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Specific features of formation of self-sufficient combined
communities in Ukraine

The article observes specific features of formation of united local communities in Ukraine according to the
principle of economic efficiency. Influence of amount of population and area of united territorial community
on its financial situation and ability to perform its functions is analyzed. Main features of management and
administrative staff of united communities of all volumes are established. It is defined inversely proportional
dependence between the level of expenditures per pupil and volume of the community. It means that expenses
on pupils at small communities are greater than at big communities. It is proposed a matrix to determine
optimal parameters for united municipalities formation. The basic actions that state should realize for effective
implementation of the reform of fiscal decentralization are defined. It is proved that formation of united local
communities, that can be characterized with optimal features, which are defined at the article, will facilitate
effective development of communities and provision of quality public services to their residents.
Keywords: competent local communities, reform of administrative and territorial structure, financial
independence, local budget expenditures, economic capacity.

Year 2014 is remarkable for Ukraine because of setting up of the reform of
local government system that involves a reform of administrative and territorial
structure including forming of self-sufficient united regional community as a basic
local administrative unit and transfer of financial decentralization to local level
together with appropriate authority and resources.

The main objective of the reform is to eliminate remnants of Soviet command-
administrative type of management and to form self-sufficient and capable admini-
strative units, talking about financial support as well as administrative empowerment.

The aim of article is to determine the optimum parameters for a unified territorial
community that can promote effective development of basic administrative units as
well as provision of quality public services to population of a community.

10 278 village councils operate in Ukraine as of January 1st 2016, representing
interests of residents of 28 441 villages. Accordingly, 18 163 rural administrative
units are not autonomous as residents of those communities do not have any effect
on development of their villages. In addition, more than half of these communities
are not able to finance its existence and progress in social and economic sphere. Ac-
cording to the reform, which is supposed to resolve these issues, as of January 1st
2016 regional councils confirmed and Cabinet of Ministers of Ukraine approved long-
term plans for 23 regions, except Zakarpattia, and 793 communities associated into
159 united territorial communities (UTC), obtained relevant resources and authority.

United territorial communities, which are formed in Ukraine, very in amount of
population and quantity of settlements. (Fig. 1). This situation is caused by a number
of miscalculations in the methodology of UTC formation, approved by Cabinet of
Ministers of Ukraine. In turn, this causes problems adjusting performance of united
communities budget, including funding of social and other services which should
available to residents of communities. Such problems are particularly incisive for
communities with small quantity of residents — nowadays we have 4 communities
with up to 2 000 inhabitants. In addition, it is understood that value of services varies
significantly in small communities and communities with amount of population over
30 thousand of people (7 communities).

UTC analysis shows that financial conditions of performance of UTC varies
significantly according to number of residents. As we can see at figure 2, local
communities, where number of residents does not exceed 3 thousand people, have
the lowest rate of own revenues per capita — 1194.23 grn. United communities with
population from 3 to 5 thousand people have average value of own revenues per
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Fig. 1. Quantity of united territorial communities in Ukraine due to amount of population
Created according to data: Integrated approach to realization of the reform of authority
decentralization. Let’s implement reforms. National Council of Reforms. Access: http://
reforms.in.ua/ua/news/kompleksnyy-pidhid-do-realizaciyi-reformy-decentralizaciyi-vlady.
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Fig. 2. Average values of specific indicators of own revenue of UTC budget in the context of
quantity of population, 2016

one person equal to 1424.48 grn. However, such a high value of the index is quite
subjective because largely is caused by ultra-high index value in one of communities.
Excluding this community we get average own income rate in UTC with population
3-5 thousand inhabitants equal to 1159.51 grn. It means that financial capability of
communities with population, less than 5 thousand of residents, is relatively lower.

Communities with population over 5 thousand residents have higher specific
indicators of own revenue rate, and further increase of population in communities
does not influence on the measure.

We would like to highlight that level of income of residents of mountainous
areas is significantly low. Verkhnyanska UTC (Ivano-Frankivsk region) and
Vilkhovetska UTC (Zakarpattya region) have measures of own revenues per capita
equal to 272.0 grn. and 351.0 grn. respectively (19.73% and 25.46% to the average
points of the group), that coursed a slightly lower indicator of average income rate
at group of communities with population 10-15 thousand people.
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Thus, issue of formation of self-sufficient and capable united territorial
communities on supererogatory basis can not be described as the most successful.
During the process of communities’ conjunction, we should follow clearly defined
principles and criteria for UTC formation, avoiding too large deviations in the
parameters of demographic and spatial capacity that can course substantial fiscal
differentiation of communities and can complicate the process of fiscal adjustment
and alignment.
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Fig. 3. Levels of financial independence of united territorial communities in 2016

Figure 3 demonstrates that the number of residents affects directly financial
competence of UTC. United municipalities with population 1-3 thousand inhabitants
have level of financial independence equal to 75.32%, nearly the same rate have
communities with population of 3-5 and 5-10 thousand residents (75.16 and 76. 34).
Significant increase of indicator can be observed in communities with population
over 10 thousand people — nearly 7-8% and further increase of number of community
residents hardly influence on financial independence rate.

Formation of UTCs is characterized with financial autonomy as well as reorga-
nization of administrative and managerial staff, which influences directly on
transformation of expenditures for maintenance of local authorities. As a result
of analysis of costs for management and administrative staff of united territorial
communities in Ukraine (Fig. 4), we can define following you can define following
key trends:

— The larger local community is, the lower is proportion of cost for maintaining
management staff in the share of total expenditures of local budget (it reaches
up to 36.28% in communities with population 1-3 thousand residents — it means
more than one third of all expenditures — and 16.5% in communities with
population 15 thousand and more residents);

— In large communities the same number of employees serves more inhabitants, it
helps to achieve more effective employment of managerial staff and, accordingly,
reduces cost of social services. In UTC, where number of residents accounts from 1
to 3 thousand people, every civil servant serves 144 inhabitants and in UTC with
population 15 thousand people and more this figure is equal to 354 residents.
However, it is understood that increasing of workload per civil servant may
course lower quality of social or management services. Some inconveniences of
residents of community can arise. So, we can make the conclusion that the most
effective ratio «price — service — quality» will have communities, where number
of inhabitants counts from 10 to 15 thousand people.
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Fig. 4. Interdependence between expenditures of local budget
for maintenance of UTC management and number of residents
Created according to data: Integrated approach to realization of the reform of authority
decentralization. Let’s implement reforms. National Council of Reforms. Access: http//
reforms.in.ua/ua/news/kompleksnyy-pidhid-do-realizaciyi-reformy-decentralizaciyi-vlady.

We should also pay attention to the issue of accessibility of centers of
administrative services provision (CASPS). The concept of forming centers of
administrative services provision offers creation of integrated single place of
reception of citizens and representatives of businesses and other entities to provide
them with the highest number of administrative services. It is obvious that during
the process of amalgamation of territorial communities, CASPS will be located in
the center of UTC, where appropriate infrastructure, including premises, should
be available. So, transport accessibility to the center of the community is also
very important. It becomes worse in geographically large communities. Taking
into account all facts mentioned above, it is clear that residents would feel more
comfortable in medium and small communities, because distance to the center of
UTC is smaller, and one officer of CASPS serves fewer residents.

Thus, we can conclude that community with the number of residents from 10 to
15 thousand people will have level of administrative services provision closer to
optimal. Larger communities will face with necessity to create additional centers of
services provision, which will require additional budgetary resources.

Similar situation is observed in the sphere of education and health services.
In particular, the state offers optimization of secondary schools with simultaneous
formation of basic schools to solve the issue of providing quality educational
services. The basic principles for formation of basic schools and optimization of
educational process are:

— improving of pecuniary conditions of schools;

— closing schools with prohibitive maintenance costs;

— forming schools-subsidiaries;

— preserving elementary schools, that are the closest to the child’s place of
residence.

Reform of decentralization offers provision of educational grants to fund
educational institutions. In 2016 it volume increased to 9.3 thousand hryvnias per
pupil. However, in most UTC cost of educational services is much higher. The
difference between real need and educational subvention is financed from own
revenue of UTC that is a heavy burden for many communities.
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Fig. 5. Average level of expenditures per pupil in UTCs with different number of population

In 2016 level of expenditures per pupil ranged 16,4-16,9 thousand grn in
communities with population up to 5 thousand inhabitants. Costs reducing is
directly proportional to increase in population in the community, so communities
with 15 thousand people and more spend up to 12.47 thousand grn. per pupil
(Fig. 5). So, large communities have an opportunity to save their budget on social
expenditures and use them for capital purposes.

The research leads to conclusion on optimal number of residents of UTC to
achieve effective development of basic administrative units (Fig. 6).

It is defined that increase in number of residents of community leads to its growth
of economic potential, financial independence and ability to provide quality services.
But when community increases, management and services become more distant from
residents as well as opportunities to influence on decisions concerning its development
reduce. Communities with population 15 thousand people and more do not show effects
of growth of financial independence, but costs in education begin to grow.

We can conclude that communities, where live from 10 to 15 thousand inhabi-
tants, where parameters of transport accessibility to administrative center do not ex-
ceed acceptable level, can be considered as close to optimal while formation of UTC.

In addition to specific principles, methods and financial arrangements of
formation of united communities, legislation improvements for empowering local
authorities and strengthening their fiscal autonomy are required. Following actions
should be performed primarily:

1. To amend Constitution of Ukraine in part of voluntary association of local
communities and precise determination of powers of local authorities. Nowadays
administrative-territorial reform is a key reform that take place in the country
and rapid and successful formation of communities is possible only in case
of forced consolidation of communities according to the roadmap of united
communities of every region.

2. To adopt the Draft of Law of Ukraine «About Amendments to Certain Legislative
Acts of Ukraine regarding empowerment of local government according managing
land resources and strengthening state control over land usage and protection»
Ne 4355 from 31.03.2016. The bill will allow communities to manage their own
resources and will facilitate strengthening of material and financial basis of local
government in order to improve quality plan for development of an area.

3. To develop a clear structure of division of authority and financial resources
according to the budget levels (national, regional, united local communities or
cities of regional importance). Giving extra powers to local communities should
be correlated with financial resources, which are delegated to them by the state.
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Fig. 6. Matrix of determination of optimal characteristics of united territorial communities

4. To enlist share of funds, collected from corporate income tax of enterprises,
performing on certain territory, to regional budgets and budgets of united
territorial communities.

5. To improve approach of calculation of educational subsidy, including index of
density of population of the territory, that will separate mountainous areas from
suburban and create equal conditions for development of educational sector in
the country.

6. To release entrepreneurs from payment of share of corporate income tax in case
of financing them projects that promote democratic governance and improve
planning and organization of public services of communities, where they carry
out their activities. Creation of practices of social responsibility for community
allows to provide quick and efficient development of administrative-territorial
units through belonging of workers to the enterprise, considering entities and
investors interests of social groups and promote settlement, where the company
is located and operates.

Having examined 159 united local communities we can conclude that optimal
indicators of performance are shown in communities with population from 10 to
15 thousand people. Such formation are distinguished by high levels of financial
capability and proximity services to the consumer, which will contribute to positive
trends in community development. The state, itself should amend legislation that
will directly affect the unifying processes and create negative preconditions for
formation of UTC.
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Henexaruii A. O. OcoduBocTi (popMyBaHHS CIPOMOKHHX 00’ €IHAHUX TEPUTOPiaILHUX IPOMaJ B YKpaiHi.

Poszensinymo ocobnusocmi ghopmyeants 06 €OHaHUX MePUMOPIATbHUX 2pOMAO 8 YKpaii 32i0HO 3 NPUHYUNOM
eKoHOMIuHOI ehekmusrocmi. IIpoananizoeano 6naus YUcenbHOCMI HaceneH s ma naoui 00 €OHanoi mepumopianoHoi
epomaou Ha il inancoee cmanosuuje ma MONCIUBICIMb GUKOHY8amMuU NOKIa0eHi Ha nei ¢yukyii. /losedero, wo
hopmysanns cnpoMONCHUX MEPUMOPIATLHUX 2POMAO HA O0OPOBINbHILL OCHOGI He MOJICHA OXAPAKMEPU3V8amu ;K
Hauobinbw goane, momy npu 00 ' €OHauHi 2poMao NOMPIOHO OOMPUMYEAMUCS YIMKO BUSHAYEHUX NPUHYUNIE | Kpumepiis,
He QONyCcKarouu HAOmMo GenUKUX GIOXUNeHb y napamempax ix 0emoepagiunoeo i npocmoposo2o nOMmeHyiany, uwo
CHPUYUHIOE 3HAYHY PIHAHCO80-0100xHCemHY dughepenyiayito 2pomao il YCKIaOHIOE NPoyecu DI00HCEMHO20 pe2yIt08aAHH
11 8UPI6HIOBAHHS. BCmanosieno 0CHO8HI meHOeHYil ynpasiiHCbKo-AOMIHICMPamugHo20 anapanmy pisHux 3a poamipom
06 ’€onanux epomad. Busnaueno, wjo pisenv 6udamkie Ha 00HO20 YuHS 6 00 €OHAHUX MEPUMOPIANLHUX 2POMAOAX
06epHero nponopyitinuLl BeIUYUHI 2POMAOU, 8IOMAK Y MAIUX 2POMAVAX 3HAYHO OiNbW GUOAMKU HA VUHIE, HIJC Y
senukux. Bcmarnoeneno, o 3i 30inbueHHAM YUCeNbHOCI JICUMENi6 epoMadu 3pOCcmailoms il eKOHOMIYHUL nomeHyia,
Ghinancosa nezanexcHicmo, a MAKOHC MOKCIUBOCIIT HAOAHHSA AKICHUX NOCTYe HACENeHHIO, NONpU me, 31 30i1buleHHAM
2PoMao ynpasiiHHs ma nociy2u Cmarons Oitbiu Gi00ALEHUMU 810 HCUMEIIB, SHUICYIOMbCS MONCTUBOCMI Y UTLeHIE 2pOMA)
BNIUBAMU HA NPUIHAMA PILUeHb W00 iX PO3GUMKY, MAKOJIC Y ZPOMAOAX 3 HUCETbHICIIO HACeTeHHs NOHao 15 muc. ocih
He NPOCIiOKO8YEMbCL eheKkm Nnpupocnty pieHst PiHAHCOBOT HE3ANENHCHOCI, A BUMPAMU 8 OCEIMHILL Chepl ROUUHATOMb
3pocmamu. 3anponoHo8ano Mampuyio GU3HAYEHH ONMUMATLHUX NAPAMEMPIB, 32I0HO 3 AKUMU MAIOMb QOPMYBAMUCH
06’conani mepumopianvhi epomadu. Busnaueno, wo epomadu 3 uucenvricmio mewxanyie 10-15 muc. oci6, y sxux
He nepesuiLyy8amumMymscs napamempu OOnyCmumoi mpacnopmuoi 0ocmynHocmi 00 aOMiHICMpamusHo20 yYeHmpy,
MOCHA 88adxcamu OIU3bKUMU 00 onmumanvHux npu gopmyeanni OTI 3asnaueno ocnosHi KpoKu, sKi Oepacasa mae
30iticHumu 0 echexkmugnoi peanizayii pechopmu 61002cemnoi deyenmpanizayii. Jlosedero, ujo popmysants 06’ €Onanux
MepUMopIanbHUx 2pomMad 3 GUIHAYEHUMU Y CIAMMI ONMUMATbHUMU NAPAMEMPamy CRPUsSIMuMe eeKmusnomy i
PO3GUMKY Ma HAOAHHIO SKICHUX NYONIUHUX NOCTYS HACEIEHHIO 2POMAOU.

Kntouosi cnosa: cnpomodichi mepumopianvHi epomaou, peghopma aoMiHicmpamueHo-mepumopiaibHO20 YCmporo,
Ginancosa nezanexncHicmo, UOAMKU MiCYegux 0100ICEMi6, eKOHOMIUHA CNPOMOICHICTb.
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