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Abstract. In this research paper, provides distribution of income between budget levels is
the main tool for eliminating vertical imbalance. The accepted practice in the Republic of
Uzbekistan is based on an individual approach to each region, and depending on the level of the
financial potential of the region, the percentage of deductions for national taxes is determined, a
decision is made on the allocation of the transferred income. To date, there are no regulations
governing a single mechanism and methodology for determining the size of these deductions.
There are no minimum and maximum values within which these percentage of deductions should
be determined. In our opinion, it is necessary to adopt a regulation that is uniform for all regions,
according to which the percentage of contributions to local budgets will be determined, while it is
necessary to separately dwell on the distribution of income between the republican budget of the
Republic of Karakalpakstan, regional budgets of regions, the city budget of the city of Tashkent
and city district budgets. Since today, per cent of contributions to regional budgets are carried out
both from regulatory types of taxes and local taxes, up to the complete withdrawal of funds for
one or another type of tax revenues. In our opinion, it is necessary to apply a differentiated
approach by regions, grouping them according to the level of socio-economic development, tax
potential. This approach should be applied to the level of local budgets of districts and cities with
a separate differentiation of the levels of socio-economic development. At the same time, the
maximum level of percentage deductions for regulatory taxes in regions in which incomes will not
cover expenses may exceed the percentage of deductions to the regional budget for the same taxes.
Keywords: budget, intersectional interaction, own revenues, interbudgetary transfers, local budget
stability, cash, treasury.
INTRODUCTION
Fundamentally important for Uzbekistan today are fundamental democratic and market reforms in
the economy, the creation of favorable conditions for the development of regions and the state as
a whole. In this regard, there is a need for an effective assessment of the activities of local
authorities of the republic, monitoring compliance by local budgets with the requirements of the
Budget Code of the Republic of Uzbekistan, assessing the creditworthiness and financial stability
of local budgets of Uzbekistan.
As part of the reforms carried out in Uzbekistan in recent years, more attention is paid to
strengthening the accountability of the executive authorities, increasing the role of the Oliy Majlis
and Kengash of People's Deputies, as well as involving civil society institutions in discussion and
decision-making at all levels. In the budgetary sphere, mechanisms have already begun to be
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introduced aimed at increasing budget transparency and involving citizens in making budget
decisions.
In world practice, participatory budgeting is widely used for these purposes - a mechanism for
distributing part of budget funds for proposals (initiatives, projects) put forward by citizens. In this
direction, the UN Development Program has been providing assistance to the Ministry of Finance
of the Republic of Uzbekistan over the past two years, providing methodological and expert
support in the development and implementation of participatory budgeting mechanisms in the
country.
As you know, in Uzbekistan, the process of reforming the public administration system is being
consistently and actively continuing. At the same time, much attention is paid to the issues of
decentralization of the State budget, transfer of part of the functions of republican authorities and
administration to the level of regions, cities of districts[1,2,3,4,5].
The idea of the ongoing reforms in this area is to ensure the comprehensive and balanced
development of territories, rational use of the available natural resources, production and labor
potential of the regions, optimal placement of productive forces and a steady increase in the level
and quality of life of the population, as well as increasing the efficiency of the executive authorities
in places.
The process of reforming the public administration system in Uzbekistan is aimed at increasing
the efficiency and transparency of the activities of local authorities, strengthening their powers and
independence, as well as their accountability.
Since 2020, the State Budget has been adopted by the Oliy Majlis already in the form of a law.
This will strengthen financial discipline and ensure transparency in the use of budget funds. This
year's budget provides for further steps towards financial decentralization, i.e. expansion and
provision of financial independence of local and executive authorities of the regions, based on the
growing powers and responsibilities of local khokimiyat over the past two or three years.
Analysis of the influence of inter-budgetary relations on the totality of political, economic and
social processes in society showed their functional role in these processes. Currently, the Republic
of Uzbekistan, during the period of ongoing reforms, there is an objective need to reform
interbudgetary relations as a component of the budget system.
At the moment, the important areas of reform are considered to be optimization of inter-level
budgetary and financial flows, increasing the scientific validity of an approach to increasing budget
revenues from tax revenues, and developing a conceptual framework for managing budgetary
funds.
Thus, the organization of interbudgetary relations and the mechanism for distributing funds
between the levels of the budgetary system is proposed to be based on their target orientation to
ensure[6,7,8,9,10]:
- solving tactical and strategic tasks of social and economic development of society;
- integrity and an acceptable level of stability of the state;
- rational and efficient use of public finances;
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- the maximum possible coordination of the economic interests of the center and municipalities,
on the one hand, and the state, business and the population, on the other.
In the process of optimizing inter-level budgetary and financial flows, three main areas have been
identified:
1) differentiation of expenditure powers;
2) differentiation of income between the levels of the budgetary system;
3) redistribution (transfer) of funds from the higher to the lower budget.
At present, the budgetary legislation does not contain the basic element of the system of
interbudgetary relations - a clear delineation of expenditure powers and responsibilities between
the authorities of different levels. A broad area of spending has been categorized as “co-financing,”
with the result that responsibility for the provision of a significant portion of public services is
blurred. At the same time, the regulation of budgetary expenditures, financed from local budgets,
remains, and there are many centrally established natural and financial norms[11,12,13,14].
The differentiation of expenditure powers must be carried out on the basis of the following
principles:
- subsidiarity (maximum proximity of expenditure powers to consumers of budgetary services);
- economies of scale (a number of costs are much more profitable and more efficient to carry out
at the central level);
- taking into account the external effect (the higher the interest of society as a whole in the proper
fulfillment by individual regions of their obligations or the higher the total damage from their
possible non-fulfillment, the more prerequisites for centralization and vice versa).
METHOD OF RESEARCH
In general, the current division of expenditure and income powers between the levels of the budget
system roughly corresponds to the principles generally recognized in world practice. However, it
still does not have any coherent legal and regulatory framework. Hence constant touch of
uncertainty and instability of interbudgetary relations, shifting onto each other.
In order to ensure sustainable financing of the integrated development of territories on the basis of
a radical strengthening of the revenue base and decentralization of local budgets, further
improvement of interbudgetary relations, strengthening the financial independence of local
government bodies and increasing their responsibility for the implementation of specific targeted
measures to expand tax potential by promoting the development of small business and private
entrepreneurship, the creation of new jobs and the provision of employment for the population, the
accelerated development of engineering, communication, road transport and social infrastructure:
first, a radical strengthening of the revenue base of local budgets by assigning specific types of
taxes and other mandatory payments to them;
second, the elimination of subventionality of regional, city and district budgets, a consistent
reduction in their dependence on deductions from higher budgets, increasing on this basis the
independence and responsibility of local government bodies for solving issues of socio-economic
development of regions;
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third, the identification of additional reserves on a systematic basis to increase the revenues of
local budgets;
fourth, ensuring the transparency of the formation and control over the execution of local budgets
with the wide involvement of deputy and public control;
fifth, strengthening the responsibility of local authorities, financial and tax authorities for
strengthening the revenue base and timely, targeted financing of the approved parameters of local
budget expenditures, ensuring the further development and maintenance of social facilities and
infrastructure at the proper level.
The relevance of this issue is especially high in the context of broad political support for
mechanisms for involving citizens in the distribution of budget funds. From 2021 on proposals
(initiatives, projects) to improve local infrastructure put forward by citizens, 5% of expenditures
will be allocated from the district budgets in addition to the previously established 10% of
additional revenues. How these funds will be used depends on an efficient mechanism for citizens'
participation in their distribution[15,16].
Financial competence has become a priority for regulators seeking to promote increased access to
useful financial services, financial stability and the functioning of financial markets. Today, people
increasingly have to take responsibility for managing various risks. Those who make the right
financial decisions and interact effectively with financial service providers are more likely to meet
financial goals, insulate themselves from financial and economic risks, improve household wellbeing, and support economic growth. Therefore, improving financial competence has become a
policy and regulatory goal that complements government programs to ensure access to financial
services and protect consumer rights. To this end, policy-makers are increasingly using research
as a diagnostic tool to identify areas of financial competence that need improvement, as well as
vulnerable populations that might be targeted by specific interventions.
Knowledge of basic financial concepts is still a challenge in Uzbekistan. On average, respondents
are able to correctly answer just over half (4.09 out of 7) of the questions related to financial
literacy. Although most of the respondents were able to answer 4-5 questions correctly (20 to 23
percent), only a small part of the sample (5 percent) could give the correct answer to all 7 questions.
It is easiest for respondents to perform simple divisions and calculations (84 percent), but they
lack specialized knowledge of risk diversification (38 percent) to understand that owning shares
of different companies is less risky in terms of income than owning shares of one company. About
two thirds of the respondents can calculate compound interest (69 percent) and solve simple
problems with the account needed to compare transactions (64 percent), understand insurance (61
percent) and inflation (58 percent). It is noteworthy that the calculation of simple interest seems to
be the most difficult to comprehend, and only 25 percent of respondents managed to correctly
answer this question, which may affect their ability to make decisions about borrowing funds,
choosing and repaying loans.
The survey also included a specific set of questions to assess respondents' knowledge of financial
institutions and products. According to the survey results, the majority of respondents are aware
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of commercial banks (82 percent), while respondents are relatively less aware of credit institutions
(22 percent). Other financial institutions, such as exchange offices, insurance companies, and
payment and settlement organizations, are also relatively unfamiliar to the respondents - only 10
percent say they know about them. This is also due to the fact that banks dominate the financial
sector of Uzbekistan. Analysis by gender, age and location shows very small differences between
groups. Loans, money transfers, debit cards (or cards tied to funds in a personal account, such as
salary cards) are the most popular products and services among respondents, with 60 percent
claiming to have heard of them. Digital services, including online and mobile banking, ecommerce, financial leasing, and the sale and purchase of securities, are rated as least known, and
less than 10 percent of respondents said they had heard of them. These results - when analyzed by
gender, age, location and income level - are logically consistent.
Most of the respondents report that they seek financial advice when faced with difficult financial
situations and difficulties. According to the study, when it comes to financial matters, more than
half of the respondents (52 percent) prefer to consult with other family members or consult a friend.
Thirty-eight percent reported seeking advice from a “spouse or partner”. Female respondents are
much more likely to turn to partners for advice than male respondents (52 versus 27). On the other
hand, male respondents prefer to seek advice from other family members or friends. Urban
respondents are less likely to seek financial advice from someone than rural respondents. Thirteen
percent of respondents reported that they do not consult with anyone or seek financial advice.
Some of the mechanisms used by households to tackle the lack of funds include borrowing, looking
for additional work and reducing family spending. According to the study, 35 percent of
respondents in the previous year experienced an unexpected drop in income nearly equal to their
monthly income. In addition, 51 percent of the respondents reported that they lack money from
time to time, and nine percent of the respondents constantly lack it. This is mainly due to
insufficient / low income (48 percent), unreliable income streams (22 percent), unforeseen
expenses / events (21 percent) and unemployment (6 percent). In times like these, 27 percent of
respondents borrow money from family members, relatives and friends to cover their expenses.
Another 27 percent are trying to find additional work, and 33 percent are cutting family expenses.
Rapid lending growth in 2018 provided financing for capital goods imports, as well as increased
investment in housing and infrastructure, which had been underfunded in previous decades. Going
forward, the main risk to macroeconomic stability is that a prolonged credit boom will increase
inflationary pressures and contribute to excessive external deficits. It should be noted that there
are rich potential sources of loan financing: the country's large accumulated financial reserves can
be used; and external lenders appear willing to provide loans on concessional terms, as evidenced
by the oversubscription of the country's first sovereign debt issue, which was placed last month.
While this creates new challenges for Uzbekistan in ensuring macroeconomic stability, the
country's authorities are clearly aware of the need to adjust policies to prevent lending boom and
bust cycles.
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Another important challenge is to prioritize a broad structural reform agenda. Efforts so far have
justifiably focused on highly effective, generally popular and administratively feasible priority
reforms, and foreign exchange market liberalization is a good example of this pragmatic approach.
The reform program is growing rapidly. The authorities understand the need to prioritize reforms
that address the most dangerous distortions in the economy as a first priority.
According to the mission forecasts, GDP growth will accelerate thanks to active investment.
Despite a boom in investment in 2018, agricultural production results were disappointing. The
reasons for these results were unfavorable weather conditions and a lack of water. In 2019, despite
lower commodity prices and lower external demand, GDP growth is projected to rise from 5
percent to 5½ percent (see attached table). [1] Investment will remain the main driver of growth,
coupled with private consumption, driven by substantial wage increases. Formal employment
growth is projected to pick up in 2019, boosted by lower labor taxes and the legalization of
workers. The main risk to economic growth in the short term remains a significantly less favorable
external environment.
Recently, inflation has remained at a moderate level, but the factors of increased inflationary
pressures will persist. After peaking at 20½ percent in January, CPI inflation slowed down during
2018. Inflation is expected to hover around 15 percent in 2019, driven mainly by the delayed
impact of the November 2018 increase in energy tariffs for businesses, significant wage increases,
and projected increases in VAT collection due to a significant increase in number of companies
paying VAT.
External deficits are likely to persist, but risks remain low. 2018 saw a sharp increase in imports,
especially of capital and intermediate goods, due to the liberalization of the foreign exchange
market and trade, as well as the rapid growth of lending. Domestic demand will remain strong, so
the external deficit is likely to be significant in 2019. Large international foreign exchange reserves
and a moderate level of external debt help reduce risks to external stability. The main risk will be
the continuation of the credit boom, which could lead to an increase in external deficits and an
increase in inflation rates to levels significantly higher than forecasted.
Given the continuing inflationary pressures, the monetary policy stance must remain tight. The
Central Bank of Uzbekistan (CBU) intends to gradually bring CPI inflation to single digits.
Following last year's refinancing rate hike, the CBU needs to keep liquidity in line with a tighter
monetary policy stance, even though such transactions are associated with higher costs. The
exchange rate has generally changed in line with underlying conditions, such as the devaluation of
currencies in Uzbekistan's main trading partners. However, the CBU's foreign exchange
intervention aimed at sterilizing the liquidity generated by the acquisition of the country's gold
production could be more regular and predictable. To facilitate the medium-term transition to an
inflation targeting regime, the draft new law on the central bank should provide the CBU with
sufficient independence to effectively pursue its policies.
The budget is one of the instruments for the implementation of the state's economic policy. The
regulatory impact of the budget is necessary at the local level due to the subsidization of most local
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budgets in Uzbekistan. Therefore, the assessment of the budgetary sustainability of the
municipality is an important area of activity of local governments. It allows you to clarify the goals
and objectives in the field of local finances, to assess the potential for the accumulation of
additional financial resources in local budgets.
Throughout the entire process of budgetary reform, the interest both on the part of the authorities
and on the part of scientists in solving the issues of developing effective methods for assessing
budget sustainability, especially at the local level, is insufficient. Methods for assessing the fiscal
sustainability of education should be given special attention as they lay the foundations for local
financial management. In modern theory and practice, budget assessment is used in the
implementation of financial control aimed at identifying violations of financial discipline, and is
reduced to the analysis of the implementation of budget indicators[18,19,20].
Assessing budget sustainability requires taking into account its defining conditions. From a
systemic point of view, it is advisable to group all conditions in this area into external and internal
ones. External circumstances are circumstances that municipalities are practically unable to
influence, but that have an impact on the budget. Internal conditions lend themselves to
management and control by public administration (Fig. 1).

Fig. 1. Classification of conditions affecting fiscal sustainability
The influence of institutional conditions is manifested in the fact that any change in budgetary and
tax legislation creates the need for a revision at the local level of priorities in the budgetary sphere,
which affects the characteristics of the local budget.
Economic conditions have an impact, first of all, on the formation of the income base. Social
conditions should be seen as the driving force behind the development of society; a phenomenon
or process that causes certain social changes.
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The stability of the budget to a greater extent, in our opinion, depends precisely on social
conditions that directly affect the distribution of the expenditure base of the local budget, the
determination of its priorities. Social conditions determine the attractiveness of a municipality as
a place of life and, consequently, the intensity of population migration, which affects budgetary
sustainability. The factors that increase the coefficient of attractiveness of the capital are: the
coefficient of social mobility of the underemployed migrating to the city, the coefficient of the
ratio of underemployed - housing stock, the coefficient of social costs, expressed in the benefits
that the city provides in the form of educational, communal and cultural services. The capital's
appeal to those migrating in search of better economic conditions is the number of job vacancies
and the low-cost housing program.
In modern budgetary relations, relatively new tools for managing the local budget can be
distinguished: budget management and the system of territorial equalization. Budget management
determines the role of financial and management decisions made in the field of municipal finance,
as well as the degree of financial responsibility for decision-making. The likelihood of managerial
errors in budget management is influenced by: the competence of municipal employees, the level
of personnel potential of municipal government bodies. The activities of persons involved in the
development and implementation of budgetary indicators carries a risk associated with the
possibility of non-fulfillment of their obligations or inconsistency of the level of qualifications
with the duties performed.
International rating agencies, in addition to national rating scales that assess credit risks within a
particular country and are not comparable with the national scales of other countries, have
international rating scales that allow comparing the creditworthiness of economic entities in
different states. In addition to the assigned credit ratings, rating agencies, using the method of
expert assessments, make forecasts of changes in these ratings in the medium term. If the outlook
is positive, the likelihood of an increase in the credit rating is high, if the outlook is negative, it is
likely to be downgraded, and if the outlook is stable, a change in the rating is unlikely. These
projections are not part of the rating and may change during the rating period.
It should be emphasized that the procedure for assigning credit ratings is a paid service, often
inaccessible due to its high cost for the vast majority
Management risk also depends on the organizational structure of municipal government, reflecting
the interconnection and subordination of the structural divisions of local authorities.
Territorial equalization tools are necessary to ensure balanced socio-economic development and
fulfillment of their spending obligations. At the same time, the existing dependence on financial
assistance gives rise to a number of problems, the most important of which are: weak incentives
for an independent solution of economic problems and an increased burden on the republican
budget.
Therefore, it is necessary to change the system of replenishing the revenue base of local budgets
by replacing various forms of interbudgetary transfers with additional tax regulations. The transfer
of norms for deductions from taxes has certain advantages over financial assistance, which consists
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in stimulating tax collection and the development of entrepreneurial activity in the territory of the
municipality. This is especially true for the personal income tax, which is budget-forming for most
municipalities. Expanding the practice of using additional deductions from personal income tax to
finance inter-municipal investment projects will provide sources of funds that are advisable to
provide to those municipalities whose investment projects guarantee the best results, expressed in
meeting the socio-economic needs of the population.
Three models of factor analysis of budget sustainability are proposed:
Model 1. Provides an assessment of the impact on the amount of expenditures (P) of three factors:
the ratio of expenditures and revenues of the local budget (Ks), the amount of tax and non-tax
revenues of the local budget.
The amount of budget expenditures is an effective indicator of the following type:
E=С С *(Т tax + Т n o n - t a x r . ) (1),
where E is the amount of budget expenditures;
Cс - coefficient of the ratio of expenses and revenues of the local budget, calculated by the formula:
Cc=E/ Тtax + Т non-tax r.
(2)
Тtax -tax revenues of the budget;
T non-tax r. - non-tax budget revenues.
The coefficient of the ratio of expenditures and revenues of the local budget shows what part of
expenditures falls on one ruble of budget revenues. A value of more than one indicates that tax
and non-tax revenues are insufficient to cover local expenses, i.e. on the level of the local budget
deficit.
Analysis of various sources allowed us to formulate the following definition of budget efficiency.
Proceeding from the fact that in its most general form, efficiency is the assessment of performance
indicators, which is a comparison of the results of these activities, budget efficiency is the level of
optimization, consolidation and distribution of financial resources and the degree to which specific
socially significant social and economic goals are determined in accordance with the priorities of
the state politicians.
RESULTS
An analysis of the existing points of view on assessing the effectiveness of the budget showed that
they either duplicate each other's approaches, or those adopted in the classical budget analysis
differ either by abstraction and uncertainty, both as a criterion and also as a methodological
approach.
Local budgets are of great importance in the implementation of national economic and social tasks,
primarily in the distribution of public funds for the maintenance and development of the social
infrastructure of society. These funds pass through the system of local budgets, which include
numerous city, district, settlement and rural budgets.
The creation of a system of indicators of budget efficiency requires a clear delineation of the
concepts of social efficiency and cost efficiency. Efficiency should be understood as social
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efficiency, i.e. achievement of a certain social result per unit of cost. Economic efficiency is the
volume of output per unit of value.
Nowadays, the main documents, which establish the priority directions of the municipality's
activities and measures to achieve target development indicators, are strategies and programs of
socio-economic development. Such programs and strategies should ensure the achievement of
economic, social and budgetary efficiency, while budgetary efficiency should be expressed not
only in the growth of revenues of local budgets, but also in increasing the financial independence
of the territory.
An analysis of the theoretical and methodological foundations for ensuring and assessing the
financial stability of municipalities allows us to conclude that, despite the importance of the
theoretical and practical results in many studies, some aspects of this topic still need further
scientific study and testing, taking into account the peculiarities of the development of the budget
of the republic.
As mentioned above, today the size of subventions is determined based on the only criterion for
covering the region's own revenues of its expenses. This mechanism, as the analysis has shown,
leads to the formation of a dependent mood in regions with a low level of provision of the budget
with its own income. To solve this problem, it is necessary to revise the delineation of expenditure
powers between budget levels. At the same time, it is necessary to minimize duplication of
expenditure categories by budget levels.
CONCLUSION
To date, subventions from the higher budget are allocated to finance salaries and a single social
payment of public education institutions and social benefits to those regions that are unable to
cover these costs through revenues to the local budget. In our opinion, it is necessary to prescribe
in the budget code those categories of expenses for which
subventions from the republican budget and allocate them on a general basis to all regions, and the
resulting imbalance to be eliminated by establishing higher percentages of deductions to the
republican budget for regulatory taxes. At the same time, it is advisable to leave the allocation of
subventions to finance wages and a single social payment of public education institutions and
secondary specialized, vocational education from the republican budget, since the right to receive
free general education is guaranteed by 41 articles of the Constitution of the Republic of
Uzbekistan. This scheme will act as a subsidy for delegated authority. The allocation of
subventions for financing social benefits shall be assigned to the republican budget of the Republic
of Karakalpakstan, regional budgets of regions, and the city budget of the city of Tashkent.
This mechanism for allocating budget subventions will not create an additional burden on any
level of budgets, since an increase in the amount of allocated subventions to donor regions can be
covered by an increase in the percentage of deductions to the republican budget for state taxes
received from these regions, while the regional level will not feel the burden due to the fact that
one of its main items is the cost of wages and a single social payment for employees of institutions
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of secondary specialized, vocational education will be covered by subventions allocated from the
republican budget.
This mechanism will create a single mechanism for calculating subventions throughout the
country, as well as stimulate local authorities to increase the revenue base of local budgets, thereby
creating a basis for solving the problem of the growing burden of the republican budget.
We believe that the implementation of these methodological provisions will make it possible to
build interbudgetary relations on the principle of harmonizing interests, increase the financial
independence and responsibility of all subjects of these relations, overcome subjectivity in the
formation and regulation of interbudgetary financial flows.
The main task of the reforms carried out in the Republic of Uzbekistan is to stabilize the economy
and resume economic growth. It is now clear to everyone how important the role of interbudgetary
relations in the implementation of this task is. It is due to the multifaceted influence that, in one
way or another, they have on essentially all processes that determine the state of society at any
given moment and form the trends of its development in the future. The existing model of
interbudgetary relations is far from perfect and needs serious reforming. But in order to determine
the main directions of this reform, in addition to analyzing the factors affecting interbudgetary
relations, the study of the functional role of intergovernmental fiscal relations themselves in the
processes that they most strongly influence is of fundamentally important methodological and
practical importance. A comprehensive, comprehensive analysis of interbudgetary relations in the
Republic of Uzbekistan has not been carried out. In this work, an attempt is made to factor analysis
of the influence of interbudgetary relations on the totality of political, economic and social
processes taking place in society, as well as to systematize the results of the study in order to
identify the main directions of reforming interbudgetary relations.
Among the main problems of interbudgetary relations, the problem of insufficient development of
the legislative base should be highlighted. The main legislative acts regulating the relationship
between the budgets of different levels do not reflect the changes that have occurred, which
urgently requires the creation of an appropriate legislative base.
In accordance with the current legislation, when forecasting local budgets, their deficit is allowed,
which must be covered by increasing tax revenues or reducing costs. However, the execution of
local budgets is not allowed with a deficit, while the lack of a sufficient revenue base leads to the
practice of underfunding of certain expenses. These are mainly utility costs for budgetary
organizations, capital expenditures. This problem is exacerbated by the lack of cost standards. One
of the most painful components of intergovernmental fiscal relations is the distribution of spending
powers.
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