VIIK 338.24(336.1:352)(477.74)
JEL H22, E62

LAIKO O.1.,

Dr. Econ. Sciences, senior researcher

deputy head of department

Institute of Market Problems and Economic&Ecological Research of the National Academy of Sciences of
Ukraine,

Frantsuzkyi boulevard, 29, Odessa, Ukraine, 65044

E-mail: alexlayko@gmail.com

HTTPS://ORCID/ORG/0000-0001-7082-0862

TALPAV.P.,

Postgraduate student of the Department of Interregional Economic Development of the Ukrainian Black Sea
Region

Institute of Market Problems and Economic&Ecological Research of the National Academy of Sciences of
Ukraine,

Frantsuzkyi boulevard, 29, Odessa, Ukraine, 65044

E-mail: talpascience@ gmail.com

HTTPS://ORCID/ORG/0000-0003-3003-90015

CHECHOVICH z.V.,

Leading engineer

Institute of Market Problems and Economic&Ecological Research of the National Academy of Sciences of
Ukraine,

Frantsuzskyi boulevard, 29, Odessa, Ukraine, 65044

E-mail:zv.chehovich@gmail.com

HTTPS://ORCID/ORG/0000-0003-4500-7030

CONCEPTUAL PRINCIPLES OF TAX REGULATION OF ECONOMIC DEVELOPMENT OF
TERRITORIAL COMMUNITIES (EXAMPLE OF THE DANUBE REGION)

Topicality. Territorial communities as centers of self-organization and self-governance of the society must have
significant economic potential to maintain their own ability and self-sufficiency for successful implementation of the
economic, social and other functions, assigned to them. Particularly relevant is the issue of regulatory support for the
economic development of territorial communities for the region of the Ukrainian Danube - a place of concentration of
significant natural and economic resources, geopolitical prospects for development, as well as internal and
transboundary challenges. Low indicators of the socio-economic development of the communities in the Danube region
determine significance of tax regulation of economic activity, according to fast and systematic nature of the action of
fiscal stimulants. The possibilities of modern process of power decentralization, of local self-government system
reforming and budgetary system allow the use of tax instruments as levers of support for the development of united
territorial communities and actualize the need to determine the scientific principles of tax regulation of territorial
communities (on the example of the Ukrainian Danube).

Aim and tasks. The purpose of the article is to identify the conceptual framework for the regulating of the
economic development of territorial communities through tax instruments, for example, local taxes and fees, management
of which is possible at the local level due to modern changes in budget legislation caused by the reform of local self-
governance. Conceptual principles of tax regulation of economic development of territorial communities (on the example
of the Ukrainian Danube) should be identified and disclosed in the aspect of the implementation of the European
ideology of tax investment competition of territories that are promising for the implementation of certain projects as a
lever for supporting of the development of economic growth. Measures of tax regulation of investment development of
territorial communities are proposed to be developed and implemented taking into account the new institutional capacity
that opens the process of decentralization and on the basis of world experience.

Research results. The conceptual principles of tax support for the development of territorial communities with
help of investment activity stimulation, promotion and implementation of investment projects, taking into account the
influence of decentralization processes, are considered. The possibility of the using of local taxes as tools for business
activity regulation of the territorial communities is substantiated by the newest institutional transformations that take
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place through the process of voluntary association of territorial communities in Ukraine and the Black Sea region, in
particular, the general conceptual framework for tax regulation is defined. On the basis of the analysis of statistical data
on investment and general economic development of Ukraine, Odesa region and the Danube region, it was established
that the level of socio-economic development of regions and territorial communities is 4-5 times lower than of towns —
regional centers. Despite numerous measures to intensify investment development, there is no significant progress in
economic recovery stimulation. The experience of implementation of such measures to stimulate business activity as
creation of special (free) economic zones, granting of tax privileges to economic entities by branch, territorial and other
features is analyzed, and the level of effectiveness of such regulators is low. The classification of types of tax incentives
for the development of territorial communities according to the degree of concentration and localization is proposed.
Based on the study of the best world practices and given the results of logical analysis, it has been established that the
most promising for the territorial communities are project-oriented levers of tax incentives for socio-economic
development. A set of measures to promote the implementation of investment projects in the community on the basis of
the use of local taxes, such as: land tax, transport tax, environmental taxes, excise taxes and non-local tax on personal
incomes, is proposed.

Conclusions. It has been established that taxes as fast and effective levers of regulation of economic activity
should be used to stimulate the socio-economic development of territorial communities on a well-founded scientific basis
and using the principles of systemicity, purposefulness and priority. The conceptual framework, the system of principles,
mechanisms and instruments for tax incentives for socio-economic development of territorial communities constitute the
subject and the prospects for further research in this direction.

Key words: tax regulations, local taxes, investments, territorial communities, tax incentives for local investment.
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KOHUIENTYAJIBHI 3ACAJIN IIOJATKOBOI'O PETYJIIOBAHHA EKOHOMIYHOI'O
PO3BUTKY TEPUTOPIAJIBHUX I'POMA/L (HA IPUKJIAII IPUYHANHCHKOI'O PETTOHY)

Axmyanvnicms. Tepumopianvui epomadu 5K 0cepeoKu camoopeaHizayii ma camosps0y8aHHs HACENeHHS O
VCRIWHO20 GUKOHAHHS NOKIAOCHUX HA HUX CYCNIIbHUX, COYIANbHUX MA IHWUX DYHKYI NOGUHHI MAmMu Cymmesutl
EeKOHOMIYHULL nomeHyian Oast NIOMPUMKU 61ACHOI chnpomodcHocmi i camodocmamuocmi. OcoOIUBo aKmMyanrbHum
NUMAHHA pecyiamopHoi NIOMPUMKU eKOHOMIYHO20 PO3GUMKY MEPUMOPIANbHUX 2poMao € 015 peciony YKpaincbKkozo
IIpudynas’s — micys Konyenmpayii 3HAYHUX NPUPOOHUX MA EKOHOMIYHUX Pecypcie, 2e0NnONIMUYHUX NePCNeKmus 0
PO36UMKY, A MAKOIC BUKIIUKIG 6HYMPIUHBO20 Ma MPAHCKOPOOHHO020 Xapakmepy. Husbki nokasnuku cmamny coyiansHo-
EKOHOMIUHO20 pO36UMKY 2pomad IIpudynaiicbkozo peziony 0OYMO6NIoImb 3HAYYWICIb NPOBAONICEHH NOOAMKOBO20
Ppecyniosants eKOHOMIYHOI aKmueHOCmi, 3 02710y HA WEUOKICMb i cucmemMHicms 0ii ICKATbHUX CIUMYISAMOPIS.
Moscnusocmi cyuacnozo npoyecy deyenmpanizayii 61aou, peghopmyeanHs cucmemu Micyego2o Camo8psa0y8anHs ma
010021cemHo20  ycmpor 00360JAI0Mb  3ACMOCOBY8AMU NOOAMKOBI THCMPYMEHMU 8 SAKOCMI — 8adicenie NiOMmpuMKuU
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PO36UMKY 00 COHANHUX MEPUMOPIATLHUX 2POMAO I aAKMYAai3yioms HeOOXIOHICb  BUSHAYEHHS HAYKOBUX 3ACad
1n00amMK08020 pe2yi08anHs MepumopiaibHux epomao (na npuxkiadi Yrpaincovrkoeo Ilpudynas’s).

Mema ma 3aedauna. Memoio cmammi € GU3HAYEHHS KOHYERMYANbHUX 3ACaA0 pe2yi0GAHHS eKOHOMIUHO20
PO3BUMKY EPUMOPIATbHUX 2POMAO 3d OONOMO20I0 NOOAMKOBUX THCIMPYMEHmMi8, HA NPUKIAoi Micyesux nooamkie i
300pi6, YNPAGNIHHA AKUMU € MONCIUBUM HA MICUeBOMY piHI 3AB0AKU CYUACHUM 3MIHAM 8 OH0NCeMHOMY
3aKOHO0ABCMEI, GUKIUKAHUM pepopmolo  micyegozco camospsaoysanns. Konyenmyanoni 3acadu nodamrogozo
Dpe2yniosants eKOHOMIYHO20 PO36UMKY MepumopiansHux epomad (Ha npuxknadi Yxpaincekozo IIpudynae’s) maiwomo
6ymu suzHaueHi i pO3Kpumi 8 Acnekmi peanizayii €6poneicbKkoi i0eon02ii N00amK08020 IHEeCMUYIUHO20 KOHKYDY8AHHS.
mepumopiil, SIKi € NePCReKMUGHUM O/ peanizayii NesHUX NPOeKmie 8 AKOCMI 8axcelisi NIOMPUMKU PO3GUMK) MOYOK
EKOHOMIYHO20 3pOCMAaHHA. 3aX00U NOOAMKOB020 Pe2YNiO8aAHHs IHEeCMUYINHO20 PO3GUMKY MePUMOPIANbHUX 2POMAO
NPONOHYEMbCA  PO3POONAMY | BNPOBAOIUCYSAMU 3 6PAXYEAHHAM HOGUX [THCIMUMYYIOHATLHUX MOMICIUBOCET, AKi
8IOKpUBAE npoyec OeyeHmpanizayii, ma Ha OCHOBL 8PAXYBAHHSL CEIMOB020 A0CEI0Y.

Pesynomamu. Posensinymo  KOHYenmyanvHi 3acadu  NpoeaodiCeHHs NOoOamKo8oi NIiOMPUMKU — PO3GUNLY
MepUMOPIanIbHUX 2POMAO WIAXOM CIUMYIIOBAHHSA THBECMUYIIHOT aKMUBHOCMI, CNPUAHHA peanizayii iHegeCmMuyiuHux
npoexkmie 3 8paxy8aHHAM 6nau8y npoyecie Oeyenmpanizayii. OOTPYHMOBAHO MONCIUBICIb SUKOPUCMAHHA MICUEBUX
NOOAMKI8 8 AKOCMI [HCMPYMEHMI8 pe2ylto8aHHA Oil1080i aKMUBHOCMI MEePUMOPIATbHUX 2POMA0 3A80AKU HOBIMHIM
IHCMUMYYioHanbHUM — mpancopmayiam, AKi  Marome Micye 3a80aKu  npoyecy 000pOBiIbHO20 00 €OHAHHS
mepumopianbHux 2pomad 8 Ykpaini ma 6 Ilpuuopnomop’i, 30Kpema, 8U3HAUEHO 3A2aNbHi KOHYENMYAaabHi 3acaou
nposaoddcents Nnooamkoeozo pezynioganus. Ha ocnosi nposedenozo ananizy CcmamucCmMuyHux OaMux wWooo
iHgecmuyilino2o ma 3a2anbHo20 eKOHOMiuHo20 pozeumky Yxpainu, Odecvroi oboracmi ma Ilpudynaiicbkoeo pecioHy
6CMAHOBIIEHO, WO PiBeHb COYIANbHO-EKOHOMIUHO20 PO3GUMKY De2iOHI8, MepUmopianbHux 2pomMad € makum, wo 6 4-5
pasie giocmae 6i0 micm obnachux yeumpie. Heszsadcaiouu Ha wucienni 3axo0u wo0o akxmusizayii iHeecmuyitino2o
DO3BUMKY, CMUMYNIOBAHHS EeKOHOMIUHO20 NOXMC8ABNIEHHA CYMMEBO20 npozpecy He 6i0bysacmucA. Ilpoananizosano
00C8I0 8NPOBAVICEHHA MAKUX 3AX00I8 CMUMYTIO8AHHA OL1080I AKMUBHOCMI AK CMBOPEHHs CReyianbHUX (8ilbHUX)
EeKOHOMIYHUX 30H, HAOAHHA NOOAMKOBUX npeghepeHyi Ccy0'ekmam eKOHOMIuHOI OIANbHOCMI 34  2a1Y3e8010,
MepumopianeHolo ma  IHWUMU O3HAKAMU [ BCMAHOBNEHO HU3bKULL CMYNiHb OIEB0CMI MAKUX pezyiimopis.
3anpononosano knacugixayiio 6udi6 NOOAMKOSUX CHMUMYLIE DO3GUMKY MEPUMOPIATbHUX SPOMAOD 34 CMYNeHeM
KOHYyenmpayii ma aokanizayii. Ha ocnosi 0ocniodxceHus Kpawjux c8imosux npakmuk md 38a4caiodu HA pe3yibmamu
JI02IYH020 aHANI3Y BCMAHOBIEHO, WO HAUOIbW NEePCReKMUGHUMU O MePUMOPIANbHUX 2POMAD € NPOEKMHO-
opienmo8ami 8aiceni N0OAMK08020 CIUMYIIOBAHHS COYIATbHO-EKOHOMIYHO20 PO3BUMKY. 3anponoHo8ano Habip 3ax00ie
CNpusinHA peanizayii iHeeCMuyiliHux NPoeKmie Ha Mmepumopii 2pomao Ha OCHOBI BUKOPUCTNAHHA MICYesux Noo0amKis, a
came: NOOAMKY HA 3eMI0, HA MPAHCNOPMHI 34CO0U, eKON02IUHO20, AKYUZHO20 NOOAMKIE Md 3 00NOMO2010 NOOAMKY
Ha 00x00u @isuunux ocib, sKUll He € MICYesuM, OOHAK BI0iepAe GUHAUAILHY POIb 6 PO3GUMKY MePUMOPIANbHUX
2pomao.

Bucnoeku. Bcmanosneno, wo nooamku Ax weuOKi i i€l 6adiceni pezynto8anHs eKOHOMIYHOI aKmueHOCmi
Mawoms Oymu GUKOPUCMAHT 0N CIMUMYTIOBAHHS COYIANbHO-EKOHOMIYHO20 DO3GUMKY MEPUMOPIATbHUX 2POMA0 HA
OOTPpYHMOBAHIL  HAYKOGILI OCHOGI MA 3 GUKOPUCMAHHAM NPUHYUNIE CUCEeMHOCMI, YINecnpsimosanocmi i
npiopumemnocmi. Konyenmyanvui  3acadu, cucmema npuHyunie, MexaHizMie ma IHCMPYMEHMIE NoO0AMKO8020
CIMUMYTIIOBAHHSL COYIANLHO-EKOHOMIYHO20 PO3BUMKY MEPUMOPIAIbHUX SPOMAO CIMAHOBNAMb NPEOMem | NEePCeKmusy Ois
NOOAILUIUX HAYKOBUX OOCTIONCEHb 8 OQHOMY HANPSMKY.

Knruosi cnosa: nodamkoge pezynosants, micyesi noOamxu, iHeecmuyii, mepumopianvui epomaou, nooamKosi
CIMUMYAU TOKATILHO20 THEBECTYBAHHA.

Problem statement and its connection with important scientific and practical tasks. Territorial
communities as centers of self-organization and self-governance of the population must have significant
economic potential to maintain their own ability and self-sufficiency for the successful implementation of the
social and other functions assigned to them. Particularly relevant is the issue of regulatory support for the
economic development of territorial communities for the region of the Ukrainian Danube - a place of
concentration of significant natural and economic resources, geopolitical prospects for development, as well
as challenges with internal and transboundary nature. The possibilities of a modern process of
decentralization of power, of local self-government and budgetary system reforming allow the use of tax
instruments as levers of support for the development of united territorial communities and actualize the need
to determine the scientific principles of tax regulation of territorial communities (on the example of the
Ukrainian Danube).

Measures of tax regulation of investment activity are some of the most effective and fast instruments
of influence on the management system. However, in most cases, tax regulation is a national means of
influencing of the economic activity of entities and the targeted stimulation of the development of individual
territories was possible until recent times only through the creation of free economic zones through the
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adoption of relevant legislative acts. The implementation of the decentralization reform in a number of
European countries, including in Ukraine, made it possible to use local taxes as tools for the socio-economic
development incentives regulating and for investment projects. In practice, most EU countries have rich
enough history of tax incentives use for economic, social and environmental development, and have
established scientific and applied regulations on tax incentives for competition in markets [1]. For the
national economy, this issue is relatively new and relevant, as it is closely linked to the urgent tasks of
ensuring the integrated development of the state, it is defined in the Strategy of the President of Ukraine -
Strategy for sustainable development of Ukraine until 2020 [2], Governmental Plan "Renewal of Ukraine:
Action Plan "[3].

The beginning for the forming of the institutional basis for tax regulation in the regions of Ukraine is
laid down in a number of legislative acts concerning decentralization and local self-government reform, but
in the practical and scientific aspects this issue is currently left undiscovered.

Analysis of recent publications on the problem. Tax instruments for the stimulating of socio-
economic systems at various levels are considered in the works of such scholars as Dillon A., Woods M.,
Zissimon B. [4], K. Romer and D. Romer [5], Buffett U., Bailey J., Laffer A. Aspects of the scientific study
of the regional measurement of tax incentives for investment activities, the development of socio-economic
systems, and support for the implementation of investment projects are considered in the work of John D.
and Wilson A. [6] , Perez S., Amosha O.l., Burkinsky B.V., Heyets V.M., Balan O.S. [7], Danylyshyn B.M.,
Efimenko T., Krisovatiy A.l.,, Melnyk M.I., Storonians'ka I.Z., Stoylova D. [8]. However, the aspect of tax
measures of investment activity stimulating in the regions in the context of new opportunities provided by
the results of the process of decentralization, and especially - on the example of the regions of the Danube
Region, remains relevant and insufficiently researched.

Allocation of previously unsolved parts of the general problem. The issue of tax incentives for
socio-economic development of territorial communities and other basic economic systems is a specific new
issue caused by modern institutional transformations and the formation of united territorial communities in
Ukraine. Scientific provisions, including the conceptual and methodological principles for the regulating of
the tax effects on the development of regional economic systems and lower local level systems, remain
unexplored, despite thorough research of the impact of tax competition in a global dimension [9].

Formulation of research objectives (problem statement). The purpose of the article is to identify
the conceptual framework for the economic development regulation of territorial communities through tax
instruments, for example, local taxes and fees, which are manageable at the local level due to modern
changes in the budget legislation caused by the reform of local self-governance and fiscal decentralization.
Conceptual principles of tax regulation of economic development of territorial communities (on the example
of the Ukrainian Danube) should be identified and disclosed in the aspect of the implementation of the
European ideology of tax investment competition of territories that are promising for the implementation of
certain projects as a lever for the development supporting of economic growth. Measures of tax regulation of
investment development of territorial communities are proposed to be developed and implemented taking
into account the new institutional capacity that opens due to the process of decentralization and on the basis
of world experience.

Outline of the main results and their justification. Tax instruments for economic activity
regulation have always been, and still remain, significant and effective measures to influence the
development of business systems. For the national economy in the period of modern transformational change
and the construction of a self-sufficient economic system in territorial communities, it is expedient to
introduce high-speed stimulators of investment activity that can promote capital attraction for the
implementation of priority projects. According to the diversity of approaches to the regulating of investment
activity in territorial communities, it is necessary to classify tax instruments that are to stimulate investment
activity by scale and specialization according to the types of regulatory objects. It is also important to assess
the potential effectiveness and the potential for the implementation of such approaches in practice in
connection with the existing commitments of Ukraine to the international community in accordance with the
concluded agreements:

- tax incentives to support the development of certain types of economic activity (it is more expedient
to apply national economy, but contradicts, in its essence, agreements concluded with the EU and the WTO
on equal and free conditions for participation in market development);
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- tax incentives to support the implementation of certain economic transactions, acts of economic
activity (practically not applied or applied very rarely, but also not in their essence the requirements adopted
by the EU and the WTO in establishing an equal and free market environment);

- tax incentives to support the development of individual economic entities (used very rarely and
contrary to the requirements of the free market, but in the form of targeted subsidies, which are provided on a
competitive basis or on a qualification basis, are used both in Ukraine and in EU countries);

- tax incentives to support the implementation of individual investment projects (existing in theories
and in practice, the formation of a favorable investment environment of developed countries, are desirable
for use within the territorial communities in order to support the points of economic growth in them and
stimulate the implementation of strategically important investment projects);

- tax incentives to support the development of certain territories (can be established as part of national
taxes, which breaks to a certain extent the transparency and equality of conditions in the competitive
environment of economic system development, and in the part of local taxes, which can be a normal practice
for local communities and the implementation of European an approach to the formation of a competitive
investment environment in different territorial communities).

The most important current conditions for supporting of decentralization processes and stimulating of
the development of territorial communities are tax levers of regulation, focused on the implementation of
individual investment projects and with an emphasis on the specifics and needs of the development of
individual territories.

Stimulation of investment activity in Ukraine has always been justified and carried out as one of the
priority tasks, but numerous attempts to stimulate investment in Ukraine by state regulation measures have
not been sufficiently successful, as the indicators of investment support comparable to the level of 1990 in
the national economy failed to reach (GDP volume and capital investment in recent years reaches the level of
1990 only 65-69%) [10].

Despite the almost annual GDP growth in Ukraine, the investment component of this indicator rarely
exceeded the mark of 20%, and in 2015 and 2016 at the level of GDP at 1.99 trillion. UAH and 2.4 trillion.
UAH, respectively, the volume of capital investment was no more than 13-15% of GDP or UAH 273 billion.
in 2015 and UAH 359 bin. in 2016. The critical lower threshold is the share of investment component in
GDP at least 25%.

Capital investment in Ukraine in recent years is characterized by negative dynamics when converted
into dollar equivalent, although according to official statistics, the dynamics of capital investment in the
national currency at current prices is positive and progressive. In 2016, the volume of capital investment
amounted to 14.5 billion dollars. The United States, while in 2010, the value of the indicator was 22.5 billion
US dollars [11]. The structure of capital investment over the past 25 years has almost unchanged for both the
national economy and individual regions - the own funds of enterprises and organizations dominate, there are
no progressive changes and the potential of such a way of organizing of the investment process has been
exhausted by more than 90% [11]. According to the averaged estimates for 2010-2016, the structure of
capital investment in Ukraine and in the Odessa region is characterized by an absolute advantage of the own
funds of enterprises and organizations [12].

According to official statistics, the dynamics of capital investments in the Odessa region for 2010-
2016 is positive in current prices: an increase of UAH 9.7 billion. to 16.7 billion UAH [13]. However, taking
into account changes in the hryvna exchange rate relatively to key foreign currencies, we are faced with a
real drop in the volume of capital investment: from $ 1.2 billion. USD in 2010 to 0.67 billion US dollars in
2016. The structure of capital investment in the Odessa region is characterized by similar tendencies to the
Ukrainian economy - the domination of capital investments at the expense of its own funds of economic
entities.

In the national economy, in recent years, the tendency towards a decrease in the share of state budget
expenditures for the financing of capital investments has increased, from 5.7% in 2010 to 1.1% in 2016. At
the same time, the share at the expense of local budgets has increased, which is connected with the national
policy of decentralization.

The problem of attraction of investments to the stimulation of socio-economic development is
particularly acute in the Danube region, namely in the Lower Danube region of the Odessa region in Ukraine
[12, 14, 15].
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On August 14, 1998, an agreement on the establishment of the Lower Danube Euroregion was
signed: Odessa Region (Ukraine), Galati, Tulcea, Braila, (Romania), Cahul and Cantemir (Republic of
Moldova) [16, 17]. However, the Odessa region did not receive significant advantages and incentives in the
form of growth of capital investments, increase in the volume of capital inflows and their accumulation, and
increase the level of socio-economic development from entering into the Euroregion. Although the whole
region of Odessa is included in the Euroregion "Lower Danube", the most problematic are the territories far
from the center of economic development - the city of Odessa, and the situation with geopolitical, economic,
social, ethnic and other points of view in the Lower Danube is particularly difficult on the territory of
Ukraine, namely in 9 districts: the Arzyskyi, Tarutinskyi, Tatarbunarskyi, Bolgradskyi, Bilgorod-
Dnistrovskyi, Kiliiskyi, 1zmailskyi, Reniiskyi, Saratskyi districts, 2 cities of regional subordination (Izmail,
Bilhorod-Dnistrovsky). For the purposes of this study, the designated territory is considered appropriate to be
called the Lower Danube sub-region. This part of the Odessa region is the one that needs special attention in
terms of intensification of investment activity, since it is characterized by unused resource, transit, socio-
economic potential. In spite of the fact that the territory of the Lower Danube regions in Ukraine is closest to
other countries of the Euroregion "Lower Danube", it has a favorable geographical and transport location -
on the way from the East to the EU countries, in fact it is characterized by very high depression and low
indicators of socio-economic development (Table 1).

The territory of the sub-region of the Lower Danube constitutes 39.3% of the Odesa region, but the
population density of the area is lower than the region's average (23.8% of the region's population lives in the
sub-region, and the density is 35.9 people per square km versus 71.8 persons / square km on average in the
region).

Table 1
The main indicators of socio-economic development of the Lower Danube region in the Odessa region
in 2016 [14, 15]

Number of | Retail turnover Capital
available of enterprises, | investments,
population, min. UAH min. UAH
thousand of
persons

Odesa region 2386,5 43596,4 16728,7
Odesa city 1010,8 30671,9 9382,1
sub-region of the Lower Danube X X X
Bilhorod-Dnistrovsky (town) 57 762,6 115,6
Izmail (town) 71,7 1341,7 287,4
Arzyskyi district 45 86 248,6
Bilgorod-Dnistrovskyi district 60,5 121,9 299,6
Bolgradskyi district 68,5 95,5 134
Izmailskyi district 51,4 52,2 114,5
Kiliiskyi district 51,9 129,3 133,2
Reniiskyi district 37,1 85,1 49,2
Saratskyi district 45 80 235,1
Tarutinskyi district 41,3 54,2 113,4
Tatarbunarskyi district 38,8 118,1 170,3
Total sub-region of the Lower Danube 568,2 2926,6 1900,9
Total sub-region of the Lower Danube per capita, UAH. X 5150,7 33455
Total Odesa city, per capita, UAH. X 30344,2 9281,9
Sub-region of the Lower Danube % from Odesa region 23,8089252 6,7 11,4

The relative importance of indicators of economic development is even lower: the subregion has a share
of retail trade turnover in the region at only 6.7%, and attracted capital investments - only 11.4% of total
investment in the region. The investment position of the Lower Danube subregion in the economy of the
Odessa region is extremely weak and the situation in recent years only worsens (Table 2).

EKOHOMIYHI IHHOBAIIII
BUITYCK Ne 67

2018 105



The negative dynamics of the investment process in the Lower Danube subregion, as shown in Tables 1
and 2, is exacerbated by the fact that the given data is presented in the national currency at current prices,
that is, without taking into account inflation factors and more than a threefold drop in the rate of the national
currency compared to the US dollar during 2014-2016.

All this necessitates the use of urgent regulatory actions to intensify investment processes in the Lower
Danube to stabilize the socio-economic situation and minimize the impact of geopolitical risks

Table 2
Dynamics and the share of the investment process in the subregion of the Lower Danube in the
economy of the Odessa region and Ukraine [15, 18]

capital investments
Ukraine Odesa region the Lower Danube Density (the Lower
Danube in Odesa
min. UAH | UAH per | min. UAH | UAH per | min. UAH | UAH per region), %
capita capita capita
2012 273256 | 6072,4 | 14631 6142,3 | 4831 8502,3 33,0
2013 249873 | 5552,7 | 11872 4984,0 | 3090 5438,2 26,0
2014 219420 | 4876,0 |84514 |3548,0 |637,1 11212 7,5
2015 273116 | 6069,3 | 8408,7 | 3529,6 |907,4 1597,1 10,8
2016 359216 | 7982,6 | 16728,7 | 6291,3 | 1901 3345,5 11,4
foreign direct investments, min. UAH (according to NBU exchange rate)
Ukraine Odesa region the Lower Danube Density (the Lower
Danube in Odesa
region), %
2012 4904,3 71,04 21,455 30,2
2013 4271,3 200,92 51,635 25,7
2014 5639,8 25,69 2,106 8,2
2015 8185,4 6,59 1,007 15,3
2016 9831,4 16,69 2,704 16,2

The activation of SEZ (special economic zones) activities in the territory of Ukraine and certain
territories (such as the Lower Danube subregion) should be accompanied, firstly, by system legislative
changes - the establishment of common terms for the functioning of the SEZ throughout the country, with
the same application of tax, customs and other privileges, with clear requirements and criteria for selection of
investment projects depending on the volume of investments, the number of hired personnel and the
definition of priority investment types of economic activity and in order to promote the development of the
growth points of the national economy.

We believe that the key conceptual theses that are necessary for real stimulation of investment activity
should be:

1. Systemicity and ordering of legislative actions with obligatory moratoria to change the regulatory
environment in case of changing the policy course. Thus, it would be best to determine the general unified
conditions and rules for the functioning of special economic zones, including the duration of tax benefits, the
following transitional provisions for the transition to general economic conditions, the conditions for applying of
such benefits to all special (free) economic zones. Investors should know in advance about the term of functioning
of the special economic zone in which they intend to invest and on the timing of tax privileges - this practice is
normal and necessary for the stability of the investment environment and is used by almost all developed
countries (in particular, Poland, China, Israel and others countries). There are two approaches to the implementing
of such concept:

- consolidation of unified provisions on tax breaks in the Law of Ukraine "On general principles for the
creation and functioning of special (free) economic zones" and the creation of appropriate special (free) economic
zones on the basis of separate legislative acts, for example "On the special economic zone™ Lower Danube”;

- creation of appropriate special (free) economic zones not by means of separate laws for every territory, but
through permissions, in accordance with the provisions of the adjusted Law of Ukraine "On general principles for
the creation and functioning of special (free) economic zones" [ 17]. At the same time, in one general law all
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possible tax breaks, terms and conditions of their application will be registered. This practice will allow the
development of joint territorial communities to be stimulated not only with the help of the SFRD, but also by
empowering communities to stimulate the development of economic growth in their territory. The legislative
framework for creating of favorable investment climate in the country is not fully developed and does not
correspond to the accepted course for decentralization of the economic governance system; it does not foresee the
use of special economic and administrative measures to stimulate investment activity in the context of projects in
the community, and not with the attachment to business entities.

The urgency of this proposal regarding the delegation of functions of the economic development of
territories stimulation on the base level is stipulated by the provisions of Article 5 of the Association Agreement
with the EU, which defines the principle of subsidiarity - that is, the approximation of the powers and functions of
governing bodies to direct consumers - the community.

2. Definition in tax legislation as objects of taxation and application of tax privileges not economic entities,
and investment projects, which will make more transparent the process of addressing tax and duty benefits during
the payback period of the investment project and will prevent abuse. The application of such an approach may
cause some difficulties in the process of administering taxes and fees, but the practice of separating and
distinguishing from other operating activities of economic entities of activities related to the conduct of foreign
economic contracts, the sale of foreign currency, etc., are already known and such procedures by the fiscal
authorities already held. Therefore, it is technically feasible to implement the idea of a separate fiscal accounting
of investment projects, regardless of the main activities of the entity.

3. Definition and establishment of clear investment requirements for the application of tax privileges. In
particular, for the application of the zero or reduced rate of profit tax during the payback period of the project, the
necessary condition may be the reinvestment of the amount of such profits into the development of the investment
project that is being implemented.

When creating special conditions for stimulating investment activity in the Lower Danube region, local
specifics and needs must be taken into account. Namely - this territory is characterized by poor transport
infrastructure, remoteness from infrastructure centers, lack of energy supply, low employment. Units of the area
and 1000 inhabitants compared to other regions of Ukraine, the unemployment rate in the Lower Danube is 1.5-2
times higher, with 60-70% of the unemployed being young people with an average age of 28 years [18], problems
of transport connections and other infrastructure software. All this provokes the emergence of geopolitical risks.

It is believed that one of the first priority measures to stimulate investment activity in the Lower Danube sub-
region, which must be implemented in the formation of special conditions for economic activity, are as follows
[19]:

1. Construction of roads, various infrastructure objects, which should facilitate the transport
accessibility of the territories of the subregion, on the basis of the use of public-private partnership
approaches.

2. Attract at least 25% of procurement of services and materials for the purposes and implementation
of investment projects at the expense of representatives of local small and medium businesses.

3. The application of the exemption from the part of local taxes, provided that wage earners pay wages
to investors, doubling to three times the average level in the region.

4. Establishing the zero rate of income tax in the part sent for reinvestment.

5. Ability to apply a reduced rate of income tax: 10% during the first 5 years of the investment project
implementation and not less than 15% - over the next 10 years.

6. Provision of land plots in investment lease: application of a simplified procedure to provide local
entities with the lease of land, subject to signing an agreement with the local community on the investment
development of local infrastructure.

7. Applying the mechanism of tax discounts to attract foreign investors: if a part of a foreign
participant in the investment project exceeds 50%, then the income tax for the first 5 years will be charged
no more than 50% of its amount.

8. Provision of organizational and consulting support and administrative support of investment
projects on the basis of partnership and crediting assistance as a contribution to the authorized capital of
projects with a view to further participation in the distribution of profits and the formation of regional
support funds.

9. Application of the simplified procedure for registration and liquidation of economic entities that

carry out investment projects of priority types of economic activity for the community (priorities are defined
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on the basis of strategy of socio-economic development of the territory).

Some of the proposed measures for tax regulation of investment development of territories, for
example, of the Danube region, can only be implemented through the adoption of appropriate changes to the
general tax legislation, requiring certain regulatory decisions by central authorities, which is seen as complex
from organizational and other points of view. The results of the process of decentralization of the financial
and budgetary system of territorial communities already allow to make certain adjustments with the help of
local taxes and fees. Therefore, we propose the priority regulation of investment processes in regions based
on the use of tax incentives in the form of rates of such local taxes as: property tax, real estate, vehicles,
excise tax, etc. In this part of the tax, local authorities already have sufficient powers to create incentives for
the development of priority investment projects.

Conclusions and perspectives of further research. Taxes as fast and effective levers of regulation of
economic activity should be used to stimulate socio-economic development of territorial communities, but
not as simple preferential regulators, but on scientific basis and using the principles of systemicity,
purposefulness and priority. The success of tax regulation of the development of economic and social
systems of territorial communities will depend on the adaptability of the instruments used and on their ability
to comprehensively influence the formation of effective institutional provision. The introduction of tax
privileges should be based on the application of objective and transparent conditions for the selection of
priority activities and the definition of criteria for investment projects carried out by these types of economic
activity.

The conceptual framework, the system of principles, mechanisms and instruments for tax incentives
for socio-economic development of territorial communities constitute the subject and the prospects for
further research in this direction.
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