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FINANCIAL CAPACITY OF TERRITORIAL COMMUNITIES:
EUROPEAN EXPERIENCE AND UKRAINIAN CASE

Abstract. The purpose of the article is to identify key financial instruments for the financial
capacity of the combined territorial communities’ (TC) enhancement in Ukraine under conditions of
their sustainable development and decentralization implementation. Based on the European
experience in reforming state power, it has been determined that strengthening the financial
framework and competence of local self-government is an effective mechanism for stimulating
economic activity, elaborating effective strategies for regional and local development. The methods
of consolidation of European municipalities are as follows: stimulation of voluntary association
(Czech Republic, Latvia) and administrative consolidation (Denmark, Sweden, Norway, Poland,
Bulgaria). The approaches to the effectiveness assessment of territorial communities in Germany
and Ukraine, which include analysis of the financial base, investment reserves, amounts of
municipal investments, have been highlighted. Comparative analysis of financial capacity of the
territorial communities of Ukraine, Germany, France, Poland, Romania on indicators is carried out:
own income per capita; dynamics of receipts of local taxes and fees; the level of subsidy of budgets;
the specific weight of expenditures on the maintenance of the management apparatus in the
financial resources of TC. It has been determined that the main forms of state support of territorial
communities in Ukraine are subventions, grants, transfer of state-owned objects of communal
property, international technical and financial assistance, and funds of the state budget of regional
development. In order to ensure the sustainable development of territorial communities in Ukraine,
the introduction of new financial instruments for state support of territorial communities
(community-based local development, integrated territorial investments, and green bonds) and
directions of development of territorial communities has been proposed.
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®IHAHCOBA CITPOMOXKHOCTDH TEPUTOPIAJIBHUX 'POMAJI: EBPOIEVIChbKUI
JOCBIJ I KEMC YKPATHH

AHoTanis. Mera cTarTi — BHU3HAYCHHsS KIHOYOBUX (HIHAHCOBUX IHCTPYMEHTIB iAo
MiABUIIECHHS (DIHAHCOBOI CIIPOMOKHOCTI 00’ €IHAHUX TEPUTOPIaILHUX TpoMaja B YKpaiHi B yMOBax
iXHBOTO CTallOTO PO3BUTKY Ta peamizamii aeneHtpanizamii. Ha ocCHOBI €BpOINeHChHKOro MOCBiIY
pedopMyBaHHS JIep>KaBHOI BJIaJy BU3HAYEHO, IO 3MII[HEHHS (PIHAHCOBUX 3acaj 1 KOMIETEHIIIT
MICIIEBOTO CAaMOBDSIIyBaHHSI € Ji€EBUM MEXaHI3MOM CTHUMYJIOBaHHS EKOHOMIYHOI aKTHBHOCTI,
po3polbiieHHs e(heKTUBHUX CTPATEerii perioHaJbHOTO 1 MICIIEBOrO PO3BUTKY. Bu3HaueHo meToau
YKPYTIHEHHS €BPONENUChKUX MYHIIMIAIITETIB: CTUMYIIOBaHHS JOOPOBUIbHOTO 00’ enHaHHs (Yexis,
JlatBis) Ta angmiHicTpatuBHe ykpynHeHHs ([anis, IlIBeuis, Hopseris, Ilonsma, bosrapis).
Bunineno migxoau 10 OLIHKK €()EKTUBHOCTI AISNIBHOCTI TepUTOpiabHUX rpoman y HiMeuunHi Ta
VkpaiHi, IO BKJIIOYAIOTh aHali3 (iHAaHCOBOI 0a3W, IHBECTULIHHMX pe3epBiB, 0OOCHATIB
MyHIOUNATbHUX 1HBecTUIIH. IlpoBeneHo NOpIBHUIBHUI aHali3 (iHAHCOBOI CIPOMOXKHOCTI
TepuTopianbHUX TpoMay Ykpainu, Himeuunnu, ®panuii, [lombmy, PymyHil 3a mokazHukamu:
BJIACHI JIOXOJM Ha OJIHOTO MEMIKAaHIS TePUTOPIaIbHOI IpOMa, IMHAMIKa HAJIXO/KEHb MICIEBUX
MOJIAaTKIB 1 300piB; piBeHb AOTAIIMHOCTI OIO/DKETIB; MUTOMA Bara BUJATKIB Ha YyTPUMaHHS arapary
yIpaBIliHHA y (IHAHCOBUX pecypcax TepuTopialibHOI rpomanu. BusHaueHo, 1m0 OCHOBHI (GopmH
JIepaBHOT MiITPUMKH TEPUTOPIaIbHUX TpoMaj] B YKpaiHi — 1e cyOBeHIlii, AoTallii, nepeaaHHs
Jep>)KaBHUX 00’€KTIB KOMYHAJIbHIA BJIACHOCTI, MDKHAapOJHa TeXHIYHA 1 (piHAHCOBa J0OIOMOTa,
KOIITH Jep>KaBHOTO (DOHIy perioHaJbHOro po3BUTKY. [l 3a0e3neueHHs CTajJoro pO3BUTKY
TEPUTOpIAIBHUX TpoMag B YKpaiHi 3anporoHOBAHO BIIPOBAPKEHHS HOBUX (DIHAHCOBUX
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OUHAHCOBAS COCTOATEJBHOCTDb TEPPUTOPUAJIBHBIX OBILIIUH:
EBPONENCKHI ONBIT U KEAC YKPAUHbI

AHHoTaums. llenplo cTarbu  ABJISIETCS  ONpeNEsIeHUE  KIIOYEBBIX  (PMHAHCOBBIX
MHCTPYMEHTOB JJIsl HOBBIIEHUS (PUHAHCOBOM COCTOSATEIIBHOCTH 00BEANHEHHBIX TEPPUTOPHATIBHBIX
oOmMH B YKpauHE B YCIOBHUSAX MX YCTOMUMBOIO pPa3BUTUS U peau3alMM JELeHTPaTU3alHH.
OnpeneneHbl  METOAbl  YKPYNIHEHHS  €BPOIEHCKUX  MYHUIUINAIUTETOB:  CTUMYJIMPOBAHHE
no6poBoabHOro o0beauHenus (Yexus, JlarBusg) u agMuHUCTpaTHBHOE YKpynHeHue (Jlanus,
HIsenusi, Hopserusi, Ilombma, bonrapus). Hdns  obecnedyeHus: yCTOMYMBOTO — Pa3sBUTHUS
TEePPUTOPUATBHBIX OOIIMH B YKpauHe MPeUI0KEHO BHEIPEHUE HOBBIX (PMHAHCOBBIX MHCTPYMEHTOB
rOCyJapCTBEHHOHN MOJIEPKKU TEPPUTOPUAIBHBIX OOLIMH (MECTHOE pa3BUTHE, OPUEHTHPOBAHHOE
Ha rpoMajly, UHTETPUPOBAHHBIE TEPPUTOPHATIEHBIE MHBECTHUIINH, «3€JIEHbIe» O0JIUTalum).

Knwueevie cnosa:  ¢GuHaHCOBas  COCTOSATENBHOCTb, TEppPUTOpHANbHAs  OOIIMHA,
JNELEHTpAIA3aLUsl, MECTHOE CaMOYIIPaBJICHUE, TOCY1apCTBEHHAs IIOJIUTHKA.

®opmyin: 2; puc.: 3; Tabn.: 1; 6ubn.: 20.

Introduction. An extremely important role in public life is played by state policy, which

aims at timely identifying the society development and analyzing issues, identifying their
occurrence causes, determining their complexity, contradictory and finding ways to their settlement.
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The Association Agreement between Ukraine and the EU creates the necessary
preconditions for introducing new approaches to regional policy. The process of globalization of the
world economy introduces new laws and changes the levels of responsibility for local development.
The globalization of the world economy leads to the community role strengthening in the economic
development of local territories and the country as a whole. The level of country economic
development directly depends on the ability and interest of the communities to engage in the local
development of their territory.

Community cooperation is an important democratic initiative, since it enables local people
to actively participate in solving local issues. Such cooperation affects the quality and development
of the territorial administration, as well as broadens the scope and grounds of their cooperation not
only with other communities, but also with the involvement of the private and public sectors.

The development of territorial communities is complicated without adequate financial
support from the state. In this context, it is important to identify the key mechanisms of state policy
on support and development of territorial communities and the analysis of financial conditions.

Literature review and the problem statement.. Theoretical studies of the «territorial
community» categorical apparatus, the principles of decentralization and self-government are
devoted to the scientific works of Baranovskaya T. [1—2], Mattessich P. [3], Ostapenko O. [1]. The
authors have developed conceptual foundations for the formation and implementation of the state
policy of territorial community development. Bogolyub M. [4], Magazzu 1. [5] investigated the
need for reforms and the formation of new mechanisms for decentralization and the formation of
united territorial communities.

The works of Vorona P. [6], Lyutoi O. [7], Kartashova E. [8], Pigul N. [7], and Salizhenko
L. [9] were dedicated to the peculiarities of the creation and financing of the united territorial
communities in European countries.

Scientific researches of Dréze J. [10], Hughes G. [11], Kharlamova A. [12], Korbutiak A.
[13], Lysenko Z. [13], Oleksyn A. [13], Orlova N. [12], Smith S. [11], Sokrovolska N. [13],
determine the peculiarities of governance in the united territorial community and the search for
financial instruments for the sustainable development goals implementation.

However, the issue of state and non-state support of united territorial communities in their
financial capacity improvement remains insufficiently investigated.

The purpose of the article is to identify key financial instruments for increasing the
financial capacity of the separate territorial communities in Ukraine in the conditions of their
sustainable development and decentralization implementation.

The results of the research. Territorial communities have to be considered as a socio-
economic system, for which there is a characteristic complex interaction of elements that are
located on a large territory and require significant costs of resources and time for their development.

The territorial community is not only a set of citizens living in a designated territory, it is
also all the ties that unite them and form a social structure in the form of: an elective body (council
as the decision-making authority), an executive body and a mayor, as an executive; other subsidiary
self-governing units in accordance with the community charter.

A capable territorial community is a community in which financial, infrastructure and
human resources are sufficient for solving local self-government issues of local significance
foreseen by law in the community’s interest.

The Ministry of Development of Communities and Territories of Ukraine, under the
financially capable community, understands such a community in which the sources of budget
filling, infrastructure and human resources are sufficient to address local issues, provided by law, in
the interests of the community itself [14].

The world experience in reforming public power proves that one of the important
components of such a reform has to increase the efficiency of the territorial communities’ activities,
maximize the use of their material and human resources to strengthen regional government.
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In each country there is a monitoring process of the territorial community activity with
assessment indicators that are used specifically in a given country, selected in accordance with
socio-economic conditions.

The goal of decentralization in Poland was to maximally ensure the independent functioning
of each region, to create more effective and transparent political institutions, and to strengthen the
institutions of civil society (Alfior, 2013). The main powers and financial resources in Poland are at
the gmina level. About 40% of income taxes, almost 7% of corporate tax revenues and 100% of real
estate taxes are concentrated in local budgets in Poland [7].

In France, the share of local taxes in the communes’ budget is 45—50%, while in the budget
of the departments — about 38%, while external sources finance 35% of the municipal budget and
41.5% of the department budget [15]. France illustrates the most centralized model of
intergovernmental fiscal relations with local governments (along with the Netherlands and
Belgium) among the European Community.

Local government in Germany has two levels (districts and communities). In general,
Germany has 439 districts, including 323 districts and 116 cities of land subordination, 12.3
thousand communities (16% of them are independent communities, and 77% belong to the two-
level community union) [7].

Self-governing bodies of German communities have certain rights: in the field of finance —
for adequate financial support, the right to set the size of local taxes and tariffs; in the area of
planning — to organize urban development through building plans, to develop concepts of local
development; in the field of organization — to regulate its administrative organization at its own
discretion; in personnel matters — on a free choice, promotion in the service of dismissal of their
own employees; in the sphere of culture — to establish cultural institutions, to engage in their
development [6].

The financial base of communities is formed at the expense of payments and taxes (from
land, property, crafts, motor vehicles, for the maintenance of dogs, from entertainment), target fees,
single contributions, federal and land subsidies, loans. In Germany, revenues from local taxes
exceed 20% of budget revenues; non-tax revenues — 6%; subsidies and grants from the central
budget (in Germany, state transfers account for 49.7% of budget revenues, including 32.4% of
grants and 17.3% of subsidies).

According to the Commission of the Municipality of the State National Bank of Germany
(Kreditanstalt fiir Wiederaufbau — KfW) in 2018, investments in territorial communities increased
to almost 159 billion Euros. The European Investment Bank presented the dynamics of municipal

investment in Europe (Fig. 1).
60

50

40
30 §

20

[T

Total Environment Educftion Infrastructure

l EU 8 Germany & France ‘

Fig. 1. Investment reserves of EU countries in 2018, %
Source: Kreditanstalt fiir Wiederaufbau [16].

While southern Europe lags behind Germany, whose investment costs have evolved better
than average, more successful functioning of French communities is observed in certain investment
categories.
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The French municipalities have indeed consistently made positive changes in their
investment over the past 15 years; in other words, they invested more than they wrote off, and thus
expanded their capital (Fig. 2).
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Fig. 2. Amount of municipal investments, % of GDP
Source: Kreditanstalt fiir Wiederaufbau [15—16].

The amount of municipal investment in France is much larger compared with the same
municipality indicator in Germany. Despite the gradual decline in investment in France during
2010—2018, the investment policy of the municipalities is more balanced and efficient.

The results of the study not only indicate a generally higher level of investment activity in
France but also clear regional differences. This is due to the higher efficiency of the French
municipalities: the quality of infrastructure, investment activities and investment opportunities.

High investment volumes in Germany in structurally well-developed regions with high
investment costs apply to financially weak municipalities. Investments can be seen in almost all
investment areas. The distribution of investment reserves in Germany is shown in Fig. 3. In 2019,
the municipal treasuries of Germany expect an increase in total investments of 28.2 billion Euros
[16—17].
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Fig. 3. Investment Structure in the German Municipalities in 2018
Source: Kreditanstalt fiir Wiederaufbau [16].

A tool for state regulation of territorial communities is a fiscal policy whose purpose is to
improve the development and increase the effectiveness of TC. The real scope of local self-
government bodies’ responsibilities characterizes the share of local budget revenues in the structure
of the country consolidated budget or the gross domestic product (GDP) level which is redistributed
through local budget revenues. In most countries of Central and Eastern Europe local budgets make
up 20 to 29% of the consolidated state budget; the minimum levels of local budgets are in the Czech
Republic, Estonia and Lithuania and the maximum is in Poland. The average share of local budget
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revenues in GDP in transition economies is 8.6% lower than in developed countries and comprises
8.0% [5].

One of the most common financial instruments for condominium provision in Europe is
community-led local development (CLLD), Integrated Territorial Investments (ITI) and green
bonds.

CLLD is a method of involving partners at the local level, including civil society and local
economic actors, in developing and implementing integrated local strategies that help their regions
prosper to a more sustainable future. This approach is being used as part of the LEADER initiative
within the framework of the European Agricultural Fund for Rural Development to define a local
development strategy. This is a tool designed to focus on small areas with a strong bottom-up
approach and can be funded by all ESI funds [4—S5, p. 18].

As Integrated Territorial Strategies are vital for the achievement of a reasonable, stable and
inclusive Europe, as envisaged by the Europe 2020 Strategy, Integrated Territorial Investments
(ITIs) are key instruments for implementing such strategies. ITls allow EU member states to
combine funding from several priority axes of one or more operational programs (EU programs) to
ensure an integrated strategy implementation for a particular territory. It is important to emphasize
that ITI can be effectively used only if a specific geographic area has an integrated, cross-sectoral
territorial strategy. In addition, ITI is suitable for implementing measures in the context of European
territorial cooperation (ETC) [18].

The benefits of using green bonds in order to attract investments include higher
diversification, low risk, financing conditions and can be flexibly adapted to the specific needs of
the municipality, depending on the market situation. With «green» finance, the capital market is
developing, in which environmentally-oriented investors can be combined with capital demand for
investment. Financing of complex municipal investment projects in such bonds has been tested
internationally and is a potential leverage for greater investment activity [17].

Due to financial decentralization the resource base of local budgets has been substantially
strengthened and the preconditions have been formed to enhance the process of voluntary
association of territorial communities in Ukraine. Changes in tax and budget legislation in the
context of decentralization provided an increase in local government revenues from local budgets in
2018 by 21.5% (UAH 234.1 billion) compared to 2017 (UAH 192.7 billion). According to the
results of 2018, TC’s local budgets received UAH 14.6 billion, which is by 69.4% (+ 6.0 billion
UAH) more than the receipts obtained by TC for the same period in 2017. The per capita
community had UAH 2596.1, which is 1.7 times more than in the same period last year [19].

The results of financial decentralization indicate the growth of own resources (taxes and
duties) of local budgets and the increase of the share of local budgets (with transfers) in the
consolidated budget of Ukraine. In 2018, the share of local budgets in the consolidated budget
amounted to 47.50%. Local taxes and fees are an indicator of the effectiveness of the local self-
government bodies performance, since the introduction and setting of local tax rates and fees falls
within the exclusive competence of local councils. Increasing the role of local taxes and fees and
achieving their maximum mobilization ought to be one of the priority tasks for local authorities.
This, in turn, will contribute to strengthening the financial sustainability and independence of local
budgets, the effectiveness of using the existing fiscal capacity of the respective territories and,
consequently, improving the level and quality of services provided to community members. The
formation of a large part of local budgets’ own revenues depends directly on how well local
government bodies can organize the whole range of procedures on the introduction and
mobilization of local taxes and fees. The increase of financial resources allows local self-
government bodies to implement local development strategies more independently, to significantly
improve infrastructure and reinforce settlements, to ensure the sustainable development of the
territorial community [14; 19].

Table presents a comparative analysis of the financial capacity of the territorial communities
of Ukraine, Germany, France, Poland, Romania, based on the proposed a methodology for
calculating the financial capacity of a promising territorial community of Ministry of Regional
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Development, Construction and Housing and Communal Services of Ukraine (with the support of
the U-LEAD Europe Program and the SKL International project).

Table
Comparative analysis of the financial capacity of the territorial communities
Ukraine | Germany | France |Poland | Romania
Indicator 2017
Own income per capita, billion
national currency 1079,00 3665,29 | 447257 889,04 1120,82
Dynamics of receipts of local taxes
and fees, % 1,17 0,80 1,20 0,60 1,02
The level of subsidy of budgets 0,16 0,36 0,29 0,29 0,31
The specific weight of expenditures
on the maintenance of the
management apparatus in the
financial resources of TC 0,98 0,96 0,99 1,00 0,98
Ravg 3,75 3,00 1,75 3,75 2,75
lj 0,75 0,60 0,35 0,75 0,55
2018
Own income per capita , billion
national currency 1330,90 4157,79 | 4906,06 938,50 1187,31
Dynamics of receipts of local taxes
and fees, % 1,13 1,16 1,20 0,70 1,03
The level of subsidy of budgets 0,18 0,40 0,35 0,58 0,34
The specific weight of expenditures
on the maintenance of the
management apparatus in the
financial resources of TC 0,86 0,95 0,99 0,99 0,84
Ravg 3,75 2,25 15 3,25 4,25
l; 0,75 0,45 0,3 0,65 0,85

Source: Developed by authors on the basis of [20].

The assessment is based on the results of the monitoring of the local budgets execution and
the four main indicators that reflect:

own income per capita (the ratio of the volume of own income receipts to the number of
residents of the corresponding TC);

dynamics of receipts of local taxes and fees;

the level of subsidy of budgets (the ratio of the amount of the base or reverse grant to the
total amount of TC incomes without taking into account subventions from the state budget);

the specific weight of expenditures on the maintenance of the management apparatus in the
financial resources of TC (the share of expenditures on the maintenance of the apparatus of local
self-government management in the amount of the general fund’s own income).

The assessment of the territorial community development is carried out by making estimates
of the TC rating (ranking) for each direction and calculating the overall rating for all areas. The
rating assessment is made by comparing the deviation of the indicators values for each specific TC
from their best values for the corresponding (reporting) period and the corresponding ranking of TC
from 1% to the i place.

Determination of the average arithmetic value of the sum of rating assessments of a specific
TC for all indicators of the annual evaluation, characterizing a separate line of activity, is carried
out by the formula:
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where R,,,; — the average arithmetic sum of the ratings of a specific TC for all indicators

of a particular direction;
R; — the sum of rating assessments of a specific TC region for each of the indicators that

characterize a separate direction of activity;
n — the number of indicators for which the calculation was made for a particular direction.
By results of calculations the integral rating estimation is defined as the average arithmetic
value of the sum of rating estimations of a specific TC in all directions according to the formula:

m
2. Rag
— 1

m
where |; — the average arithmetic sum of ratings of a specific TC in all directions;

m — number of directions on which the calculation was made.

By results of the carried-out calculations it is possible to draw a conclusion that the most
financially well-founded in 2017—2018 are territorial communities of France (lj 2017 = 0,35, lj2018 =
0,3), that talks effective politics of local self-government and state policy in general on development
of territorial communities. Increase in receipts from the local taxes and charges in 2018 allowed
territorial communities of Germany to take the second place according to solvency (ljz01s = 0,45).
The weighed policy on settlement of maintenance costs of management personnel in financial
resources of community is necessary for increase in solvency of territorial communities of Poland
(lj2018 = 0,65). Territorial communities of Romania among the countries which are explored are least
financially wealthy because of low receipts of own income, receipts from taxes and fees and
decrease in level of dependence on subsidies of the budget. Increase in receipts of own means of
territorial communities and increase in level of dependence on subsidies of the budget allowed
territorial communities of Ukraine to take in 2017—2018 the fourth place among the explored
countries ((lj 2017=0,75, lj2018 = 0,75). Increase in solvency of territorial communities of Ukraine
requires increase in efficiency and mobilization of the local taxes and charges.

Conclusions. The experience of the European countries development suggests that the
sources of financial capacity of the territorial communities of Germany and France, which occupy
leading positions in the world economic development among EU countries, are tax revenues
(payments and taxes), non-tax revenues (target fees, one-time contributions, loans), subsidies and
bonds from the central budget, resources from the state fund of regional development, external
financial sources (municipal investments, ITI, CLLD, green bonds, international technical and
financial assistance).

A comparative analysis of the financial capacity of the territorial communities of Ukraine,
Germany, France, Poland, Romania showed that the most influential indicators of the financial
capacity of communities are the dynamics of local taxes and fees and the level of budget
subsidization in each of these countries.

In order to ensure the financial capacity of territorial communities in Ukraine, it is necessary

| )

i

to:

create more effective and transparent political institutions for the public investment growth;

participate in international and European programs within the framework of decentralization
reform;

join communities with low financial capacity and demographics to other territorial
communities and create larger TC in scope of area and number of dwellers;

increase the efficiency and mobilization of local taxes and fees;

estimate strategic planning of TC;

rational use of funds in priority directions of TC development;
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development of small business, improvement of infrastructure quality at the level of
administrative-territorial units for increase of regional investments and investment opportunities of
TC,

introduction of new financial instruments on the regional market.

Realization of these directions will enable investors to attract investment-beneficial projects,
which will ensure the economic development of the territory, efficient use of resources available to
the community and accumulation of funds for solving socio-economic issues in accordance with
development priorities.
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