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Alina Korbutiak (Ukraine), Zhanna Lysenko (Ukraine), Nataliya Sokrovolska
(Ukraine), Artur Oleksyn (Ukraine), Eduard Yurii (Ukraine)

UNITED TERRITORIAL
COMMUNITIES IN UKRAINE
IN THE CONTEXT OF FISCAL
DECENTRALIZATION

Abstract

Since the beginning of the administrative and territorial reform in Ukraine, the finan-
cial decentralization process has been intensified. It aims at optimizing the budgetary
resource redistribution in order to make communities financially independent. This
significantly increases the financial capacity for self-organization and self-develop-
ment of a united territorial community, which determines the need to apply valuation
methods to increase the territory’s investment attractiveness.

The article outlines the peculiarities of the united territorial communities (UTCs) man-
agement under fiscal decentralization, taking into account the need to apply current
methods of value-oriented management. At the same time, the use of SWOT analysis
as one of the methods of value-oriented management made it possible to evaluate the
efficiency and attractiveness of UTCs under decentralization. The financial activity of
665 UTCs was analyzed and the model for managing the united territorial community
was created. It is emphasized that the modern understanding of financial support for
united territorial communities remains unresolved today, and the expediency to in-
troduce changes in the UTC, which envisage using the subsidiarity principles, is not
justified.

The key directions for managing the UTCs are identified. This refers to communi-
ties that began their activities and already faced the first challenges: management of
available resources, provision of needs and sustainable development of the commu-
nity, changes in the ratio of their income and expenditure components, increase in the
budget income per capita.

It is recommended to focus on tools of value-oriented management in the united ter-
ritorial communities in order to attract investors and increase the financial capacity of
local authorities.

Keywords fiscal decentralization, financial resources, value-
oriented management, investment attractiveness ofa
community, SWOT analysis

JEL Classification H7, D7, G18, G32, G38, E69

INTRODUCTION

During the current period of Ukraine’s statehood, fiscal decentraliza-
tion becomes a topical issue, since it is one of the fundamental condi-
tions for the effective functioning of local authorities. Excessive cen-
tralization of the executive authorities’ powers and the corresponding
financial and material resources for their implementation, which took
place in Ukraine until 2015, led to the need for decentralization re-
forms with the provision of significant powers to the territorial com-
munities, giving them greater resources for local development. The
separation of the territorial community as the basic local self-govern-
ment entity, ensuring its establishment as a self-sufficient, efficient and
effective link management are the key aspects in this process.
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The urgency of the subject is due primarily to the fact that financial decentralization is one of the most
acute problems of the general decentralization, the solution of which will enable both to accelerate its
implementation and to ensure the proper socio-economic development of territorial communities.

Nowadays, in Ukraine, there is no full and self-sufficient regional self-government at district and re-
gion territorial levels. There are no tools to support this self-sufficiency, including regional ownership,
regional spending powers and regional taxes. Therefore, one of the results of fiscal decentralization is
expected to reduce corruption risks and ensure free access to information in the spatial and resource
conditions for doing business in the united territorial communities as a result of changes in the admin-
istrative and territorial structure of Ukraine. Changing the administrative and territorial structure in
Ukraine expands opportunities for attracting investment and increasing the territory’s capacity.

At the initial stage of the reform, financial preferences are not a determining factor in the community
creation. Administrative decisions, including administrative pressure, resistance to reform by district
and local government officials, activity of rural residents, etc. play a key role. According to Danylyshyn
and Pylypiv (2016), a similar situation has taken place in many European countries, since fiscal decen-
tralization only creates opportunities for more responsible and effective management system, the use of
territorial communities’ resources. However, the findings do not refute the assertion that fiscal decen-
tralization is a significant lever for accelerating reform in general, because united territorial commu-
nities have substantially increased their revenues, which can be used to address many socio-economic
problems.

Due to a number of measures, in particular amendments to the Budget Code and the Tax Code of
Ukraine, during the period 2015-2017, the general fund and the own revenues of the united territorial
communities increased significantly. Different tax revenues make the basis for the UTCs” own revenues.
However, the key role belongs to the personal income tax, which accounts for about 50% of communi-
ties’ own revenue. Despite the help of the state, most of the newly formed territorial communities re-
main subsidized. Only about 20% of the territorial communities are financially autonomous.

1. LITERATURE REVIEW

gives more opportunities for local governments to
attract investors, creating favorable conditions for
the migration of production factors. In this case,
Rodden and Rose-Akerman (1997) warn that the

Both Ukrainian and foreign scientists investigate
the development of territorial communities as so-

cio-economic development management entities.
At the same time, in the Ukrainian scientific lit-
erature, there are underinvestigated issues related
to the formation of the financial and economic ca-
pacity of territorial communities under systemic
transformations in economics and public admin-
istration, taking into account the provisions and
objectives of the reform of local self-government,
including the creation of viable territorial com-
munities, the use of financial analysis tools (meth-
od of coefficients, vertical analysis, etc.) to assess
the investment capacity of the community.

In economic terms, Weingast (1997), Rodden
(2002), Rodden and Rose-Ackerman (1997) take a
favorable view of the fiscal decentralization pro-
cesses. The authors note that decentralization
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magnitude of the positive effects of fiscal decen-
tralization processes depends on the development
of the institutional environment, including pro-
viding conditions for competition.

Italian scholars Bartolini, Sacchi, Salotti, and
Santolini (2018) substantiated the positive impact
of fiscal decentralization not only on the financ-
es of local authorities, but also on public financ-
es in general. They proved that tax autonomy will
improve the budget of all levels of power, which
suggests that more “effective” tax decentralization
will increase budgetary discipline during financial
crisis.

Bisogno, Cuadrado-Ballesteros, Santis, and Citro
(2018) also investigated the indicators of financial

http://dx.doi.org/10.21511/ppm.17(2).2019.16



autonomy of local authorities, which provide relia-
ble information to local politicians and authorities
for making managerial decisions. In particular, it
has been determined that sustainability, flexibility
and vulnerability are positively related to financial
autonomy and current equilibrium and are nega-
tively related to the debt position and investment
level.

According to Japanese scholars Akai and Sakata
(2002), fiscal decentralization contributes to eco-
nomic growth, since it allows for more objective
assessment of the impact of its implementation on
the local level.

Turkish researchers Eroglu and Serbes (2018) sub-
stantiated the system of financial autonomy indi-
cators, which will affect the fiscal decentraliza-
tion efficiency. It is proved that local authorities,
which are closest to citizens, should be financially
strong in order to be able to provide efficient and
high-quality services. It is substantiated that the
municipalities in Turkey have enough own in-
come and autonomy in the planning and budget
process, therefore, the quality of their services in-
creases and they can more effectively manage their
resources.

Ukrainian  scholars  Kyrylenko, Malyniak,
Pysmennyi, and Rusin (2015) also proved that the
financial resources of the capable territorial com-
munities are the most important criterion that can
ensure sustainable economic development of the
community, region and the state in general (ac-
cording to the Cabinet of Ministers of Ukraine
(2016) data). It is essential to have a common un-
derstanding of the phrase “territorial community”.
The territorial community is a naturally formed
human community, whose members are individ-
uals who live, work or possess real estate in one
or more settlements with a single administrative
center and are characterized by a combination of
stable linkages and are able to realize common
interests in their own livelihoods and socio-eco-
nomic development. This community acts as a rep-
resentative of the local community and has com-
munal property in the respective territory. Butko
(1992) notes that the territorial community is peo-
ple who live within certain territorial boundaries
and have common interests. Kravchenko (1999)
defines a territorial community as a group of cit-

http://dx.doi.org/10.21511/ppm.17(2).2019.16
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izens living together in an urban or rural settle-
ment, having collective interests and the legal sta-
tus determined by law. According to Baimuratov
(2001), the territorial community is a set of indi-
viduals who reside permanently in a certain terri-
tory and are connected by territorial and personal
systemic linkages.

An important component of the current func-
tioning of the territories in terms of fiscal decen-
tralization is the real and objective assessment
of their investment attractiveness and capaci-
ty, based on the application of specific methods
and tools, including VBM technologies. The ab-
breviation VBM (value-based management) ap-
peared in Ukraine in the early 1990s when Koller,
Goedhart, and Wessels (1990) wrote their work
“Valuation: Measuring and Managing the Value
of Companies”. This work became the basis of
managing the values in the world, particularly in
Ukraine. The concept of companies’ cost manage-
ment as a new ideology of corporate governance
was born in the 1980s. Rappaport (1986) was the
first to substantiate value-based management in
the United States. In his work “Creating share-
holder value: the new standard for business per-
formance”, he proved first the need to focus man-
agers’ efforts on increasing value for investors.
The main idea, according to Rappaport (1986), is
to assess the effectiveness of the investment and
financial strategy of the corporation based on its
ability to create the value of shares (added value
of shareholders). In his another work “Ten Ways
to Create Shareholder Value”, Rappaport (2006)
first identified the basic principles of VBM at the
enterprise.

American scholars Chapman (2015), Young and
O’Byrne (2014), Ittner and Larcker (2016) analyze
the main components of strategic management in
general and value-oriented one in particular. The
authors determined that management systems are
often seen as inappropriate or even harmful strat-
egies. The specific ways in which control systems
can build and maintain valuable strategic roles
are given. The general methodological and econo-
metric problems are substantiated, ways of future
research in the field of strategic management in
general and economically-oriented management
are proposed. Ameels, Bruggeman, and Scheipers
(2002) define the role of value management in in-
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creasing the value of companies. Hoetker (2007)
notes the possibility of using logical and probit
models while studying strategic management.
Munima (2008) proposes implementing a value
management system in non-governmental orga-
nizations. In addition, Firk, Schmidt, and Wolff
(2017) analyzed potential economic benefits and
institutional impacts in the management of values.

Since then, the VBM concept in Ukraine is only
related to the corporate sector, and this study in-
volves a methodology for assessing the investment
attractiveness of an administrative unit (UTC) as
a business entity, and not as a legal entity.

Contemporary territorial communities should uti-
lize the proposed cost-based management models
that are used to improve the calculation of sus-
tainable value added by incorporating sustainabil-
ity indicators for environmental, social and cor-
porate governance. Docekalovd and Kocmanova
(2018) offer models that include 11 ecological, so-
cial and corporate indicators of sustainable devel-
opment and economic indicators (interest income,
taxes, depreciation and added value), weighting
coefficients and target orientation. Ukrainian sci-
entists Kraidych and Haharin (2016) scrutinized
problems of cost-effective management of the en-
terprise development. They offered the concept of
managing the values of an enterprise, its charac-
teristics and scale.

The main aspects of the essence of the enterprise
resource management system are reflected in the
scientific works of many scientists, experts in eco-
nomics and finance of the leading EU countries,
the USA and Japan. So, Fernandez, Zainol, and
Ahmad (2017) analyzed the impact of the ERP
(Enterprise Resources Planning) system on local
authorities using two balanced indicators: finan-
cial and consumer ones. The study provides evi-
dence based on a survey conducted by 52 local au-
thorities in Malaysia that have implemented the
ERP system. Empirical evidence suggests that the
use of ERP systems in local authorities has led to
positive financial indicators and improved cus-
tomer service. Olson, Johansson, and Atem (2015),
Young and O’Byrne (2014), Karim, Somers, and
Bhattacherjee (2007) justified the feasibility of the
use of free ERP or open source ERP to manage
economic entities.
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At the same time, taking into account Ukrainian
realities and world experience, there are no effec-
tive tools for assessing the investment attractive-
ness of a particular united territorial community;
there is no information system for collecting, pro-
cessing and protecting information in community
life and its financial support, and there are diffi-
culties with the use of developed foreign methods
in Ukraine.

2. RESEARCH PURPOSE

The purpose of the study is to determine the pe-
culiarities of management in the united territorial
communities under fiscal decentralization, taking
into account the necessity of applying value-ori-
ented management methods.

3. RESEARCH METHODS

While managing the united territorial commu-
nity in the context of fiscal decentralization, it is
proposed to use methodological approaches that
cover both known methods of financial analy-
sis (method of coefficients, vertical analysis, etc.),
and specific instruments of financial control (EVA
method, SWOT analysis, etc.).

4. RESULTS

The implementation of the process of consolidat-
ing territorial communities in Ukraine began in
the middle of 2015, when 159 UTCs were creat-
ed. They united 795 local councils. On October
25,2015, new municipalities were selected in these
communities, and from January 1, 2016, they
switched to direct budgetary calculations with the
state budget of Ukraine. According to the 2016
results, there was positive dynamics in their de-
velopment. Thus, in 2016, there was a significant
progress in the UTC creation - their number in-
creased by 2.3 times (additional 207 UTCs were
created). Thus, as of the beginning of 2017, there
were 366 UTCs in Ukraine that united 1,740 local
councils.

According to the results of the monitoring of the
Ministry of Regional Development (2017), as of

http://dx.doi.org/10.21511/ppm.17(2).2019.16
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Figure 1. Dynamics of the UTC number in Ukraine in 2015-2017

January 1,2018, 699 UTCs were created in Ukraine,
3,264 local councils (29.1% of the total number of
base councils as of January 1, 2015) were united, in
which 6 million inhabitants live (14.3% of the total
population of Ukraine). Figure 1 clearly confirms
the positive dynamics of the number of UTCs in
Ukraine (in 2015-2017, their number increased by
4.2 times (from 159 UTCs in 2015 to 665 in 2017)).

Decentralization of budgetary financial resources
implies a change of transfer policy that cannot be
built on the Soviet principle “from each according
to his ability to each according to his need”; giving
local government bodies greater powers towards
development and implementation of various so-
cio-economic development programs; change in
the tax system, which changes the specific reve-
nues in favor of local budgets (see Table 1).

Table 1. The tax base of the UTC budgets before
and after decentralization

. . Before the After the
Financial resources
reform, % reform, %
Personalincometax 25 0 60
Self-employment tax 0 10
Excise tax 0 100
. . : According
Educational subvention 0 H
B .. fotheformula
) ) i According
Medical subvention 0 H
..fotheformula
Real property tax 1 0-3

In 2015, the legal framework was laid down for
encouraging territorial communities to unite
and switch to direct inter-budget relations with
resource provision and powers, as for cities of re-
gional significance. In addition, the state finan-
cially supported the united territorial communi-
ties and provided a subvention in the state budget
for creating their territory infrastructure.

The main goal of reforming local self-government
in Ukraine is to boost economic growth based on
the bottom-up principle through the effective use
of UTC’s own socio-economic resources. Thus, in
2017, UAH 502.1 billion came, which was 37.2%,
or UAH 136.1 billion, more than in 2016. Local
budget, excluding inter-budget transfers, received
UAH 229.5 bln, which was UAH 58.9 bln, or 34.5%,
more than in 2016 (see Table 2).

As can be seen from the Table 2 data, local budget
revenues grow rapidly. However, local budget
revenues, excluding inter-budget transfers, grow
at a slower pace (34.5% in 2016) than total local
budget revenues (37.2% in 2016). This indicates
an increase in the revenue base of local budgets
through transfers coming from the state budget.
This is due to a change in the rules for equaliza-
tion of the local budget capacity and the receipt of
targeted transfers for the financing of state-guar-
anteed services.

Table 2. Dynamics of income constituents of local budgets in 2015-2017

. . Actual .
i Actual income : income for . Growth rate, :Actualincome: Growth rate,
Income i for 2015, UAH i 2016 to 2015, : for 2017, UAH i 2017 to 2016,
: i 2016, UAH : : :
bin H H % bin %

: bin
Total |nc9me of local budgets, taking into 2945 366.0 243 502.1 372
B TG el e I R S S R SRR S
Tot.aI |n.come of Iocall budgets without ; 120.5 170.6 417 229.5 345
aking Into account Interbudget transfers & e
Total inter-budget transfers 173.9 195.4 12.3 272.6 39.5
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Table 3. Dynamics of the inter-budget transfer structure for 2015-2017

Actual i Actual : i Actual
Income . income | Relative income for | Relarive | income for | Relative
: for 2015, : share, % : 2016, UAH :share,% @ 2017,  share, %
. UAHbIn . bln . UAHbIn
Total inter-budget transfers, including: 1739 100 195.4 ~1loo 2726 100
Grants, including: 7.3 4.2 6.8 3.5 22.0 8.1
base grant 8330 A7 24 . 58 . 21
stabilizinggrant 2 12 2 10 ¢ 11 0.4
grant to maintain educational and health facilities 0 0.0 0 0.0 14.9 5.5
Subventions, including: 1666 958 188.6 965 . 2506 919
sk?dbsvsggzzhf::gsr\:;izt of benefit to families w#h B 7417.? 777777 241 4777.27 | 274.27 - 516 189 ”
subvention for subsidies & 191 11.0 46.3 237 ¢ 723 265
subvention for the employee training 5.5 3.2 0 0.0 H 0 0.0
Educational subvention 441 254 445 228 515 189
Health subvention 62266 444 227 562 206
Other subventions 9.8 5.6 6.3 3.2 19.2 7.0

In more detail, the structure of inter-budget rela-
tions can be seen in Table 3.

As can be seen, the total amount of inter-budget
transfers increases from year to year, and in 2017,
it amounts to UAH 272.6 bln. In the transfer
structure, subventions have the largest relative
share, in particular 26.5% for subsidies, 20.6% for
health and 18.9% for education. According to the
authors, financing expenditures at the expense
of the corresponding targeted subventions from
the state budget is a progressive step towards re-
forming budgetary relations, but the very proce-
dure for their calculation, the list of expenditures
to be taken into account need to be clarified and
supplemented. In particular, when planning sub-
ventions in the educational and medical fields, it
is critical to take into account all the costs neces-
sary to finance institutions in these areas at the
local level without creating additional costs for
local budgets.

This, in turn, requires capable territorial commu-
nities that can bear responsibility for the economic
development of territories and for the formation of
a healthy living environment for inhabitants. First
of all, it is about changing the mental model for
both representatives of local government bodies at
the base level and for every citizen of the commu-
nity - the rejection of paternalistic expectations
and understanding of their own responsibility for
the community. At the same time, reforming the
administrative and territorial system, in particu-
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lar, in the creation of a UTC based on communi-
ty consolidation, is accompanied by a number of
complex problems, which, on the one hand, inhib-
its these processes, expanding them in time, and,
on the other hand, reduces the socio-economic ef-
ficiency of their functioning.

The larger the UTC population, the higher own rev-
enues per one resident of the community. Instead,
communities with low population have limited ca-
pacity for sustainable development and provision
of all necessary services to their residents.

In Ukraine, the community’s capacity is deter-
mined according to four key criteria: own income
per one resident; the level of budget subsidization
(the relative share of base/reverse subsidies in in-
come); the relative share of expenditures on main-
tenance of the management apparatus in UTC
own resources (without transfers from the state
budget); and capital expenditures per one resident.
Based on these indicators, a general UTC rating
has been formed.

The analysis of the monitoring carried out by the
Ministry of Regional Development, Construction,
Housing and Communal Services of Ukraine
(2017) shows that the lowest indicators of finan-
cial capacity are typical for most of small commu-
nities. The exception is some small communities
where major budget revenue generating enterpris-
es and powerful enterprises of the real sector of
the economy are located.

http://dx.doi.org/10.21511/ppm.17(2).2019.16
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Groups Population size, thousand Number Total population in the % of total population of the
: people i of UTCs group, thousand people UTC under study
Group 1 Over 15 thousand people ; 54 11652 373
Group 2 10 to 15 thousand people 45 549.2 17.6
Group3  Stol0thousandpeople . 135 9405 300
Group4 5 thousand people and more 132 4688 50
Total : . 366 3,123.7 100

The regularities between the financial capacity
and the population size of the community can
be explained by the fact that it is more profitable
to develop small and medium businesses in large
communities. This is because there is a sufficient
labor force, more powerful local market for goods
and services, and better prospects for sustainable
community development. Large communities
have more potential and more opportunities to
ensure proper maintenance of infrastructure fa-
cilities, functioning of communal property insti-
tutions, and local self-government bodies can pro-
vide high-quality public and communal services.
Thus, in the context of four UTC groups by demo-
graphic features, the most numerous are Group 2
and Group 3 (see Table 4).

The given data make it possible to state the rather
dynamic formation of united territorial commu-
nities in Ukraine, and significant steps were made
in 2017 to improve the legislative and normative
support for the UTC creation and development.
At the same time, there are many unresolved prob-
lems, both strategic and operational, that shape
the risks for successful further reform.

It should be particularly noted that the creation of
much of UTCs occurs without taking into account
the requirements of the methodology for their cre-
ation. Separate UTCs are formed with the purpose
of obtaining additional powers and resources, but
according to their potential, they are objectively
not able to provide their residents with the appro-
priate services and to intensify economic processes
because of lack of the appropriate infrastructure
and resources. They also are not able to ensure sus-
tainable development of communities in the future.
Further extension of this practice poses a threat to
the leveling of the reform essence, because, instead
of capable territorial communities, small commu-
nities with underdeveloped infrastructure and in-
sufficient human resources are created.

http://dx.doi.org/10.21511/ppm.17(2).2019.16

The consolidation of territorial communities en-
ables local authorities to ensure the proper func-
tioning of the budgetary institutions and inde-
pendently solve the issues of community develop-
ment without resorting to the central authorities
regarding the allocation of additional funds from
the state budget.

Equally relevant in terms of assessing the level of
financial support for the development of territori-
al communities is an analysis of the expenditure
structure aimed at the community development.
Most of the local budget expenditures are tradi-
tionally directed at social and cultural needs (ed-
ucation, health care, social protection, social secu-
rity, culture and arts, physical culture and sports),
which in their content are delegated expenditures,
that is those transferred from higher management
levels. According to monitoring conducted by the
Ministry of Regional Development, Construction
and Housing and Communal Services of Ukraine
(2017), in the reporting period, the aggregate share
of these expenditures in the structure oflocal budget
expenditures accounted for 78.7%. According to
the statistics obtained, the highest level of capital
expenditures per capita is found in Dnipropetrovsk,
Donetsk, Zakarpattia, Mykolaiv, Poltava, Sumy,
Kherson and Chernihiv regions. Their indicator
amounted to more than UAH 12,661. Capital ex-
penditures below UAH 1,200 per one UTC’s resi-
dent are recorded in nine regions, including the
same Ivano-Frankivsk, Lvivand Chernivtsi regions
as well as Kyiv, Kirovohrad, Luhansk, Ternopil,
Khmelnytskyi and Cherkasy regions.

Ukrainian literature does not mention the term
“value management of a united territorial com-
munity”. This is due to the fact that the concept
of VBM (value-based management) proposed by
Chapman (2015), Young and O’Byrne (2014), and
Ittner and Larcker (2016) has been applied to the
corporate sector.
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This study suggests using value-oriented manage-
ment tools and assessing the investment attrac-
tiveness of a UTC, since the community is con-
sidered an independent organization that cares
about its own investment attractiveness and is in-
terested in mobilizing financial resources to suc-
ceed in a competitive environment. Valuation is
carried out with one ultimate goal, namely the
implementation of competent management of the
relevant entity activity on the basis of forecast data
obtained in the evaluation process, so that the en-
tity could fulfill its main economic function - to
be profitable.

It should be noted that the main thesis of the
VBM concept is that the ability to increase val-
ue is impossible to buy and difficult to copy. So
united territorial communities should inde-
pendently formulate such a concept, taking into
account a financial control instrument such as
SWOT analysis. Since the EVA economic indi-
cator takes into account the profits received, the
investor’s risk profile and costs incurred, this in-
dicator is quite acceptable for assessing the UTC
efficiency. And it is with the help of such tools,
according to the authors, that it is advisable to
assess the investment attractiveness of the newly
formed UTCs.

5. DISCUSSION

Overseas studies have shown that companies
that use VBM management principles formulat-
ed within this concept prevail over companies in
similar industries through the use of more effi-
cient business organization system. Therefore, the
authors of the study see the benefits of using the
VBM management principles in creating an in-
vestment attractive UTC, as far as possible today,
taking into account all available barriers, includ-
ing the peculiarities of financial reporting, addi-
tional material and human costs, the construction
of special calculation models, etc.

According to the findings, it is summarized that
the community development costs, as shown by
the example of UTCs analyzed, are characterized
by direct dependence on the level of UTC budg-
ets autonomy, and in particular on the amount of
own income.
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Formation of financial and economic capaci-
ty of territorial communities in Ukraine takes
place in the context of reforming local self-gov-
ernment. Most of the European countries have
already undergone a stage of reforming the ad-
ministrative and territorial structure and creating
an effective local self-government. Therefore, the
characteristic of the reforming the system of lo-
cal self-government in the EU countries as a pre-
requisite for creating financial and economic ca-
pacity of territories is a particularly urgent issue
for Ukraine so far. The World Bank’s first Global
Report, “Decentralization and local democracy
in the world” (2008), states that the EU countries
have two key features that distinguish them from
all other geopolitical regions of the world. First,
each part of the EU territory is governed by local
self-government body. Second, all the EU states rec-
ognize the discrete set of fundamental principles
based on which local self-government is formed
and developed. These principles are reflected and
enshrined in the European Charter of Local Self-
Government, the Convention on the Participation
of Foreigners in Public Life at Local Level, the
European Outline Convention on Transfrontier
Co-operation between Territorial Communities
or Authorities, the European Charter for Cities,
the European Charter for Regional or Minority
Languages, the Framework Convention for the
Protection of National Minorities, etc.

Since the middle of the last century, local self-gov-
ernment reforms in the EU countries took place
with varying intensity and peculiarities. If the
Western European countries have passed this
stage for quite a long time, then, in the countries
of Central and Eastern Europe this process began
much later due to the historical peculiarities of
their development and coincided with the election
of their European integration development direc-
tion (which nowadays is typical for Ukraine). The
reform of local self-government in the EU coun-
tries included the following areas: change of the
administrative and territorial system, organiza-
tional reforms, functional and procedural changes,
financial reforms. One of the key areas of reform
was the reduction in the number of administrative
units, in particular at the municipal level. Given
the complexity of reform, the definition of the ter-
ritorial basis of local self-government has become
a fundamental condition for effective reforms.
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The creation of so-called special tax districts is the
source of attracting financial resources to ensure
the economic development of the municipality
in the EU countries. Such a mechanism is used
mainly by local government bodies in cities. Thus,
the municipality creates a special tax district with-
in its territory in which residents are subject to an
additional tax, which is used to implement indi-
vidual projects. Attracted funds are often directed
to infrastructure development in support of large
private investment project (for example, water
supply and sewage systems necessary to support
large housing construction). In Ukraine, the State
Fund for Regional Development was created. This
gave opportunities for minimizing the corruption
component when allocating funds from the state
budget to the region budgets, and also introduced
a competitive selection of regional development
projects. An Internet portal under the Ministry of
Regional Development has been created. Through
it, it is possible to directly register projects submit-
ted for funding from the State Fund for Regional
Development (SFRD).
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During 2016-2020, Ukraine will have to receive a
lot of funds in the form of international techni-
cal assistance that is intended to support decen-
tralization and UTCs: EU project ULIED - a total
of EUR 97 million; US project DOBRE - the total
amount is USD 50 mln; Projects of the Council
of Europe, the Kingdom of Sweden, the Kingdom
of Denmark, the Kingdom of the Netherlands, the
Swiss Confederation, Finland, Canada - over EUR
20 million.

Using the SFRD funds, subventions for the UTC
infrastructure development should be subject to
some approaches that would ensure efficiency,
that is funds should be used where it will be most
effective; quick wins - the first funds should be
used where the results will be immediately visible
(light, for example); long-term positive effects — in-
creased capitalization of communal property and
land; openness - people should know where and
why these funds go; competitiveness — the money
is spent based on open tenders (the valid tender
saves up to 30% of money).

CONCLUSION

Local self-government bodies in the EU possess tools for economic development. Unfortunately, today
in Ukraine, the VBM concept is related only to the corporate sector, and this study involves highlight-
ing the methods of assessing the investment attractiveness of the administrative unit itself, as a business,
not legal, entity.

There remained a number of problems that need to be solved. First, ensuring the economic development
of territorial communities requires creating administrative and territorial units that meet the specific
requirements and conditions of the state’s development. Second, the authority transfer to a local level
should be accompanied by the transfer of appropriate financial resources. Third, effective local self-gov-
ernment, within the limits of the given powers and resources, should function to ensure the economic
development of the territory, attracting investment resources and preserving and developing the func-
tioning of the enterprises in the territory.

Consequently, the decision to unite territorial communities should naturally come after the com-
prehensive assessment of the community status — potential members of the association according
to their internal capacity components, based on calculating the aggregate demographic, econom-
ic, financial and other indicators, as well as creating a profile of the community’s future capacity.
This will make it possible to create a community that is really capable of mobilizing internal re-
serves and independently, at the expense of its own resources, dealing with local issues in terms of
the fullest satisfaction of residents’ common needs and sustainable community development. The
state as a formal institution regulating social relations by issuing acts of law application, which are
mandatory for all actors to perform, should play an important role. It is the synergy between the
state and the community that provides the opportunity to ensure the real capacity of the territorial
communities.
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In this regard, improving the mechanisms of interaction between the state and the community in the
area of ensuring the capacity of territorial communities to address local issues should be the perspective
for further analysis. According to the authors, the prospects for further research are also in the devel-
opment of a specific methodology for assessing investment attractiveness using the EVA indicator for a
particular UTC. The development of research is related to the study of effective tools for assessing the
attractiveness of a particular community, since there are difficulties in using developed foreign methods

in Ukrainian environment.
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