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The current processes of socio-economic development in Ukraine are taking
place amid profound transformations caused by ongoing military operations, large-
scale challenges for public administration, and the need for rapid regional
recovery. In conditions of increased turbulence, the effective functioning of the
local finance system is of particular importance, since it is local budgets that are
the key link in ensuring the viability of territorial communities and forming their

financial stability [1].
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Russia's full-scale invasion caused widespread destruction of infrastructure,
loss of control over part of the territory, forced migration of the population, and a
decline in economic activity in frontline and occupied regions — all of which
directly affected local finances. Local budgets have come under pressure from a
simultaneous decline in local tax revenues in the affected regions and an increase
in expenditure needs (evacuation, temporary housing, infrastructure restoration,
social payments). Inter-budgetary transfers and donor support also played a
significant role in maintaining basic community funding. Assessing these impacts
Is important for developing policies to improve the financial security of regions.

After 2022, the financial security of Ukraine's regions underwent significant
changes. Some territories lost a significant share of their revenues due to
infrastructure destruction, business relocation, and reduced tax revenues. Other
communities, on the contrary, became centres for receiving internally displaced
persons, which created an additional burden on local budgets and required a review
of expenditure policy. The growth in military, social, and humanitarian
expenditures has created new risks for the budgetary sustainability of the regions.

The war has had a significant impact on the financial stability of Ukraine's
local budgets, both through direct revenue losses and through changes in the
structure of transfers and the tax base. According to an analysis by the Ministry of
Regional Development, in 2024 local budgets received UAH 134.8 billion in
subsidies and UAH 53.1 billion in grants, which is almost 25% of their
consolidated resources.

At the same time, own revenues remain vulnerable: the largest decline is in
personal income tax, a key source of community revenue: in 2024, local budgets
lost UAH 31.9 billion in personal income tax (-11%) compared to 2023 (Table 1).
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Table 1

Main sources of local budget revenue during the war

Volume 2024, Share in total local

Source of income billion UAH budgets* Comment

Subsidies

(qovernment 134.8 ~15-20 % Strengthened role of_s.tate
support for communities

transfers)

Grants  (government o Targeted support, in particular

53,1 ~6-7% ; o

transfers) for de-occupied territories
Significant decline due to the

Personal income tax 257,5 57 % own revenues |removal of the ‘military income

2

tax

Dependence on local taxes has
increased, but it is difficult to
compensate for the loss of
personal income tax

Other  own  tax| ~ (single tax 69.1 | a significant share,
revenues (single tax,| billion, property | but insufficient for
property, rent, etc.) 50.2 billion, etc.) | complete autonomy

In 2024, Ukraine's local budgets received UAH 451.1 billion in general fund
revenues, which is only 2.1% higher than in 2023. This increase of only UAH 9.1
billion is minimal and indicates an actual slowdown in the development of the
local tax base, limited opportunities for communities to respond to post-war
recovery needs, and the impact of increased fiscal centralisation. The main source
of revenue remains personal income tax — UAH 257.5 billion, or 57.1% of all
general fund revenues. At the same time, it is personal income tax that has seen the
sharpest decline: minus 11.0% (UAH 31.9 billion) compared to 2023. This is a
direct consequence of the redistribution of personal income tax from military
personnel from local budgets to the state budget, which has significantly reduced
the financial capabilities of local communities [2].

In these circumstances, research into the role of local budgets in ensuring
financial security becomes particularly relevant. It allows us to assess the real level
of financial self-sufficiency of communities, identify vulnerabilities in the budget
system, determine reserves for increasing revenues, and develop tools capable of
strengthening the sustainability of local finances in the short and long term [3].

Military actions have changed the geography of budget revenues,

strengthening the role of safer regions as ‘financial recipients’ of internal migration
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of economic activity.

In general, local budgets have demonstrated flexibility and adaptability, but
this masks systemic vulnerabilities and uneven risk distribution. Without structural
changes (increased financial autonomy for communities, targeted infrastructure
reconstruction, rural and farming recovery programmes, and long-term risk
insurance instruments), episodic transfers will not ensure sustainable recovery and
financial security for the regions.
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