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DECENTRALIZATION OF POWER IN UKRAINE AND EUROPE:
SECURITY AND FINANCE ISSUES

Abstract. The decentralization is not a new phenomenon for Ukraine. The processes,
directed to establish and to develop the local self-government according to European model, going
away from complete subordination of local power to the state power during Soviet times, were
activated since the state acquired the independence.

The purpose of article is to study how the processes for decentralization of power, finances,
etc. are run under conditions of financial, economical and political crisis that take place in Ukraine
and countries of Europe.

The local self-government and decentralization of power shall ideally have the connection
with the territorial community. The decentralization of power in Ukraine is not the aspiration of
territorial community but the attempt to remove someone from power, to divide the power, being
received, between other people.

It is necessary to establish the regulatory background for development of local self-
government, as well as to work out and to implement the norms for division of receipts from
general state taxes and duties into practice.

In our opinion, the abovementioned vision is not only the understanding of decentralization
but the understanding of local self-government itself. When the processes, related to development
of rights at territorial communities or other territorial formations, start in the totalitarian country,
where the real local self-government is absent, in this case one can speak about decentralization of
power. That is to say, the state transfers the part of its functions to the communities. If the local self-
government already exists, if the budget legislation assigns the corresponding receipts (assigned,
own, regulating incomes) to the budgets of different levels, if the will is implemented in
communities (through elections, referendums), so, this means that the power is already
decentralized.
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There is a need for identified potential threats from such positive at first sight processes.
Because there is the possibility to receive the additional financial resources directly from state
budget (budget and fiscal decentralization). Namely this is the main purpose to establish the united
territorial communities. And here exclusively the populism slogans are that the purpose of such
newly established communities is to approach the services to population, availability of residents in
territorial community to solution of issues of local importance, etc. From the other hand,
decentralization — this is what the ones who want more power are covered, because the power is
money.
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JELOEHTPAJI3AIIA BJIAIU B YKPATHI TA €BPOIIIL:
IMPOBJIEMMU BE3IIEKU I ®IHAHCIB

AHoTauis. Jlenentpanizallisi He € HOBUM siBUIIEM s Ykpainu. [Iporecu, cpsiMoBaHi Ha
BCTaHOBJICHHS Ta PO3BUTOK MICIIEBOTO CAMOBPSAIYBaHHS 3a €BPOIEHCHKOI0 MOJEIUIIO, BIAXOIMYN
Bil TIOBHOTO WIAMOPSIAKYBAHHS MICIIEBOI BIIaTu JepKaBHIA BIaal 3a paAsSHCBKUX 4YaciB,
aKTHBI3YBAJHCS 3 MOMEHTY ITPOTOJIOIICHHS AEP’KaBOI0 HE3aJIEKHOCTI.

Mera ctarTi — BUBYHTH, SK BiIOYBAIOTHCS TNPOILECH JELEeHTpasi3alii Biaau, (iHAHCIB
TOLIO B YMOBax (hiHAHCOBOI, EKOHOMIYHOI Ta MOJITUYHOI KPU3HU, IO MAIOTh Micle B YKpaiHi Ta
KpaiHax €Bpornu.

MicueBe caMOBpsiAyBaHHS 1 JEIEHTpai3amlis BIAaAM B ileasi MamOTh 3B’A30K 13
TEpUTOpIaANIbHOIO TpoMazoro. JlemeHnTpanizamis Biagu B YKpaiHi — 1€ HE MparHeHHS
TepHToplanLHm rpomajy, a crpo0a yCyHYTH KOT'OCh BiJ] BIaJIH, PO3IAUIMTH BIaay, SKY OTPUMYIOTE,
MDK IHIIMMH Jr0AbMU. HeoOXinHO BCTaHOBUTH HOPMATHBHO-IIPABOBY 0a3y PO3BUTKY MiCIIEBOTO
CaMOBPSIyBaHHS, a TAKOX PO3POOHTH | BOPOBAIUTH HA MPAKTHUIII HOPMH PO3MOJLTY HAaIXOJKECHb
BiJ] 3arajbHOJICPKABHUX MOJATKIB 1 300piB. I 11e He nuIIe po3yMiHHS AeLEHTpalizalii, a po3yMiHHS
caMoi CyT1 MiCLIEBOTO CaMOBPSITyBaHHS.
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Komu mporecu, moB’si3aHi 3 PO3BUTKOM IpaB y TEPUTOPIAIbHUX TpOMagax YH IHIIUX
TEPUTOPIAIBHUX YTBOPEHHSX, PO3MOYMHAIOTHCA B TOTANITapHIM KpaiHi, 1€ BIACYTHE peayibHe
MICIIEBE CAaMOBPSAYBaHHS, TO B IbOMY pa3i MO’KHA TOBOPHUTHU MpO ACLEHTpatizaiito Biaagid. To0To
Jiep)KaBa Tepesiae YacTUHY CBOIX (PYHKIIN rpomManam. SIKIIO MiCIieBe CaMOBPSAYBAaHHS BXKE ICHYE,
SKIIO 3aKOHOJIABCTBO MPO OIOKET 3aKpIIIIO€ BIAMOBIMHI HAIXOHKCHHs (3aKpilUIeHi, BIIACHI,
PEryasTHBHI 10X0JH) 3a OI0/pKETaMH Pi3HUX PIBHIB, SIKIIO BOJIS pealli3yeThCsi B TpoMajax (uepes
BUOOpH, pedepeHIyMu), TO LI 03HAYAE, 110 BiajJa BXKE € JICIEHTPATI30BaHOIO.

Ha cporonni icHye moTpe6a y BUABIEHHI HMOTEHI[IMHUX 3arpo3 Bi TaKWX MO3UTHBHUX Ha
nepuuii morysi mpoiecis. ToMy IO € MOXIUBICTb OTPUMYBATH JOJATKOBi (hiHAHCOBI pecypcu
Oe3nocepelHbO 3 JAep:kaBHOrO Oroypkery (Oro/pKeTHa 1 OropKeTHa JeneHTpatizaiis). A came 1ie
rOJOBHA MeTa CTBOPEHHS OO’€HAHUX TEPUTOpIAIbHUX Tpomald. | TyT BHUKIIOUHO JIO3YHTH
MOMYJI3MY MOJISTAIOTh Y TOMY, 110 METOIO TAKMX HOBOCTBOPEHUX I'POMAJT € HAOIMKEHHS TOCTYT 10
HACEJICHHS, JOCTYIHICTh MEUIKAHIIIB TEPUTOPIaIbHOT TPOMAaI O BUPIMICHHS MHUTAaHb MICIIEBOTO
3HA4YeHHs TOIO. 3 ApYyroro OOKy, JNEleHTpali3alisi — Ie Te, YUM HPUKPHUBAIOTHCA Ti, XTO XOUe
OLIbILe BIIAJH, alpKe BiIajga — i€ TPOIIIL..

Kniouosi cnosa: neuentpanizailis, Bnajia, eKOHOMiKa, Ol0pKeT, (hiHaHCH, Oe3meka.
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JEHEHTPAJIN3ALIUA BJIACTU B YKPAUHE U EBPOIIE:
IMPOBJIEMbI BE3OITACHOCTHU U ®PHUHAHCOB

AHHoTanms. PaccmaTpuBaioTcsi mpoOJeMbl JCLEHTpaIM3allud BIACTU B YKpauHe U
HEKOTOPBIX 3apyOeXHbIX cTpaHax. lloguepkuBaercs, 4yTO HEOOXOIUMO YCTAaHOBUTH pEabHYIO
MOYBY JJISI Pa3BUTHS MECTHOTO CaMOYIPABIICHUS, a TaKXe pa3padarhiBaTh M BHEAPATH HOPMBI
pacripesiesieHus] MOCTYIUIEHU OT OOILIerocylapCTBEHHBIX HaJIoOroB M cOOpoB Ha mpakTuke. Ilo
HalleMy MHEHHIO, BBIIIENPHUBEIECHHOE BUJCHUE 3aKIIOYAeTCd HE TOJBKO B IOHMMAHHUU
JELeHTpaIM3ali, HO U B NOHMMAaHMM CaMOT0 MECTHOIro camoymnpasiyieHus. Korpa mpouecchl,
CBSI3aHHBIE C pPa3BUTHEM IIPaB B TEPPUTOPHAIBHBIX OOIMIMHAX WM HMHBIX TEPPUTOPUATBHBIX
0o0pa3oBaHUAX, HAYMHAIOTCA B TOTAJUTAPHOM CTpaHe, IJe pealbHOE MECTHOE CaMOYIpaBJICHUE
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OTCYTCTBYET, B 3TOM CJIy4ae MO>KHO I'OBOPUTbH O JNELEHTpaJM3alUU BIAaCTU. B rocynmapcrtse, rae
y)Ke€ TpHU3HAETCS U JCHCTBYeT MECTHOE CaMOYMpaBIEHUE, TPOUCXOIAT TPOIECCHl  €ro
peopmupoBaHus, a HE EIEHTPATU3ALMS BIACTH.

Kniouesvle cnosa: neueHTpanuzanus, BIAcTh, OSKOHOMHKA, OmkeT, (UHAHCHI,
0€301aCHOCTb.

@®opmyn: 0; puc.: 0; Tabm.: 0; 6ubm.: 20.

1. Introduction. The decentralization is not a new phenomenon for Ukraine. The processes,
directed to establish and to develop the local self-government according to European model, going
away from complete subordination of local power to the state power during Soviet times, were
activated since the state acquired the independence.

The essential statement is that «the world now faces the new phenomena, as well as
collisions, related to aggravation of inter-civilization confrontation. Thus, the process for formation
of breakthrough synthetic paradigm for global model of political and economical power is gathering
pace» [1, 9]. That is to say, the society and the power are updated, and these changes are
interdependent; one cannot ignore that the global changes concern all spheres of public life.

2. Brief Literature Review. The problems that are studied in the article have been and now
are in the public eye of famous scientists. In particular, we mean the papers by such scientists as D.
Wellisch [2], Z. Oplotnik (2012) [3], James Edwin Kee [4], A. Rodriguez-Pose, A. Krgijer (2009)
[5], Edward M. Gramlich (1993) [6], W.E. Oates (2005) [7], Ch.M. Tiebout (1961) [8], Roy W.
Bahl (2018) [9], B.M. Danylyshyn (2016) [10], M.I. Karlin (2016) [11], V.H. Demianyshyn (2008)
[12], M.I. Derkach (2011) [13], O.V. Dluhopolskyi (2011) [14], N.V. Matsedonska (2017) [15],
Jonas Frank Jorge Martinez-Vazquez [16]. Despite the significant number of scientific publications,
which study the issues of decentralization in its various manifestations, many issues are left
unsolved, some of them appear in the new conditions (we mean the crisis situations). Taking this
into consideration, the study of corresponding foreign, in particular, European experience is
opportune in Ukrainian realities for decentralization of power.

3. The purpose of article is to study how the processes for decentralization of power,
finances, etc. are run under conditions of financial, economical and political crisis that take place in
Ukraine and countries of Europe.

4. Main results of research. The start of important reformation processes in Ukraine and
European states, directed to implement the changes in administrative territorial system, was set by
European Outline Convention on Transfrontier Co-operation between Territorial Communities or
Authorities 1980 [17], which entered into force in 1981 (Ukraine joined to Convention in 1993),
and European Charter of Local Self-Government 1985. The reforms anticipated the implementation
of principle for subsidiary and function of communities (we mean the clear division of powers
between state authorities and local self-government for efficient adoption and effective
implementation of managerial decisions; hereby the efficiency and effectiveness shall be financial,
economical, time, etc.). European Outline Convention also defined the transfrontier cooperation as
«any joint actions, directed to reinforce and to deepen the good-neighborly relations between
territorial communities or authorities that are under jurisdiction of two or some Contractual Parties,
and to conclude any necessary agreements or to achieve arrangements within this purpose. The
transfrontier cooperation is implemented within the competence of territorial communities or
authorities, defined by inner legislation. The limits and the character of such competence are not
changed by this Convention».

We should also mention European Convention on the Participation of Foreigners in Public
Life at Local Level (1992), European Urban Charter (1992), European Charter on the Participation
of Young People in Local and Regional Life (1992), Framework Convention for the Protection of
National Minorities (1995) as the ones that became the logical continuation of decentralization
processes in Europe in general and in Ukraine in particular.

The issues about insufficient autonomy of local self-government, need in decentralization
and de-concentration of power, etc. started appearing more and more often after adoption of the
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Constitution of Ukraine and Law of Ukraine «About Local Self-Government in Ukraine». Hereby,
frequently, speaking about such needs, politicians and officials of local self-government even do not
think which consequences all that may involve.

Modern Ukrainian power met with the fact that the regions, which with their cultural
(sometimes even un-cultural) roots were economically inclined to other states, started demanding
the autonomy, began the struggle for so-called «federalization» of Unitarian state. It is notable that
such regions (we mean East and South of Ukraine) wish to have the independence from Ukraine or
to be a subject within federative system, or to be a subject of another state, hereby various
payments, expenses for service of current problems in regions should be financed from the funds of
State Budget of Ukraine, and the receipts to local budgets shall be made according to legislation of
another state. It is rather illogical aspiration, however, it takes place.

The local self-government and decentralization of power shall ideally have the connection
with the territorial community and the decentralization of power in Ukraine is not the aspiration of
territorial community but the attempt to remove someone from power, to divide the power, being
received, between other people. So, we have the obvious reverse of the medal: the aspiration to
receive more rights, related to local self-government, under the vesture of concept «decentralization
of power» has caused to armed confrontation between representatives of state power and those
ones, who seeks to take the part of this power, to receive the control over money, natural resources,
mineral resources and, finally, over people. So to say, the decentralization of power in Ukraine in
fact has nothing in common with extension of any rights at territorial community, in particular,
financial rights.

Probably, the citizens in those territories, which may lose the status of district center during
decentralization process, have the risk to become incapable in financial, economical and social
terms. The communities, which territories would not be the regional centers already, have the risk to
lose the part of their members, residents, as it is natural that a modern human needs the
development, and our state still since the times when the Soviet power ruled paid more attention (in
financial terms) to development of larger regions and the lesser ones were often financed due to
residual principle. Hence, there is the insufficient development of modern cultural entertainment
sphere, educational and medical industry, etc.

All countries, being developed, and the countries with transitional economics implement
their own policy in direction of fiscal decentralization in order to change the correlation between
degree of influence from central state authorities and local self-governments on macro economical
situation [18, p. 144—145].

Famous American economist from California University Ch. Tiebout in his article, dd. 1961,
«An Economic Theory of Fiscal Decentralization» proved that namely the fiscal decentralization
enables the management bodies receiving the autonomy as to financing and provision of population
with public goods and services. The scientist stated that the public expenditures pursuant to fiscal
autonomy of management bodies would correspond to individual tastes of consumers according to
their needs [8, p. 94].

The governments in countries of Central and Eastern Europe were especially actualized in
issues of fiscal decentralization in the XX century.

During the times of the USSR such resources were somewhat limited and moreover there
were the difficulties with their use as all processes, related to formation and use of financial and
budget resources at local levels, were defined and controlled «from the top-down». The real
practical financial independence and self-support of local councils was out of question.

Central and Eastern Europe is particularly interesting for this topic because when the
communism collapsed in 1989, these countries embarked on a transition from highly-centralized,
planned systems to more decentralized market-dominated economies. They have faced many
challenges in meeting the necessary requirements to ensure a successful implementation of fiscal
decentralization reforms. The persistent macroeconomic instability, the legacy of forty years of
central planning, and the presence of weak legal systems represented the important hurdles for the
design of effective decentralized systems. The result has been the implementation of fiscal
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decentralization processes often criticized for their lack of transparency and of a clear division of
powers between the different levels of government. While throughout the region subnational
governments have been given greater fiscal responsibilities, in many cases their own revenue
sources are still limited. This dependence on revenue either through shared taxes or money transfers
from the central government reduces the incentive for local governments to act in an economically
efficient manner [5, p. 2; 24].

Thus, first of all, it is necessary to establish the regulatory background for development of
local self-government, as well as to work out and to implement the norms for division of receipts
from general state taxes and duties into practice.

The issues and problems of local self-government were actualized after Ukraine received the
independence since beginning of the 90-ies in the XX century. The laws, designed to regulate
various relations in the sphere of local self-government, were developed and adopted. The financial
legal relations did not remain uninvolved. And this is not surprising as the guaranty for right of
territorial community on its own to solve the issues of local importance is the available financial
resources.

The literature provides a general definition of the term fiscal decentralization, which is that it
represents the transfer of competencies, responsibilities and financial resources from the central (state)
level to the lower levels of government. Its original purpose is to establish efficient financing of local
self-government, the implementation of the competencies of decentralized units and functioning with
the aim of satisfying the needs of the local population... Recent literature in the field of fiscal
decentralization as compared to traditional or the first generation of literature does not only focus on the
general definition of the term fiscal decentralization, but attributes an important role to the citizens.
Citizens can through their cooperation in the discharge of public affairs importantly influence decision-
making relating to the environment, in which they live [3, p. 42—44].

If we address to researches by European scientists, so, the corresponding legal literature
describes the content of fiscal decentralization through the following three aspects:

o Decentralization of expenditures — that is provision of local self-government with

financial resources for fulfillment of tasks and functions;

e Decentralization of incomes — assigning the list of own incomes to local self-
government, being sufficient for proper and good quality fulfillment of tasks and
functions, established for appropriate level of local self-government, and the right on its
own to establish their sizes;

e Procedural and organizational independence — right on its own, under responsibility of
authorities, officials of local self-government, to form, to approve, to fulfill the financial
plans, estimates, budgets, to provide with reporting and control, etc. [10, p. 29].

In our opinion, the abovementioned vision is not only the understanding of decentralization
but the understanding of local self-government itself. When the processes, related to development
of rights at territorial communities or other territorial formations, start in the totalitarian country,
where the real local self-government is absent, in this case one can speak about decentralization of
power. That is to say, the state transfers the part of its functions to the communities. If the local self-
government already exists, if the budget legislation assigns the corresponding receipts (assigned,
own, regulating incomes) to the budgets of different levels, if the will is implemented in
communities (through elections, referendums), so, this means that the power is already
decentralized.

Paradox: the state seeks to minimize the transfer of budget funds to communities (so to say,
there are own and assigned incomes of local budgets, so, let the self-governments establish the
conditions for their growth; and the inter-budget transfers shall be the additional source of
incomes); at the same time the Government very actively speaks in support for establishment of
united territorial communities and hereby supports the direct inter-budget relations between the
state and such communities. There is the impression that someone has the great desire to give the
part of inter-budget transfers to communities, leaving behind other authorities, budgets, etc.
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The specialists mention that it is necessary to do the following to perform the real fiscal
decentralization:

e To establish the conditions for activation of population to self-fulfillment through
establishment of own business, in particular, in priority spheres of economics in Ukraine
(agriculture, tourism, IT technologies, etc.) that will assist to increase in volume of
receipts as budgets of all levels;

e Along with delegation of powers by state authorities and responsibility to local self-
governments, to provide with real observance of provisions in Budget Code of Ukraine as
to conformity of delegated rights to make the expenditures in volume of financial
resources, designed for this, in the form of general state taxes and duties, assigned to the
corresponding budgets, or their part, as well as transfers from State Budget of Ukraine;

e To improve the procedure for settlement of basis (reverse) subsidy with possibility to
correct it under impartial circumstances;

e To revise the composition of incomes in local budgets in order to increase own receipts
and to decrease the transfers from state budget [19, p. 84].

In general, the abovementioned conditions are considered at legislative level in our state to
some or other extent. And despite this fact, today most local self-governments, deputies of city
councils often mention the problems, with which the territorial communities face in connection with
insufficient financing. That is to say, the first cause for all problems is the insufficiency of financial
resources. The changes, directed to reinforce the local budget, to increase the receipts from taxes
and duties, have been introduced into Budget and Tax Codes. In our opinion, it is necessary to seek
for the problems of local self-government in local self-governments themselves, where there is no
feeling of responsibility, that only verbally support the local initiatives but in fact they support only
the initiatives, which bring the benefit personally to them (such benefit is determinative in accepting
and support of initiatives, or in refusal).

We agree that fiscal decentralization is only one factor of decentralization which may not
lead to devolution and the empowerment of local citizens and institutions if not accompanied by
administrative and, above all, political decentralization; fiscal autonomy with limited accountability
may just simply empower local elites to pursue their own particular interests, often at the expense of
the common good [5, p. 28].

To our high regret, the issues about responsibility of public authorities in Ukraine remain
unsolved for a long time. We have written earlier that «the peculiarity of public authorities as
subjects of budget legal relations is that they in some relations may perform the functions of budget
control authorities (that is to control the budget process and to apply the appropriate sanctions to
infringers), and in other relations — to be the subjects, to which the measures of budget
responsibility are applied (of course, in case of any infringement in budget legislation). Although
here (in such their double status), there are many procedural and political problems. For example, if
the Court of Auditors or Ministry of Finances of Ukraine submits the incomplete or not entirely
correct reporting data to Verkhovna Rada of Ukraine, so, usually not an authority but concrete
persons are brought to responsibility. If Verkhovna Rada of Ukraine pursuant to such reports takes
some decisions, so, as a public authority it bears no budget or any other legal responsibility as it is
impossible to prove the fact that the entire legislative body knowingly took the false calculations.
Only cautionary measures as to relevant Committee are possible or the persons, whose fault would
be proved, are brought to responsibility. Thus, it is very difficult (almost unreal) to prove the
collegial infringements by public authorities» [20, p. 301—312]. That is a collegial body is not
brought to collegial (collective) responsibility.

Conclusions. Why national leaders are «in favor of» decentralization? The answer unites the
financial and powerful components. Thus, there is the possibility to receive the additional financial
resources directly from state budget (budget and fiscal decentralization). Namely this is the main
purpose to establish the united territorial communities. And here exclusively the populism slogans
are that the purpose of such newly established communities is to approach the services to
population, availability of residents in territorial community to solution of issues of local
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importance, etc. In Ukraine it is necessary to carry out very carefully the processes connected with
decentralization. There is a need for identified potential threats from such positive at first sight
processes.
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