 

However, implementation of this requirement in the post-conflict areas is difficult. As already men-
tioned, this is due to the influence of unfavorable economic and institutional factors, which together are 
responsible for contraction of the tax base and tax administration problematic. 

Moreover, not all sources of public revenue are equally suitable for the purposes of decentraliza-
tion. Assets taxed by subcentral authorities must be, firstly, relatively non-mobile - in order to prevent 
their migration to other jurisdictions due to tax reasons, and secondly, relatively stable (as the tax 
base) – in order to avoid significant fluctuations of subcentral budget revenues in periods of unfavora-
ble macroeconomic dynamics. In addition, taxes of subcentral authorities should not be "exported", 
that is, to burden residents of other jurisdictions, and to intervene in international trade [32, p. 15-16]. 
Central governments, in turn, usually charge a tax base that have high income elasticity or unevenly 
distributed across the national territory. 

According to the above-mentioned reasons property taxes and personal income taxes are usually 
fixed for subcentral authorities (as citizens and their income is generally less mobile than the business 
and its revenues), as well as taxes on goods and services locally produced and / or consumption (in-
cluding those designed to compensate for the negative externalities to the health of residents and the 
local environmental damage). And in the purview of the central government taxes on corporate profits 
are usually included, which has a pronounced pro-cyclical and easily displayed in other tax jurisdic-
tions, taxes on natural resources of national importance and foreign trade, as well as multi-stage taxes 
(VAT, etc. – to avoid complicated problems of fiscal coordination between the regions that are inevita-
ble in the case of levying such taxes at subcentral levels). 

Due to the consequences of violent conflict property loses value, and official incomes of citizens 
are lower. Therefore these important in ordinary terms regional (local) profitable sources lose the fiscal 
value up to a point. It should also be borne in mind that the property and income taxes are difficult to 
administer. 

And as a requirement of subcentral government bodies in profits in connection with the necessity of 
speed-up renewal of economy is high, an emphasis should be made on relatively simple to administer 
indirect taxes on goods and services [28, p. 23; 36, p. 21], as well as on simple forms of tax on the 
extraction of mineral resources available [31, p. 15]

 7
. However, for obvious reasons (distortion of 

commodity prices, the decline in consumer demand, the growth of the shadow economy), the fiscal 
potential of such measures is limited. 

On the whole in the conditions of post-conflict reconstruction the possibilities of revenue decentrali-
zation from its own sources (for which subcentral authorities have the full powers in regard to estab-

                                           
7
  As it is noted in work [31, p. 15], there exist three points at which you can levy taxes on extracted natural resources: (1) 

during the export of the product production; (2) during the getting of a profit from the enterprise production and exports; (3) dur-
ing the sale of the company for extraction rights. In post-conflict situations the best way (relatively simple and with quick results) 
is the third one, that is. the taxation on the sale of mining rights. 
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lishing tax bases and rates 
8
) is small. Therefore, emphasis should be placed on transparent shared 

national taxes (power to establish and levy these taxes is given to the central government) [36, p. 20]: 
allocations to subcentral budgets of certain share of corporate income tax, VAT, etc. Most of the de-
gree of fiscal autonomy subcentral authorities can only get as far as overcoming the negative conse-
quences of the conflict, improve institutions, including in the area of tax administration, reducing eva-
sion scales from taxes and increase the tax base. 

Therefore, the general strategy in the field of revenue decentralization on post-conflict territories should 
not be in a course of tax and fiscal efficiency increase, but in a course of the economic efficiency increase 
due to the gradual passing to such structure of taxes (both on central and on subcentral levels), that less 
than prevents to expansion and strong growth of tax base (displacement of fiscal burden from taxation of 
profits to levying of consumption and property, and also on taxes correcting ecological and other externalities 
[17]). The result should be of a more rapid recovery of the affected con-conflict economy with a simultane-
ous decrease of the shadow economic and tax evasion, as well as transaction costs at the expense of taxa-
tion of simplicity, transparency and ease of tax administration.  

If the area is particularly hardly hit by the conflict, it can initially also require reducing the number of 
taxes, harmonization of rates, reducing all sorts of exceptions and exemptions [36, p. 21]. 

The decentralization of public expenditure. According to the theory of fiscal decentralization 
subcentral authorities should perform the allocative function in relation to regional (local) public goods 
benefit area (despite the fact that the benefits of a nation-wide scope of benefits offered the central 
government). This feature is implemented through public spending. From this point of view the situa-
tion in some countries is very different. In peacetime, their normal distribution levels of government is 
that central governments spend relatively greater part of the revenue budget, rather than regional and 
local, on social protection of citizens (pensions, unemployment benefits, etc.), on national services 
(the support of the legislative, executive and the judiciary, science, public debt service, etc.), on na-
tional security and defense [39, p. 88-99; 40, p. 76]. 

The structure of subcentral government spending, in contrast to the central government, usually is 
dominated by the social function of education and health, as well as social protection expenditure (alt-
hough the absolute value of central government expenditure on social protection is usually more), and 
the economy. 

This distribution is not static: it changes, including in relation to the overall economic dynamics in 
the country. 

In periods of economic downturn (and violent conflicts are always accompanied by recessions) 
spending on social protection of citizens, which is of particular political importance, usually are central-
ized (as the central governments have more room for fiscal maneuver), and other social functions that 
determine the dynamics and quality of human capital, increasingly are "hang" on the regional and local 
authorities and are forced to cut together with the reduction of the economy and the narrowing of the 
tax base [42]. And since the economy contraction during the conflict is often catastrophic, the social 
costs also usually fall very much, despite the fact that military expenditures are growing. Together, this 
means that the actual degree of centralization in the country public expenditure, the negative influence 
caused by conflict increases. 

Peaceful solution of conflicts leads to a reduction in military spending (the phenomenon of the 
"peaceful dividend" [29, p. 23]), which provides the authorities (especially central) with some additional 
possibilities, but on the places the needs in the reconstruction of the destroyed economy (infrastruc-
ture, housing, etc.) and restore of critically important for the subsequent development of expenditure 
on education and health care sharply increase. 

In such a situation, the possibility to perform the key requirements of subsidiarity (the maximum 
transfer of expenditure responsibilities to lower levels of government, able to soften manifestations of 
confrontation) are limited and can be significantly extended only as far as the recovery of economic 

                                           
8
  In the OECD there are five main categories of tax autonomy of subcentral authorities: "a" - full powers in tax rates and 

bases; "b" - the powers in the field of tax rates; "c" - the powers in the sphere of the tax base; "d" - the separation of powers of 
the (shared) taxes; "e" - the absence of tax authorities; "f" - the other situation. [37] 
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growth, improve the efficiency of administration and improving institutions, that requires the revival of 
the atmosphere of trust between the main political and economic actors (so-called "confidence-
building" [27, p. 12]) and go to the "long" code of conduct. 

Therefore the general strategy in the field of decentralization of charges in post-conflict territories 
must be not in a course on immediate expansion of spending responsibilities and volumes of expens-
es of the subcentral authorities of subcentral government bodies, but in a course on providing of social 
justice and transparency at allocation of public charges on places. It is required to guarantee positive 
institutional transformations and proper management, able to give to the citizens safety, justice and 
work [27, 13]. 

Thus, as the World Bank experts justly emphasize: "Successful efforts must begin at the local level. 
Without emphasis on local results, citizen lose confidence in their government's ability to provide a 
better life.  Actions to restore security, create trust, generate employment, and provide services in local 
communities lay the foundations for national progress" [27, p. 14]. 

In practice, however, many public administrations, that have a monopoly on the provision of public 
services in post-conflict environments are not able or do not wish (including due to corruption) duly 
carry out their functions, so that the allocated by the state resources sometimes simply are not provid-
ed to people. 

One possible solution of this problem could be to develop an alternative network of independent of-
fices to provide services (Independent Service Authorities, ISAs), operating under clear rules and un-
der the supervision of the public [43, p. 123-127]. The role of ISAs is to conclude contracts with a wide 
range of suppliers as government agencies, private enterprises and non-profit organizations for the 
provision of education, health and others. In this case, the definition of objectives and related policy 
challenges remain in the purview of the authorities and their implementation is transferred to decen-
tralized public agencies. 

There are however arguments against this practice, in fact actually forming the double public sector 
of economy on places. In particular, it may happen that the best employees of public institutions will 
move to the ISAs, due to the relatively high wages, thereby worsening their competitive position and 
the possibility of proper provision of public services [32, p. 16]. Moreover, as noted in [44, p. 41]: "Alt-
hough variants of ISAs are already operating we are not able to point to any organization which has all 
the features of a fully-fledged ISA. The introduction of an ISA should therefore be seen as an experi-
ment and evaluated accordingly". 

On the whole, in terms of post-conflict economic recovery in the affected regions, for obvious rea-
sons, we have to maintain relatively high levels of social spending despite the fact that their sources of 
funding are limited. This means that the possibility of fiscal maneuvers of subcentral authorities are not 
great and are largely determined by external actors – the central government and / or donor organiza-
tions that provide financial assistance. 

Subsidies (intergovernmental transfers) and external financial assistance. Subsidies (inter-
governmental transfers), along with tax revenues are the most important source of financial resources 
of subcentral authorities in many countries. In particular, the subsidy can be used for the following 
tasks [21]: 

• external financing services and investment of subcentral authorities. If the costs of certain region-
al and / or local budgets exceed their own revenues, subsidies are used to reduce these gaps and 
enhance opportunities of subcentral authorities to provide public services and to make investments; 

• financial equalization. Usually different regions of the country have different tax potentials. Subs i-
dies are used to redistribute resources from rich to poor regions and provide an access to the same 
basic package of public services on conditions that the tax burden will be approximately the same in 
all territories; 

• correction of externalities. Providing the services to one subcentral authorities often creates ex-
ternal effects (effects of "overflow") to the other, which makes their inadequate supply for the whole 
country. The central government can make a difference by providing appropriate transfers (service 
subsidies). 
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The traditional theory of fiscal federalism believes that subsidies can be Pareto-efficient tool to 
solve these problems, because "... such grants to a local government were simply a "veil" for a set of 
grants directly to the individuals in the locality" [23, p. 324]. However, this approval does not have a lot 
of support now, taking into account the realities of institutional decentralization and the fact that public 
officials often pursue their own goals. 

In practice, it turns out that subsidizing forms of "transfer depending on" local atmosphere weakens 
the incentives for healthy fiscal behavior, leads to an unjustified interference with the normal move-
ment of labor and capital needed for economic growth. 

This does not mean that the subsidies can be waived at all, especially in the post-conflict areas, 
which have limited access to their own sources of income. But, firstly, the practice of subsidizing 
should be better gradually reduced to a minimum, taking into account its marginal benefits and costs 
(decision on expansion of public programs should take into account the associated additional prob-
lems), and, secondly, it must be transparent and predictable. 

In this regard, it is important to remember that overcoming the consequences of conflict requires 
taking into account the interests of the affected minority, and that regional and local benefits (not only 
economic, but also socio-cultural) do exist and do matter, and their provision  is largely the prerogative 
of regional authorities. From this point of view, it is better to allocate subsidies not directly from the 
central government (which should not be concerned about a variety of local problems 

9
) directly on the 

site to their recipients, but indirectly – through the relevant regional authorities. Thus the formula of 
redistribution of financial resources through a system of intergovernmental transfers should be built 
not on a "center - post-conflict recipients" but on a "center - post-conflict regions - recipients of post-
conflict". Though, of course, this practice should be used and expanded further only taking into ac-
count the social and cultural specifics of the respective regions, according to the formation of the 
population self-government traditions, as well as solving the problems of corruption, poor administra-
tion and others, that generally impede effective fiscal decentralization. 

Along with subsidies from a government important external source of resources for post-conflict 
economic recovery is the assistance provided by various donor organizations. It can accelerate eco-
nomic growth and address the complex of related issues [32, p. 17]. However, numerous studies on 
the problem (including econometric) indicate that there is no direct relationship between the size and 
the structure of the support, on the one hand, and growth on the other. For example, the analysis pre-
sented in [45] found no reliable positive relationship between assistance and growth. Also there was 
no evidence that assistance works better in a favorable political environment and geographical condi-
tions, and that concrete directions of assistance work better than the others. 

More often donor organizations give help through investments into the renewal of social and eco-
nomic infrastructure. These trends make more than 50% of the total amount of financial support to 
post-conflict areas (according to data for 1995-2008 [32, p. 11]). Indeed, investments are important 
because they make compensate the shortage of currency savings in post-conflict reconstruction. 
However, there is no consensus on exactly how the investments and help influence the growth [32, 
p. 11]. 

More important are the ways the support is organized on the whole, and not a choice of concrete 
directions of support. As it is noted by the IMF experts, in cases when in the countries special proce-
dures have not been established for the use of foreign support with no proper coordination between 
donor agencies and the Ministry of Finance, assistance was insufficient and there was a large uncov-
ered gap between the needs of territories and actual budget expenditures. Therefore: "Better coordi-
nation was thus seen as essential for both donors and recipient countries" [37, p. 19]. 

From the donors' point of view, an information about the activity of other similar organizations is 
useful to develop their own policies and help to avoid duplication. From the standpoint of government 

                                           
9
  There exist important theoretical arguments, grounded by the actual data, which confirm that the centralized provision 

of local (regional) benefits must be held at the same level, not differentially. It is true according to the informational costs of cen-
tralized accounting of local problems and political issues when different attitudes to the regional center is perceived as injustice 
[23, p. 315-316]. 
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agencies, the coordination is useful because it provides information on donor activity in their areas of 
competence, thus helping to form their own supply plans funded by internal resources. In addition, 
donor funded projects determines the size of future recurrent costs, which should have been included 
in the government spending plans in the future. 

As for the specific coordination mechanism: "In some cases, a separate unit was set up to coordi-
nate with donors, often as part of the ministry of finance or its equivalent institution (eg, Kosovo and 
Mozambique). In other cases, however, a multi-donor trust fund was set up that carried out the coordi-
nation function (eg, Afghanistan and Timor-Leste). Frequent donor meetings also provided an oppor-
tunity for coordination of assistance (eg, Timor-Leste)" [37, p. 19]. 

In any case, the importance of this coordination is that it cultivates local new cooperative institu-
tions that promote the better development of foreign help, and an independent effective action by re-
gional and local authorities, that implement in practice in a specific socio-cultural environment of the 
principles of fiscal region decentralization. 

Conclusions. Half a century ago, Charles Darwin wrote: "It must not be forgotten that although a 
high standard of morality gives but a light or no advantage to each individual man and his children 
over the other men of the same tribe ... an increase in the number of well-endowed men and an ad-
vancement in the standard of morality will certainly give an immense advantage to one tribe over an-
other" [Darwin 1871, p. 166]. 

This statement is still valid today. High moral standards and the atmosphere of trust based on them 
– that's what to be restored in priority in post-conflict territories. Reconstruction of trust, rather than 
material values, as noted in the World Bank, is the key to overcoming social conflicts. The upward spi-
ral "trust – institutions" [28, p. 12] appears to be the only way to reliable overcoming the consequences 
of the conflict and the formation of non-conflict "new reality." 

Fiscal decentralization is one of the main ways of creating this confidence and "the new reality". 
But there are no simple solutions here. Moreover, for different areas of fiscal relations different ap-
proaches are required. 

In the area of public income – it is the priority of the economic efficiency, not the fiscal one, with the 
course on the formation of such a tax structure (both at central and at subcentral levels), which pro-
motes the expansion and sustainable growth of the tax base of post-conflict areas. 

In the area of public expenditure – it is a priority not to the rapid buildup of authority and subcentral 
government sizes of spending, but a provision of social fairness and transparency in the allocation of 
social costs on the places. 

In the area of subsidies from the central government – it is the priority not to expansion but to nar-
rowing the scope of intergovernmental transfers to the organization of the redistribution of financial 
resources under the principle of "center – post-conflict regions – recipients of post-conflict". 

In the field of external assistance – it is a priority not to the selection of its sizes and specific direc-
tions, but a good coordination, due to which the new co-operative institutions are cultivated, that pro-
mote efficient operation of regional and local authorities of post-conflict territories. 

Though all the given recipes are not important by themselves, but as tools of financial and institu-
tional support for the transition to non-conflict peace-building, based on the democratic principles of 
majority rule, coupled with the observance of the rights of individuals and minorities. 

The further study of this transition problem goes beyond traditional neoclassical and institutional 
methodology, and requires the application of evolutionary one, since the performed analysis revealed 
that each time we have to take into account the special circumstances and the "path dependence". 
Because, as J. Diamond noted: "One can not just introduce good institutions to poor countries like 
Paraguay and Mali and expect those countries to adopt the institutions and achieve the per-capita 
GNPs of the United States and Switzerland... Good institutions are not a random variable that could 
have popped up anywhere around the globe, in Denmark or in Somalia, with equal probability. In-
stead, it seems to me that, in the past, good institutions always arose because of a long chain of his-
torical connections from ultimate causes rooted in geography to the proximate dependent variables of 
the institutions" [47, p. 439]. 
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This approach is a possible solution, if differentiated for the supranational fiscal model systems, 
whose areas are mobile and spread beyond state borders, as the recent appear to be a historical ac-
cident, that often unite people, who belong to different evolutionary-biological, socio-economic and 
civilizational and cultural communities [48]. It is not easy but very important to find such approaches, 
and post-conflict territories together with "long" issues of socio-economic recovery is the non-
stationary environment where evolutionary theory must find a large scope. 
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