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ASSESSMENT OF VARIOUS FRAMEWORKS FOR
FINANCING TERRITORIAL COMMUNITIES

ABSTRACT

Considering limited budgetary resources, the united territorial communities of Ukraine
are forced to look for additional sources of financing for reconstruction and develop-
ment. The implemented decentralization reforms make it possible to attract private
funds using a wide range of financial instruments. The purpose of the research is to
assess various financing frameworks for the development of territorial communities. It
involves an analysis of the best practices for organizing financing frameworks, a com-
parative analysis of various development financing tools, and a SWOT analysis of the
use of green bonds to finance the restoration of UTCs in Ukraine. It was established
that the available sources and tools for financing the development of territorial commu-
nities are determined by the financial framework of the local budget. Global practice
has shown that there are four main systems of organizing local budgets, based on six
groups of factors. Depending on the organization of the national budget system, local
governments can have significant financial autonomy, which allows for diversification of
funding sources (market-based system), or completely depend on the state budget for
financing investment projects (direct controls system). Due to decentralization, UTCs in
Ukraine can use a wide range of financial instruments to attract funds for reconstruction.
It can be owned funds from budget revenues, grants, public-private partnerships, and
debt. Municipal bonds are the most versatile tool for attracting debt funds. According to
our SWOT analysis of the possibility of using green bonds to finance the restoration of
UTC in Ukraine, it was concluded that such bonds are currently a more effective tool,
as they allow attracting a wider range of investors who are interested not only in the
profitability of the financial instrument, but are also ready to invest in less profitable
bonds that are aimed at financing green projects.

Keywords: financing of territorial communities, financing mechanism, financing
instruments, municipal bonds, green municipal bonds

JEL Classification: G15, H54, H61, H70

INTRODUCTION

The sustainable development of territorial communities requires stable financing. Under
normal conditions, it has access to various sources of financial resources. However,
during the crisis, the list of available sources of financing is significantly reduced, and
the cost of attracting funds increases. The war in Ukraine led to the massive destruction
of infrastructure, housing and production facilities in territorial communities. This caused
the need for significant amounts of financial resources, and at the same time led to a
decrease in revenues to local budgets, therefore, for reconstruction and further devel-
opment, territorial communities are forced to attract external resources. The main task
facing them is to determine the sources of financing that are available in crisis conditions
and to determine the most effective among them. The list of available sources of funds
is determined by the financing mechanism that was formed in the territorial community
on the basis of national legislative regulation and the financial health of the territorial
community. It is important for Ukraine to determine the most effective tools for attract-
ing financial resources in accordance with the existing financing framework for local
budgets.
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LITERATURE REVIEW

Financing of territorial communities in general is a common topic of research in the modern economic literature. This is
due to the significant diversification of available sources of funds for local budgets.

There are several sources that are available to most communities. One of the possible sources is municipal debt. There is
a developed international market for municipal bonds that allows to quickly borrow necessary funds. In particular, in the
United States, the municipal bond market is an integral part of the financial market. Cestau et al. (2019) believe that the
efficiency of the municipal bond market forms the basis for the provision of services by local communities. They emphasize
that this market has many problems, but that regulatory changes that have increased its transparency will significantly
improve its performance.

Cornaggia, Hund & Nguyen (2022) examined investors' reactions to problems with municipal budgets and concluded that
the market is rather slow to respond to the current economic situation in specific communities that are issuers, so it is
necessary to strengthen disclosure standards to avoid market shocks.

Greening of the economy led to the appearance of a new segment of the municipal bond markets, that are issued for
green projects. At the moment, the market for green municipal bonds is actively developing. Partridge & Medda (2020)
examined the US green municipal bond market and concluded that the green municipal bond index shows significantly
better dynamics than the conventional municipal bond market and that the yield on these bonds is also higher for investors.
The authors conclude that there are all the prerequisites for the active development of this market in the United States.

Higher yield makes green bonds more attractive to investors, but it's more expensive for the communities. That was
empirically confirmed by the researchers. Baker, Bergstresser, Serafeim & Wurgler (2022) compared conventional and
green municipal bonds from the same issuer and concluded that raising funds through green bonds is more expensive for
the municipal budget than conventional debt instruments, but investors are more favourable to them and less inclined to
sell them.

Aleksandrova-Zlatanska & Kalcheva (2019) conclude that municipalities are facing the challenge of overcoming the effects
of climate change, which requires additional expenditures from the local budgets. The authors suggest using the green
bond market and the mechanism of national joint financing to fund them.

Gorelick & Walmsley (2020) examined the problem of infrastructure development in territorial communities and the lack
of funds in local budgets to cover the costs of infrastructure projects. The authors concluded that many municipalities are
forced to give preference to green projects because they are easier to find investors for.

Flammer (2020) examined the effectiveness of green bonds and concluded that their real impact on the environment
requires government regulation that encourages compliance with environmental standards during the implementation of
relevant projects.

One of the main prerequisites to unimpeded municipal borrowing at the capital markets is an acceptable credit rating from
a reputable rating agency. Credit ratings are often used to assess investor interest and the cost of attracting municipal
financing. Cornaggia, Cornaggia & Israelsen (2018) concluded that investors continue to rely heavily on credit ratings
when selecting an investment target, regardless of the decline in their information value, although disclosure of additional
information reduces the mechanical use of ratings and encourages investors to conduct their own additional analysis.

Adelino, Cunha & Ferreira (2017) examined the relationship between US municipal bond ratings and the availability of
funds for local budgets. They concluded that an improvement in municipal bond ratings allows to attract more funds,
which leads to an increase in the development rate of territorial communities.

The availability of financial resources for the territorial communities depends on several factors. There are limitations to
the ability to attract resources, investment and other forms of financing. The most common cause for those limitations is
the crisis as a result of different causes from financial complications to natural disasters. For example, the state of financing
of territorial communities is significantly affected by external factors and assistance from the state budget during the crisis.
In particular, Nemec & Spacek (2020) examined the state of local budgets in the Czech Republic and Slovakia under the
influence of the Covid-19 pandemic and concluded that local budgets in these countries faced serious problems amid
restrictions, which were further complicated by the lack of assistance from central budgets. The authors also emphasized
that the way the local budgets responded to crises depended on several factors, namely the level of decentralization, the
sensitivity of local budget revenues to economic fluctuations, the resilience of local budgets to shocks, and effective support
from the central budget.
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Kanduta & Przybylska (2021) examined the impact of the COVID-19 epidemic on the local budgets in Poland, their response
to new challenges, and changes in the use of financial instruments to raise resources for the budget. The authors empha-
sized that the use of anti-crisis financial instruments had helped to balance local budgets, in particular, tax deferrals had
been proposed, and the cost of services for the use of infrastructure had been reduced.

Infrastructure development is one of the main tasks of local communities. The issues of priority areas for infrastructure
restoration, attracting the necessary resources, and generating revenue from the use of infrastructure facilities remain
very important in Ukraine and abroad. O'Brien, O'Neill & Pike (2019) concentrated on the analysis of the financing of urban
infrastructures and their governing as they are the major issues for the governments on the national, regional and munic-
ipal levels. They argue that the quality of infrastructure depends on the source of funds, their usage and management.
The resources needed are often not available to territorial communities. Authors postulate that municipal infrastructure is
attractive to potential investors including international entities as it may offer the ownership of material assets, the possi-
bility of long-term returns, and a diversification of risks and maturities. They also noted that those investment options
offered are mostly uncorrelated with other widespread opportunities in the market. As a result, attracting international
investors for financing municipal infrastructure projects is one of the potential sources of funds for territorial communities.

The crisis affects the conditions and sources of financing for local communities. For example, Jerch, Kahn & Lin (2023)
studied changes in local budget revenues, expenditures, and borrowing on the Atlantic coast of the United States after the
devastation caused by hurricanes. They found that hurricane damage leads to a decrease in budget revenues, especially
tax revenues, as well as government borrowing, as their cost also increases. In addition, the risk of default on existing
debt obligations increases significantly. This leads to a reduction in budget expenditures and a slowdown in the pace of
reconstruction and development of communities.

Painter (2020) investigated how climate change affects the terms of municipal bonds in financial markets. He concluded
that the costs of issuing such bonds for communities and the yields on such bonds for investors are higher, meaning that
local budgets will spend more on raising funds if they are affected by climate change. This applies mainly to long-term
bonds, and their credit rating is lower.

Gordon, Dadayan & Rueben (2020) argued that shocks of different natures negatively affect central and local budgets. It
is especially noticeable for the revenues from the taxes on sales and personal income. Authors noted that in the most
extreme cases, it fell to the federal budget to fill the gap but it still was not enough.

Also, support from the central budget plays an important role in the stability of the financial system of territorial commu-
nities. Gao, Lee & Murphy (2019) studied the situation with local community budget defaults in the United States in 1999-
2010 and the response to them by the state authorities where they are located. They found that state governments
practised two approaches: non-intervention, which meant that local authorities were forced to declare default and bank-
ruptcy, and active assistance, which allowed them to avoid default. The authors concluded that without the support of the
state government, the costs of debt financing for local communities increased significantly.

In the pre-war period, financial decentralization was actively pursued in Ukraine, designed to stimulate the development
of territorial communities by attracting funding from additional sources. One of the possible ways to increase available
resources was to introduce local taxes, the revenues of which would remain in the budget of the territorial community.

Britchenko, Bezpartochnyi & Maslii (2019) studied the conditions, issues, advantages and possibilities of the development
of financial decentralization in Ukraine. The authors analysed and compared fiscal federalism versus principles of decen-
tralization. They studied the sources of funding for territorial communities in Ukraine. They noted that the possibility of
imposing taxes on the community level facilitates the removal of budget imbalances. As such, they consider local budget
revenues as a viable source of financing infrastructure and community development.

Pidchosa, Lyutyy & Pidchosa (2019) examined the methods of budget policy used to redistribute cash flows at different
levels of government. The authors concluded that an effective budget system is possible only when there is unity of its
subjects on all levels. An efficient budget system is the prerequisite for macro-financial stability, efficient allocation of
budget resources, democratization of society and sustainable socio-economic development.

Vdovichen et al. (2024) analyse fiscal decentralisation as a trend in the EU countries and Ukraine. They conclude that
decentralisation was effective in the allocation and spending of budget revenues. The authors noted that state budget
transfers were the dominant source of revenues during 2001-2022. They pointed out that the level of decentralisation was
the highest for the countries with three-level budgetary systems. At the moment, Ukraine has a low level of decentralisa-
tion.
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Crisis phenomena have a significant impact on the availability of financing and the ability to use various funding instru-
ments, so additional analysis is required to determine the most optimal source of resources, taking into account the existing
conditions in the country.

AIMS AND OBJECTIVES

The purpose of the article is to assess different frameworks for financing the development of territorial communities. The
key objectives of our research are to:

= analyse best practices of organizing financing frameworks of the territorial communities;
= compare different instruments for financing the development of territorial communities;

= conduct a SWOT analysis of the possibility of using green bonds as an instrument of financing the recovery of united
territorial communities of Ukraine.

METHODS

The study used a comprehensive approach that includes an analysis of scientific literature, regulatory documents and
statistical data. The analysis of legal acts was carried out to understand national and international regulation in the field
of using various sources to finance territorial communities. A comparative analysis was used to study the best practices of
the EU countries, which allowed to identify successful strategies and initiatives aimed at stimulating the development of
territorial communities. This approach allowed to identify best practices that can be adapted for implementation in Ukraine.
The GAP analysis was used to identify key areas of the incentive policy that need to be improved. This method allowed to
identify gaps between the current state and desired goals of post-war recovery. SWOT analysis was used to formulate
specific, achievable, and relevant recommendations aimed at selecting the most effective sources of funding to stimulate
the development of Ukrainian communities.

RESULTS

Territorial communities can use various sources of funding to finance their economic development and activities, such as
their own revenues, transfers from the state budget, and private funds raised in the capital markets. Private capital is not
always available to local budgets due to a number of limitations. To assess the possibility of obtaining private financing, a
community must conduct a financial health analysis, obtain a credit rating, and propose certain projects that require
financing. Typically, three main criteria are used to analyse the financial health of public institutions (Figure 1).

4 N
Sustainability
N\ J
S ) 4 N
riteria for assessing .
the financial health Flexdoility
J . J
4 N
Vulnerability
N\ J
Figure 1. Criteria for assessing the financial health of a territorial community. (Source: created by the author based on Cabaleiro, Buch & Vaa-
monde (2013))

The sustainability assessment takes into account such indicators as the long-term debt of the territorial community, net
budget revenues of the community, budget revenues of the community by type of activity, budget expenditures, and these
indicators per capita.

The flexibility of the financial situation is determined by means of budget revenues and expenditures by type, the ratio
between them, debt service costs, and these indicators per capita.
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To assess vulnerability, it is necessary to take into account various types of budget revenues, grants received, tax revenues,
capital transfers, the ratio between these indicators, and their per capita value (Cabaleiro, Buch & Vaamonde, 2013).

The ability and effectiveness of territorial communities to attract private financing are determined by the overall financial
health of the institution, its credit rating in the capital market (if any), and other circumstances. In a difficult financial
situation, attracting private financing may require an additional guarantee of repayment from central authorities or the
use of non-credit financing, i.e., grants and financial assistance.

Public investments of the territorial communities in the EU are primarily funded from four main sources. They are not
exclusive but the rest are additional and are used for individual projects. They are as follows:

1.  Self-financing: meaning that municipalities use their own revenues, or create reserves from past budget revenues.
2. Capital transfers: meaning that they use funds from higher level budgets, state budgets or from the EU institutions.

3. Private funds: meaning that they attract private funds using several mechanisms, including project financing, public-
private partnerships, grants.

4.  Debt: meaning borrowing funds through capital markets, bank loans, and other institutions.

The shares of these sources are different for each country and depend on the time period analysed, but for territorial
communities in the EU, debt funding was not a principal source of local public investments.

The availability of funding for public investments in territorial communities is usually determined by the six most common
groups of factors (Figure 2).

Key factors
|
Fiscal d:scipline frgﬁqné/ivrgk i nl;itr:al::g]lt s i n';'g?llﬁg,l' s Pnlita)\l:](;ggﬂgs | Governance
system
— Fiscal rules — Revenues — Debt - Stiigmﬁget - Budgeting u ngﬁéziﬁgt%n
oy | oonos [ e | Peiemamee | sy [ e
— Monitoring — Expenditure — Guarantees — National Agencies |4 Administration

Figure 2. Factors determining the availability of funds to finance public investments of territorial communities. (Source: created by the
author based on Vammalle & Bambalaite (2021))

Fiscal discipline shows investors the level of reliability of the local government. Mechanisms of fiscal discipline include fiscal
rules, insolvency framework, direct control and monitoring mechanisms. The fiscal discipline framework impacts the ca-
pacity of local communities to attract debt resources to fund public investments. It should be noted that strict fiscal rules
have several consequences. On the one hand, they impose limits on the amount of debt of the territorial communities, but
on the other hand, they show investors that they are credible, thus access to credit becomes easier and its cost becomes
lower.

The funding framework shows the source of funding for investments. It includes several possibilities. For example, munic-
ipalities can use a share of their own revenues from taxes and fees for administrative services or transfers in the form of
general-purpose grants or earmarked grants. It determines the capability of the territorial community to increase revenues
from different sources, one of the possibilities is imposing new or raising existing taxes. Revenue autonomy is usually
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determined by national or supra-national regulations. If a municipality has expenditure autonomy, it may reallocate avail-
able funds to other areas, including public investments. It gives the local government the freedom to choose the most
efficient investment projects. The territorial communities may receive donor funding in the form of grants from national
or international institutions.

Financial instruments include debt in the form of loans or bonds, PPPs, and other financing. Loans can be obtained from
private banks, international financial institutions, financing agencies or state budgets. Loans are a bilateral contract be-
tween two parties: a borrower and a lender. To receive funds from bonds, they need to be issued on financial markets
and sold to multiple investors. Bonds usually allow to obtain funds for longer terms, but they have other limitations. Firstly,
they require a rather large minimum sum and liquidity. For the territorial community, this sum is too large in most cases.
To facilitate the attraction of resources local government can obtain guarantees from the central government or a special
guarantee fund.

Financial institutions include the intermediaries that offer funds to finance municipal public investments. They establish
the criteria for access to the funds, and the conditions for access. Among those institutions, the most prominent are public
investment funds or local government financing agencies (LGFAs).

The public financial management system includes budgeting, strategy, planning, and administration. It allows to design
efficient investment projects, encourages lenders to fund investment projects, and facilitates public-private partnerships.

Governance offers the framework for horizontal and vertical coordination. Vertical coordination helps to align policies of
different levels of government, to monitor local budgets, and to offer technical support. Horizontal coordination increases
efficiency through aligning projects and gathering resources.

Fiscal and financial components differ greatly depending on the country, territorial communities may have large autonomy
for revenue adjustment, expenditure reallocation or borrowing rules. Other communities have limited autonomy and are
restricted in decision-making. All those factors together create a particular financing system. The system does not ensure
the limitations on borrowing to present a threat to fiscal sustainability. Generally, there are four main types of systems for
sustainable municipal financing.

Market-based

gy

approach

Direct controls <:| Cooperative

L

Rules-based

Figure 3. Main systems for sustainable municipal financing. (Source: created by the author based on (Source: created by the author based on
Vammalle & Bambalaite (2021))

The market-based system implies that lenders monitor local debts to ensure the quality of investment projects implemented
and the fiscal sustainability of the community. Local budgets must have a high level of autonomy to efficiently borrow on
financial markets. Such a system has a number of requirements. For example, municipalities need to have autonomy to
adjust their revenues to relocate them for repayment of their debt. Lenders must be able to receive high-quality financial
information on the territorial community, so financial markets have to be diversified and well-functioning (Figure 4).
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Figure 4. Market-based system'’s factors. (Source: created by the author based on. (Source: created by the author based on Vammalle & Bambalaite

(2021))

The cooperative approach system implies that debt limits for the territorial community are negotiated between the different
levels of government. This approach ensures active participation of local communities in the macroeconomic objectives'
development and the definition of deficit and debt target values (Figure 5).

Cooperative approach

" " S Financial
Funding Fiscal discipline Institutions PFM system Governance
Framework for
Level of revenues, Decisions result Low level of Adequate negotiations and

expenditures and

from a negotiation

interaction except

information on

agreements on

agreements and
relies on the trust

The negotiation

process should

ensure that the
agreements ensure
fiscal sustainability
to prevent defaults

deficit are process and LGFAs and public | [| financial position to how to allocate
previously agreed agreements investment funds generate trust deficit and debt
targets
Availability of . High administrative Multi-level
donor funding does | | | dli:rIZ‘é:I crc;l:_sdagfe | | and negotiation govemment
not affect fiscal not needed skills are a key to dialogue and
discipline success cooperation
Credibility of
commitments is
Ll necessary to
achieve

Figure 5. Cooperative approach’s factors. (Source: created by the author based on (Source: created by the author based on Vammalle & Bambalaite

(2021))

128

DOI: 10.55643/fcaptp.5.58.2024.4556


https://fkd.net.ua/
https://www.fta.org.ua/

FINANCIAL AND CREDIT ACTIVITY: PROBLEMS OF THEORY AND PRACTICE
Volume 5 (58), 2024

fA

For the rules-based system, decisions to borrow are made by local communities, but observing the fiscal rules set by the
central government. Fiscal rules include limits for the absolute level of debt and the ratio of debt service/revenue, re-
strictions on borrowing only for specific purposes, and requirements for liquidity. The central government is tasked with
control of compliance with the rules. Coordination between different levels of government is important for this system. It
is also based on a quality PFM system. Such systems are supposed to be transparent to allow investors and borrowers to
evaluate the risk of the potential transaction. However, these systems are not very flexible (Figure 6).

Rules-based approach

Funding Fiscal discipline I:;rt;i:filoarlls PFM system Governance
Fiscal rules and Low level of Clear accounting Horizontal

Has a higher level
of borrowing within
the fiscal rules

their quality are
the core of the

interaction except
LGFAs and public

standards avoid
circumventing the

coordination can
lower borrowing

system investment funds rules costs
Quality of
Fiscal discipline is Imt,::rs‘:grfaﬁgns’ contral
not affected by | | Direct control is accountability and govemment

availability of donor
funding

usually redundant

other PFM affect
the assessment of
risk by lenders and

support improves
quality of funded
projects

the cost of
borrowing

Monitoring and
enforcement are
the base of success

Compliance with
‘4 therules prevents
insolvencies

Figure 6. Rules-based approach factors. (Source: created by the author based on (Source: created by the author based on Vammalle & Bambalaite
(2021))

Direct controls system implies that central government directly controls municipal borrowing in the form of annual limits
on the amount of municipal debt, the need for review and previous approval of municipal debt transactions, possible
centralisation of all borrowing at the level of the state budget, etc. Such systems are based on central government control
to ensure municipal sustainability and quality of investments. As the central government practically control and guarantee
municipal debt, fiscal rules become redundant. As a result, the state budget is responsible for covering municipal debt so
revenue autonomy does not apply and insolvency is not a problem. Such a system gives local governments very limited
investment resources that are allocated at the central level. A common drawback of this system is that the criteria for
authorising municipal borrowing are usually variable or unclear (Figure 7).
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Figure 7. Direct controls approach’s factors. (Source: created by the author based on (Source: created by the author based on Vammalle & Bamba-
laite (2021))

Generally, national frameworks are a mix of the features of four different systems, although some features are more
prominent. The most important aspect is the alignment of the components used to achieve efficiency and sustainability of
territorial communities. One system can't be determined as the optimal system that is the most effective. Each country
combines different elements to achieve the desired outcomes. In most cases, such a combination is formed by exogenous
factors, that are constrained by institutional framework, existing fiscal rules, the level of municipal revenue autonomy,
local culture and preferences.

Successful functioning of territorial communities depends on the intensification of their economic development and ways
to use existing resources, as well as ways to find new sources of revenue, innovative solutions, and the application of best
practices in management and organizational processes. Increased efficiency in the use of all types of local resources,
growth of entrepreneurship, and developed infrastructure can provide funding for the development of a territorial com-
munity. This is in line with the principles of the State Strategy for Regional Development for 2021-2027 adopted by the
Government of Ukraine, which states that the implementation of the state regional policy for the period up to 2027 should
be based on an integrated territorial approach.

Also, the councils of the United Territorial Communities are allowed to make local borrowings to the budgets of the United
Territorial Communities, both local and external, including by obtaining loans from international financial organizations.
The borrowings are made to the development budget and the funds are used to implement investment programs (projects)
aimed at developing communal infrastructure, introducing resource-saving technologies, creating, increasing or updating
strategic long-term facilities or facilities that ensure the fulfilment of the tasks of the city councils aimed at meeting the
interests of the population of their communities.

In the post-war period, UTCs will inevitably face the issue of infrastructure restoration and transition to new technologies
and requirements for critical infrastructure facilities in accordance with EU standards. That is why the search for effective
and relatively inexpensive financial instruments for local authorities to implement infrastructure projects remains a serious
problem for UTCs. The most promising in this case is the use of innovative financial instruments, which the EU defines as
instruments that provide equity/risk capital or debt instruments (loans, guarantees from intermediaries that provide fi-
nancing to a large number of end borrowers for whom it is difficult to find financing) or risk sharing between financial
institutions to increase the amount of funds received. To create innovative financial instruments, financial engineering is
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used, which allows to effectively raise funds not only through securities but also through project financing and public-
private partnerships (Ilieva, 2019). In addition, grant funding is one of the opportunities in Ukraine, but it has certain
limitations (Figure 8).

Funding infrastructure projects

Munidpal bonds Project financing Grants Public-private partnership

Figure 8. Main methods of financing infrastructure projects by territorial communities. (Source: compiled by the author based on Medda F. R.,
Cocconcelli L. (2018))

International practice shows that public-private partnerships are a leading tool for securing investments in the construction
of public infrastructure and the provision of services related to them when state and municipal budgets do not have the
necessary resources. They represent a promising basis for achieving a balance between public interests and the private
sector, and the implementation of successful public-private projects can be attributed to project financing, given some of
its features, such as the possibility of combining various financial instruments and forms of investment financing; repay-
ment of borrowed capital depending on the cash flows received from the project, which combines various financial, material
and human resources in project implementation. In the context of European integration and the use of innovative financial
instruments in Ukraine, it is necessary to compare the main characteristics of grant and project financing within the
framework of operational programs. Grant financing consists of an operational program, free assistance, coverage of 15
to 100% of the project resource, the need to participate with one's own capital in the development of the grant, and
financing on a schedule/at a certain stage of work performed or at confirmed costs. Project financing involves participation
in the project as an investor/creditor/co-participant, and only up to 30% of the project cost can be financed by an external
participant. The loan is repaid from the profits from the project. The project assets and profits are pledged as collateral.

One of the most common forms of financing investment projects by municipalities is direct financing through the capital
market by issuing debt instruments, such as bonds. Bonds have become a necessity for financing infrastructure projects
for territorial communities, as the 2008 crisis saw a rapid reduction in public funding in this area. It should be noted that,
unlike the United States, municipal bonds have not yet become widespread in European countries, and bonds issued by
the central government are more popular, so they have significant potential for development. Although investor confidence
in municipal bonds has declined somewhat since the crisis due to some defaults, they remain a desirable instrument for
diversifying investment portfolios. General obligation bonds remain the least risky in terms of the probability of default, as
they are backed by all tax revenues of the territorial community, while future revenue bonds, which are more profitable
for UTCs in terms of servicing to finance infrastructure projects, have a higher risk of default and will require higher interest
rates to encourage investors (Medda F. R., Cocconcelli L., 2018).

Investors also assess the risks of municipal bonds based on the type of infrastructure project they will finance. In particular,
critical infrastructure, including major roads, subway or other electric transport systems, sewerage, water supply, and
electricity, is likely to be profitable and therefore attractive to investors regardless of the type of bond chosen. On the
other hand, ancillary infrastructure is not a priority for investors, so it will require more careful planning and forecasting
when issuing bonds. To increase the attractiveness of municipal bonds for financing certain infrastructure projects, special
insurance companies have been created that specialize in providing guarantees for local governments, i.e., they insure
these bonds against default (Cornaggia, Hund & Nguyen, 2022).

Another instrument that emerged and operates against the backdrop of investor distrust of individual territorial communi-
ties is national agencies for financing local governments, which operate in countries such as France, the Netherlands,
Japan, New Zealand, Canada, etc. These agencies issue bonds to finance infrastructure projects of local communities. An
example of successful experience is the international agency NLFGA, which ensures cooperation between national agencies
of four countries, namely Kommunalbanken (Norway), KommuneKredit (Denmark), Kommuninvest (Sweden) (includes
275 municipalities and 11 local councils) and Municipality Finance (Finland) (328 municipalities), which annually issue a
total of USD 35-40 billion. These agencies are responsible for providing the municipalities with the necessary financial
support. The purpose of these agencies is to provide cost-effective financing to local governments or state-owned compa-
nies for infrastructure projects such as housing, electricity, transportation, and communications. This is possible because
these countries have a high degree of decentralization, so local governments have the right and ability to collect local
taxes and fees to fund healthcare, education, and transportation. In the UK, there is a similar agency, the Municipal Bond
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Agency (MBA), which was established in 2016 and handles almost 75% of local government debt. In this case, the main
problem remains the formation of the agency's credit rating in the international capital markets (Fritsch, Bagley J., Nee,
2021).

DISCUSSION

The effective functioning of territorial communities in today's environment requires achieving and maintaining sustainable
development. One of the tools for raising the necessary financial resources to build sustainable development infrastructure
is green bonds, which are the latest innovation in the sustainable finance market. Green bonds are debt financial instru-
ments whose proceeds are used to finance low-carbon projects that do not harm the environment.

The first green bonds were issued in 2007 by the European Investment Bank to finance renewable energy and energy
efficiency projects. After that, such bonds began to gain popularity and in 2018 their market amounted to USD 143 billion.
Local governments are gradually joining the trend of using green bonds, but this process is rather slow. In particular, in
2014, the amount of issuance was USD 1.9 billion (260 issues), and in 2017 it was USD 11.2 billion (1334 issues). However,
it should be noted that the share of green bonds in all municipal bonds remains rather low (no more than 2.5% by amount
and 1% by number of issues) (Flammer, 2020).

We used the SWOT analysis to determine the suitability of using green bonds to finance municipal development (Table 1).

Table 1. Green Municipal bonds SWOT analysis.

Strengths Weaknesses
" Stimulates the development of high-efficiency investment projects . Costs of b ) liahtly high
osts of borrowing are sli igher
" Makes it possible to attract funds under better conditions - Project dt 9 | g‘thT gl lati
rojects need to comply with local regulations
" Protection against climate changes . Country risk
ountry ris
" Compliance with environmental standards . Lack of inf .
ack of information
" More attractive to investors
|
Opportunities Threats
. . . . " Risk of default
- Encouraging the development of entrepreneurship and innovations . Lack of d il et
ack of deep capital marke
" Regional economic development . Leaal rest ; P
egal restrictions

The advantage of green bonds for issuers is an additional source of financing for green projects, they allow expanding the
list of investors at the expense of pension funds, insurance companies and public investment funds. In addition, it is
possible to issue long-term bonds, the maturity of which will coincide with the term of implementation of the green project
(more than 20 years).

They can have a more attractive value than conventional bonds. This market attracts investors who are interested in
protecting the environment, so they can agree to terms that are less favourable for them. In addition, the issuance of
green bonds allows to diversify the portfolios of both investors and issuers.

Different forms of green bonds are used to implement different types of green investment projects (Table 2).

Table 2. Main types of green bonds. (Source: Aleksandrova-Ziatanska, S., & Kalcheva, D. Z. (2019). Alternatives for financing of municipal invest-
ments—green bonds. Rev Econ Bus Stud, 12(1), 59-78. DOI 10.1515/rebs2019-0082)

Type of bond Purpose of funding Collateral Example
All proceeds of the issuer act as se- The City of Johannesburg issued 143 million
General obligation bonds Created for green projects curity, and a standard credit rating is bonds in June 2014 with a term of 10 years
used with a credit rating of BBB
Certain revenues of the issuer (from Arizona State University conducted an issue in
Bonds for future income Created for green projects taxes or fees) are used to cover the the amount of USD 182.6 million guaranteed
costs of the issue by the income of the institution

Security is the asset created as a re-
sult of the project and the income N/A
from this project

Issued under certain green

Project bonds -
projects

The government of Hawaii issued bonds for
USD 150 million in November 2014 guaran-
teed by revenues from green infrastructure

Created for green projects or Collateral is a group of financial as-

Securitized bonds :
are part of green projects sets
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Increasing capital flows to infrastructure projects that prevent climate change can have huge economic, social and envi-
ronmental benefits not only for the local communities themselves but also for investors. However, there are several sig-
nificant obstacles to the development of the green municipal bond market. First, it is necessary to prepare an effective
green project, which will not only be useful for the environment but also allow to receive income in the future to ensure
the emission. This requires the involvement of special experts, whose services are quite expensive. Now a network of
specialized intermediary agencies is beginning to develop, the purpose of which is to provide consulting services to terri-
torial communities in the field of green investment projects and their financing mechanisms.

CONCLUSIONS

In the conditions of the crisis in the economy of Ukraine caused by armed aggression and the significant destruction of
the infrastructure of the UTC, there is a need to rebuild it after the end of the war. Based on the analysis, it was established
that the available sources and tools for financing the development of territorial communities are determined by the financ-
ing framework formed in the local budget. Global best practices have shown that there are four main systems of organizing
local budgets, which are formed on the basis of six groups of factors. Depending on the organization of the national budget
system, local governments can have significant financial autonomy, which allows for diversification of funding sources
(market-based system), or completely depend on the state budget for financing investment projects (direct controls sys-
tem).

In the conditions of decentralization, OTG in Ukraine can use a wide range of financial instruments to attract funds for
reconstruction. In particular, these can be own funds from budget revenues, grant funds, public-private partnerships, and
debt funds. Municipal bonds are the most versatile tool for attracting debt funds.

Taking into account the fact that military actions have already caused enormous damage to the environment, it is desirable
to carry out restoration taking into account climate changes, that is, through the implementation of green projects. Ac-
cording to our SWOT analysis of the possibility of using green bonds to finance the restoration of OTG in Ukraine, it was
concluded that such bonds are currently a more effective tool, as they allow attracting a wider range of investors who are
interested not only in the profitability of the financial instrument, since in Ukraine there is a limited opportunity to offer
high yields, but they are also willing to invest in less profitable bonds that are aimed at financing green projects.

There is the expediency of issuing UTC green bonds, as they will have the opportunity to attract investors on the interna-
tional market who support Ukraine and environmental protection. It is to these aspects that scientific publications of future
periods should be devoted.
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Jliotmi 1., 3atoHaupka T., KoBaneHko B., Pubak C.

OLIHKA PI3SHUX MEXAHI3MIB ®IHAHCYBAHHA TEPUTOPIAJIbHUX TPOMAA

B ymoBax obMexxeHOoCTi 61oaxeTHMX pecypciB 06'eaHaHi TepuTopianbHi rpoMaamn YKpaiHu 3MyLUeHi WyKaTn 4oAaTKOBI aKe-
pena diHaHCyBaHHS BifHOBMEHHS Ta po3BMTKY. MpoBeaeHi pedopmMmn aeueHTpanisauii 403BONSAIOTL 3anyyaT ans ¢iHaH-
CyBaHHS! MPUBATHI KOLWITK 3 BUKOPUCTaHHSAM LUMPOKOro Aiana3oHy iHaHCOBMX iIHCTPYMEHTIB. MeTol A0CiAKEHHS € OLiHKa
Pi3HMX MeXaHi3MiB hiHaHCyBaHHS1 PO3BUTKY TEPUTOpIaIbHMX rpoMag, Wwo nepeabavae aHani3 CBiTOBOro A0CBiAy opraHisauii
MexaHi3My (iHaHCYBaHHS!, MOPIBHSASMbHUIM aHani3 pi3HWUX IHCTPYMeHTIB chiHaHCyBaHHS po3BuTKY M CBOT-aHanis BUkopuC-
TaHHs 3eneHnx obnirauii Ansa diHaHcyBaHHs BigHoBneHHs OTI B YkpaiHi. Ha ocHOBI npoBeseHoro aHanisy 6yno BCTaHOB-
NEHO, WO AOCTYMHI Axepena Ta iHCTpyMeHTH thiHaHCYBaHHSI PO3BUTKY TEPUTOPiaNbHUX rpOMaz BU3HAYaE diHaHCOBMI Me-
XaHi3M, sikuii chopMyBaBcs B MicLieBoMy btoapkeTi. CBITOBMI JOCBiA NOKa3aB, L0 iCHYE YOTUPY OCHOBHI CUCTEMM OpraHisauii
MicueBux b6oaKeTiB, SKi (hOPMYIHOTbCS Ha OCHOBI LIECTM rPyMn YMHHMKIB. 3aNeXHO Bif opraHilauii HauioHanbHOi 6logKeTHOI
CMCTEMM MiCLIEBI YPSIAM MOXYTb MaTu 3HauHy (hiHaHCOBY aBTOHOMILO, sika A03BONSE AnBepcMdikyBaTn mkepena giHaHcy-
BaHHS (PMHKOBO OpIEHTOBAHa cucTema), abo MOBHICTIO 3anexaTy Bif AepXaBHOro 6omxeTy npu diHaHCYyBaHHI iHBECTU-
LiiHMX NPOEKTIB (CMCTEeMa NPSIMOro KOHTPOND). B ymoBax AeueHTpanizauii OTT B YkpaiHi MOXyTb BUKOPUCTOBYBATY LUK-
POKMIA CNeKTp hiHAHCOBYMX IHCTPYMEHTIB s 3a/Ty4EHHS KOLUTIB Ha BiAHOBNEHHS. 30KpeMa, Lie MOXYTb 6yTH BMacHi KOLITK
Bi 6IOKETHUX HaAXOOXKeHb, MPaHTOBI KOWTKW, AepXKaBHO-NPVBATHI NapTHepcTBa Ta 6oprosi kowTn. MyHiuvnanbHi 06:i-
rauii € HanMbinbll yHIBEpCaNIbHUM IHCTPYMEHTOM 3alydeHHs1 60proBux KowTiB. BianosiaHo Ao npoBeaeHoro Hamu CBOT-
aHanisy MoXJIMBOCTI BUKOPUCTAHHSA 3eneHux obnirauii ana diHaHcyBaHHs BigHoBneHHs OTI B YkpaiHi, 6yno oTpuMaHo
BMCHOBOK, LU0 Taki obnirauii Hapasi € 6inbw edeKTMBHUM iHCTPYMEHTOM, OCKiSIbKM AO3BONSIOTH 3a/ly4MTU LUMPLLUE KOJO
iHBECTOPIB, AKi 3aLikaBneHi He NuLle B OXOAHOCTI ¢hiHAHCOBOrO iHCTPYMEHTY, ane W roToBi iHBECTYBaTU B MeHLU NpuUbyT-
KOBi 0bnirauii, ki cnpsiMoBaHi Ha iHaHCYBaHHS1 3€IEHNX MPOEKTIB.

KnrouoBi cnoBa: ¢iHaHCyBaHHS TepuTOpiafibHUX rpoMaj, MeXaHi3M iHaHCyBaHHS, iHCTPYMEHTU iHaHCYBaHHS,
MyHiUMnanbHi obniradii, 3eneHi MyHiumMnanbHi obnirauii

JEL Knacudpikauia: G15, H54, H61, H70
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