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Abstract. The article describes the specific details of local communities
functioning in Ukraine and the Czech Republic. It has been examined that
Ukraine and the Czech Republic have similar, but not identical systems of local
governance. We conducted a comparative analysis of the financial state of local
communities in both countries by five indicators. Indicator 1 (total income per
capita) characterises the community’s financial potential and reveals that
Ukraine’s local communities have fewer financial resources to use. Indicator 2
(total expenditures per capita) describes the ability to provide residents with the
resources generated in their community and Czech communities have a higher
value of this indicator. Indicator 3 (share of the administrative expenditures)
shows the effectiveness of money spent, and local communities in both Ukraine
and the Czech Republic spend particularly the same part of their total
expenditures on administrative needs. Indicator 4 (capital expenditures per
capita) demonstrate how the money generated is spent on urgent capital
investments and Ukraine’s communities have much lower capital expenditures
per capita than Czech ones. Indicator 5 (the share of capital expenditures in total
expenditures) reflects how local communities perceive the importance of
investments in capital projects and Ukraine’s communities spend fewer financial
resources for capital needs than Czech ones.
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INTRODUCTION

The role of local communities all over the world is significant, as their primary
goal is to deliver public services effectively and fast (Fourie, et al. 2015). Now when
more inclusive governance structures are introduced and civil society organisations
are established, local governments become more and more transparent and
responsible.

Most central governments regard local communities as important partners in
solving a variety of public policy issues and roles, including creating more effective
and equitable structures of social services and providing crucial parts of key
infrastructure, promoting economic growth and improving living standards.

Decentralizing both the spending and tax authority could improve the resource
distribution in the public sector through stronger connections between the costs and
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benefits of local public services (Kolte, 1988, p.2.). The decentralization reform in
Ukraine in 2015 turned the position of the unified communities into independent or
not so dependent on state governmental political, administrative and financial
resources. Nevertheless, the fundamental problem faced by most local
governments, in particular small ones, is the widening gap between the availability
of financial capital and the spending needs of communities. It is very important in
this context to understand whether the communities are effective financially and
how to make them more stable and successful.

Many Ukrainian and foreign scientists have researched the role of fiscal
decentralization in the socio-economic development of communities, the ways in
which they manage local finances, including E. Nelson (Nelson, 2021), B. Neyapti,
R. Bahl, T. Williamson, Z. Scott, O. Zizlavsky, T. Baskaran, J.-P. Faguet (Faguet,
2015), O. Pelekhata, etc. Nevertheless, there is a lack of studies concerning the
financial state of different local communities and possible obstacles, which do not
allow a community to be effective. The comparative study of the development of
the communities in both Ukraine and the Czech Republic allows understanding the
peculiarities of the communities’ functioning and the ways how it can be improved.

1. METHODS

Local communities in both Ukraine and the Czech Republic get financial
resources with the help of a variety of taxes, including personal income tax,
corporate income tax, value-added tax (Cipriani, 2006). Taxes get into local budgets
partially, according to the legislative framework. Local finances of the communities
also consist of the revenue obtained from local taxes (touristic and ecological ones).

Financial stability of the municipalities in both countries can be evaluated
according to five key indicators:

— Total income of a municipality (without transfers) per capita.

— Total expenditures of a municipality per capita.

— Share of the administrative expenditures in the total expenditures of the
community.

— Capital expenditures per capita.

— Share of capital expenditures to the total expenditures.

2. RESULTS

The goal of the research is to compare the financial state of local communities
in Ukraine and the Czech Republic and to investigate the similarities and
differences of their economic functioning.

Ukraine and the Czech Republic have similar, but not identical systems of local
governance. The Czech Republic has a two-stage, non-hierarchical form of
government (Fielding, 1995). Regions were created in 2000 according to Law
129/2000. The Municipal Act 128/2000 regulates the activity of the local
communities. Communities, towns (“mesto”) and 25 towns (“statutarni mesto”)
form the structure of local governance. Other cities are given special status under
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the law and may create districts with their own mayor, council and assembly at the
sub-municipal level — but only eight cities have selected this option.

The community legislation and the regional legislation, both revised in 2002,
differentiate between autonomous duties and delegations (MacDougall, 2003).
Local communities are categorised into three groups according to their delegated
responsibility: 205 municipalities with extended powers, 1 036 municipalities with
delegated powers, including 183 municipalities with designated municipal
authorities and the rest of which are simple municipalities.

Ukraine has in place a complex three-level sub-national governmental
structure, defined by the Constitution. The second level consists of urban and rural
districts and regional (“oblast” subordination) villages and the third level consists
of small towns and villages, which are step-by-step transforming into the local
communities.

In response to Ukraine’s high degree of municipal fragmentation, two laws on
voluntary municipal amalgamations and on inter-municipal cooperation of
territorial communities were adopted successfully in 2015 (Pelekhata, 2013). Two
laws on the cooperative municipal merger and inter-communal cooperation of local
communities were successfully implemented in 2015 in response to Ukraine’s high
degree of municipal fragmentation.

As of January 2020, over 4018 local self-regulations have combined since 2015
to form 954 local communities. Likewise, since the Law of Cooperation of Inter-
municipal Cooperation has been adopted, the number of agreements increased to
more than 80 by July 2017, from 43 in mid-2016 (Petrushenko, 2014). Inter-city
co-operation, which also precedes the cycle of amalgamation, primarily includes
services such as waste and co-operation in ‘second-tier infrastructure’, such as the
internet, administration, and finance.

Local communities in both Ukraine and the Czech Republic are very similar in
the context of financial regulation. Community competences in both countries
include education, housing, homes, primary health care, social care services, local
roads and public transit, water, and waste management. Under the new system of
social change, certain civic competences are being reassigned from local
communities to larger municipalities and to the central government. Regional
obligations include, however, high-school education, regional highways, public
transit, hospitals, and general health care services, community growth and planning,
and social assistance to vulnerable groups.

Indicator 1. Total income per capita is calculated as the ratio of general fund
revenue flow excluding transfers to the number of municipality’s residents (Ortiz-
Ospina & Roser, 2016). That is the total income that is mobilized to the budget of
the respective community. This indicator characterises the financial potential of the
community, the ability to provide residents with the resources generated in its
territory.

Table 1 demonstrates that Ukraine’s local communities have higher average
total income than the Czech ones. Nevertheless, the Czech communities have much
higher total income per capita (766.32 $) than Ukraine’s ones (189.48 $). The size
and the number of communities in both countries explain such a difference between
total income and total income per capita (as of 1 January 2020 there were 954
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communities in Ukraine and 6258 ones in the Czech Republic). The maximum total
income of a municipality per person in the Czech Republic is higher than the same
one in Ukraine. The minimum total income of a municipality (without transfers)
per capita in Ukraine is very low (30.4 $), compared to a much higher value
(298.6 $) in the Czech Republic. It is noticeable that the gap in maximum and
minimum total income per capita is very significant in Ukraine’s communities, and
not so huge in the Czech Republic.

Table 1. Indicator 1 (in US dollars)

Total income | Indicator 1 MAX MIN Gap
(avg) (avg) (Indicator 1) | (Indicator 1) | (MAX/MIN)
Ukraine 1935483 189.48 1429.92 30.4 47
The Czech | 365 54 766.32 2763.97 298.6 9
Republic

Source: Created by the authors, based on the data from (CSO, 2021) and (SSCU, 2021)

Indicator 2. Total expenditures per capita are calculated as the ratio of general
fund expenditures to the number of municipality’s residents (Wu & Shi, 2021). This
indicator characterises the financial possibilities of the community. Compared to
total income per capita (without transfers), Indicator 2 is slightly less objective.

Table 2 demonstrates that Ukraine’s local communities have higher average
total expenditures than the Czech ones. Nevertheless, Ukraine’s communities have
much lower total expenditures per capita (274.4 $) than the Czech ones (1231.74 §).
The maximum total income of a municipality per person in the Czech Republic is
more than doubled higher than the same one in Ukraine. The minimum total
expenditures of a municipality (without transfers) per capita in Ukraine is very low
(30.4 $), compared to much higher value (298.6 $) in the Czech Republic. The gap
in maximum and minimum total expenditures per capita in Ukraine is 21 times, and
in the Czech Republic it is 3 times, which make the whole Czech budgetary system
stable.

Table 2. Indicator 2 (in US dollars)

Total income | Indicator 2 MAX MIN Gap
(avg) (avg) (Indicator 2) | (Indicator 2) | (MAX/MIN)
Ukraine 2 828 156 274.4 1152.41 54.84 21
The Czech 2 106 684 1231.74 2526.42 876.97 3
Republic

Source: Created by the authors, based on the data from (CSO, 2021) and (SSCU, 2021)

Indicator 3. Share of the administrative expenditures (Ivanchuk & Kharchuk,
2017) to the total expenditures of the community (the ratio of administrative
expenditures to the total expenditures). Share of the administrative expenditures
demonstrates the effectiveness of money spent. The larger amount of money local
communities spend on the administrative needs (for example, salaries of the local
deputies or their business trips covering), the less money remains for important
capital and non-capital projects.
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Table 3 demonstrates that Ukraine and the Czech Republic spend particularly
the same part of their expenditures on administrative needs, which is considered to
be an appropriate value even in the business structure. The maximum and minimum
share of administrative expenditures are also similar in both countries. The gap (2
times) means that most communities’ authorities understand the importance of
effective money share.

Table 3. Indicator 3 (in US dollars)

Indicator 3 MAX MIN Gap
(avg) (Indicator 3) (Indicator 3) (MAX/MIN)
Ukraine 19.97 % 29.84 % 14.97 % 2
The Czech 18.41 % 27.56 % 13.86 % 2
Republic

Source: Created by the authors, based on the data from (CSO, 2021) and (SSCU, 2021)

Indicator 4. Capital expenditures per capita (Bojanic, 2013) are defined as the
ratio of the capital expenditures of the budget to the number of municipality’s
residents. The amount of capital expenditures reflects the capacity of the
community to provide socio-economic development, opportunities for the
implementation of infrastructure development projects, the creation of tangible
assets or to obtain the corresponding social effect.

Table 4. Indicator 4 (in US dollars)

ox ;OJ;LWS Indicator4 |  MAX MIN Gap
P (avg) (avg) (Indicator 4) | (Indicator 4) | (MAX/MIN)
Ukraine 589 266 61.84 847.29 9.6 88
The Cze'ch 616 413 360.85 4151 16035 ,
Republic

Source: Created by the authors, based on the data from (CSO, 2021) and (SSCU, 2021)

Table 4 demonstrates that the Czech local communities have higher average
total expenditures than Ukraine’s ones, though Ukraine’s local communities have
higher average total expenditures than the Czech ones. It was witnessed that
Ukraine’s communities spent little money on the capital investments. Ukraine’s
communities have much lower capital expenditures per capita (61.84 §) than the
Czech ones (360.85 $). The maximum total capital expenditure per person in the
Czech Republic is higher than the same one in Ukraine. The minimum total capital
expenditures of a municipality per capita in Ukraine is catastrophically low (9.6 $)
compared to a much higher value (169.35 §) in the Czech Republic. The gap in
maximum and minimum total expenditures per capita in Ukraine is 88 times, and
in the Czech Republic is 7 times. It is crucial for Ukraine’s local communities to
spend more on capital projects, which are important for the stable socio-economic
development of the community.

Indicator 5. The share of capital expenditures to total expenditures is defined
as the ratio of capital expenditures to the total expenditures of the community
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(Krivelyova et al., 2013). Though, the value of Indicator 4 depends on the general
economic development of the whole country. At the same time, the share of capital
expenditures to total expenditures allows realising whether financial resources are
used in an effective way.

Table 5 demonstrates that Ukraine’s communities spend less part of their
expenditures on capital needs than the Czech ones. The maximum and minimum
share of administrative expenditures are also similar in both countries. The gap (2
times) means that most communities’ authorities understand the importance of
effective money share in order to provide stable socio-economic development of
the community.

Table 5. Indicator 5 (in US dollars)

. MAX MIN
Indicator 5 (avg) (Indicator 5) | (Indicator 5) Gap (MAX/MIN)
Ukraine 21.05% 3241 % 18.11 % 2
The Czech Republic 29.37 % 33.89 % 22.48 % 2

Source: Created by the authors, based on the data from (SCO, 2021) and (SSCU, 2021)

CONCLUSION

The comparative analysis of the financial state of local communities in Ukraine
and the Czech Republic has been conducted. The theoretical part of the study
describes the specific details of functioning of local communities in both countries.
It has been examined that Ukraine and the Czech Republic have similar, but not
identical systems of local governance.

Indicator 1 (total income per capita), which characterises the financial potential
of the community, reveals that Ukraine’s local communities have less financial
resources to use, which has a direct impact on the economic situation in the
community.

Indicator 2 (total expenditures per capita) describes the ability to provide
residents with the resources generated in the community. Czech communities have
a higher value of this indicator, which means that they spend more financial
resources (five times more than Ukraine’s ones). The large gap between the
maximum and minimum value of Indicators 1 and 2 shows significant
differentiation in financial possibilities of various local communities within one
country.

Indicator 3 (share of the administrative expenditures to the total expenditures
of the community) shows the effectiveness of money spent. It is revealed that local
communities in both Ukraine and the Czech Republic spend particularly the same
part of their total expenditures on the administrative needs. It seems to be positive
that these values do not exceed 20 % in average, because it allows local
communities to spend more on important projects.

Indicator 4 (capital expenditures per capita) demonstrates how money
generated is spent on urgent capital investments, which are very important for
balanced socio-economic and financial development. Ukraine’s communities have
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much lower capital expenditures per capita than the Czech ones, which provide
them with fewer opportunities for crucial future development.

Indicator 5 (the share of capital expenditures to total expenditures), which is
not particularly dependable on the general level of economic development, reflects
how local communities perceive the importance of investments in capital projects.
It demonstrates that Ukraine’s communities spend fewer financial resources on
capital needs than the Czech ones.
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