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The subject of the presented study is the analysis of the directions
for improving the economic efficiency of authority decentralization
and delegation in the municipalities of the Adjarian Autonomous
Republic.

The object of the present paper is the study of the possibilities
of improving the economic efficiency of authority delegation of
organizations created by the municipalities of the Autonomous
Republic of Adjara.

In order to ensure rational spending of result-oriented
management and budgetary funds, conducting a functional personnel
policy taking into account the needs and aspirations of the local
population, ensuring high-quality public services, it is important to
unite non-profit legal entities providing identical services, to
introduce a single management structure for the effective
management of financial resources in order to achieve medium-term
and long-term goals with appropriate indicators and implement a
strong internal control system. The performance of delegated
functions should ensure the provision of high-quality, qualified,
citizen-oriented municipal services, which are spent on a significant
share of the local budget, and which, accordingly, arouse high public
interest in their implementation. The conducted research represents
an innovation in the direction of implementing delegated functions of
local self-government for municipalities of the Adjarian Autonomous
Region and its further use will be appropriate for in-depth analysis
and justification before starting the process of creating or liquidating
municipal legal entities.

In addition, conducting an online survey of the local population
before discussing an issue relevant to the city in the legislative body
creates a prerequisite for ensuring the proper and -effective
implementation of delegated powers.
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One of the important areas of the presented research is the
empirical study of the fiscal independence of local governments and
its economic effects. Using modern analytical methods, in particular,
regression-correlation analysis, we have investigated the impact of
the financial structure of municipalities on such key economic
parameters as budget expenditures per capita, employment and
economic activity in the regional context, which determines the
relevance of the study.

The article examines the functional areas of activity of

organizations created by the municipalities of the Adjarian
Autonomous Region and the self-governing city of Batumi. The
analysis has confirmed the increase in the number of NNLEs and the
dynamics of budget funds allocated to them, mainly through wages.
Strengthening the capacity to ensure rational spending of budget
funds, eliminating shortcomings in personnel policy and the wage
system, as well as optimizing the activities of organizations in the
presence of a rational and pragmatic financial instrument allow
saving budget funds. Thus, the released funds can be directed to the
implementation of other important municipal programs, which will
be reflected in the document on priorities.
Also, during the study, using the appropriate econometric tools, there
have been identified the directions for strengthening the budget
independence parameter, which could have a positive effect on
budget expenditures per capita and employment. The study of the
above issues determines the scientific and practical value of the
work.

The objectives of the research are to develop the practical and
scientifically substantiated recommendations for optimization aimed
at improving the quality of public services provided by the
municipality, based on the study of the current situation; to propose
such levers of economic policy for existing organizations that would
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ensure rational management of budget funds; to activate the control
and supervision system for the performance of delegated functions
and to introduce feedback mechanisms with the population, which
would contribute to increasing economic efficiency.

Achieving the set goals involves solving the following tasks: as a
result of sorting out the problem of optimizing organizations created
by the municipality, there could be issued a recommendation on the
reorganization / liquidation of a specific service; also, it is possible to
implement such an economic policy that would ensure the rational
use of budgetary funds, the provision of high-quality, effective and
citizen-oriented public services through a highly qualified
management team, as well as the introduction and activation of
economic instruments that contribute to increasing the economic
efficiency of delegated powers.

In the process of research there have been used the methods of
analysis and synthesis, analogies, comparisons, quantitative and
qualitative methods. There have been processed and deeply analyzed
the works of Georgian and foreign scientists and researchers, data of
the State Statistics Service of Georgia, current legislation of Georgia,
international agreements and reports, relevant normative acts of
ministries, budgets of municipalities of the Adjarian Autonomous

Region.
The first chapter of the work - "Trends in the economic
development of local self-government" - examines the

development and decentralization of local self-government in foreign
countries, their experience and economic problems, as well as the
peculiarities of the development of local self-government in the
country from the first Republic of Georgia to the present day.

The second chapter, “Factors of Implementation of
Economic Decentralization”, examines the mechanisms and factors
that hinder the effective fulfillment of economic decentralization in
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Georgia, as well as the functions delegated by the state, the
mechanisms for their realization, and the main challenges of local
self-government in Georgia in 2017-2021.

For the effective implementation of public administration
decentralization, it is important to determine the amount of state
autonomy in expenditures that will be transferred to lower levels in
order to further form a supporting system of vertical and horizontal
balance with flexible local and regional development strategies, an
attractive investment environment, and promotion of sustainable and
inclusive development.

The years 2017-2021 turned out to be a difficult period for the
development of local self-government: on the one hand, the global
economic crisis, caused by the COVID-19 pandemic, hampered the
implementation of important state programs and strategies; on the
other hand, the events that took place after the 2021 local
government elections clearly demonstrated the importance of shared
state responsibility at all levels of government.

In order to effectively exercise their powers and provide the
population with high-quality and timely services, local governments
create Non-entrepreneurial (Non-commercial) Legal Entity
(NNLE) and/or limited liability companies and delegate their
functions in various areas to them. For the successful, qualified,
high-quality and cost-effective implementation of delegated
functions, it is necessary to have a flexible legislative framework,
appropriate financial and material resources to perform the delegated
function, an effective, accountable, transparent management
structure and qualified personnel, as well as a strong control and
supervision system.

The third chapter - '"Directions for improving the
efficiency of authority delegation in the municipalities of the
Autonomous Republic of Adjara" examines the impact of the new
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budget system of Georgia on the areas of governance mechanisms of
Batumi Municipality, conducts a functional analysis of the structural
units operating in the municipalities of the Autonomous Republic of
Adjara in 2017-2021, as well as a functional analysis of the structural
units operating in Batumi Municipality in 2017-2021, and discusses
optimization opportunities.

The analysis confirmed the positive impact of the new budget
system on the revenue side of the Batumi municipality budget; in
addition, an increase in own revenues in 2021-2023 was revealed
due to property tax, VAT and other revenues.

To confirm our assumptions and hypotheses, we conducted an
online survey, using Google Forms and 23 face-to-face focus group
interviews in Batumi from 21.11.23 to 08.12.23, with the aim of
studying public opinion in the city of Batumi. Based on the results
obtained, the main survey questionnaire was developed. The data
was processed using the IBM SPSS-26 statistical program. Based on
the conducted research, it can be concluded that the surveyed
residents of Batumi are informed about the NGOs established by the
mayor's office, are familiar with the specifics of their work and the
procedure for managing organizations; at the same time, if necessary,
the relevant structures are ready for changes in order to more
effectively implement delegated powers and improve their quality.

Also, in the third chapter, using the appropriate econometric
tools, there has been conducted a study that identified a benchmark
for strengthening the budget independence parameter, which has a
positive effect on budget expenditures per capita and employment.

In particular, the regression analysis has revealed a positive
linear relationship (the determination coefficient is 0.805) between
the budget independence parameter (the share of local revenues, %)
and the regional employment indicator (the number of employed per
1000 residents of the region), which means that the regression line
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explains the variability of the variable "share of local revenues" by
80.5% (respectively, the variable "the number of employed per 1000
residents of the region"). However, there are probably also
corresponding dependencies and other variables, including
interactions, the inclusion of which in the study, in our opinion,
would further increase the significance of the correlation.

Thus, the regression analysis, conducted to determine the
orientation of the directions for increasing the economic efficiency of
decentralization and delegation of powers by the municipalities of
Adjara, has shown a medium and high correlation, on the one hand,
between the budget independence parameter and budget expenditures
per capita, and on the other hand, between strengthening local
revenues and employment. As for the share of centralized transfers, it
does not correlate with the volume of production.

Structure of the work: The dissertation consists of 162 printed
pages. It includes an introduction, three chapters, seven subchapters,
a conclusion and recommendations, a list of literature references and
sources, appendices. The dissertation contains 39 tables, 5 figures
and 15 diagrams. The presented research results have been
approbated through the following publications:

Articles:
Dzidziguri N., (2023). Delegated functions of the municipality and
mechanisms for their implementation as an important element of
institutional development - on the example of Adjara. International
Scientific Conference “Human Capital, Institutions, Economic
Growth”, 10.11.2023. Kutaisi University, pp. 138-146.
URL: https://doi.org/10.52244/c.2023.11.17

2. Dzidziguri N., (2022).Crisis driven by politics. Journal

,JEconomisti”,Ne4.Tbilisi

URL:https://ekonomisti.tsu.ge/uploads/images/ek20224.pdf
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https://ekonomisti.tsu.ge/uploads/images/ek20224.pdf

3. Dzidziguri N., Chikhladze N., (2021). The Challenges of
Coronomics in Georgia: Urban Context. Journal ,,Economist”, Ne2.
Thilisi.
URL:https://ekonomisti.tsu.ge/uploads/images/jur,ek.2021.2.pdf

4. Dzidziguri N., (2020). Contemporary Challenges of the

Decentralization Process in Georgia. Journal "Economist”, Nel.,
Thbilisi URL: https://ekonomisti.tsu.ge/doc/20ek1.pdf

As a result of the study, we have formulated the following

conclusions and recommendations: Conclusions

I. In order to increase the economic efficiency of
decentralization and delegation of authority, it is important to pursue
a balanced economic policy, optimize the activities of existing
organizations, which would save budget funds and direct the released
funds to the implementation of other important municipal programs,
what, in turn, would be reflected in the document on the priorities of
the municipality.

2. The data have been processed using the IBM SPSS-26
statistical program. As a result of studying the components we
presented, it was found that, in the opinion of the majority of
respondents, the functioning of the NNLE created in the city of
Batumi has improved compared to 2017 due to the fact that the
Batumi City Hall more fully takes into account the results of the
survey on the level of satisfaction of the population.

3. Similarly to the improvement of the existing management
system, there is also observed the development of control and
supervision mechanisms, the quality of services provided and the
increase in economic efficiency, and as a result of solving the
problem of optimizing the created organizations, a recommendation
can be issued for the reorganization/liquidation of a specific service.
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4. According to the majority of respondents, along with the
improvement of the NNLE functioning, the management structure
and personnel selection systems are assessed negatively compared to
2017.

5. The survey confirmed that the population's expectations
regarding the provision of public services are high, which increases
public interest.

6. The analysis of the Batumi Municipality budget for 2019-
2023 showed that the new budget system had a mostly positive
impact on the revenue side of the city budget, which is due to
positive economic trends in the country.

7. The regression analysis, conducted to determine the
orientation of the directions for increasing the economic efficiency of
decentralization and delegation of authority in the municipalities of
Adjara, has shown a medium and high correlation between the
budget independence parameter and budget expenditures per capita,
on the one hand, and between strengthening local revenues and
employment, on the other hand. At the same time, the share of
central transfers does not correlate with the volume of production.

8. Strengthening fiscal independence, improving the VAT
distribution system and introducing new models are important for
decentralization, as they would have a positive impact on the
development of territorial units;

9. The analysis of non-entrepreneurial (non-profit) legal
entities registered in all municipalities of the Autonomous Republic
of Adjara in 2017-2021 confirmed the increase in the number of
NNLESs and the growth dynamics of budget funds allocated to them,
which are mainly formed through the remuneration of employees.

10. The NNLEs and LLCs established by the Batumi
Municipality City Hall lack development strategies, quality audit
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indicators; they have inconsistent personnel policy, and low level of
accountability to the founder.

11. The analysis has confirmed that a number of delegated
powers exercised by the Batumi Municipality are fully financed from
the local budget, which undermines local governance, reduces both
the quality of public services provided and their focus.

12. Since 2016, the volume of funds mobilized from taxes
received by each municipality to the central budget has increased
throughout Georgia; the number of taxpayers has also increased,
however, the "promotion" of large municipalities remains, the
principle of solidarity is not taken into account, and the development
of municipalities is uneven.

13. The lack of qualified personnel at the municipal level of
public administration and the need for quantitatively adequate,
sufficient financial resources for the implementation of delegated
powers remains a problem as well.

14. The powers delegated by law to organizations created by
the municipality in the field of sports development must clearly
reflect the above approaches and fully comply with the requirements
of the law.

15. It has been revealed that the existing municipal sports
clubs (LLCs) do not operate for profit, and instead of them, there
should be created an association of sports clubs with NNLE status.
With an effective internal personnel and salary policy, flexible
management, rational and pragmatic financial instruments, it would
be possible to save about 5% within the allocated subsidy, which,
accordingly, would be aimed at strengthening the above mentioned
area.

16. Annual funding for the implementation of powers
delegated by the authorities of the autonomous republic is increasing,
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the variety of services provided is expanding, but the mechanism for
supervision and quality control remains weak.

Recommendations

1. Our analysis of the structural units of the municipalities of
the Adjarian Autonomous Republic in 2017-2021 represents an
innovation in the field of implementation of delegated authority of
local self-government for the municipalities of the Autonomous
Republic of Adjara. Its further use would be advisable before the
start of the process of creation or liquidation of municipal legal
entities.

2. It is necessary to simplify the procedures for requesting
funds received by the municipality for the implementation of powers
delegated by law.

3. It is needful to implement such an economic policy that
would allow managing municipal organizations through cost-
effective and functionally reliable mechanisms, with a strong internal
control system.

4. It is important to strengthen and intensify inter-municipal
cooperation for the effective provision of public services.

5. The establishment of NNLE by the municipality should be
carried out on the basis of a unified approach and in-depth analysis in
order to avoid duplication of functions and inefficient spending of
public funds for subjective reasons.

6. In order to implement the functions delegated to the LEPL
created by the Autonomous Republic of Adjara, it is important to
activate the control and supervision system, as well as to introduce
mechanisms for feedback with the population in accordance with the
financial situation.

7. Taking into account the specifics of the functioning of some
municipal NNLEs, we consider it appropriate to appoint a director
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with higher education and experience in management from among
specialists in the relevant profile.

8. We consider it important to activate mechanisms for
monitoring organizations created by the municipality and to appoint
a manager with the participation of the city's representative body.

9. In order to promote the development of professional/high-
performance sports, as well as to ensure rational management and
spending of budget funds, it is possible to liquidate existing LLCs in
the sports sphere, merge clubs under one "umbrella" and create a
new sports association with the status of a non-entrepreneurial / non-
profit legal entity NNLE.

10. Thanks to the organizational structure of the new sports
association, there would be effectively performed the functions
delegated by the municipality; rights and responsibilities would be
correctly distributed, accountability and two-way communication
would be strengthened, furthermore, employee motivation and
satisfaction with labor relations would increase, what, in turn, would
allow saving and purposefully spending both monetary and
intellectual resources.

11. We believe that the activities of the municipal NNLEs
should be defined for a specific period in order to control the quality
of the provision of public services.

12. An online survey of the local community by the
municipality before discussing an acute and topical issue for the city
in the legislative body is an innovation and creates the preconditions
for the possibility of conducting a quick and impartial survey in the
future to study the opinion of citizens.

13. A regression analysis, conducted to determine the increase
in the economic efficiency of decentralization and delegation of
authority by the municipalities of Adjara, has shown the direction for
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strengthening the budget independence parameter, which would have
a positive impact on budget expenditures per capita and employment.

14. In order to restore the territorial integrity of Georgia, it is
advisable to take into account the experience of the European Union
and offer some municipalities to use different approaches to
economic regulation: different tax rates, preferential loans, assigning
types of taxes to the region, creating free economic (special) zones,
granting a special status, etc.

15. The next steps of the successfully implemented
decentralization reform in Georgia should be cooperation with the
regions and cities of the European Union for further development.

16. One of the factors determining the success of regions in
implementing effective governance is the presence of local and
regional strategies for sustainable and inclusive economic
development with corresponding effective bureaucratic mechanisms.

17. In order to improve the efficiency of governance and the
quality of municipal services at the local government level, we
would recommend to implement measures in accordance with the
already developed document - "Guidelines for Feedback
Management in Municipalities".

18. Strengthening local government with broad public
participation in Georgia, the successful implementation of the
decentralization process, promoting reforms and sustainable
development should become an example for the regions of Abkhazia
and Samachablo, so that the success of the reforms carried out after
the unification could serve as a basis for their support and exchange
of experience.
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