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Abstract. The purpose of this research is to enhance the existing experience of budget
decentralization with the identification of the practical results of the decentralization
reform and its impact on the local territorial communities in Ukraine. The method
of research is the case study. The research was conducted in Ukraine. The analysis
of secondary sources such as national legislation, reports, draft documentation and
international documentation has contributed to the research. The research identifies
the results of the first stage of the budget decentralization reform in Ukraine, started
in 2015 and reveals its benefits and problematic issues. Through a review of the
implementation process and outcomes of the budget decentralization reform in
Ukraine, this paper shows that despite many obstacles the first stage of the
decentralization reform including budget processes decentralization has been a
successful step and has a positive impact on the territorial communities and local
self-governments in Ukraine. The paper offers some insights for public authorities
and researchers in the frames of decentralization and public management
reformation.
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JELEHTPAJII3ALIA BIOAXKETHUX MPOLIECIB: 10CBIJ] YKPAIHU

Awnotauis. Po3zasHymo 00cBio 6100yemHoi deyeHmparisayii 8 Ykpaiuni ma y3a-
2aAbHEHO NPAKMUYHI pe3yAbmamy pedopmu 0eyeHmparidayii i ii BnAuBy Ha
Micyesi mepumopiaivii epomaou npomszom 2015-2019 pp. Ak memoo 0ocriomen-
M5 3ACHOCOBAHO SKICHULL Memoo0 Kelc-cmaoi, ujo epyHmyemnCsi Ha aHaAi3i BIMo-
PUHHUX Oeper, MaKux K HAYIOHAAbHE 3AKOHOOABCIMBO, 3BIMU, NPOEKmU 00-
KYMeHMIB Ma MiXHApoOHa 00KyMeHmayis. Y 00cAiOweHHI i0eHmugpiKoBaHo nio-
CYMKU nepuiozo emany pedpopmu 6100memHoi deyeHmpanrizayii 8 Ykpaiwi, posno-
yamozo 8 2015 p., ma po3kpumo ii 3000ymKu ma npobAemMHi NUMAHHA. 3 02150y
HA PaKmuHHi pe3yAbmarmi MOJCHA CHIBEPONCYBAIIU, U40, HE3BAWAIOUU Ha 6a2anio
nepeuskoo, nepuiLl eman peghopmiu OeyeHmparizayii 6ro0xmemy cmas yCHiutHUM
KPOKOM i B YIAOMY NO3UIMUBHO BUAUHYB HA PO3BUINOK MEPUIMOPIAAbHUX 2POMAO
ma Micyese camoBpsiOyBaHHS B YKPAiHL.

KawuoBi cAoBa: ¢iHaHCOBa AeLieHTpaaisanis, pickaabHa AeLjeHTpaaisawis,
pedopMma aelieHTpaAizallii, OI0AXKeT, MiclieBa BAaAQ, CAMOBPSIAYBaHHS, AeprKaB-
He YIpaBAiHHs, YKpaiHa.
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AELEHTPAJIM3ALNUA BIOAXKETHbBIX ITPOIIECCOB:
OIIbIT YKPAHUHDI

AuHoTammsi. Paccvomper onvum 6100emHOL OeyeHmparu3ayuy 8 Ykpaune u
060061 eHbL nPpAKMUYecKe pe3yAbmanbvl peopmbi OeUeHMPAIU3AYUY B LEAOM U
ee BAUSHUS HA MeCHIHble MeppumopudibHole 00usunbl 8 meuerue 2015-2019 ze.
B kauecmse Memooa uccAe00BaHUS NPUMEHeH KA4eCnBeHHbLIL Mermoo Ketic-cmaou,
OCHOBAHHDLIL HA AHAAU3E BIIOPUHHDLX UCHIOMHUKOB, MAKUX KAK HAYUOHAAbHOE
3AKOHOOAMEALCIIBO, OMHebl, NPOEKMbl 00KYMEHINOB U MeWOYHAPOOHAS OOKY-
MeHmayus. B uccaedosanuu udeHMupuyupoBaHbl umoau nepsozo 3mana
pedpopmur 6100memHoli deyeHmparuzayuy 8 Ykpaure, Havamozo 8 2015 e., u
PACKpBIMO ee 00CHUNEHUs U NPoOAeMHbie BONPOCHL. YUUmblBas (axmuyeckue
Pe3YAbMAmbl, MOWHO YIMBepIKOanb, 4o, HECMOMPS Ha MHO2Ue NPensImcmBus,
nepBuLll aman pehopmvl 0eyeHMPAAU3AYUL Or00WEmMa CHa YCHEeUHbIM UA20M
U B YeAOM NOAOKUIMEAbHO NOBAUSA HA PA3BUIILE MEPPUNOPUAIDHBLX 00ULUH U
MecmHoe camoynpasieHue 8 YKpauHe.

KawueBbpie caoBa: (MHAHCOBas AeLieHTpaAusauusi, GpuCKaAbHas AeLjeH-
TpaAnsaLys, pepopma AeLleHTPaAU3aLY, DI0AXKET, MECTHASI BAACTb, CAMOYIIPAB-
AeHle, TOCYAAPCTBEHHOE yIIpaBAeHMe, YKpaluHa.

A priority direction for the development of any democratic country today is
ensuring the growth of the well-being of each citizen. Achieving this goal is possible
only under the conditions of a high-quality state governance, which eliminates
inequalities of access to public goods, improves the quality of public services and
the standard of living of the nation.

In the context of the introduction of new approaches to the development of
regions, the issue of effective implementation of financial decentralization reform
is one of the basic conditions in order to gain independent and effective activity
of local authorities, increase the financial capacity of regions and communities.

Budget decentralization is a mechanism for the redistribution of functions and
powers of a single state power between the relevant state authorities on the one
hand, and regional (local) self-government bodies on the other. It is by far the most
effective and efficient way of ensuring the financial autonomy and sustainability of
local authorities. Moreover, it is considered that financial decentralization makes
it possible to balance public service delivery mechanisms with the needs and
preferences of local residents.

It is considered, that decentralization reform contributes to the qualitative
improvement of the living environment for the residents of the community, creation
of real conditions for comprehensive development of territories and human
resources, formation of the principles of effective local self-government [1].

The founder of the theory of financial decentralization is the American
economist Charles Tiebout. In his writings “The Pure Theory of Local Expenditures”
(1956) and “The Economic Theory of Fiscal Decentralization in Public Finance:
necessity, sources and use”(1961) he regards municipalities as structures that offer
different baskets of goods (municipal services) at different prices (tax rates). Because
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municipalities have different needs and different tax options, they will move from
one municipality to another in order to maximize the value of the public services
they provide, with minimal tax payments [2; 3].

Further development of fiscal decentralization issue was done by the English
scientist Wallace Oates. In his work on fiscal decentralization, he argued that if a
territorial entity has the capacity to provide the public good and its marginal value
is equal to the average cost of its production, then empowering local governments
will always be more effective than empowering the central government [4, p. 4—6].

Modern views on the issue of financial decentralization are described in the
works of Anwar Shah, Brian Dollery, Jan Werner and other foreign scholars. They
mainly explain the potential benefits of decentralization and effectiveness of local
self-government, as well as define the main economic functions of the government
in the process of decentralization and go into deep research of the specific cases
of the budget decentralization in different countries [5-7].

Ukrainian scientists are now also actively involved in the study of decentralization
processes. The results of the works of domestic scholars focus on the methodological
approaches and the empirics of the implementation of decentralization reform
including fiscal and budget issues of decentralization in Ukraine [8—13].

For many years already, the public budget processes and particularly local
budgets issues have been the scope of research of professor Inna Lunina [14]. In
her works she investigates such specific issues like the effectiveness of the
government financing of local authorities in the context of European integration
processes and approaches to ensure the development of regional economy, reduce
inter-regional imbalances and improve the access of the population to basic social,
communal and other services [15].

Igor Lyutyy argues that the evolution of the financial policy is conditioned by
the evolution of the forms of state and the democratization processes of the society,
the transition from absolutism to a parliamentary republic where the decentralization
processes are inevitable [16].

Sergii Gasanov investigates the reasons why structural reforms which are similar
by its nature are successfully completed in certain countries, while failed in others
[17]. Interesting approaches to the fiscal decentralization are highlighted in works
of Olexandr Yastremskyi, who developed a model of fiscal decentralization and
combined ideas of general equilibrium and non-cooperative behavior [18].

Considering the obtained valuable research results from foreign and native
researchers we aim to enhance the existing theoretical framework of the
decentralization of budget processes with the identification of the practical results
of the decentralization reform and its impact on the local territorial communities
particularly in Ukraine.

According to the Ukraine-2020 Sustainable Development Strategy, the goal of
decentralization policy is to move away from the centralized model of government
in the country, to ensure the capacity of local self-government and to build an
effective system of local governance in Ukraine, to implement the provisions of
the European Charter of Local Self-Government, the principles of subsidiarity,
ubiquity and financial self-sufficiency of local self-government through the creation
of a system of ATC [19; 20].
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For the last several years Ukraine is focusing its efforts on the implementation
of the European integration course, the fulfillment of international legal obligations,
including the development of local and regional democracy. That is why the further
democratization of society and the simultaneous decentralization of power on the
basis of subsidiarity are the priorities of Ukraine [19].

The vector for carrying out decentralization processes in Ukraine was pointed
out in the “Concept of reforming local self-government and territorial organization
of power” from April 1, 2014. Since one of the main instruments of social and
economic policy is the budget, it is the budget policy that should promote
sustainable and efficient economic development. Therefore, decentralization of
budget processes is the fundamental step in general decentralization [20].

On this basis, the government aims to create a financial system in which the
available financial resources are to be used effectively in favor of Ukrainian citizens.
Therefore, within the framework of fiscal decentralization, not only power but also
obligations of local communities which act in the interests of local residents should
increase. Thus, as the integral part the decentralization reform, the process of formation
of amalgamated territorial communities (ATC) has been started from 2015.

The goal of local self-government reform is, the first and foremost, to ensure
its ability to solve local issues on its own, through its own resources. The main
tasks that have been started to be implementing within the framework of financial
decentralization reform in Ukraine are the following [21]:

— review and determine the list of delegated and delegated powers;
expansion of the financial base of local self-government bodies;
transition to a system of targeted transfers aimed at compensation;
expenditures of local governments as a result of their delegation functions;
introduction of the maximum level of transparency of the use of budget
funds by local governments.

The main principles of financial decentralization of power in Ukraine are
declared as following [21]:

1) effective and transparent financial activity of public authorities, local
and regional self-government, which eliminates duplication of functions,
implementation of ineffective actions, bloating of the bureaucratic apparatus;

2) the responsibility of local and regional self-government bodies for the
fulfillment of their competence in providing public services should be
complete and exclusive;

3) maximum transfer of rights, functions and responsibilities for financial
activity to local and regional self-government, while maintaining the unity
of the country;

4) maximum involvement of the population in participation in the decision of
local and regional affairs;

5) ensuring the standard of living guaranteed by the Constitution of Ukraine
in all regions of the country;

7) achieving compliance in terms of delegated powers to mobilize and spend
the necessary financial resources with covering the needs of citizens;

8) the delivery of public services should be transferred to the lowest possible
level of government.
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Since the reform has started, the basic powers of local state administrations
have been transferred to local self-government bodies. Communities have obtained
their own budgets, the ability to attract funding and finance.

From the start, the budgets of the ATC are financed with the funds delegated
by the state for their implementation and exercise of self-governing power, namely
[11]: maintenance of budget institutions of education, culture, health, sports, social
protection and social security. Expenditures of unbudgeted communities are limited
mainly to the financing of self-governing expenditures.

The most important issue in stimulating of ATC is state financial support, which
is ensured by the State Regional Development Fund for projects aimed at supporting
voluntary integration of territorial communities created in accordance with the
Budget Code of Ukraine, and state budget funding for the formation of appropriate
infrastructure in accordance with strategic programs for the development of
territories [22].

Moreover, ATC budgets are involved in horizontal alignment [23]. The
equalization is carried out under one tax - the PIT. To increase their fiscal capacity,
ATC budgets with revenues below 0.9 average in Ukraine are provided with a state
subvention. From the ATC budgets that have revenues above 1.1 average in Ukraine,
a reverse subvention is transferred. Non-merged communities’ budgets do not
participate in horizontal tax equalization and are not provided with state funding.

The active phase of budget decentralization and local self-government reform
in Ukraine was started with the approval of amendments to the budget and tax
legislation at the end of 2014. This laid the groundwork for the introduction of a
new model of financial support for local budgets, the essence of which is to empower
local governments, to give them full budgetary autonomy to exercise their powers,
while increasing the motivation to increase their profitability.

Amendments to the Budget Code of Ukraine are the basis for stimulating
communities to unite and increase their capacity through the mechanism of
transition of budgets of the united communities to direct intergovernmental
budgetary relations. When united, such communities are empowered as cities of
regional importance [22].

According to the amended Budget Code, the following budget transfers are
envisaged by the ATC budgets: basic, educational medical and other subventions
and funding. The budgets of non-merged communities will not receive
intergovernmental budget transfers.

In order to exercise their powers, the ATC’s Councils have the right to make
local domestic borrowings and local external borrowings (including by obtaining
loans from international financial institutions). Thus, the newly created ATC’s are
provided with a variety of approaches to financing, which, first of all, will allow
local communities to use their funds more efficiently.

Amendments to the Tax and Budget Codes have expanded the financial capacity
of local self-government, allowing to create economically self-sufficient and capable
new communities. The communities have received the full range of powers and
financial resources that cities of regional significance already have, including
crediting 60% of PIT to their own powers, crediting 10% of corporate income tax,
excise tax, single tax (100%), property tax, 80% instead of 35% of environmental
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tax to local budgets, direct inter-budgetary relations with the state budget, state
subventions. Due to these changes the local budget funds have grown to
approximately 40% since 2015.

Legislative changes have given local governments the right to approve local
budgets regardless of the annual adoption of the Law on the State Budget.

Along with strengthening the budget capacity, there is an expansion of the
overall financial capacity of communities, in particular due to the obtaining of
additional powers to implement external borrowing, self-selection of institutions
to service local budgets and more.

These achievements in the field of financial decentralization in general not only
significantly expand the financial capacity of communities, but also create a strong
basis for the regions to achieve their development goals, have economic development
benefits, expand and clearly define their long-term prospects and most importantly,
enable communities to systematically build their development strategy.

Decentralization in the field of budget relations, which consists, in particular,
in strengthening the income capacity of amalgamated territorial communities
(ATC), to some extent laid the groundwork for the next stages of decentralization,
as since the beginning of the reform in 2015 it affected all (not only united) territorial
communities. The budget strength of territorial communities is consistently
growing; every year there is an increase in the revenue side of local budgets.

The most significant result of budget decentralization is the increase in the
share of local taxes and fees in local budget revenues from 2.5% in 2012-2014 to
30% in 2018, mainly due to the transfer of certain taxes and fees to local budgets,
and its growing trend in 2019. The share of local budget revenues in the consolidated
budget in 2019 was over 50%, for comparison, in 2014 this share was near 40%.
The standard of the ratio of state and local budget revenues of most EU countries —
50:50 — can be considered achieved. Over 15% of GDP is redistributed through
local budgets in Ukraine [24].

Now budget equalization is based on an estimate of revenues rather than
expenditures of local budgets, which encourages local communities to develop the
local economy and business sector.

The reform resulted in increased interest of local governments in increasing
revenues to local budgets, finding reserves to fill them, improving the efficiency of
administration of taxes and fees. United communities show high and dynamic
growth in their own revenue. In terms of the use of funds, the emphasis is on the
need to formulate the most optimal structure of budget expenditures, to create an
effective management bodies, to carry out analysis of spending of budget funds
and to prevent cases of their irrational spending [23].

For instance, of the 28 united communities of the Rivne region, 25 are in direct
intergovernmental relations. This gives them the right and opportunity to fully
experience the benefits of decentralization, including those defined by the Budget
Code of Ukraine. Hence, since 2018, all the district heating companies in this region
have been exceeding the planned revenues [25].

It is important that since the merger, the size of the ATC budgets has increased
significantly, not only through transfers from the state budget, but also from own
revenues. For example, the own revenues of a relatively small Mylyats’ka ATC
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exceed UAH 9.7 million which is a large amount of money comparatively to the
times before the reform. Although, before the reform, these funds would go not
always for the benefit of the community and its taxpayers, which, in fact, might
have the right to use these funds.

There are claims that the revenue does not cover all needed costs and that the
village councils that decide to unite will not be able to service their selves. From
the other hand, before the unification process, a careful assessment of the financial
capacity of the potential community is made. It includes up to 34 specific indicators.
Moreover, the experience of ATC shows that, after unification, the community,
when carefully analyzing their expenditures, has the potential to significantly
optimize them. State support in the form of subsidies for infrastructure development
is very helpful in this process. This is funding that goes into community development
projects and back after its completed formation.

When it comes to state support for ATCs, we traditionally mean a subsidy for
infrastructure development, although this does not limit the community support.
This includes additional subsidies and subsidies for the development of rural
medicine, educational and medical subventions, funds from the State Regional
Development Fund. This funding is targeted, and it comes to development, the
infrastructure subvention is solely intended for the development and cannot be
spent on other projects. During the reform the state has increased the amount of
financial support to local authorities for infrastructure development. The Ministry
of Regional Development has already approved 48 projects of our communities.
It is important to note, that the funding is allocated according the principle “the
first come the first served”. The analysis of the funds received by communities since
the beginning of the reform shows following approximate amounts: almost 1 000
000 UAH per thousand rural population in 2016; 600,000 UAH per thousand
population in 2017; 450,000 UAH in 2018. In fact, amount of funding is increasing
every year, but it is distributed among all existing and newly created ATCs. So,
those who united earlier got the most support [26]. The communities could spend
the funding for roads to be repaired, street lighting, buildings repairs, equipment
for public utilities, equipment and furniture for kindergartens and schools, etc.

The main source of budgeting at different levels is the distribution of state taxes
and fees. This not only ensures the independence of budgets, but also intensifies
their role in the conduct of public policy, enables local governments without the
intervention of the central authorities to form their own financial resources and
make long-term prospects for social and economic development of territorial
communities.

The united communities have received a considerable range of powers, the
financial resources are managed by cities of regional significance. It is envisaged
that the local councils are obliged to establish a single tax and decide on the
establishment of a property tax (in the part of the real estate tax other than land)
and a fee for parking spaces, tourist tax [21].

Since the beginning of financial decentralization, local budget revenues have
been growing rapidly: if they amounted to UAH 68.6 billion in 2014, then in five
years, they are increased almost four times and to reach UAH 267 billion in 2019.
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Table
Revenues of the local budgets, billion UAH
Year Tota Growth
2014 68,6 +29,6 (42%)
2015 98,2 +48,4 (49%)
2016 146,6 +46,0 (31%)
2017 192,7 +41,4 (21,5%)
2018 234,1 +32,9 (14%)
2019 267,0 -

Source: [26].

The dynamics of revenue of ATC budgets outpace the growth rate of income at
other levels of local budgets.

Experts believe that such results have been made possible by expanding powers
and increasing the interest of local governments in increasing revenues to local
budgets, implementing measures to attract reserves to fill them and improving the
efficiency of administering taxes and fees (Table).

The largest share of own revenues of the general fund of local budgets is formed
with the revenue from personal income tax - about 60% of the total amount of own
revenues of local budgets. The share of local taxes and fees in the structure accounts
for approximately 26% of all local budgets of Ukraine.

It should be noted that the budget execution indicators reflect the general social
and economic condition of the local region and its potential for further development.
The availability of sufficient resources in local budgets is an indicator that the
territorial community is able to provide better and more diverse services to its
residents, implement social and infrastructure projects, create conditions for
entrepreneurship and investment attraction, develop local development programs
and fund other comprehensive activities improving the living conditions of
community residents [19].

The reform resulted in increased interest of local governments in increasing
revenues to local budgets, finding reserves to fill them, improving the efficiency of
administration of taxes and fees. The amalgamated communities show high and
dynamic growth in their own revenue [11]. With regard to the use of funds, attention
is focused on the need to formulate the most optimal structure of budget
expenditures, the creation of an effective not too numerous management apparatus,
the constant analysis of spending of budget funds and the prevention of cases of
their irrational spending

Local budget performance indicators reflect the overall social and economic
status of the area and its potential for sustainable development. The availability of
sufficient resources in local budgets is a guarantee that the territorial community
is able to provide better and more diverse services to its residents, implement social
and infrastructure projects, create conditions for entrepreneurship development,
attract investment capital, develop local development programs and finance other
activities for comprehensive improvement of community living conditions [27].

As a result of successful implementation of the first stage of the reform, in the
beginning of the 2019 the Cabinet of Ministers of Ukraine initiated the transition
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to a second stage of decentralization reform, which envisages consolidation of the
already created ATCs, change of territorial structure at the level of districts and
communities, clear delineation of powers and functions of control on different
levels of public management, as well as further development of local governance
democracy [28].

Hence, regular local elections in the fall of 2020 must take place on a new
organizational basis for communities. Powers between levels of government should
be differentiated on the principle of subsidiarity. Community residents should be
provided with mechanisms and tools to influence local government and participate
in decision-making [19].

However, there has been a number of obstacles on the way of full implementation
of budget decentralization, which reduce the positive impact of the reform in
general in Ukraine. For instance, the Transcarpathian region, one of the most
considerable and prospective regions in Ukraine, confirms that the process of
budgetary decentralization may not be so successful and easy to implement.

The study of the implementation of budget and fiscal decentralization in the
Transcarpathian region has revealed the existence of several problematic issues
which could be important to analyze.

The Transcarpathian region is the one in Ukraine where the creation of ATCs
has the slowest rate. This has created some legal conflicts with existing Law “On
Voluntary Association of Territorial Communities’, the Government's Methodology
for its implementation, as well as with the laws regulating the financing of ATC
and direct intergovernmental relations with the state.

It is claimed that the slow process of formation of ATCs in Transcarpathia is
mainly due to the reluctance of the regional authorities to release certain territories
of the region from their influence [29]. Since, after the creation of the ATC, they
would cooperate directly with the state budget, and obtain the right to make
independent decisions. Another reason is the reluctance of individual village heads
to give power to one community head. After all, after the creation of the ATC, all
candidates have to be elected and risk to lose their positions.

An important specific factor is that a significant number of Transcarpathian
self-sufficient communities are concentrated in the specific natural and climatic
zone, where the communities of the mountainous regions are almost all subsidized
and are afraid of risks associated with taking the independent path of development.
Hence, the indifference and resistance to create ATC is evident [10].

Another important factor is the multinationality of the region, which creates some
problems in the formation of the ATCs. This is especially felt in places of compact
residence of Hungarians and Romanians, where the share of such ethnic groups is
significant. State and local governments have an obligation to take into account their
interests and vision for implementing the principles of decentralization [29].

In addition, Transcarpathian have problems with public information and
therefore, united communities do not fully understand the essence of the reform, do
not see its ultimate purpose and, as a consequence, are in no hurry to take any steps.

Thus, the process of implementing decentralization reform in Transcarpathia
may be a valuable experience showing that the approach to some territorial
communities must be individual and only an ongoing dialogue with people and
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communities, communication with local governments and municipalities, training
and education will solve the problem.

Conclusion. It is generally considered that budget decentralization is the most
effective and efficient way of ensuring financial autonomy and resilience of local
authorities by transferring to their management budget sources, which were
previously assigned to the central government, and expanding the power rights of
administrative and territorial units. Decentralization also means the introduction
of a new model of financial support for local budgets by the central government.
Decentralization of state power and financial sources in favor of local self-
government has been one of the most successful reforms since Ukraine's
independence.

Since the beginning of 2015, a new budgetary model has actually been
introduced in Ukraine, aimed at ensuring financial decentralization, namely
increasing the amount of financial resources at the disposal of local authority’s
self-government, formation of financially independent territorial communities.
The processes of decentralization in Ukraine has been accompanied by the transfer
of not only significant powers but also considerable financial resources to newly
created communities.

If we consider all the pros and cons, which have been fully felt by the
communities that have decided to unite in Ukraine, we can conclude that budget
decentralization is one of the keys to the well-being of each individual territory in
particular and an instrument of regional development, decentralization of power
and an effective system of governance in general. It stimulates the regions to
financial autonomy, search for additional resources, activates the internal potential
of the region, which balances its needs and opportunities. Thus, the reform of
budget decentralization makes it possible to improve management decisions about
local finances. The case of Ukraine shows that the administrative and territorial
structure of the country should be built in a way to simultaneously take into account
the interests of local residents and to ensure local budget incomes within the
particular community.
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