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Achievements and problems of decentralization reform
in Ukraine

The issue of the course of administrative and territorial reform as well as budget and financial decentralization
in Ukraine is outlined. Reform achievements and problem points of its accomplishment are emphasized, in
particular those related to the necessity to overcome the obstacles stemming from the voluntariness principle
of territorial communities’ consolidation into more capable administrative and territorial units of basic level.

The ways to overcome these obstacles for the sake of successful reforms are suggested.
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Statement of a problem and analysis of recent research. The concept of
decentralization reform in Ukraine stipulating the creation of modern system of
local self-governance on the basis of European values and standards was adopted by
Government in 2014 [1]. Its practical implementation has been conducted since 2015
after the Law of Ukraine «On Voluntary Consolidation of Territorial Communities»
was adopted. Certain experience of reform implementation has been gained in three
years. Its results became the subject of the range of scientific research [2-5, etc],
which should be proceeded and developed.

The paper purpose to outline the achievements of administrative and territorial
reform and budget and financial decentralization in Ukraine, to reveal the problem
issues of the reform and to find the ways of its strengthening.

Major research findings. In 2015-2017, 665 consolidated territorial communities
(CTC) were created in Ukraine. They have elected the relevant local authorities and
received the new budget status with broader budget independency. In 2015, 159 CTC
were created on the basis of voluntary consolidation of rural, town and city councils,
in 2016 — 207, in 2017 — 299. Overall 28,3% of rural, town and city councils, which
had been operating before the reform, were consolidated in 2015-2017 (Table 1).

Taking into account the need to adhere to the voluntariness principle in
communities’ consolidation as provided by the Constitution of Ukraine, the result
could be seen as satisfactory. Its achievement was boosted by introduction of incentives
for consolidation and forming of territorial communities able to perform the broad
range of functions of local self-governance. In particular, consolidated territorial
communities have received additional financial resources:

1. Budget revenues of consolidated communities have increased due to the growth
of tax and non-tax revenues. Although the increase in CTC budget revenues has taken
place mostly due to transferring to them the personal income tax revenues previously
received by district budgets, still CTCs now can manage these substantial financial
resources independently and have incentives to increase them.

2. CTCs have received additional resources from the state in the form of subsidies for
solution of urgent issues of social and economic development (for forming of relevant
infrastructure: public infrastructure, road construction and repairs, educational, cultu-
ral and healthcare establishments). Public financial assistance for social and economic
development and development of CTC infrastructural objects was provided by three
directions in 2016: 1 billion — subventions for CTCs infrastructure development (1383
projects); 131 million — from State Regional Development Fund (70 projects); 49,7
million — subventions for social and economic development (for 50 CTCs) [6]. Along with
this assistance, the CTCs can attract the funds of international financial assistance.

3. New system of budget equalization has provided the interest for increase of
local budgets revenues.
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Table 1

Results of communities’ consolidation as of January 1, 2018*

Number of city, town, rural City, town and rural
Ne p/p Oblast councils before CTCs created | councils consolidated, | %
consolidation, overall overall

1. |[Vinnytska 707 34 101 14,3
2. |[Volynska 412 40 168 40,8
3. |Dnipropetrovska 348 56 165 474
4. |Donetska 289 9 51 17,6
5. [Zhytomyrska 631 45 328 52,0
6. |[Zakarpatska 337 6 20 5,9
7. |Zaporizka 299 36 133 44,5
8. |[vano-Frankivska 516 23 106 20,5
9. [Kyivska 661 9 44 6,7
10. |Kirovohradska 415 13 37 8,9
11. |Luhanska 194 8 46 23,7
12. |Lvivska 711 35 137 19,3
13. Mykolayivska 314 28 97 30,9
14. |Odeska 490 25 108 22,0
15. |Poltavska 503 39 141 28,0
16. |Rivnenska 365 25 93 25,5
17. |Sumska 411 28 131 31,9
18. [Ternopilska 615 40 240 39,0
19. |Harkivska 458 12 57 12 4]
20. |Hersonska 298 26 93 31,2
21. Hmelnytska 605 39 320 52,9
22. |Cherkaska 556 26 96 17,3
23. |Chernivetska 271 26 94 34,7
24. |Chernihivska 569 37 297 52,2
Total 10975 665 3103 28,3

*without temporarily occupied territories
Developed on the basis of data provided by the website «Decentralization of Authorities» -
http://decentralization.gov.ua/region

4. CTCs’ access to the funds of State Regional Development Fund, which has
increased the funding of local territorial growth projects, has become the real issue.

5. In 2018, the agricultural lands beyond the settlements became available for
management by consolidated territorial communities, which can also provide additional
budget revenues.

In general, it makes communities’ consolidation attractive and efficient. However,
it is worth mentioning that only the communities consolidated according to perspective
plans of community territory forming adopted by oblast councils and approved by the
Cabinet of Ministers of Ukraine will receive relevant preferences. This promotes the
introduction of communities’ consolidation process into the course of state interests.

The necessary legislative and regulative basis has been created in the course of
the reform. However, it is only one of important reform components designated
to maintain omnipresence and comprehensiveness of local self-governance and to
activate the capacity of territorial development at local, subregional and regional
levels. The success of the reform largely depends on the level of inclusion of public
governance institutes into them, transformation of local self-governance institutes,
their creativity and readiness to operate under the new conditions. Some flaws can
already be visible in this aspect. In particular, voluntary forming of consolidated
territorial communities undermines the fast paces of the reform and leads to parallel
existence at local (CTCs) and subregional (districts) levels of institutions with the
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system of state executive authorities (district state administrations) and local self-
governance (executive authorities of local councils) with identical liabilities. This
does not contribute to efficient use of local personnel capacity.

Moreover, district councils and district state administrations in some cases show
disinterest in CTCs creation at the territories under their jurisdiction, including due
to uncertainty of further existence of their institutions, ways of their transformation
and possible place in the system of declared but still not implemented institute of
prefects as the state authority supervising the activity of local self-governance.

Time discreteness and non-system nature of CTC forming create problems, because
they cause the misbalance between local budgets. For example, in Lvivska oblast
the process of territorial communities’ consolidation encompasses 13 administrative
districts out of 20. Moreover, in 6 districts creation of CTCs has deteriorated the
situation with maintenance of district budgets with own revenues. The negative
influence is especially essential for the CTCs formed by communities with high budget
capability, in particular for the budgets of Skolivskyi and Mostyskyi districts, where
the revenues to the general fund of district budget per capita have decreased by 35,1%
and 45,9% accordingly after the CTC budgets were allocated from them (Table 2).

Table 2
Revenues of the general fund of district budgets in Lvivska oblast, 2017
Tota:1 revenues | Revenues }E)er Calculated ];Jler Gap
. without CTC |capita (without| capita wit] .
District ( budgets), pCTés), 2 CpTCs, 2 (4-5),2 | Gapin %
million thousand thousand thousand

1 2 3 4 5 6 7
1 Stryiskyi 229,953 3,974 3,861 0,113 2,8
2  |Pustomytivskyi 244,503 3,549 3,628 -0,079 -2,2
3 |Yavorivskyi 412,385 3,292 - - -
4 |Brodivskyi 159,089 2,822 2,787 0,035 1,2
5  [Kamyanka-Buskyi 85,816 2,795 3,058 -0,263 -8,6
6  [Horodotskyi 160,049 2,687 2,537 0,150 5,7
7  |[Sokalskyi 206,540 2,620 2,875 -0,255 -8,9
8 Zolochivskyi 172,110 2,480 - - -
9  [Zhovkivskyi 237,771 2,298 2,202 0,096 472
10 [Zhydachivskyi 75,003 2,261 2,133 0,128 5,7
11 [Radehivskyi 106,929 2,246 - - -
12 [Peremyshlyanskyi 58,515 2,165 - - -
13 Mykolayivskyi 97,169 2,146 2,298 -0,152 -6,6
14 Buskyi 98,918 2,132 - - -
15 [Skolivskyi 80,180 2,052 3,160 -1,108 -35,1
16 [Sambirskyi 30,293 1,787 1,491 0,296 16,6
17 [Starosambirskyi 92,208 1,491 1,409 0,082 5,5
18 [Mostyskyi 18,705 1,125 2,079 -0,954 -45,9
19  [Turkivskyi 53,561 1,076 - - -
20 |Drohobytskyi 79,797 1,068 - - -

Calculated based on the data of Financial Department of Lvivska Oblast Administration

As the result for 39 thousand residents of Skolivskyi and 16,6 thousand residents
of Mostyskyi districts the budget maintenance has decreased significantly. Along with
this, CTC forming has not caused negative consequences in 7 districts of the oblast.
This testifies to the reasonableness of relevant decisions on adoption of perspective
plans of community territory forming and CTC creation in these districts, unlike
those mentioned above.
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Local self-governance at basic level faces strong deficit of managers, who would
correspond to new requirements, show creativity and innovative approach and
provide intensification of territorial development. Moreover, availability of people
demonstrating the ability and desire to work under new conditions is neutralized by
financial inability of the range of existing communities to function as consolidated
territorial communities due to inadequate existing mechanism of budget equalization
and assistance to local budgets. The mechanism undermines acquiring of the status
of capable territorial community for majority of communities in mountain districts
and at rural territories located far from the centers of economic activity. Forming of
capable CTCs is in fact possible here only within the entire administrative district,
however at the same time the current state of communities’ low economic activity is
preserved, the capacity of local territories’ endogenous development is not included
and the negative effect of peripherality grows exaggeratedly.

In such circumstances, the negatives of peripherality will eliminate positive
large-scale effects: incomplete and inefficient use of resources capacity and human
capital of peripheral territories and their depopulation. It contradicts the provisions
incorporated in 2020 State Regional Development Strategy, which stipulate that state
regional policy should be based not on paternalistic relations but rather on creation of
conditions to form constantly reproductive internal (endogenous) basis for development
in conditions of open economy [7].

The principle of voluntary consolidation significantly slows down and in many
cases blocks the process of city CTCs creation through consolidation of city and rural
communities. City communities show reluctance to consolidate with financially weak
rural ones; and rural communities in many cases do not agree to consolidate because of
the fear to lose the management influence on their territory in conditions of electoral
system, which is not reformed according to new conditions. Meanwhile, both parties
lose in this case: the cities — additional opportunities of growth, rural territories —
synergetic effects of consolidation with city communities, opportunities to use the
city infrastructure and their staff and creative capacity.

Growth of budget and management independency of consolidated territorial
communities puts new tasks in the sphere of state control over the activity of local self-
governance and adherence to legal nature and requirements of Ukrainian Constitution.
Combined communities on one hand should not become exterritorial and should
function in certain regional and subregional system. On the other hand, the loss of
public control over local governance is unacceptable and threatens national security.
Interests of local elites, which receive broad opportunities in consolidated territorial
communities, may not match the state ones. Foreign practice testifies to the need of
efficient state control for local governance. It has developed the relevant mechanisms
and instruments of control. In Ukraine, such control nowadays is mostly maintained by
oblast and district state administrations. Expected transfer of executive authorities’
functions to local governance requires transformation of state administration functions
or introduction of new institutions of power — prefects.

In general, the achieved results of the reform testify to both certain capacity of
opportunities to form administrative and territorial units with higher budget and
management ability and low activity of reform conducted by the principle of voluntary
communities consolidation. It is necessary to find the ways to conduct decentralization
reform more actively in terms of forming of capable territorial communities and to
avoid at the same time the range of risks threatening the reform’s success.

The nature of these risks stems from the threats, which can manifest themselves
due to:

— misbalances between state and territorial (local, subregional, regional) interests
with strengthening of management independency of administrative and territorial
units without efficient public control over adherence to the provisions of the
Constitution of Ukraine and requirements of legislation in operation of their
management authorities;
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extension of territorial social and economic disproportions and negative
consequences of peripherality because the range of settlements lose the function
of administrative center;
shortcomings of regulation at local level stipulated by insufficient preparedness
of territorial communities’ management authorities to work under the conditions
of significant expansion of liabilities;
incoherence and time discreteness of the reform leading to misbalance of local
budgets in the districts with formed consolidated territorial communities, which
have higher financial capability, and at the same time functioning of rural and
town councils with low budget capacity;
shortcomings of methodical tools on the basis of which the perspective plans of
forming of communities territories are developed and as the consequence - their
poor justification and neglect of local peculiarities;

social discontent due to worse access to the range of public services in the course
of forming of consolidated territorial communities, where the communicating
access to servicing places can decrease.

Conclusions. Strengthening of decentralization reform, which demonstrates its

social and economic efficiency in many cases, elimination of existing shortcomings
and prevention of abovementioned risks of local governance and state administrative
and territorial structure reforming requires the solution of the range of key issues,
in particular:

36

constitutional maintenance and adequate legal assistance to the reform;
introduction of qualitatively new institute of public control over the activity of
local self-governing bodies;
synchronization of solution of administrative and territorial structure reforming
tasks with sectoral reforms of social sphere, budget and tax reform, agrarian
sector reform, etc;
forming of new state regional development policy with accents on growing
management, economic and political role of the basic level of administrative
and territorial structure in solution of issues of both local and subregional and
regional development.

In order to solve these tasks it is necessary to:
finish the process of constitutional reform in terms of decentralization on the
basis of Resolution of Verkhovna Rada of Ukraine «On Preliminary Approval of
the Law on Amendments to the Constitution of Ukraine on Decentralization of
Authorities» as of August 31, 2015 Ne 656-VIIIL. It will contribute to elimination
of certain inconsistencies between the provisions of Constitution and the practice
of administrative and territorial system construction and functioning in Ukraine
and to introduction of the principles of territorial communities forming in balance
with local, regional and state interests, to acceleration of decentralization reform,
to maintenance of omnipresence and comprehensiveness of local self-governance
along with creation of efficient mechanisms of public control over adherence to
the requirements of the Constitution and legislation of Ukraine in operation of
local self-governmental bodies and guaranteeing the state unity;
improve the methodical instruments of forming of capable territorial communities
and development of perspective plans of communities’ territories forming taking
local conditions into account in a greater degree and preventing the excessive
enlargement of basic level administrative and territorial units. Because the latter
leads to the growing distance between an individual and authorities, decreasing
capacity of involvement and initiative of residents in solution of local issues,
preserving of residents’ paternalistic aspirations and disinterest in personal
participation in communities’ vital activity. In this regard it is worth reviewing
some provisions of the Methodics of Forming of Capable Territorial Communities
adopted by the Cabinet of Ministers of Ukraine and introducing amendments to
the range of adopted perspective plans of communities’ territories forming;
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— accelerate reforms in educational and healthcare spheres, providing of
administrative services, etc in close relationship with the issues of authorities’
decentralization and expansion of liabilities of local self-governing bodies, avoiding
the unreasonable transfer of functions and responsibilities of state executive
authorities to local self-governance;

—  review the policy of interbudgetary relations, account the growth of local budgets’
share in the overall state budget through redistribution of tax and nontax revenues
between budgets; to improve the system of budget equalizing in the fist place
in terms of increase of state assistance to territorial communities of mountain
territories and rural territories located far from the centers of economic activity;

— take measures to strengthen the management capacity at the level of basic
link of local slef-governance, improve the system of training and retraining
of management staff for regulating bodies of territorial communities through,
in particular, broader use of capacities of the National Academy of State
Administration under the President of Ukraine;

— provide development and implementation of the basics of new state regional
development policy taking into account the growing management, economic and
political role of the basic level of administrative and territorial structure in
solution of the issues of local and regional development and the need to eliminate
preconditions and consequences of excessive social and economic differentiation at
regional and local levels and to prevent negative manifestations of peripherality
in the course of enlargement of basic level administrative and territorial units;

—  take measures to improve the system of territorial planning, solve issues regarding
providing of newly created communities with the schemes of their territory
planning and general plans of settlements as well as plans of land and economic
structure;

— maintain further state financial assistance to consolidation of territorial
communities, in particular through allocating funds in the form of subventions for
forming of relevant road and social infrastructure of the consolidated territorial
communities.
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Kyx I1. B. [locsirneHHsi Ta mpodJjieMu pedopMH eneHTpatizanii B YkpaiHi.

Posensanymo numanns wo0o x00y peghopmu aominicmpamueHo-mepumopianrbhoi ma 61004cemno-inancosor
Odeyenmpanizayii ¢ Yxpaini. 30iicHeno ananiz npoyecy 00 €OHAHHSA NEPeBadlCHO MAIOUUCETbHUX 34 HACEIEHHIM §
HEeCNpOMOICHUX Y NOGHOMY 00CA3I GUKOHYBAMU NOGHOBAINCCHHS MICYEB020 CAMOBPAOYBAHHS CINbCLKUX, CENUUHUX,
MicbKkux pad y oinewi 06 ’eonani mepumopianoui epomaou (OTT). Ilpomseom 2015-2017 pp. 6 Vkpaini wiisxom
000posinbH020 06 €OHanus 3103 cinbcokux, cenuwHux i micbkux pad oyno cgopmosano 665 OTI. Oonak nonao
70% aominicmpamusno-mepumopianvhux 00unuyb 6a306020 pisis 6 npoyeci 06 'eOnanns yuacmi ne e3anu. Pezionu
Vrpainu oemoncmpyrome pepopmamopcoky akmusHicms pisHozo piens. Tak, y Kumomupcokiu, XmenvHuyvkitl i
Yepuizigcokiu obnacmsax nonad 50% cinbcokux, cenuwynux i micokux pao o6 ’eonanocs ¢ OTI. Y 3axapnamcokiil,
Kuiscoriii i Kiposoepadcokiii obnacmsx 6 06 'conanni 3snu yuacmos menute 10% nassnux epomad. Hedocmammui memnu
peopmyseanms, mepumopianoHa OUCKpemHicmb 00 €OHAHHI 2POMAO CHPUYUHIOOMb HU3KY NPOoOLeM JTOKATbHOZO,
cybpeionanvbho2o i pecionanvioco ynpasuinus. Ilpu yvomy nepuii pesyromamu peghopmu 0eMOHCMPYIOMb HU3KY iT
nepeeaz: 3pociu (PIHaAHCOBI pecypcu 00 €OHAHUX 2POMAO, 6OHU OMPUMALU DIOONCEMHY CAMOCMILHICMb, 3 A6UNACS
3ayikasnenicms y peanizayii eH0o2eHH020 NOMeHYIAY po36UMKY 2pomad moujo. Boonouac npossunu cebe npooremmi
NUMAaHHs1 30ilCHeH s pedhopmu, 5IKi, 30Kpema, o8 si3aHi 3 HeOOXIOHICMIO OONAMU NEPENOHU, WO CNPULUHEHT NPUHYUNOM
006posinbHOCMi Npu 06 €OHAHHI HAABHUX MEPUMOPIANLHUX 2pOMAO Y OiNbU CAPOMONCHI AOMIHICIPAMUBHO-
mepumopianvhi 00uHuYyi 6a308020 pigHs. 3anPoNOHOBAHO WIAXU NOOOIAHHS NEPENnoH 3a0s. YCRiHOCMI pegopmu,
cepeo AKUX: HeOOXIOHICTb HALEHCHO20 KOHCIMUMYYIUHO20 3a0e3neueHHs pehopmu, 3anpo8aodiceHts SKICHO HO8020
[HCMUmMymy 0epoicagHo2o KOHMpouo 3a OIAIbHICHI0 OP2AHI8 MICYe8020 CamMOBP0Y8aAnHsL; CUHXPOHI3AYIT GUPIULEeHHS
3a60amb pehopmyBans AOMIHICMPAMUBHO-MEPUMOPIATLHOLO YCMPOIO 3i CEKMOPATLHUMU PehopMamu coyianbhoi
chepu, 01002CemMHO-NOOAMKOBOI0 PehopmMoIo, pehopmoIo azpapHo2o CeKmopy eKOHOMIKU; (opMyeants HO80I
0epoICcasHOl NONIMUKU Pe2iOHAIbLHO20 PO3GUMKY 3 AKYEHMAMU HA 3DOCMAlOYy YAPAGIIHCHKY, eKOHOMIUHY U NOLIMUYHY
POIb 6A3068020 PIi6HA AOMIHICIPAMUBHO-MEPUMOPIATLHO20 YCMPOK Y SUPIUEHHI NUMAHb K MICYe8020 3HAYeHH,
Mak i 3a60ans CyOPeioHANbHO20 Ui PeciOHANLHO2O PO3GUNIKY.

Knrwwuosi cnosa: pepopma deyenmpanizayii, micyege camospsoyeants, o0 €OHaHi mepumopianivHi epomaou,
01002#CemHa CNPOMOHCHICTD.

Hyr ITempo Bonodumuposuy — KaHOUOAM eKOHOMIYHUX HAYK,cIapuiull HaYKo8ull cniépo0imHuK, nposioHull
Haykosuil cnigpobimuux 6i00iny pezioHaabHOI eKoa02iuHO0l norimuxu ma npupodoxopucmyearus Y
«IHemumym pezionaavHux docaidxcenv imeni M.I. Joniwnvozo HAH Ykpainu» (e-mail: pzhuk@ukr.net,
ORCID ID: http://orcid.org/0000-0003-4895-7752 ).

Zhuk Petro Volodymyrovych —Ph.D. (Econ.),Senior Researcher,Leading Researcher of the Department of
regional ecological policy and environmental management of the Dolishniy Institute of Regional Research
of NAS of Ukraine.

Hagimno 10.05.2018 p.

38 ISSN 1562-0905 Pezionanvna exonomixa 2018, No2



	re201802_v4

