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DEVELOPMENT OF MUNICIPAL-PRIVATE
PARTNERSHIP IN THE SYSTEM OF
MUNICIPAL CREDITING OF UKRAINE

06’ exmom docaioncen st € NPOUecU CMAHOGIeHH A POICUMKY MYHIUNATLHO-npusammnozo napmuepcmea (MIIIT)
8 cucmemi Komynaiviozo kpedumysanis Yxpainu. Oonum 3 naubinvi npobiemuux mMicup 00’'ekmy 00caioxrceniis
¢ gidcymuicmo e0unozo susnavenms MIII ¢ nayxosiil exonomiunuil rimepamypi ma OoOUUX 3aKOHO0AGUUX AKMAX.

Cucmemamu3zayis NOHAMIUHO-KAMEZOPIALILHOZ0 ANAPAMY CMOCOBHO BUSHAUEHHSA CYMHOCMI MAKOZ0 NaApm-
nepcmea dana 3mozy nadamu eiacie mpaxmyeanus asmopom MIIIT sx incmpymenmy sabesnewenis po3sumxy
MPUBATLO20 B3AEMOBUZIOHOZ0 CNIBPOOIMHUYMEA OP2AHIE MICUEE020 CAMOBPAOYBAHHS 3 Oi3HeC-CMPYKMYPamu ma
naceaennsm. [lobyodosa cxemu cxnadosux enemenmis pynxyionysanns MIIII dara smozy ecmanosumu cy6 exmmo-
06’ exmuuil ckaad, 06rpyHmysamu nepedyMosu Po3GUMKY maxozo napmuepcmea.

Busnaueno npobaemu poseumxy MIIII, ocrnosnumu ceped Sxux e:

— gidcymuicmyv 3aK0H00ABUO-HOPMAMUEHOL 6a3u pezyaioeanis eionocu mixc cy6 'exmamu MIIIT;

— nassuicmo pusuxie npu cnispinancysanii npoexmie MIIII i sidcymuicmo naditnoi cucmemu ix cmpaxysans;

— HepO36UHEHICMb CUCTEMU 3AXUCTY NPAG NPUSANHUX THEECTNOPIE;

— HU3bKUIUL pPiBeHb NOIHGOPMOBAHOCTI NPUBAMHOZO CEKMOPY NPO MONCAUBOCTMI Yuacmi 8 peanidauii ingpa-
CMPYKMYPHUX NPOEKMIB HA MICUSIX.

OO6rpynmosano Hanpamxu ix ycymenns ma onucano sacobu niosuwenns eppexmusnocmi MIIII. 3a donomozoio
MIIII peanizyemovcs noaimuka pezionaivnozo i MyHIUUNAILHOZ0 COUIANbHO-EKOHOMIUH020 PO3BUMKY, CNiBQiHaN-
Cyromvcs inppacmpykmypui ma iHwi CYycniivHo sHauumi 01sk PO3GUMKY MEPUMOPIALLHUX 00UHULD NPOEKMU.

Ompumani pesyavmamu oaiu 3mozy susnauumiu cneuudiuni ocodausocmi MIII ma tiozo 6i0minni pucu 6io
deparcasno-npusammnozo napmuepcmea ([I1I1). Bcmanosieno, wo 3aiyuenis npusamuux ineecmopie nompeoye
PO3POOKU 610N06IOHOT HOPMAMUBHO -3AKOH00A6U0T 6a3U, BI0H08IEHHS O0GIPU 00 THCMPYMEHMIE MiCUe60i NO3UKU Ma
OisIbHOCME 0P2AHi6 MICUe6020 CAMOBPAOYSanis. /i ubo2o Heobxiono sabesneuumu i0KpuUmMicms i npo3opicmy
peanizauii npoexmie MIIII, cmeopuswiu oniaiin-niameopmis, 3a 00NOM02010 SKUX NPUGAMIHT iHEECTNOPU MONCYMb
ompumyeamu neobxiony inpopmayito. 3as0sKu UboMmYy 3a6E3NEUYEMBCL MONCIUBICIND OMPUMAlILL GI00XHCEMIL020,
COUIAILHOZ0, €KOI02IUH020 eermy Ha PIGHI AOMIHICIPAMUEHO -MEePUMOPIALLHUX O0UHUYD MA POICUMKY CUCTEeMU
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1. Introduction

The effectiveness of the development of municipalities in
the context of the reform of financial decentralization and
the formation of a civil society requires the introduction of
new mechanisms for cooperation between local authorities
and local self-government with business structures and
people as representatives of local communities. The most
effective means of increasing the financial independence
of local governments, ensuring the financial viability of
local budgets, solving local socio-economic problems, and
modernizing local infrastructure is developing municipal-
private partnerships.

Chronic lack of local financial resources for the develop-
ment of local infrastructure leads to inhibition of the develop-
ment of foreign economic, tourist, innovation and investment
activities in the field. In these conditions, in order to fulfill
the functions and tasks assigned to local authorities, it is
necessary to introduce new approaches to the development of
a mechanism for communal lending, which should be based
on municipal-private partnership (MPP) [1].

Such a partnership involves the active involvement
of the public in the processes of developing and making

important decisions on the ground, forming and imple-
menting local financial policies. MPP is an effective tool
for developing the economy and attracting private invest-
ment to solve local problems, which makes the research
topic relevant.

2. The ohject of research
and its technological audit

The object of research is the processes of formation
and development of the municipal-private partnership in
the system of communal crediting of Ukraine. Increasing
requirements for the quality of communal, social and public
services carried out at the expense of local budgets are
limited. In this regard, they require the introduction of new
mechanisms for the interaction of local governments with
representatives of private business and the population of
territorial communities. One of the problem areas for the
development of such cooperation towards the implementa-
tion of projects for the modernization and development
of local infrastructure is the lack of:

— relevant legal framework, with a clear definition of

the essence of the municipal-private partnership (MPP);

.
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— ways to attract private capital,
— provision of a guarantee system for the protection
of private investment.

3. The aim and ohjectives of research

The aim of research is studying the theoretical foun-
dations and the development of scientific and practical
recommendations aimed at justifying the need for the de-
velopment of municipal-private partnerships in the system
of communal credit for the development and modernization
of local infrastructure.

To achieve the aim of the research the following tasks
are defined:

1. To systematize the conceptual and categorical ap-
paratus to determine the essential features of a municipal-
private partnership.

2. To determine the specific features of a municipal-
private partnership and its distinctive features from a muni-
cipal-private partnership.

3. To explore the possibilities of the use of municipal-
private partnerships in the system of municipal lending.

4. Research of existing solutions
of the prohlem

In work [2] it is noted that in recent years the sector
of local self-government in European countries has suffered
important changes, including, in particular, the development
of municipal-private partnerships and the conclusion of
contracts. An important consequence of these institutional
changes is the transformation of local government systems
due to the need to strengthen cooperation between local
authorities and private actors.

The author of the work [3] indicates that the orga-
nization of municipal-private partnership is important for
state, municipal, private shareholders and property owners
and is based on contractual mechanisms.

A study of the experience of implementing municipal-
private partnerships (MPP) for the implementation of mu-
nicipal solid waste treatment projects in China is given
in [4]. The authors point to economic, environmental and
social problems and exhibit risks arising at various stages
of the implementation of such projects, and which can lead
to complete failure.

The example of Bangkok and Thailand in the field of
domestic waste management, thanks to the development of
municipal-private partnerships, is studied in [5]. According
to the authors of the work, the partnership has become
a potential alternative to the traditional services provided
by the government. In doing so, the private and public
sectors are collaborating to develop a plan for value co-
creation and shared responsibility. In work [6] it is noted
that in recent years, many governments have adopted new
regimes of economic management that rely on municipal-
private partnerships. These forms of government effectively
transfer power and responsibility from the state to politi-
cal networks that are in civil society. Public and private
partners are increasingly proclaimed as innovative political
intervention in the context of critical urban infrastructure
services, where direct privatization and loss of control are
considered unacceptable [7].

Local economic policy, as a determinant of the local busi-
ness climate, consists of a balanced combination of traditional

instruments and modern, competition-oriented measures, one
of which is municipal-private partnerships [8]. In [9] it is
noted that one of the forms of MPP, which is understood
as the union of material and non-material resources of local
governments and partners on a long-term basis on the socio-
economic development of the municipality. It is noted that,
in its essence, MPP is like a municipal-private partnership,
but it provides for the solution of issues of local importance.
At the same time, the main forms of MPP, according to the
author, are the concession, the financing of part of the costs
of implementing social programs and investment projects,
the provision of communal property for use.

The author of the work [10] under the MPP understands
the mutually beneficial cooperation of local governments
with legal entities and individual entrepreneurs, associations
of legal entities, carried out through the conclusion of
agreements, in particular concession agreements. In [11], the
author under the MPP understands the mutually beneficial
cooperation of the municipality with national or foreign
legal entities and individuals, associations of legal entities
with the aim of implementing infrastructure and invest-
ment projects, which is carried out through the conclusion
and execution of transactions, including concession ones.

The study of the conceptual and categorical apparatus
of the MPP allows to conclude that there is no single
definition in the scientific literature and the existence of
different approaches to the interpretation of the MPP es-
sence by scientists. At the same time, the issues of scientific
and practical substantiation of the use of municipal-private
partnerships in the system of communal lending to solve
problems of financial support for the development and
modernization of local infrastructure are virtually absent
and require further solutions.

5. Methods of research

General scientific and special research methods are
applied during the execution of the work:

— abstract-logical — to summarize the theoretical foun-

dations of the emergence and development of municipal-

private partnerships;

— analysis, synthesis, logical generalization — to sub-

stantiate the prerequisites for development, the subject-

objective characteristics of MPP, the means of increasing

the effectiveness of such a partnership.

6. Research results

A prerequisite for local economic development and im-
proving the welfare of the population is an efficiently func-
tioning local infrastructure, and the mechanism that ensures
the implementation of the development of the territories
is the municipal-private partnership.

In modern conditions, a number of state powers are
transferred to the local level, and the responsibility of local
governments to the population of local communities for the
quality of services provided increases. MPP is becoming
a reliable and effective tool for ensuring local economic
development and attracting private capital to solving lo-
cal problems.

In the system of communal lending, MPP plays the
role of a mechanism for attracting private investments
made by residents and non-residents in the development
of the municipal sector of the economy. Considering the
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lack of formation of civil society in Ukraine, the local
self-government bodies that manage municipal property
objects should be the initiators of the MPP creation.

Considering the above, in the context of the reform of
financial decentralization of the formation of a civil society,
effective socio-economic development of territories is possible
only under the condition of the MPP development. Such
partnership provides for the consolidation of the efforts of local
governments, private businesses and the public as equal part-
ners in co-financing local infrastructure development projects.

The main problems of the MPP development in Ukraine
are the following:

1. Lack of a regulatory framework for regulating rela-
tions between MPP entities:

— presence of risks in the co-financing of small pri-

vate enterprise projects and the absence of a reliable

system of their insurance;

— underdevelopment of the system of protection of

the rights of private investors.

2. Low level of awareness of the private sector about
the possibility of participation in the implementation of
infrastructure projects in the field.

Let’s dwell on the consideration of each of these problems
separately. In the Law of Ukraine «On Municipal-Private
Partnership» [6], the latter is understood as the coopera-
tion of state and local authorities, with legal entities or
individuals (entrepreneurs), which is carried out between
them on a contractual basis. Based on this, local govern-
ments can participate in the implementation of agreements
of municipal-private and municipal-private partnerships.
In the case of the fulfillment of powers transferred from
the state to the local level, it is rational to apply the
state-private partnership mechanisms (SPP). To address
local issues, it would be advisable for local governments
to use various forms of MPP, namely, concession agree-
ments, equity participation, investment contracts, leases,
joint ventures, mixed forms of partnership, and the like.

In the context of chronic underfunding from the state
and local budgets for the implementation of infrastructure
projects, it is the development of municipal-private part-
nership that will attract the necessary amount of funds
through the use of co-financing mechanisms. This will have
a positive impact on the development of the community
lending system as a whole. Having its own specific fea-
tures, MPP is different from SPP in a number of ways:

— composition of subjects — in SPPs, the state in the
person of state authorities and management, as well
as private business, act as subjects of relations. MPP
is characterized by the development of equal relations
between local governments, business representatives
and the public;

— scope of coverage — usually small-scale projects of

local significance are implemented at the local level,

unlike SPPs, where large-scale projects are implemented,
covering individual sectors and regions;

— amount of resources needed to complete the project —

MPP projects do not require a significant amount of fi-

nancial resources, as happens in the case of SPPs;

— potential for project implementation — in SPP it

is characterized by the market, economic, innovative,

transit potential of the state; in case of MPP, such
potential depends on historical, geographical features,
the state of infrastructure support of the territories,
development of entrepreneurial initiative on the ground.

Co-financing of MPP projects is inevitably associated with
the emergence of a number of risks, both for local govern-
ments and for private investors. These could be investment
risks, financial loss risks, reputation losses, and the like.
Having a different range of influence on the activities of
subjects of private business, these risks require the formation
of an appropriate system to protect the rights of private
investors. Legal regulation of the system of guaranteeing
the rights of private investors is carried out in accordance
with the Law of Ukraine «On Municipal-Private Partner-
ship» [12] and the Law of Ukraine «<On Amendments to
Certain Legislative Acts of Ukraine Concerning the Protec-
tion of Investor Rights» [13]. Despite this, the development
of the MPP requires the adoption of appropriate legisla-
tion in the field of regulating partnerships between local
governments and private investors. The existing mechanism
for the provision of local guarantees that would meet the
current conditions of territorial development in the context
of decentralization should be improved.

The next problem that needs to be addressed is the low
level of content and timely updating of information resources
about the possibility of private sector participation in the
implementation of small private enterprise projects. Increasing
the level of publicity of local governments requires the provi-
sion of a range of public services online, creating a new level
of relations between local governments and private investors,
based on the principles of transparency and openness of lo-
cal budgets. To do this, it is necessary at the level of local
authorities to create appropriate information and financial
technology centers. On the basis of such centers, by creating a
unified interactive platform of information interaction, provide
real-time online advice on the use of utility lending tools [14].

MPP is a tool for ensuring the development of long-term
mutually beneficial cooperation of local governments with
business structures and the public. With the help of MPP,
a policy of regional and municipal socio-economic develop-
ment is being implemented, as well as at the expense of
local budgets and private investors, infrastructure and other
projects that are socially important for the development of
territorial units are co-financed. At the same time, business
structures and the population act as not only consumers of
public services created during the implementation of MPP
projects, but also active participants in co-financing programs
of local economic development.

Diagram of the MPP components is shown in Fig. 1.

Given the structural elements, MPP in the system of
municipal lending provides:

1. Efficient use of limited local financial resources:

— balancing the priorities of the strategic develop-

ment of territories with the pace of development of

investment activities;

— achieve the criterion of «price-quality» by reducing

the cost of providing utilities.

2. The introduction and use by local authorities of new
managerial competencies, advanced training of employees
of local authorities:

— expanding the boundaries of financing local infra-

structure projects;

— increasing the efficiency of use and management of

communal property;

— development of cross-border, interregional and in-

termunicipal financial cooperation;

— exchange of experience of best practices in the imple-

mentation of MPP projects.
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/ MUNICIPAL-PRIVATE PARTNERSHIP \

Development background

The need to form a mechanism of interaction of
local governments with business and the public to
solve the problems of local socio-economic

The inability to finance the full infrastructure

Attracting private investment in the development of
municipal infrastructure

development >

< projects at the expense of local budgets >

problems of the low level of informatiza-
tion of the process of providing public
services by local governments, the lack
of online platforms that host information
about current and implemented local
infrastructure development projects.

Opportunities. It should be noted
that further development of partner-
ship interaction of local governments
with private business and the public
will contribute to:

— accelerating the pace of local eco-

nomic development;

— elimination of the existing socio-

economic disparities in the develop-

Subjects

Objects

) ment of territories;
— growth in private investment and

the development of a community

lending system.

Private
investors

Consumers of <€——
public services —»

Community infrastructure

Threats. The main threats to the ef-
fective MPP implementation are:
— limited local resources;

Production

— shortage of local budgets;
— degree of distrust of business

structures and the public to projects

Transport

implemented by local governments;
— occurrence of risks in the absence

Financial

of a developed system of insurance.

partners

Energetic

1. An analysis of the existing concep-

Local government

Informational

tual and categorical apparatus of MPP
allows to systematize the views of scien-

tists regarding the definition of the es-

/\/\/\/\/\%

Management of objects of communal
property rights

Social

\/\_/\_/\_/\/\>_/

sence of such a partnership and provide
the author’s definition of the term. MPP

is a tool for ensuring the development
of long-term mutually beneficial coope-

Efficiency assurance

[

ration of local governments with busi-
ness structures and the public. With

Ensuring transparency in the
implementation of MPP projects

Coordination of the MPP development
with strategic development programs of
territories

the help of MPP, a policy of regional
and municipal socio-economic develop-

ment is being implemented, as well as

Restore trust in local government and
local borrowing market

Formation and development of the
institutional environment

at the expense of local budgets and pri-
vate investors, infrastructure and other

Fig. 1. The components of the municipal-private partnership

7. SWOT analysis of research results

Strengths. The strengths of the implementation of lo-
cal infrastructure projects due to the MPP development
consist in the readiness of local governments to open and
transparent cooperation with business representatives and
the public. The MPP development is also facilitated by
the accumulated positive experience in the implementation
of co-financing programs for projects at the local level.

Weaknesses. Weaknesses are the lack of a regulatory
framework in the sphere of regulating relations between
small business entities, a unified methodology for asses-
sing the effectiveness of utilizing communal property and
infrastructure, and protecting the rights of private inves-
tors. Also on the path of the MPP development there are

projects that are socially important for
the development of territorial units are
co-financed.
2. As a result of research, the specific features of the MPP
and its distinctive features from the SPP are identified, thanks
to the determination of a number of characteristics, namely by:

— composition of subjects;

— scale of coverage;

— size of resources;

— existing potential for the implementation of local

infrastructure projects.

3. The development of the constituent elements of the
MPP implementation allows to substantiate the scientific
and practical recommendations for the use of mutually
beneficial partnership of local governments, private business
and the public. This will contribute to the development
of a system of municipal credit and the development and
modernization of local infrastructure.
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Effective implementation of MPP projects will increase
the level of public confidence in local governments and
market instruments for local borrowing. Such projects
will help accelerate the formation of civil society by in-
creasing the number of active citizens who produce an
increase in new, creative initiatives on the socio-economic
development of territories. In general, this will lead to
a budgetary, social, environmental effect at the level of
administrative-territorial units and the development of
a system of communal lending in Ukraine.
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