Pezuon u mup, 2021, No 4

The process of community enlargement in the context of

strengthening the financial capacity of communities
Petrosyan S. M.
PhD student at management department,
Armenian State University of Economics (Yerevan, Armenia)
samsonpetrosyan95@gmail.com
Khachatryan H. G.
PhD student at management department,
Armenian State University of Economics (Yerevan, Armenia)
khachatryan.hamazasp@mail.ru

Key words: enlarged community, community budget, community budget revenues,
decentralization, community own revenues, financial decentralization, community budget
expenditure

<uniwjbpitiph unynpugiwi gnpépipugp hwdwjiptutiph phttwbuwlub
Jupnnnip)nibhbtiph wipwwbiniwb hwiwmbpumnig

Nampnwywmh U. U.

<Suyuuvnubh whwaulub mlonbuwghmwlpud hwduwguwpuih

Yuwnwifupdul wilphnih wuyhpwbon (Gplowh, <uguwuwnwd)
samsonpetrosyan95@gmail.com

Towsuwnpguh <. Q.

<Suyuuvnubh whwaulul mlonbuwghmwlpud hwduwguwpuih

Yuwnwifupdudl wilphnih wuyhpwbon (Gplowh, <uguwuwnwd)
khachatryan.hamazasp@mail.ru

Wdthnthnd® 1991p.-hg h ytip <<-p hbtmwdnin £ bl gnponitt hwbpughtt junwjupiwb  hwudwlupgh
umbtindiwbpn b Juyugiwbp: <wbpuwht  Juowjupiwb Juyugnidp b qupqugniip  Ghpwnpnid  k
Jupswunwpwdpuwyhtt pudwiiwd b mbtnujub hphwunwupiwt hwdwupgtiph wipinhwun qupgugnid
pwptithnfuniditip : Wagwo 30 wwphbtiph thnpap gnyg wmybkg, np gnponn Jupswumwpwdpughtt hwdwljupgp
hungpinnuunid - £ wmbinujubt  hoptwunujupiwt  htnmwqu  qupqugdwbip b funpugdwbp, niunhp
wbhhpuwdtpmnipni Ep wnwewgl] Jupswwmupudpuyht puptithnpunudtitiph, npt ) << junwjupnipyniap
atinbwnytig 2011 pyujubht hwjuwimipjub updubtwgiting «<<udwyiiplitiph junpnpugdwb it Whphwdwyipuyhh
dhwynpnititinh aiundnpiwd huytigujupgp»-p, npny ujhgp njtg huduyipbtinh unpnpugdiwb gnpépbhpwughtb:
{wigniguwpwnlp funpnpugdud hwduydp, hwdiwytpughtt pnigh, hwdwyiiph  pnigbnuyhbtijudnimbbp,
wyutbnpniwgnid, hwdwyiiph ubthwub Gludnnmbtp, Shtwbuujub wwultbinpnbwgnid  hwdwyiiph
pnLotimuyhtt Swhuutipn

IIponecc pacmmpenns coo0mecTB B KOHTEKCTe YKpelJieH!s! (PMHAHCOBBIX BO3MOKHOCTEMH

C000IIIeCTB

Ilempocan C. M.

Acnupanm rxaghedpvl meneddcmenma,

Apmanckuti coccyoapcmeentbiil SKoHomuyeckuti yuusepcumem (Epesan, Apmenus)
samsonpetrosyan95@gmail.com

Xauampsan A. I,

Acnupanm xaghedpvl meneddcmenma,

ApmaAncKull 2occyoapcmeennulil dkoHomuyeckuti ynusepcumem (Epesan, Apmenust)
khachatryan.hamazasp@mail.ru

Annoranusi. C 1991 roga PA cTpemMuTcs K CO3JaHMIO M CTAHOBJICHHWIO AKTUBHOM CHUCTEMBI TOCYIapCTBEHHOTO
ynpaiieHusi. CTaHOBJIIEHHE M Pa3BUTHE TOCYJApCTBEHHOTO YINPABICHHSI MPEANOjaraeT IMOCTOSHHOE pa3BUTHE U
pehOpPMHUPOBAHHE CHCTEM aIMHHHUCTPATHBHO-TEPPUTOPHAIBHOTO JEJIEHHS W MECTHOTO CcaMoympaBieHus. OmbIT
nociegHux 30 JeT mokazai, YTO CYLIECTBYIOLIAS aAMHUHHCTPATUBHO-TEPPUTOPHANIbHAS CHCTEMA MPEMSTCTBYET
MAIbHEHIIEMY PpAa3BHTHIO H YIUIYOJICHWIO MECTHOTO CaMOYIPABICHHS, II03TOMY BO3HHKIA HEOOXOIMMOCTH B
aJIMAHUCTPATHBHO-TEPPUTOPHAIEHBIX pedopmax, KoTopseie [IpaBurenbcTBo PecmyOnmmkn ApMeHUs IPUHSIO pElIeHNe
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Administrative division is one of the most
important systems of government for any state. The
importance is due to the fact that different levels of
government are formed as a result of administrative
division. Then as a result of a distribution of powers
the range of issues of public importance to be
addressed at each level is determined. And the
problems and challenges, facing the state, are
forcing the system of administrative-territorial
division of the state to be constantly reconsidered,
as the efficiency of governance largely depends on
the existing system of administrative-territorial
division in the country. Therefore, it must be stated
that the administrative-territorial reforms and their
regular implementation are the guarantee of forming
an established and developed state.

The aim of the research is to analyze the impact
of the community enlargement process in terms of
strengthening the financial capacity of the commu-
nities by the example of Ashotsk enlarged commu-
nity. The theoretical basis for the research was
domestic-foreign works, as well as research mate-
rials of state and non-governmental organizations.
Various statistical data were used for the research.
Information from the RA National Statistical
Committee, professional literature, RA Ministry of
Territorial Administration and Infrastructure, local
self-government bodies analysis. The methods of
deduction, induction L comparative analysis were
used during the analysis. For comparison, the
budget revenues of Ashotsk community during the
pre-enlargement and post-enlargement periods were
considered, the structures of the community budget
revenues were analyzed to assess the financial
independence of the community.

The system of local self-government in the
Republic of Armenia, formed in 1996, is still
experiencing a period of establishment and streng-
thening. Mechanisms and ways are being sought to
improve the accountability of local governments, to
make their work more efficient, high-quality,
transparent, as well as to encourage the active
participation of the population in community
governance [1, Page 2]. After independence, the
process of administrative-territorial division also
started in Armenia, as a result of which the territory
of the republic was divided into 10 provinces and
the city of Yerevan (as a province).

915 communities were established in the
provinces, which started the process of forming a
system of local self-government in the country.
Almost half of these communities were mainly
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small and financially disadvantaged. As a result,
after about a quarter of a century, a large number of
communities in Armenia are still in poverty and
have a very low level of socio-economic develop-
ment.

The problems related to the socio-economic
development of communities in the RA are
conditioned by many factors, each of which, in one
way or another, hinders the development of
communities and the establishment of a community
economy.

However, it is obvious that the problems in the
local self-government system in Armenia are mainly
conditioned by the existence of communities with
weak capacities. As we understand it, the reason for
this is the large number of small communities
formed in Armenia as a result of administrative
division, local self-government bodies of which,
regardless of their financial resources and the
number of population, have to provide the same
community services. Therefore, it is impossible to
imagine how the problems faced by local self-
government bodies, especially in small commu-
nities, will be solved.

The need for administrative-territorial reforms
in the RA is first of all explained by the significant
differences between the communities. These
differences relate to the population of the
communities, the land resources available within the
administrative boundaries of the communities, the
natural resources available in the community, and
the socio-economic infrastructure of the community.
By the way, these differences are typical not only
for rural but also for urban communities. There are
communities in the RA, the population of which is a
thousand times different from each other, they also
differ in their financial and human resources, but by
law they are given the same scope of authority and
"provide" the same community services. That is,
legally, large and very small communities are not
differentiated and operate within the same law. All
communities (regardless of their financial and
human resources) are obliged to exercise the full
scope of their powers under the Law of the RA “On
Local Self-Government”. This is due to the fact that
the resident, regardless of the community in which
he or she lives (large or small), has the right to use
all services provided by local governments that meet
the minimum subsistence requirements.

As there is no alternative to the establishment
of the local self-government system in Armenia, the
administrative-territorial division system needs to be



reformed in order to ensure a sufficient level of
socio-economic development through community
capacity building. Hence the need for immediate
implementation of administrative-territorial reforms
in the country.

However urgent its implementation may be, the
main criterion for its implementation should be to
increase the efficiency of governance in the
administrative units. In general, administrative units
must meet certain conditions, under which only one
can speak of the possibility of effective management
in those units. The administrative-territorial units
must meet the following conditions:

1. Physical conditions

2. Economic and financial conditions

3. Legislative and institutional conditions

4. Availability of human resources [4, Page
101-102]

It is obvious that many of the communities in
Armenia only meet the physical conditions of their
existence. That is, communities have clearly sepa-
rated administrative boundaries and a small popula-
tion. It is unrealistic to ensure effective local self-
government here. The financial conditions of the
communities are very important in the establishment
of local self-government.

As for the financial capacity of the commu-
nities, everything is obvious here. There are many
small communities in the Republic of Armenia,
whose budget resources are not enough to do serious
work and provide services, mainly spent on
maintaining the mayor's staff [3, Page 15].
Therefore, the only effective way to overcome the
socio-economic challenges of community develop-
ment is to strengthen local self-government through
decentralization. And decentralization cannot be an
end in itself. The main result should be the most
effective implementation of this or that authority,
which should be used by the residents of the
communities. The exercise of authority is possible
with the availability of appropriate financial
resources and resources [5, Page 61]. Therefore, the
only effective way to overcome the socio-economic
challenges of community development is to
strengthen local self-government through decentra-
lization. And decentralization cannot be an end in
itself. The main result should be the most effective
implementation of this or that authority, which
should be used by the residents of the communities.
The exercise of authority is possible with the
availability of appropriate financial resources and
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resources. Communities must have sufficient
financial resources to properly exercise their
powers. Article 9 of the European Charter of Local
Self-Government stipulates that the financial
resources of local self-government bodies should be
proportionate to their powers conferred by the
constitution or by law [2, Page 3]. Strengthening the
financial capacity of communities is one of the most
important issues of public administration, without
which it is impossible to imagine an established and
developing system of local self-government. The
latter presupposes the compatibility of fiscal
decentralization and political decentralization.
According to the Law of the RA “On Local Self-
Government”, the powers delegated and obligatory
by the state must be performed first, the fulfillment
of which is fully financed from the state budget [6,
Article 10]. Voluntary powers are subject to
fulfillment when the community budget provides
sufficient financial resources for them. The majority
of the 915 communities operating in the former
administrative-territorial division were communities
with small and weak financial capacities, the budget
revenues of which were mainly sufficient for the
salaries of the community staff and mandatory
social payments. The budget revenues of the
community are formed from two groups of
revenues: own revenues, official grants. From the
point of view of financial stability and inde-
pendence, the share of the community own revenues
in the total budget revenues is important. The higher
the rate, the more financially independent the
communities are and the less dependent they are on
government grants. In the system of local self-
government of the RA, the majority of budget
revenues go to state grants. According to the Law of
the RA “On Local Self-Government”, there are two
grants provided by the state: subventions and
subsidies [6, Article 57]. According to the Law “On
Financial Equalization”, subsidies are provided to
the administrative budgets of the communities, the
expenditure directions of which are determined by
the community governing bodies, and the
subventions are purposefully provided to the fund
budgets of the communities [6, Article 3].

In order to assess the results of fiscal
decentralization as a result of community enlarge-
ment, we will examine the differences between
community budgets before and after enlargement on
the example of enlarged community of Ashotsk
(includes 11 settlements).



Table 1. Enlarged community budget revenues of Ashotsk during 2016-2018 (The table was compiled by the authors).

Community budget revenues Of which own income
(thousand drams (thousand drams)
By individual Ashotsk Ashotsk By individual Ashotsk Ashotsk
o enlarged enlarged o enlarged enlarged
communties community community communities community | community
2016 po. 2017 . 2018 jpo. 2016 po. 2017 pa. 2018 jpo.

Ashotsk 66466.4 16,350.6
Bavra 14975.6 16,350.6
Mets Sepasar 20191.9 4,492.6 573713 69378.6
Pokr Sepasar 5117.7 1,617.7 :
Tavshut 927715 186,863.3 194,992.4 3.358.5
Saragyugh 6598.5 3,098.5
Ghazanchi 14271.6 3,280.7
Krasar 12050 4,181.2
Karmravan 7463.9 3,963.9
Zuygaghbyur 13474 3,972.1
Sizavet 8550.8 4,153.5
Total 178,437.6 186,863.3 194,992.4 53,840.2 57371.3 69378.6

As we can see from Table 1, in 2017, as a result
of community enlargement, community budget
revenues increased by 4-7% compared to 2016. It is
noteworthy that the community's own income has
also increased by 6-55%. When considering the
growth of the community budget revenues, the
growth of the share of the community own revenues
in the total revenues is very important. It should be

noted that before the expansion, the community own
income was 30-1% of the total income, and after
expansion, although their own income increased,
their share remained almost unchanged (30.7%),
meanwhile, the enlargement process itself implied
the strengthening of the financial capacities of the
communities and the increase of their independence.

Table 2. Enlarged community budget revenues of Ashotsk during 2018-2020 (The table was compiled by the authors)

Community budget revenues (thousand drams) Of which own income (thousand drams)
Ashotsk Ashotsk Ashotsk Ashotsk Ashotsk Ashotsk
enlarged enlarged enlarged enlarged enlarged enlarged
community community community community community community
2018 po. 2019 pe. 2020 pe. 2018 e 2019 . 2020 .
Ashotsk 194992 4 214710.2 243689.5 69378.6 71351.6 78419.8
Total 194992.4 214710.2 243689.5 69378.6 71351.6 78419.8

The budget revenue information of the communities of the RA is taken from the website of the Ministry of Territorial Administration
and Development of the RA at the following link: http://www.mtad.am/en/budgetary-incomes/

Let us now examine the dynamics of the
growth of the budget revenues of the enlarged
community of Ashotsk, in particular, in the three
years following the enlargement. It is clear from
Figure 1 that in 2018 the community budget
revenues increased by 4-35%, and in the next two
years by 10-11% and 13-49%, respectively.
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It is noteworthy that four years after the
enlargement process, the community budget
revenues increased by 36.5%, but the share of the
community own revenues in the total revenues
increased by only 2%. It follows that the main
expectation from the enlargement process, which is
to increase the financial independence of the
communities, has not been justified.



The budget revenue information of the communities of the RA is taken from the website of the Ministry of Territorial Administration

Information on community residents was taken from the website of the Statistical Committee of the RA at the following link:
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Table 3. The per capita income of the community of Ashotsk of the RA in 2016-2017.
(The table was compiled by the authors)

Community budget revenues (thousand drams)
By By individual Ashotsk Ashotsk
o e s .. enlarged
individual communities enlarged .
communities (per capita) communit community (per
P P Y capita)
2016pe. 2016pe. 201770 2017pe.
Ashotsk 66,466.4 23.5
Bavra 14,975.6 229
Zuygaghbyur 13,474.0 23.8
Tavsh 9,277.2 23.8
Karmravan 7,463.9 29.3
Krasar 12,050.0 21.9 186863.3 25.4
Ghazanchi 14,271.6 22.4
Mets Sepasar 20,191.9 21.4
Saragyugh 6,598.5 30.7
Sizavet 8,550.8 21.8
Pokr Sepasar 5,117.7 21.5
Total 178437.6 23.3 186863.3 25.4

and Development of the RA at the following link: http://www.mtad.am/en/budgetary-incomes/

https://www.armstat.am/am/?nid=540

As, in the context of the study of budget
revenues, the amount of per capita income of the
residents of the communities is important, so let us
consider the change of the mentioned index. As can
be seen from Table 3, the per capita income before
the enlargement fluctuated in the range of 21,000-
30,000 AMD, on average the per capita income was

Figure 1. The per capita incomes of the community of
Ashotsk of the RA in 2018-2020 (The figure was compiled
by the authors)
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In general, the study of the budget revenues of
the community of Ashotsk provides some
conclusions. Involvement in the enlargement
process was expected to strengthen the financial
capacity of the communities, which should
primarily lead to an increase in community incomes
and an increase in the degree of financial
independence.

As a result of the analysis, it becomes clear that
as a result of the enlargement, the community
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23,000 AMD. After the enlargement, the per capita
income also increased to 25,400 AMD. Since it is
impossible to determine the positive or negative
impact of enlargement on the mentioned index in
one year, we will present this index in the next three
years. Figure 2 shows that per capita income is
growing dynamically year by year.

budget revenues have a positive tendency to grow
year by year. As a result, the per capita income also
increases, which is an important indicator of the
living standards of the population. The picture is
different if we look at the impact of enlargement on
the degree of financial independence. It is clear that
the strengthening of financial capacity is largely due
to the financial independence of communities. The
degree of financial independence is conditioned by
the share of own revenues in the community budget
revenues. Prior to the enlargement, the own
revenues of the communities averaged about 30
percent of total revenues.

Which means that the communities were not
financially independent and could not solve the
problems of community importance with their own
resources. One of the main goals of the enlargement
was to increase the level of financial independence.
However, almost 4 years have passed since the
enlargement, but in the budget structure of the
enlarged community of Ashotsk, own revenues
make up only 32% of the total revenues. In other
words, the share of own revenues has increased by
only 2%. This indicator cannot be considered



positive, as it is unrealistic to ensure the socio-
economic  development of communities in
conditions of low financial independence.

In addition, as a result of the enlargement, it
was expected to increase the level of professional
qualification of municipal staff, which should
improve the process of tax arrears in the community
and increase the volume of own revenues. It is true
that although there is an increase in the share of own
income, it cannot be a sufficient indicator to ensure
sustainable community development.

In general, assessing the impact of enlargement
is a complex process. However, it should be noted
that the results of the enlargement will be possible
only after some time, because in addition to
strengthening financial capacity, time is also needed
to improve the legal framework. Communities must
begin to meet all the conditions typical of
administrative units. In order to achieve all that, it is
necessary to actively involve all stakeholders in the
development of the community, and only due to
their years of hard work it is possible to ensure the
socio-economic development of the communities.
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