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FINANCIAL AND LEGAL ASPECTS OF POWER
DECENTRALIZATION REFORM

Sudarenko O. V.

INTRODUCTION

Ideas of human-centrism around the world provide for the necessity of reforms
in the field of state and regional policy. One of these reforms is the reform
concerning power decentralization. Power bodies both central and local are
introducing more and more elements of interactive and participatory administration
in their activities, in which citizens are involved in public administration at the
early stages of decision-making'. Reforms require funds and their distribution
among public funds. The global experience of power decentralization reforms
shows that the outcomes of such reforms can be observed only after a long time
after their introduction. So, studying international practices of financial and legal
aspects of decentralization and its implementation in Ukraine, which started its
reform only in 2015, is a vital issue.

The issues of power decentralization are the subject of scientific research of
legal and economic science, and management theory representatives, namely:
T.M. Baranovska, N.V. Vorotina, B.M. Danylyshyn, 1.B. Zaverukha,
A.U. Nashymets-Naumova, M.O. Petryshyna, O.0O. Petryshyn, V.V. Pylypiv,
N.U. Pryshva, A.F. Tkachiuk, S.M. Seryogina, O.D. Chepel at al.

The article is aimed at studying financial and legal aspects of power
decentralization reforms both in countries worldwide and in Ukraine, studying
the international experience of such reform introduction and implementation it
into Ukrainian practice, the development of proposals concerning legislation
improvement in the field mentioned.

Financial and Legal Aspects of Power Decentralization:
International Experience
The legal basis for decentralization, in addition to national legislation,
includes the Worldwide Declaration of Local Self-Government, adopted on
September 26, 1985 in Rio de Janeiro by the World Alliance of Local Self-
Government at the XXVII International Congress and the European Charter of

! Bapanoscbka T.M. JlepKaBHa MOMITHKA PO3BUTKY TEPUTOPIANBHAX IpOMa B YKpaiHi: [HC. ... KaHI. HAYK 3
Jiep>KaBHOTO yrpaBiiHHS. Xapkis, 2016. C. 92.
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Local Self-Government as of 15.10.1985°. Every state makes choice
independently based on principles stipulated by these documents considering
own historical, national, and cultural experience of reforms in the field of
decentralization.

Regionalization, the consolidation of territorial units, the decentralization and
reformation of the system of local self-government bodies, the development of
inter-municipal cooperation, and the formation of a capable local self-government
are the main methods (ways) to exercise the right of states in the field of
decentralization®. Regionalization is the provision of regions and other territorial
state units with the powers in the field of economic development issues of the
respective region by concluding agreements on cooperation between territorial
communities and power bodies of other states. Local power bodies of the border
regions have opportunities to develop special complex programs of economic,
cultural, humanitarian interaction, implement specific cross-border economic
projects, solve employment problems, as well as infrastructure and environment
issues. The European Union encourages cross-border cooperation, in particular
through the PHARE program, etc. to assist candidate countries from Central and
Eastern Europe in preparation for the EU accession®.

The most common way of exercising the right of states in the field of
decentralization is the consolidation of territorial units. Since 1950 in Europe,
the total number of local self-government units has decreased substantially by
almost 40 thousand in total. Thus, Norway has reduced the number of its
municipalities by 40%, Germany — by 41%, Sweden — 74%, Denmark — 75%,
and the United Kingdom — by 79%". For the consolidation of municipalities, two
main methods are applied such as: stimulation of the voluntary unification of
municipalities and the administrative consolidation. There are states that give
preference to one of these methods solely, at the same time some of the states
use them on alternative basis®. Thus, Finland applied a voluntary method of
decentralization by granting a subsidy from the state budget. The amount of the
subsidy was differentiated — it was increased in cases of: the unification of
communes with a population of more than 20 thousand; the implementation of
the unification in the first years of reforms; increase in the number of communes

2 Herpummaa M.O., Ierpumun O.0. MixkHapoAHO-TIPaBOBi CTAHAAPTH y cepi MICIIEBOTO CaMOBPSTyBaHHS.
Xapkis : [IpaBo, 2016. C. 10; €Bponeiickka XapTis MiCIIeBOro caMoBpsLyBaHHs Bix 15.10.1985 p.

3 [erpummnua M.O., [Terpumma O.0. MiXHapOIHO-TIPaBOBI CTaHAAPTH Y c(hepi MiCLIEBOTO CaMOBPSAYBaHHS.
Xapkis : [Ipaso, 2016. C. 28.

* Merpuumua M.O., Herpuuma 0.0. MiKHAPOIHO-TIPABOBI CTaHAAPTH y chepi MiCLEBOTO CAMOBDSTyBaHHS.
Xapkis : IIpaso, 2016. C. 29.

* Nawwmmumme BM., Tummis B.B. Jlenentpanizanis B kpainax €C: ypoxu mis Ykpainu. Pezionanvha
exonomixa. 2016. Ne 1. C. 5; Ilerpummuna M.O., Ilerpumua O.0. MiKHapoAHO-TIPaBOBI CTaHAApTH Yy cdepi
MICIIEBOTO caMOBpsiayBaHHs. Xapkis : [Ipaso, 2016. C. 29-30.
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Xapkis : [Ipaso, 2016. C. 30.
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united. The number of municipalities has decreased from 450 to 320. The
average number of municipalities makes about 17,000 residents, but there is a
large amount of communities (almost 50%) with a population of less than 6,000
people. Today, Finland continues a policy of municipality consolidation as a
result of the program “New Municipality 2017”".

In Denmark, the system of local self-government has been strengthened by
consolidating the territories and assigning reliable sources of revenue (personal
income tax from citizens, land tax, corporate tax, fees and payments, interests,
loans, reimbursements and grants) since 2007. The number of communes has
decreased from 271 to 98, and their size has increased significantly — almost 75%
of communities with a population of more than 30 thousand, the average number
exceeds 50 thousand people. In addition, the consolidation also involved regions
ranging from 14 to 5 with a population of 0.6-1.6 million people, which allowed
them to enter a group of regions of the level NUTS-2 and, accordingly, become
objects of regional policy of the EU (the EU cohesion policy). In total, 65% of all
budget expenditure is financed from local budgets, while 53% of budgets are
financed from local self-government budgets and only 12% from regional ones®.

Belgium applied an administrative consolidation method. The number of
municipalities was reduced from 2359 (1975) to 589 (1988) with the initiative of
the Ministry of Internal Affairs in 1975. The unification of communes was
carried out based on the following principles: a) each merger was carried out on
the basis of a “main commune” which cooperates with others, considering the
field of influence and the role it played; b) consideration of factors such as
lifestyle of the relevant population groups, and their similarity (Belgium consists
of four “linguistic” regions); (c) industrial zones should be grouped under the
sole supervision if possible; d) the principle of complementarity providing that
new municipalities had to include residential, green, industrial, agricultural and
commercial areas necessary for the creation of the most balanced community”®.

In Latvia, both methods were applied gradually: at the first stage of the reform
from 1998 to 2003, according to the Law “On Administrative and Territorial

" Merpuummaa M.O., Ierpumua 0.0. MiXHAPOIHO-TIPABOBI CTAHAAPTH y chepi MiCIEBOr0 CaMOBDSTyBAHHS.
XapkiB : IIpaBo, 2016. C. 30; YmpaBiiHHS CTpaTeriYHUM DPO3BUTKOM 00’ €THAHUX TEPUTOPIaTbHHUX TPOMAJI:
iHHOBaIiitHI migxomu Ta iHCTpymMeHTH : MoHorpadis / C.M. Cepsorin, HO.II. Illapos, €.I. Bopomim,
H.T. l'onuapyxk [Ta iH.]; 3a 3ar. Ta Hayk. pen. C.M. Cepporina, 0. I1. Hlaposa. [.: APIAY HAJY, 2016. C. 45;
Jaswmmume b.M., [Tnmnis B.B. [lenenrpanizanis B kpainax €C: ypoku st Ykpainu. Pezionanvha ekoHoMmika.
2016. Ne 1. C. 6.
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Reform”, the voluntary unification of communities was foreseen. During this
period, only 26 unified communities were established, representing less than 5%".
The main reason for failure of the reform first stage is the lack of effective
mechanisms of stimulation and state support for the transformation from the
“bottom”. Later on, in accordance with the decisions of the government as of
04.09.2007 and 19.12.2008 on the new administrative division of Latvia, 553 self-
governments (districts, volosts, etc.) were united in 109 territories (novads) —
unified communities. After unification, the state gave an additional subsidy in the
amount of 1-5% of the total budget of the unified volosts. For each community
created under the project, 285 thousand euros of one-time subsidies was allotted
and used, as a rule, for the territorial infrastructure. Since 2009, the second stage of
the unification, namely, administrative consolidation of the remaining
municipalities taking place without the allocation of inter-budgetary transfers — has
begun, and 35 self-governments were united without any subsidies**. The financial
and legal basis for the existence of local communities is the Law of Latvia “On
budgets of self-governments” and “On financial equalization of self-government
resources”, adopted during 1995-1998. Today, taxes (personal income tax
distributed between the state and local budgets, real estate tax, etc.), transfers from
the state budget, local taxes, local duties, service fees are main sources of local
budget revenue in Latvia. Budget equalization has been in force since 1995, but
budget balancing has been used only partially*.

Poland has used an administrative method of consolidation. Territories
returned to the division that had existed before the Second World War, although
today the boundaries can be changed®®. The reform took place in two stages.
From March 1990 to 1998, the legislation on the functioning of a local self-
government basic level — gminas (communities) — was adopted. Gminas
inherited 50 thousand objects of the former state infrastructure. In 1998, the
second stage of the reform began with the introduction of three-level structure of
the territorial division of the voivodeship-powiat-gmina. In addition to the
consolidation of voivodeships from 49 to 16, at the same time the power
influence of a voivode as an officer of central executive power was reduced.
Local communities have received the proper legal status, a large part of local
taxes, property that they can dispose independently™. Poland is divided into 16
voivodeships (regions), 379 powiaty (counties) and 2478 gminas (communities).

1 Hanmamosceka I'JO. Mixuapogamii  10cBix QopMyBaHHS Ta mpocTopoBe Bropsiakysamms. URL:
http://ekhsuir.kspu.edu/bitstream/123456789/3816/1/Napadovskaya_s%20T omerns.pdf.

! Yenems O.JI. J[leuentpamizamiiini mporiecu B Ykpaini Ta JlaTBii: TOpiBHSIBHE JOCTiIKEHHSI.
IIpaso i cycninbcmeso. 2017. Ne 1. C. 54.

12 Trauyk A.@. Jlatsis: goBra nopora pedopm. PoGoui 3ammcku. Kuis : Jleransuuii craryc. 2015. C. 25.

13 Monsepkuit xocin: cipomoxwicts rvin. URL: http://decentralization.gov.ua/news/7060
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All these levels are independent of each other financially, and operate on the
principles of subsidiarity and guaranteed revenue. Every level fulfills its scope
of powers, the closest to the public. So, gminas are responsible for the primary
school and medical local roads. Powiaty are responsible for high schools and
higher educational institutions, hospitals, roads between cities and villages. And
voivodes hips themselves ensure functioning of national higher education
institutions, highways of state significance and specialized hospitals™. Local
budgets account for about 40% of income taxes, almost 7% of corporate tax
revenue and 100% of real estate taxes. For budget equalization in Poland, the
system of mutual assistance of one region to another one operates under the
conditions of surplus and budget deficit™.

The consolidation of communities in Lithuania took place based on the Law
of the Republic of Lithuania as of 07.06.1994 “On Local Self-Government” (as
amended on 12.10.2000 and 15.09.2008). At the same time, the preparation of
administrative and territorial division reform was in progress. The criteria for the
formation of communities in Lithuania were as follows: the number of residents
was not less than 10-12 thousand, including at least 5 thousand in the center of
the community, the distance from the center was not more than 20 km, the level
of community provision with resources, budget formation (revenue from
personal income tax should make not less than 20%). As a result, 10 districts
were created controlled by the central government, and 56 communes -
municipalities (44 rural and 12 urban), as well as about 450 elderships at sub-
municipal level (seniunija) which do not have the status of administrative-
territorial units and are subordinated to municipalities®.

It should be noted that the territorial basis of local administration is
developing not only in the direction of its consolidation by creating larger united
territorial units, but also towards the formation of smaller units. This way, in
many states the public self-government bodies are formed without their own
powers and budgets at the micro level, inside the municipal entities (in
particular, parishes in the UK, village councils in German lands, and sub-
councils of Bulgaria)®.

The mechanisms of inter-municipal cooperation became the only opportunity
to execute a wide range of powers locally for the states that had not undergone

®  Kopuak I.4. Tlombchkuii  J0CBim: sK  opramisyBatu  edextuBHe camoBpsyBamms. URL:

http://kluchdoprocvitania.blogspot.com/p/blog-page_2.html.

1° TMonsepkuit mocein: cnpomoskuicts rvin. URL: http:/decentralization.gov.ua/news/7060; Byrims C.S1.,
Crenanrok JI.I. EdexTuBHICTh (yHKIIOHYBaHHS MiCIeBHX OIO/DKETIB B yMOBax JEIECHTpaji3armii myOsidHnx
¢binanciB. Moroouii euenuii. 2018. Ne 2.

o ITpoxonenko JIJI. Jlocin pedopMmyBaHHS MiCIIEBOTO yNpaBiiHHSI B KpaiHax €Bpomneiicbkoro Coro3y.
Acnexmu nyoniynoeo ynpaeninus. 2015. Ne 4. C. 99.

ITerpumuna M.O., Ilerpumun O.0. MiKHapOJHO-IPAaBOBI  cTaHgapTH y cdepi  MicueBoro

camoBpsiayBanHs. Xapkis : IIpaso, 2016. C. 31-32.
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consolidation at the local level. Inter-municipal cooperation is based on the
exercise of the right of local communities (communes) to cooperate in the
exercise of their powers, including the entry in association with other local
communities (communes) under the law for solving tasks of common interest
provided in Article 10 of the European Charter of Local Self-Government.
Examples of municipal cooperation include voluntary collaborative work, inter-
municipal agreements, redistribution of powers at a sub-national (regional) or
national level™. The practice of inter-municipal cooperation in France is the
most developed one, where the number of inter-municipal units exceeds 2.5
thousand, and their activity involves about 93% of all communes. Cooperation
can be implemented in an easy way — without proper funding, reaching solely
the objectives of ensuring the provision of certain joint services, and in the form
of establishing an inter-municipal unit with its own financing for the
implementation of the powers delegated from the founders -communes®. The
rules of association and inter-municipal cooperation are contained in the general
Code of Territorial Communities and the French Tax Code. As a rule, a
representative of the state, namely, a prefect initiates new associations of
communes®. As a result of the reform in 2010, the amount of local budgets was
more than 200 billion euros that was more than half of the state budget. The
expenditure of territorial communities and their associations are funded mainly
by two types of funds: tax revenue of more than 110 billion euros, including 70
billion euros of direct taxes (housing tax, professional tax, land tax, transport
tax, tax on street cleaning, etc.), and financial assistance from the state (inter-
budgetary transfers) in excess of 57 billion euro®

In Canada, communities collaborate when they cannot solve a local problem
themselves, or because they do not want to join more community that is capable.
Under the Canadian Constitution, province governments can unite communities
if it increases the effectiveness of their activities. Only in the period from 1991
to 2001 the number of municipalities was reduced from 839 to 448. Cities were
joined by suburbs, villages and settlements. In such “mixed” communities, it is
rather difficult task to take into account the interests of each subject of the
association. In Canada, the consolidation of communities has not become a

¥ Merpummua M.O., Herpuumu 0.0.  MiXHapogHO-TIpaBoBi ~ cTaHmapTd y cepi  MicieBoro

camoBpsayBaHHs. XapkiB : [Ipaso, 2016. C. 33—34.
Hanmnnome b.M., [Twmmnis B.B. Jlenentpanizanis B kpainax €C: ypokn anst Ykpainu. PerionanbHa
exkoHoMika. 2016. Ne 1. C. 7.

2! Mapxy Jepap. Pedopma MmicreBoro camoBpsiayBanHs y PpaHiiii K MOTTHOICHHS MiKMYHIUTATEHOIO
criBpoOiTHUNTBA. Haykosuti eicnux Axademii myuiyunanvhoco ynpaeninns. Cepis : Ilpaso. 2011. Bum. 2.
C. 137-139.

22 Anekcees I.B., Jlonymmasx I'.C., Jlusgap M.C. B. bromkeTHHil MexaHi3M 1 COIliaTbHO-€KOHOMIYHUN
pO3BUTOK perioHiB : Monorpadis. JIssis: Jlira-Ilpec, 2014. C. 46; Andropo C.B. OcobimBOCTi ycTporo Ta
(hyHKIIOHYBaHHS TEPUTOPiAIbHUX TpoMax kpaiH-wieHiB €C. [Ipobaemu i nepcnekmugu po3gumky 6aHKi8CbKoi
cucmemu Yxpainu. 2013. Bun. 37. C. 186.
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universal solution for decentralization problems. The imperfection of a
community association mechanism has encouraged municipalities in Canada to
consider cooperation as an alternative to unification®.

Through the mechanisms of inter-municipal cooperation in Finland, a
significant number of services are provided at the local level, namely: at present,
there are 162 joint medical centers serving a number of small municipalities, and
specialized medicine covers medical districts under the administration of the
municipal councils. The “Master’s municipality model”, as a main model of
inter-municipal cooperation, lies in the fact that one municipality executes a
range of functions for a group of municipalities or contractual co-operation
concerning utility services and education. At the same time, quantitative criteria
for population size were determined, in particular, in the healthcare area —
20 thousand inhabitants, vocational education — 50 thousand inhabitants for the
participation in inter-municipal cooperation®,

There is yet another method such as decentralization and reform of the system
of local self-government bodies — a transfer of the part of state powers to
territorial entities®. By giving territorial entities new powers, the state provides
individuals with the opportunity to participate in solving local issues through
their participation in the work of local self-government bodies elected in a
democratic way and through other forms of pure democracy. In particular, Spain
is an example of so-called regional decentralization, when the main results of
decentralization are concentrated in the direction of transferring powers from the
central government to the governments of autonomies (regions). At present,
autonomy costs account for 35% of Spanish total public expenditure, while only
13% of expenditures are financed through municipalities.

Sweden chose the way of the capable self-government formation — most of
the functions of the social state are executed at the level of communes or /ldn
(counties). The correlation of utility expenditures and costs of counties makes
70to 30. In 2005 in Sweden the sub, sidy mechanism was changed. State
allocations are calculated in order to reduce the difference in tax basis between
different municipalities per 1 resident®’.

% O6benuHeHHE OONMH MM MEKMYHHIHIAIBHOE COTPYAHHYECTBO: OmbIT Kamamsl uisi Y KpawHbL.
Vkpaincorxa npasoa. URL: https://lwww.pravda.com.ua/rus/columns/2017/07/5/7148494/
# Namwmumua B.M., Humnis B.B. Jeuenrpamizaniss B kpainax €C: ypoku st Ykpainu. Pezionanvua
exornomixa. 2016. Ne 1. C. 7.
ITerpumuua M.O., Ilerpumun O.0. MiKHapOJHO-TIPAaBOBI  cTaHmapTh y cdepi  MicieBoro
caMmoBpsimyBaHHs. Xapkis : [Ipaso, 2016. C. 32.
® NManwmmums B.M., Tummis B.B. Jenentpanizamis B kpainax €C: ypoku mist Yipaiaum. Pecionanvha
exonomixa. 2016. Ne 1. C. 7-8.
ITerpumuua M.O., Ilerpumun O.0. MiKHapOJHO-IPAaBOBI  cTaHgapTH y cdepi  MicIeBoro
camoBpsayBaHHs. XapkiB : [Ipaso, 2016. C. 34.
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It is worth noting that regions in the EU (including municipalities or
communes) are not only the subject of state or regional policy, but also “The EU
cohesion policy” that accounts for one third of the community budget. In most
cases, the least developed regions are recipients of assistance. So, when
assessing the experience of implementing decentralization reforms in such
states, this fact should be taken into account. Thus, Polish communities and
regions have been able to use large amount of resources for development
purposes, and since 2011 they have become leaders in the amount of funds from
EUR 14.44 billion in 2011 to EUR 17.436 billion in 2014 allotted from the EU
budget. The European Regional Development Fund (ERDF) is a key instrument
of the EU regional policy and it allocates almost 60% of all funds intended for
regional development, while co-funding is provided from local budgets®.

Financial and Legal Aspects of Power Decentralization in Ukraine

In 2014 the reforms in the field of decentralization of power aimed at the
formation of a three-level administrative system began in Ukraine: 1) basic
level — communities, 2) district level — districts and 3) regional level — the
Autonomous Republic of Crimea, regions, cities Kiev and Sevastopol®®. The
basic level of the administrative-territorial system is represented by village,
settlement and city councils, as well as councils of the united territorial
communities (hereinafter UTCs), created in accordance with the legislation and
a long-term plan for the formation of community territories. The reform
mentioned is carried out by differentiating powers in the system of local self-
government bodies and executive power bodies at different levels of
administrative-territorial entities on the principle of subsidiarity, creation of
proper material, financial and organizational conditions for ensuring the exercise
of powers by local self-government bodies, etc. Thus, Ukraine has chosen such
method of decentralization as consolidation at the basic level.

Village, settlement and city councils started the process of unification when
the Law of Ukraine “On Voluntary Unification of Territorial Communities”
(here in after — the Law) had come into force®. Such unification is conducted
around potential administrative centers determined according to the
methodology established by the Government of Ukraine®. In 2017, the adjacent
village and settlement territorial communities of regions, belonging to such UTC

8 Namwmumus B.M., Hummnis B.B. Jeuenrpamizanist B kpainax €C: ypoku mus Ykpainu. Pezionanvha
exonomika. 2016. Ne 1. C. 9.

% TIpo cxpanenns Konmenii ped)opMyBaHHS MiCIIEBOr0 CaMOBDSIyBaHHS Ta TEPHTOPIadbHOI Opramisarii
Biaau B Ykpaini: Posnopsmkenns Kabdinery MinictpiB Yipaiau Big 01.04.2014 p. Ne 333-p. Vpsaodosuii kypep.
2014. Ne 67.

% TIpo 10GpoBinbHE 06’ €qHAHHS TePUTOPiaTbHIX TpoMax: 3akoH Ykpainu Big 05.02.2015 p. Ne 157-VIII.
URL.: https://zakon.rada.gov.ua/laws/show/157-19.

3! Mpo 3atBepmkenns Metomuky HOPMyBaHHS CIIPOMOKHEX TepUTOpiambHAX rpoman: ITocranosa KaGinery
MisictpiB Bix 08.04.2015 p. Ne 214. Ogiyiinuii gicnux Yxpainu. 2015. Ne 33. Cr. 963.
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under the long-term plan for forming the territories of the Autonomous Republic
of Crimea, acquired the right to voluntarily adhesion to a capable UTC. At the
same time, territorial communities of the cities of the republican significance of
Autonomous Republic of Crimea and region significance acquired the status of
capable territorial communities; therefore, other territorial communities have
acquired the right to join them only since 05.05.2018%. Village, settlement and
city councils have the right only to voluntarily enter into legal relation regarding
the formation and adherence to capable UTCs as subjects of financial
decentralization, but this voluntariness is limited by the imperativeness of state
orders, as well as there is no equality of the parties in this relation. If UTC
council makes a decision to refuse to give consent to voluntarily adhesion of
another territorial community with its consent, the Government may revoke the
decision to recognize such UTC as capable. Consequently, UTC will not be
considered such in terms of the legal norms of the Budget Code of Ukraine
(hereinafter — the BC of Ukraine)*. Among 665 UTCs created during
2015-2017, 654 UTCs were recognized as capable.

The issues of decentralization by consolidation do not become irrelevant,
since 6934 local councils do not participate in the process of decentralization
today; that is 63.3% of the total number of basic level councils for 2015, In the
fifth year of the reform, one of regions still cannot submit and approve a long-
term plan. Most of the regions have community development plans far from
covering the whole their territory®. In 2015-2019 4018 territorial communities
united in 876 UTCs (36.7% of the total number of basic level councils as of
01.01.2015), of which 72 are waiting for a decision on the appointment of the
first election (including 45 UTCs, in which elections did not take place due to
the introduction of martial law, and 24 cities of region significance joined by 59
territorial communities). In 97 districts (not taking into account 25 districts of
the occupied territories of the Autonomous Republic of Crimea, Donetsk and
Luhansk regions) UTCs have not been formed®. There are also many
communities united not by the requirements of long-term plans. They believe

%2 MIpo n06pOBiNbHE 06’ €IHAHHS TEPUTOPIANBHIX TPoMai: 3akoH Ykpaimu Big 05.02.2015 p. Ne 157-VIIL.
URL: https://zakon.rada.gov.ua/laws/show/157-19.

33 BromxeTHui KoJEKC VYkpainu, 08.07.2010 p. Ne 2456-VI. URL: http://zakon2.rada.gov.ua/laws/show/2456-
17m 2-1cr. 2

% MinicTepcTBO PerioHaNbHOr0 PO3BUTKY, OyIIBHUIITBA Ta KUTIOBO-KOMYHAILHOIO FOCIIOAAPCTBA Y KpaiHu
MoHiTOpHHT mporecy AeleHTpamizalii Blaau Ta peopMyBaHHS MICIEBOTO CaMOBPsAyBaHHS craHoM Ha 10
JIFOTOTO 2019 p. (3a ciueHb 2018): HallOHAJbHUI MPOEKT JCTICHTpaTi3allis. URL:
https://storage.decentralization.gov.ua/uploads/library/file/378/10.02.2019__ukr_.pdf.

* 600 gHiB 10 HOBOTO aJMiHICTPATUBHO-TEPUTOPIATLHOTO YCTPOIO KpaiHU: 110 3a Iiei 4ac Tpebda 3podutu —
komentap B’stuecnaBa Heromu. URL: decentralization.gov.ua/news/9950.

% MinicTepcTBO perioHanbHOro pO3BHUTKY, OyIIBHHITBA Ta KHTIOBO-KOMYHAIBHOTO TOCIIOAAPCTBA Y KpaiHu
MOHITOPHHT TIponecy AeleHTpati3amii BIaau Ta pedopMyBaHHS MICIEBOTO CaMOBPSAyBaHHS craHOM Ha 10
mororo 2019 p. (3a ciuenp  2018):  HamiOHATGHWUH  TPOEKT  JENEHTpai3allis. URL:
https://storage.decentralization.gov.ua/uploads/library/file/378/10.02.2019__ukr_.pdf.
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that they will be able to provide and develop their community independently,
even without any government support®’.

Describing UTC’s powers, in addition to Art. 142 of the Constitution of
Ukraine, one should pay attention to Part 2 of Art. 19 of the Basic Law — bodies
of local self-government, their officials are obliged to act only on the basis,
within the limits of powers and in the manner stipulated by the Constitution and
laws of Ukraine®. There is no direct legal norm for the provision of UTCs,
created in accordance with the law and a long-term plan for the formation of
community territories within the budget legal relation, with powers at the level
of cities of region significance without the status of a capable UTC and the
official status of a city of region significance®. In the legal definition as well as
in the concept of “local borrowing” (Article 33, Part 1, Article 2 of the BC of
Ukraine) and Articles 16, 17 and 74 of the Budget Code of Ukraine, which
define the mechanism for exercising the right of local councils to local
borrowings and guarantees, UTCs as entities in such relationship are not
mentioned. Thus, UTCs do not belong to the subjects of local borrowing and
guarantees. So, it should be noted at once that such right has been granted to
regional councils since 01.01.2019.

The state carries out financial support for voluntary unification, territorial
adhesion of communes of villages, settlements, and cities**. UTCs are subjects
of financial relation in the field of inter-budgetary transfers: they have the right
to obtain basic, additional and stabilization subsidies, subventions*. In addition,
UTCs are the subjects of relation in the field of reverse subsidies — they are the
funds transferred to the state budget from local budgets for horizontal
equalization of taxable capacity of territories®. An additional subsidy is
provided for compensation of losses of local budget revenue due to the provision
of benefits established by the state, as well as for transfer of expenditures from
the State budget for maintenance of educational and health facilities. A
stabilization subsidy is temporary and is provided to: budgets of cities of region
significance, local budgets and budgets of UTCs, in which the index of relative
taxable capacity is less than similar average value in such budgets; regional
budgets — for distribution between local budgets in the manner determined by
regional state administrations. In 2018 stabilization subsidy from State budget to

37 [pobnemu nenentpamizamii, abo sk BigOyBaeTbcss 00’emHaHHs rTpomax Ha [owewuwmni: URL:
http://decentralization.gov.ua/news/5221?page=5.

% Komncrurynis Ypainu ix 28.06.1996 Ne 245k/96-BP. Bidomocmi Bepxosnoi Paou Yipainu. 1996. Ne 30.
Cr. 141.

¥ Cymapenko O.B. O6’egmani TeputopiambHi TpoMaglm sk Cy0’ekTH  (DiHAHCOBOrO  IpaBa.
IIpaso i cycninecmeso. 2017. Ne 4. C. 120.

0 BromkeTHuit Kozexe Yrpainm. A63. 2 4. 3 cr. 16, 1. 2 cr. 17.

* TIpo 106poBinbHE 06’ € HAHHS TepUTOpPiaTbHIX rpoMa: 3akon Yipaimm. U. 1, cr. 10.

Cynapenko O.B., Ilerpmuenko M.O. [IlIpaBoBe peryiaroBaHHA  MDKOIO[UKETHUX  TpaHCQEpTiB.

IIpaso i cycninecmeso. 2018. Ne 5. C. 166—167.

4 bromxeTHuit koneke Ykpainu. ct. 96
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local budgets was allotted in the amount of 200,000 thousand UAH*.
A subvention is no less important inter-budgetary transfer. If, in 2014, a
subvention was allocated to UTC in the amount of 0.5 billion UAH only for
socio-economic development of territories, after that in 2018, in addition to the
subvention mentioned (5.0 billion UAH), another amount of 6.0 billion UAH —
funds from the State Fund for Regional Development, 1.9 billion UAH — funds
for the development of UTC infrastructure, 0.37 billion UAH for construction of
football fields, 5.0 billion UAH — funds for the development of medicine in rural
areas and 1.1 billion UAH — funds in support of sectoral regional policy were
allocated. At the same time, on 10.10.2018 only 2.1143 billion UAH was
distributed by the Government of Ukraine from specified 5 billion UAH
subvention for social development®. In 2019, a new subvention for financial
support for the construction, reconstruction, repair and maintenance of public
roads of local importance, streets and roads of communal property in settlements
is envisaged™.

The sources of the local budget formation in Ukraine are personal income tax
(60% of which remains in the budgets of UTCs), excise and local taxes, license
fees, administrative fees, etc. The share of local taxes and fees in local
government revenue increased from 0.7% (2014) to 30% (2018). Out of 930
cities of region significance and UTCs, 100 UTCs, including 12 UTCs, received
architectural and building control powers; 646 UTCs received 1450.8 thousand
hectares of agricultural land in communal ownership. As a result of the
decentralization reform, the income per one resident increased in the UTC. In
2019, in comparison with 2014, support for local and regional development has
increased by 41.5 times”’.

Ukraine draws much attention to improvement of processes of inter-municipal
cooperation. The legal basis for community cooperation in Ukraine is the Law
of Ukraine “On Cooperation of Territorial Communities”*. Cooperation takes
place in the field of collection and recycling of waste, provision of quality
centralized water supply and drainage, repair and cleaning of roads, organization
of passenger transportation, maintenance of fire protection, provision of

“ Tlpo Jlepxasnuii Gromker Ykpainn Ha 2018 pik: 3akon Ykpainm Bix 07.12.2017 Ne 2246-VIII. Tonoc
Yrpainu. 2017. Ne 249-250. cr. 3, momatok Ne 7.

** MinicTepcTBO perioHanbHOro PO3BHTKY, OyIiBHUIITBA Ta KUTIOBO-KOMYHAIBHOIO TOCIIONAPCTBA Y KpaiHu
MOHITOPUHT TpoLeCy IeleHTpati3amnii Baaau Ta peopMyBaHHs MiCLEBOr0 caMoBpsiayBaHHs ()koBTeHb 2018).
URL: storage.decentralization.gov.ua/uploads/library/file/318/10.10.2018.pdf.

46 bromxeTHmit konexe Ykpainu. Ct. 103-1.

" MinicTepcTBO perioHambHOro PO3BHUTKY, Oy IIBHHITBA Ta KHTIOBO-KOMYHAIBHOTO TOCIIOAAPCTBA Y KpaiHu
MOHITOPHHT TIpOLleCy AeLeHTpaiizamii BIagd Ta pedOopMyBaHHS MiICIIEBOTO CaMOBPSAYBaHHA CTaHOM Ha
10 mrotoro 2019  p. (3a cigens  2018): HamioHanpHHME  mpoekr  geueHtpamizamis.  URL:
https://storage.decentralization.gov.ua/uploads/library/file/378/10.02.2019__ ukr_.pdf

*® TIpo criBpoGITHHITBO TepHUTOpianbHUX rpoMai: 3akoH Ykpainm Bix 17.06.2014 p. Ne 1508-VIII. Tonoc
Yxpainu. 2014. Ne 138.
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administrative services. As of 13.02.2019, 1300 territorial communities
concluded 339 agreements of inter-municipal cooperation®.

The method of regionalization is widely used through the signing of the
trilateral memoranda: the development agency of the UTC of Prykarpattya on
cooperation with the leadership of the Joint Technical Secretariat of the
Romania-Ukraine Program 2014-2020 and the Executive Directorate of the
regional office of cross-border cooperation in Suchava city (establishing
communication with the Romanians on issues of writing and implementation of
joint projects); Ivano-Frankivsk Regional State Administration, regional council
and the program of the United States Agency for International Development
(USAID) “Decentralization brings better results and effectiveness (DOBRE)”;
14.12.2018 Demydiv UTC in Rivne region joined the European initiative of
“Covenant of Mayors” (the initiative launched by the EU to develop a green
economy, to reduce CO, emissions and widely implement energy efficient
projects and measures)®. In addition, cooperation takes place at the level of
executive power bodies of our state. Thus, the Ministry of Regional
Development, Construction and Housing and Communal Services of Ukraine,
the Embassy of the Republic of Lithuania in Ukraine and Agriteam Canada
Consulting LTD signed a memorandum, according to which Regional project
management centers will be established®".

In 2020, the second stage of the decentralization reform in Ukraine will
begin — administrative consolidation of those UTCs that have not participated in
the voluntary unification. Moreover, the state plans to approve a new territorial
basis of Ukraine — 100 capable districts and 1600-1800 capable communities, to
consolidate financial self-sufficiency of local self-government, and form an
effective management system™.

CONCLUSIONS

International experience of exercise of the state right in the field of
decentralization proves positive aspects in the area of power division in the
system of self-government bodies and executive power bodies at the different
levels of administrative and territorial entities based on the principle of
subsidiarity, creation of proper material, financial and organizational conditions

* MinicTepcTBO perioHaTbHOrO PO3BUTKY, OyIIBHHIITEA Ta KUTIOBO-KOMYHAIBHOIO FOCIIOAAPCTBA YKpaiHu
Peectp noroBopiB mpo cmiBpoOGITHHLTBO TepuTopianbHux rpoman. URL: https://www.minregion.gov.ua/wp-
content/uploads/2019/02/reestr-13.02.2019.pdf

O Tlpukapmarceki OTI CHibHO 3 €BPOIMEHCHKMMHI IMAPTHEPAMH PEaTi30BYBATHMYTh TPAHCKOPIOHHI
npoektn. URL: https://decentralization.gov.ua/news/10605; Jloriomora mpoekty «DOBRE» mae 3mory
NpHUKapIaTchkuM rpomanam ycmimHo possuBatucsa. URL: https://decentralization.gov.ua/news/10589; OTT na
PiBHennmHi npueaHanuics g0 €sponeiichkoi «Yroau mepisy. URL: https://decentralization.gov.ua/news/10416.

*! 3a migrpuvkn Kawamm ta JIuteu B YkpaiHi cTBOpATH PerioHaibHi EHTPH MPOEKTHOrO MEHEDKMEHTY.
URL: https://decentralization.gov.ua/news/10633

52 Kosaus JI. Tlepiuii etan geneHTpanizalii 3asepmeno. Ypsoosuii kyp 'ep. 2019. Ne 15.
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to ensure execution of powers by self-government bodies etc. The methods of
exercise of the state right in the field of decentralization include regionalization,
voluntary and administrative consolidation of administrative territorial entities,
reformation of self-government bodies, inter-municipal cooperation
development and formation of capable local self-government. The states achieve
the most positive outcomes by uniting several methods of decentralization. The
reforms are characterized by the provision of inter-budgetary transfers from the
state, consolidation of reliable sources of revenue from local budgets, creation of
a “master’s municipality model”, conclusion of inter-municipal agreements,
cross-border cooperation, and voluntary collaborative work.

Ukraine has chosen such method of decentralization as consolidation of
territorial units at the basic level: voluntary decentralization with the
consolidation of reliable sources of revenue for UTCs and through allocation of
inter-budgetary transfers from 2015 to 2019, and administrative consolidation
from 2020. Today, UTCs are beginning to use other methods of decentralization
widely. At the same time, there are many communities, united not by the
requirements of long-term plans, maintaining and developing their community
independently, even without the governmental support. A mechanism should be
provided for the exercise of the community right to unite despite the
requirements of a long-term plan and without application of administrative
consolidation to them, if such unification is financially justified. In order to
ensure consistency in decision-making by the state bodies of Ukraine, in
determining the competence of the UTC and capable UTC, appropriate changes
to the legislation should be made.

SUMMARY

The article deals with the research of financial and legal aspects of power
decentralization reform both in countries worldwide and in Ukraine. The
practice in the application of methods on exercise of the state right in the field of
decentralization is examined. It is determined that positive outcomes of the
reforms are characterized by uniting several methods of decentralization,
providing inter-budgetary transfers from the state, assigning reliable sources of
revenue to local budgets, creating a “master’s municipality model”, inter-
municipal agreement conclusion, cross-border cooperation, and voluntary
collaborative work. In the EU countries, “The EU cohesion policy” is also
applied. Considering international experience of power decentralization reform
gave an opportunity to Ukraine to curtail the time for the reform implementation
as well as avoid some other problems that other states faced. In Ukraine, the first
stage of the reform is coming to an end, namely, voluntary consolidation of
territorial units; administrative consolidation will be applied in 2020. It is
emphasized that the rights of communities for unification must be taken into
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account despite of the prospective plan if such unification is justified in terms of
funding and administrative consolidation must not be applied to them. The
proposals for legislation improvement in the field of decentralization mentioned
are made.
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