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Local Autonomy Index for the European countries (1990-2014): Ukraine (UKR)

Basic information on municipalities

This report focuses separately on three types of local self-government units (3 separate xls sheets):

The cities “of oblast significance” (cities); The cities “of rayon significance” (towns); Villages and settlements.

Since 2011, “cities of oblast significance” receive transfers directly from the central government. This is the key way in which they differ from cities of “rayon significance” and villages which all remain under the financial and administrative umbrella of rayon’s (see Figure 1). 

As of 2014, Ukraine had 182 cities (up from 145 in 1990, as a result of “towns” gradually prequalifying into “cities”). The division is often purely bureaucratic: while most cities are quite larger than towns, some are actually of same or smaller population size. 

While small towns and villages are covered by the same rules for allocation of transfers, there is a difference between them in borrowing rules. In terms of borrowing, towns (“of rayon’s significance”) are treated in the same way as bigger cities (“of oblast significance”). 
	Figure 1. Government tiers in Ukraine (2014)
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Disclaimers 

Ukraine received independence from USSR in August 1991. For this reason, we did not undertake any scoring for the year of 1990, when the country effectively did not exist.

For most indicators in this questionnaire, cities do not differ from towns & villages. The key laws, which define rules for local self-government, treat these units in a similar way (e.g. the key 1997 Law “On Local Self-Governance”). The key differences between these two types of units are in the financial area (rules for allocation of transfers, borrowing).

The first years of independence (especially during 1991-1997) was the period when a lot of processes in intergovernmental relations lacked clear regulation. Relevant laws either did not exist or allowed considerable discretion, loopholes and scope for political bargaining and manipulations. For example, there was no clear delineation of the spending responsibilities of various government tiers; transfers were allocated through individual political negotiation etc. 

Eliminating these loopholes and establishing clear rules was the key reform objective throughout this period. However, for the purposes of this study, this creates a significant methodological problem. The questionnaire asks to assess the rules of the game; but how do we analyse the rules of the game where there are no clear rules of the game? 

In our analysis below we try to explain legislative development and how we propose to code them. However, we have to make a lot of assumptions, which could be debated, and the chosen codes could be respectively changed. 

Key legislative developments during 1991-2014

	Figure 2. Key relevant legislative developments during 1991-2014
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1978 Constitution of the UkrSSR

1995 Constitutional Agreement

1996 Constitution of Ukraine (effective) passed

1990 Law "On Budget System"

2001 Budget Code passed

2010 Budget Code (effective) passed

1990 Law "On Local Councils (…)"  passed

1994 Law "On Establishing Local Authorities (…)" passed

1997 Law "On Local Self-Governance" (effective) passed

1991 Law "On Tax System" passed ammended

1993 Decree "On Local Taxes and Fees" passed

2010 Tax Code (effective) passed

Association of Ukrainian Cities established founded

Association of Village Councils established founded 




Self-rule
1. Institutional depth
1991-2014: Coding “2”. Since the first law on local self-governance approved before independence (1990 Law “On Local Councils of People's Deputies and on Local and Regional Self-governance”), the tasks of local self-government councils were defined as a broad range with the possibility to undertake a selected range of these functions. Moreover, all legislation since the time (the two subsequent laws on local Self-governance (1990, 1997) and the laws describing the budget system (the 1990 Law on Budget System and the 2001 Budget Code including its subsequent amendments) established the right of local councils to introduce additional local programmes and activities in key functional areas (e.g. local programmes in social protection, education, health etc).

At the same time it should be noted that while local councils have the formal flexibility in the types of programmes they could implement, in reality this right is limited by a range of barriers. The two key barriers are: 

Excessive regulation of service provision in key sectors: any local service provider is subject to central norms imposed by the national line ministries (Ministries of Health, Education, Social Policy etc). 

Weak marginal revenue autonomy at the local level, which makes it practically difficult for municipal authorities to engage in additional/alternative activities above those specified by minimum national sector-level requirements.

CODING

Ukraine scores 2.
2. Policy scope
Our understanding of the Coding Instructions: as instructed, we focused on the extent of involvement of the cities in the provision of the services (rather than how much discretion they have over these functions or what are the funding sources for these services). 

1997-2014: The major law, which defined involvement of LGUs in the provision of services during 1997-2014, is the 1997 Law on Local Self-governance. In this law, Chapter 1 (“Powers of the councils of villages, settlements and cities”) and Chapter 2 (“Powers of the executives bodies of the councils of villages, settlements and cities”) outline the range of areas in which local representative and executive authorities have responsibilities (“general” & “exclusive”, “own” & “delegated”). According to these Chapters, the areas of such possible involvement of local authorities include all eight functions listed in the questionnaire. 

However, we have reflected different degrees of involvement based on the following:

Although the Law mentions the possibility of creating local police, in reality this norm was never used in practice. As a result, this indicator is ranked as “0”.

In Education, Social Assistance, Health, Public Transport and Caring Functions the local governments own most service-providing infrastructure but some of these providers are fully accountable to and funded by authorities of other levels (regional, central). For example, services provided by the specialised schools, hospitals or social welfare institutions are under responsibility of rayons/oblast or central government. We therefore code these indicators as “1” (partly involved). Unfortunately, for Caring Function there is no intermediate option, therefore we rank it as “1” as well.

Land Use and Housing are the only functions where local governments retain complete responsibility (coded with maximum “2” and “1” respectively). 

Involvement of towns & villages into service provision is regulated in a similar way to cities. They have the same functional powers according to the Law on Local Self-Governance. In terms of budgeting, towns & villages are still involved in most functional areas, albeit the kind of services they actually provide is much more basic (e.g. nursing points instead of hospitals). Again, they are allowed to introduce local programmes if they have funds (but usually not). The only function where towns & villages in reality have essentially no role compared to cities is social care. 

1991-1996: Prior to the introduction of the 1997 Law on Local Self-governance, local involvement in service provision was regulated by two laws: the 1990 Law on Local Councils and 1990 Law on Budget System. Under this initial system, local councils were responsible for maintaining (managing and funding) those facilities, which they have inherited as of independence (were owned by these communities as of 1990). These facilities covered a diverse range of social functions (education, health, social services, police, road management); there was no rule on exact allocation of these functions across tiers of government. In this way, there were cases of involvement of each tier of government into each of the functions (Coding – “1” – partly, where an intermediate code exists, or full responsibility where there is no intermediate code). 
3. Effective political discretion

2001-2014: Until 2001, the allocation of functional responsibilities across tiers of government remained somewhat blurred. While the 1997 Law on Local Self-governance outlined broad areas where local authorities could be involved, it did not clearly delineate these responsibilities and did not specify what were the responsibilities of other government tiers. This clarity was introduced in 2001 with the approval of the Budget Code. The 2001 Budget Code explicitly outlined functional responsibilities in terms of which government tier was supposed to allocate respective expenditures within their budgets. 

In essence, the Budget Code described three groups of functions, which were equivalent to “deconcentrated, delegated and devolved” expenditures (even though these terms are not actually used in the Code). In particular, the list of “delegated functions” – which included an important range of services in health, education, and social care – was allocated to cities and was expected to be funded through a block grant. In this way, the Budget Code implies (formally) full political discretion of municipal authorities over these services. 

However, in reality, municipalities are not able to use this decision-making freedom. The barrier is in the large range of sector-level regulations imposed on local service provides by central line ministries. This is why we have coded Education and Health as “1” (some) rather than “2” (real authority in decision-making). Unfortunately, there is no intermediate option for Caring functions, so it remains coded as “1”. 

The Budget Code identifies Social Assistance as a deconcentrated function. While municipal authorities are responsible for administering social assistance programmes (and respective expenditures are accounted within their budgets), these programmes are funded by strictly earmarked subventions from the central budget; no policy decision-making takes place at the local level. Therefore, this indicator as coded as “0”. At the same time, it should be noted, that municipal authorities are allowed, in principle, to introduce local social assistance programmes if they are ready to fund these from local revenue. In reality, this almost never took place given the negligible size of marginal local fiscal capacity.

Difference between cities and towns & villages: As described above, starting from 2001 the “delegated” responsibilities of the cities were funded through a block grant allocated directly from the central budget. In contrast, while the Budget Code outlined expenditure responsibilities for towns & villages, they continued to be funded with transfers from rayon (sub-regional) budgets. Moreover, the exact methodology and formula for these transfers was never explicitly identified (despite several attempts). In many ways, towns & villages essentially remained in the pre-2001 position (see next Para).
1990-2000: As described in the previous indicator, before the introduction of the Budget Code, local service provision was regulated by the Law on Budget System, the Law on Local Councils approved just before independence, as well as sector-level regulations which existed in each sector (health, education, social care) under respective line ministries. Each municipality was responsible for maintaining a particular set of facilities which it had inherited from the Soviet system. In this maintenance, local councils were subject to strict “spending norms” for particular services according to the sector-level regulations. At the same time, the Law on Local Councils established the right of local self-government to “independently set priorities for their budget spending” and to “increase funding of their facilities above specified expenditure norms if they have respective funds available” (Verkhovna Rada of Ukrainian Soviet Socialist Republic, 1990). The funding for the maintenance of local service provision was provided through a system of transfers the sizes of which were re-negotiated individually for each municipality (with the respective upper level regional authority) on an annual basis, without a formula. Given essential lack of rules of the game at the time, there were individual cases where some municipalities could negotiate their local decisions while others could not. (Coding – “1” – partly, where intermediate scoring is allowed or depending on the nature of sector level regulations).
4. Fiscal autonomy

2010-2014: Ukraine’s Tax Code defines the list of taxes and fees for which local self-government authorities can establish base and rates. This list is the same for cities and towns & villages. The first edition of the Tax Code was approved in 2010. Although it was then frequently amended, the list of local taxes remained without fundamental changes until 2014. Until the end of 2014, this list was limited to a small quasi-income tax
 and two small fees (tourism and parking fees). The Tax Code mentioned the tax on immovable property but actual introduction was postponed until 2015. This indicator is therefore coded as “1”.

1991-2009: Prior to the introduction of the Tax Code, local taxation was regulated by the Cabinet of Ministers Decree “On Local Taxes and Fees” (Cabinet of Ministers of Ukraine, 1993) and a related 1991 Law “On Taxation System” (Verkhovna Rada of Ukrainian Soviet Socialist Republic, 1991). This Law and the Decree established fifteen small local taxes and fees
, (the Law listed local taxes in Article 15, while Decree elaborated on the nature of these taxes/fees and the rules for administration). All these taxes and fees remained negligible in the structure of local revenue until 2010 when most of them were abolished. (Code “1”). 

Note on Land Tax and Land Lease Fee: Although a property tax was not introduced until 2015, throughout the assessment period Ukraine did have a Land Tax. Formally, Land Tax is a central tax (the base and rate are set centrally). At the same time, in reality, proceeds from the Land Tax also include a Land Lease Fee, which is defined through individual negotiations in each individual leasing case at the local level. This Land Lease Fee represents the bulk of all Land Tax collections (about 6.5% of local revenue including transfers as of 2012). In this assessment, we do not consider Land Lease Fee as a local tax/fee given that, essentially, it is a leasing payment rather than a tax (no impact on coding choice).

CODING

Ukraine scores 1.
5. Financial transfer system
2001-2014: during this period, the 2001 Budget Code defined the mix of transfers received by the cities of oblast significance. The composition of individual types of transfers remained without fundamental changes during 2001-2014 (including at the point when the 2001 Budget Code was replaced with the 2010 edition). The transfers included are listed below:

Conditional transfers: a set of earmarked subvention linked to strictly defined spending lines. Examples of earmarked subventions include: Subvention for social benefit payments, subventions for on road repair, subventions on specific investment projects, etc. 

Unconditional transfers: an Equalisation Grant defined as a block grant to fund municipal expenditures on a range of specified services within nine “delegated” functions (education, health, social care, culture, sports, public administration and other local programmes) (Cabinet of Ministers of Ukraine, 2010). 

Relative shares of conditional and unconditional transfers in 2002-2014 are provided in Figure 3. This figure shows that throughout this period the composition remained relatively balanced (Code “1”, and in four years (2005, 2006, 2009 and 2010) unconditional transfers exceeded 60% of the total amount of transfers (Code “2”). 
	Figure 3. Conditional and unconditional transfers to Ukraine's local budgets In 2002-2014
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	Source: State Treasury Budget Execution Reports


However, it should be noted that while the Budget Code defined the Equalisation Grant as a block transfer, in reality local service providers remained subjected to parallel sector-level regulations imposed on them by central ministries. In this way, the spending of the equalisation transfer remained in some way conditionalised. 

Difference between cities and towns&villages: As already noted, local government units within the rayons (towns, villages, settlements) were not covered by the 2001 reform. They are coded in the same way as in 1990-2000 (next Para).
1990-2000: As discussed previously, the transfer system before the introduction of the 2001 Budget Code was not transparent and the way transfers were defined and used significantly depended on political negotiations. We code this period with the lowest score “0” to reflect the dependence of local self-government on the upper tiers in this process.

CODING

Ukraine scores 0-2.
6. Financial self-reliance

CODING
Ukraine scores 0.
7. Borrowing autonomy

2001-2014: 
The 2001 Budget Code established the right for all municipalities (cities of oblast significance as well as towns of rayon significance) to borrow in local currency, and the right for bigger municipalities (above 800 thou population) to borrow in external currency. The barriers on external borrowing were gradually relaxed in later editions of the Budget Code (covering a larger amount of eligible municipalities and allowing any municipality to borrow from international organisations). 
The Budget Code also introduced restrictions on borrowing: (a) total local debt no higher than 100% of annual average revenue forecast for the development budget (400% for the city of Kiev); (b) borrowing only to fund development budget expenditures on durable local infrastructure; (c) volume and conditions of loans to be agreed with the Ministry of Finance; (d) local debt servicing expenditures should remain lower than 10% of total annual budget; (e) any local council which defaults on its debt repayment schedule loses the right to borrow for the five subsequent years. 
The above leads to Code “1” for all years during this period. 
1991-2000: 

Under the 1990 Law on Budget System which operated before the Budget Code, all municipalities to borrow but only “internally” (as opposed to “borrowing from foreign states and other financial institutions”) (Article 21). There were no restrictions on the size of the loans, debt or debt servicing (these parameters were subject to the decisions of the local councils). (Code “2”, given the restriction on foreign borrowing). 
In 1996-1997, two additional regulations were introduced to streamline local borrowing: a Law on State Regulation of Stock Markets (Verkhovna Rada of Ukraine, 1996) and a Resolution on issuance and circulation of local bonds (National Securities and Stock Markets Commission, 1997). However, these regulations did not introduce any limits on the borrowing as such. 
The significant regulatory flexibility for local borrowing led to rapid increase in the issuance of local bonds in 1995-1997. In 1998, Ministry of Finance estimated that the total amount of municipal bonds in circulation equalled 100 million USD, issued by local governments in 11 oblasts of Ukraine. Most of the funds were used on housing constructions but in some cases on recurrent expenditure funding (e.g. in Dnipropetrovsk, Crimea, Zaporizka oblast in 1996). Some of these loans led to defaults, of which the most infamous case is the 1997 Odessa city municipal loan (one-year bonds with 50% interest rate). In 1998 it transpired that the municipal council planned to fund repayments through another borrowing round, failing which it faced a liability equalling 45% of the annual municipal budget. The city announced a default on these bonds (only 0.4% of the creditors received compensation) (Pererva, 2004).

CODING

Ukraine scores 0-2.
8. Organisational autonomy

Regulations on this indicator remained without major changes during 1991-2014 and qualify for total Code “3” as explained below:

Election of local Executives by citizens. In all years during 1991-2014, municipal mayors and village heads were elected through local elections (Coding +1);

Influence on local electoral system: In no year during 1991-2014 local executives had any rights to influence any elements of the electoral system, which was defined by central legislation (central Law on Local Elections, which existed throughout this period, the latest version - (Verkhovna Rada of Ukraine, 2010)) (no additional score for coding). 

Local executive authorities had the following history of influence on staff and local structures:

Hiring staff: Yes (Coding +0.5). Overall amount of local executive staff is decided by the local council but within a ceiling defined by national staff norms approved by the Cabinet of Ministers. The key staff of local executive bodies, as well as managers of communal entities and enterprises (except for educational institutions) is appointed by the Mayor (Article 42 of the Law on Local Self-governance (Verkhovna Rada of Ukraine, 1997)). 
Choosing own organisational structure: Yes (Coding +0.5). The Law on Local Self-Governance (Article 54) establishes the right of local executive to approve its structure and to create within these structure additional units as necessary to implement its functional objectives (Verkhovna Rada of Ukraine, 1997). 

Fixing salary of employees: No (Coding 0). Staff salaries by ranks are established by Standing Orders approved by the Cabinet of Ministries. However, local executives can establish benefits and premiums within available funds. 
Establishing legal entities and municipal enterprises: Yes (Coding +0.5). The right to create such entities and enterprises is established by the Law on Local Self-governance (including communal media, banks and credit institutions).

CODING

Ukraine scores 3.
Interactive rule
9. Legal protection

1997-2014: The right of local self-government to protect its rights in the judicial system is established by the Constitution (1996) and the 1997 Law on Local Self-governance (Article 25, part 9). – Coding “2” 

1990-1995: Prior to the introduction of the 1996 Constitution, legal protection of local Self-governance was established only by law (before the 1997 Law on Local Self-governance was approved, a similar norm was included within the 1990 Law on Local Councils, Article 57). – Coding “1”.

CODING

Ukraine scores 1-2.
10. Administrative supervision

1990-2014: Throughout the assessment period, decisions of the local councils were subjected exclusively to inspection of their legality (Coding “2”). In particular, since the 1990 Law on Local Councils, the legislation contained an explicit norm which prohibited central authorities to intervene into local spending choices (e.g. Article 10 of the 1990 Law on Local Councils states that “Intervention of (central) state authorities into the process of development, approval and execution of local self-government budgets is not allowed”, and Article 58 of this Law states that local decisions should be inspected exclusively in terms of their compatibility with national law: “Regulatory decisions of local self-government could be suspended by state administration if they violate Constitution and Ukraine’s national legislation”).
At the same time, it should be noted that unlike the decisions of the local councils, the spending of local service providers (schools, hospitals etc) – even those which are in communal ownership and funded from municipal budgets – are subject to sector-level administrative inspections by the respective line-ministries.

CODING

Ukraine scores 2.
11. Central or regional access

In 1992, Ukraine established the Association of Ukrainian Cities (AUC) which remains the key representative body for municipal authorities to voice their interest and impact central level policy-making. Association of cities covers all municipalities (oblast and rayon significance). (Coding since 1992 – “1”).

In 2009, Ukraine established the All-Ukraine Association of Settlement and Village Councils (AUASVC, http://vassr.org/). As of late 2014, AUASVC had over 8500 members, representing 80% of villages and settlements in Ukraine. (Coding for villages since 2009 - “1”).

CODING

Ukraine scores 0-1.
References
Cabinet of Ministers of Ukraine. (1993, May 20). "On Local Taxes and Fess". Cabinet of Ministers Decree No. 56-93 (Lost effect on 1 Jan 2011).

Cabinet of Ministers of Ukraine. (2010, December 8). "On some aspects of intergovernmental transfer distribution". Cabinet of Ministers Resolution No. 1149 (lost effect on 11 February 2015).

National Securities and Stock Markets Commission. (1997, October 13). "Standing Orders on Issuance and Circulation of Local Bonds". Decision No. 48.

Pererva, G. (2004). Municipal borrowing market development in 1995-1998. Publication by the National Academy of Public Administration under the President of Ukraine.

Verkhovna Rada of Ukraine. (1996, October 30). "On State Regulation of Financial Markets in Ukraine". Law of Ukraine NO. 448/96 (current edition - of 26 October 2014).

Verkhovna Rada of Ukraine. (1997, May 21). "On Local Self-Governmence in Ukraine". Law of Ukraine No. 280/97.

Verkhovna Rada of Ukraine. (2010, July 10). "On Election of People's Deputies of the Verkhnovna Rada of the Autonomous Republic of Crimea, Local Councils, and the Mayors of Villages, Settlements and Cities". Law of Ukraine (current edition - of 20 April 2014).

Verkhovna Rada of Ukraine. (2010, July 8). Budget Code of Ukraine. (Latest edition - 13 March 2015).

Verkhovna Rada of Ukrainian Soviet Socialist Republic. (1990, December 05). "On Budget system". Law of Ukraine No. 512-12 (lost effect on 24 July 2001).

Verkhovna Rada of Ukrainian Soviet Socialist Republic. (1990, December 07). "On Local Councils of People's Deputies and on Local and Regional Self-government". Law of Ukraine No. 533-12 (lost effect on 12 June 1997).

Verkhovna Rada of Ukrainian Soviet Socialist Republic. (1991, June 25). "On Taxation System". Law of Ukraine No. 1251-12 (Lost effect on 1 Jan 2011).
� The local self-governments can establish a rate (within specified interval) of a single tax on the income of small businesses. Collections of this tax are much smaller compared to the regular personal income and corporate income tax. 


� Parking fee, street market fee, dog owner fee, tourism fee, horse racing fee, new flat registration fee, advertisement fee, local symbols usage fee, local lottery fee, film-shooting fee etc (each tax/fee is covered by a respective article in the Decree).
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