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BUDGETING
UNDER MARTIAL LAW

In the conditions of martial law, the issues of
ensuring the preservation of the national
economy and further economic development are
becoming relevant. An important condition for
this is an efficient mechanism for the formation
and implementation of the state budget. The
budget formation mechanism is an important
tool for ensuring sustainable economic develop-
ment of the country while maintaining the
stability of the budget system. The aim of the
article is to determine the peculiarities of
budgeting in the conditions of martial law. The
research presented in the article is based on the
hypothesis of the need to strengthen the financial
potential of budgets of all levels at the expense
of their revenues. Strengthening the income part
will contribute to achieving economic stability
and balance and determine the pace of social
and economic development. The research
methodology is based on general scientific and
special methods. The main research methods are
dialectical and institutional. Structural, compa-
rative, method of scientific abstraction, analysis
and expert evaluations were also used. Adap-
tation of the budget formation system to social
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$OPMYBAHHA BIOOXETY
B YMOBAX BOEHHOI'O CTAHY

B ymosax eoennozo cmamy akmyanizylomcs
NUMAaHHA 3a0e3neyeHHs 30epedtcents: HaylOHANb-
HOI eKOHOMIKU Ma NOOAIbUl020 eKOHOMIYHO20
po38umKy. Bazomoro ymoeoio 0 ybozo € diesuil i
De3VIbMAmueHULl  MexXaunisM — Qopmysanta ma
BUKOHAHHST  Oepaicasno2o biodcemy. Mexanizm
dopmysanns 6100x4cemy € 8ANCIUSUM THCIPYMEH-
mom 3abes3neyuerHs Cmano20 eKOHOMIUHO20 po3-
BUMKY KpAiHU npu 30epediceHHi cmabiibHOCMI
010001cemnoi cucmemu. Memoro cmammi € u3sHa-
yeHHs1 ocoonugocmeti GopmyeanHs Orddcemy 6
ymoeax eocnnozo cmany. Ilpedcmaenene y cmam-
mi 00CHIONCEHHS TPYHMYEMbC HA 2inomesi npo
HeobXiOHicmb nocuieH s (IHaHCO8020 NomeHYia-
J1y 01002Ccemis ycix pieHie 3a80AKU G1ACHUM HAO-
X00HCeHHAM. 3MiyHeHHs O0XIOHOT YacmuHy cnpus-
mume OOCACHeHHIO (DIHAHCO80I cmitikocmi ma
30anAHCOBAHOCTII, BUSHAYAMUME MEMAU COYIATLHO-
EeKOHOMIUHO20 ~ po36umKy. Memodonoeiss  docni-
00IceHHst OazyemvCs HA BUKOPUCIAHHI 3A2QTIbHO-
HAYKOBUX | CREYIAIHUX MEMOOI8, OCHOBHUMIL 3 IKUX
€ Oianekmuynuti ma iHcmumyyivnul. Taxooc
BUKOPUCIAHO —~ CIPYKMYPHUL, — NOPIBHANLHUL
Memoou HAyKo8oeo abCcmpazysamHs, amanisy i
excnepmuux oyinok. Ilompebye yeazu adanmayis
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and economic changes and determination of
priority directions for the further development of
financial and budgetary relations require
attention.

For the thoroughness of the study, the
structure of the revenue part of the state budget
was analyzed during 2019-2023. The dynamics
of attracting international financial aid and its
share in the state budget were evaluated. In the
course of the research, modern adaptation and
transformation mechanisms implemented in
budget policy under martial law conditions were
determined. New approaches to the formation of
the revenue part of the budget have been studied.
On the basis of the conducted research,
promising directions for improving the forma-
tion of state budget revenues have been deter-
mined, which will allow the budget system to
function more effectively and efficiently. It is
expedient to further improve the system of bud-
get formation in terms of creating and imple-
menting effective financial mechanisms of bud-
get policy, with the aim of further social and eco-
nomic development of the country.

To increase the effectiveness of budget poli-
cy in the conditions of martial law, it is necessary
to strengthen the use of the principles of stability,
financial and economic soundness, social jus-
tice, and budget balance in the budget process.

Keywords: the state budget of Ukraine,
budget policy, macroeconomic stability, revenue
part of the budget, tax revenues.

JEL Classification: H 60, H 61, H 72.

Introduction

cucmemu popmyeartst O100xceny 00 coyianbHo-
EKOHOMIYHUX 3MIH MA 6USHAYEHHS NPIOPUIMEMHUX
HANPAMIE  NOOAILULO20  PO3GUMKY  (DIHAHCOBO-
01000i1CemHUx 8IOHOCUH.

Il tpyHmosHOCmI  QOCTIONCEHH NPOAHATE-
308AHO CIPYKNLYPY OOXIOHOT YACMUHU OEPAHCABHO20
6r000i1cemy  enpooosdic 20192023 pp. Oyinero
OUHAMIKY 3QUTYHeHHSI MIDCHAPOOHOT  (hiHAHCOBOT
donomoau ma it 4acmky y 0epoHCcaeHOMY OrOO0#Ceni.
Bcemanoeneno cyuacni adanmayiini ma mpancgop-
MayiiHi Mexauizmu, wo peanizylomecsi y 0100-
JfCemHitl NoNimuyi 8 YMO8aX BOEHHO20 CMAHY.
Posensnymo  Hosi  nioxoou wodo GopmyearHs
0oxionoi uacmunu 6100xcemy. Ha ocnosi npose-
0€HO20 OOCTIONCEHHS BUSHAYEHO NEPCHeKMUBHL
Hanpsamu  YOOCKOHAIeHHs! (DOPMYBaHH 00X00i6
depoicagroeo 010dcemy, wo oacms 3moey 010-
Jicemuiti cucmemi  (pyHKYioHysamu Olibul egex-
MUBHO Ma pe3yibmamusho. JJoyineHum € nooatsiie
VOOCKOHANIeHHS cucmemit hopmyBanHs 6100xceny 6
YACMUHI CMeopeHHs i peanizayii diesux QIHAHCOBUX
MexaHizmig  61002cemHoi  NOMMUKU 3  Memoro
HOOWILULO20  COYIATLHO-EKOHOMIYHO2O PO3GUNIKY
KpaiHu.

s nideuwenns egpekmusHocmi 61004cemnol
NONIMUKYU 8 YMOBAX 60CHHO20 CINAHY HeODXIOHUM €
NOCUNEHHSL BUKOPUCTNAHHS ) O100NCEMHOMY NPO-
yeci npuHYUunie cmadinbHOCMi, IHAHCOBO-eKOHO-
MIYHOIL 0OTPYHMOBAHOCHI, COYIANBHOT CNPABedIU-
socmi ma Or0XHCeMHOT 30a1aHCOBAHOCII.

Knwuoesi crosa: nepxaBHHI OIOIKET YK-
painm, OrOKETHA IOJITHKA, MAaKPOSKOHOMIYHA
cTallIbHICTD, I0XIIHA YaCTHHA OIOJDKETY, TOJaT-
KOBI HaJTXOPKCHHS.

The budget occupies a leading place in the system of financial and

economic relations, creating conditions for economic recovery and contri-
buting to social transformations in the future. The budget formation mecha-
nism is an important tool for ensuring sustainable economic development of
the country while maintaining the stability of the budget system. In turn, the
revenue part of the budget is the financial basis for the functioning of the
state, ensuring macroeconomic stability and the proper standard of living of
the country’s population, taking into account the priority directions of further
social and economic development.

The influence of the budget on the macroeconomic situation of the
country is realized through the system of formation and execution of budget
revenues and expenditures. The level of social and economic development of
the country depends on the optimization and structure of the income and
expenditure parts of the budget. The application of the budget in the financial
TSSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. No 5 5
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and economic policy is carried out through budgetary mechanisms, which
ensures the growth of the amount of financial resources at the disposal of
state bodies for the development of the national economy and the impro-
vement of the level of welfare of the population. In the conditions of the
transformation of economic relations, the budget through the policy of inco-
mes and expenditures is a tool for stimulating economic activity, financing
the sphere of social protection of the population to achieve social and econo-
mic parameters determined by medium-term and long-term national goals.

In the conditions of economic transformations, the main priority of
ensuring stability in the financial and budgetary sphere is an effective
mechanism for the formation and implementation of the state budget.
Therefore, Urokov and Toshmatova (2021) determine that the implement-
tation of budget policy in such a situation is aimed at achieving the
effectiveness of the income and expenditure part of the budget. When for-
ming a balanced budget (Kim & Park, 2022), it is necessary to take into
account the state and structure of income, since the dynamics of income
accumulation, which varies according to the administrative level of the
budget, is an important factor in ensuring financial sustainability.

The balance, optimality, and stability of the state budget determine the
rate of economic growth of the state, the effectiveness of the functioning of
state authorities, and the quality of the provision of state services. In her
research, Sidelnikova and Posadnieva (2023) determine that ensuring
sustainnable economic development or exiting macroeconomic crises is
possible only under the condition of ensuring stable budget security of the
state. Management of budgetary resources in the conditions of martial law is
important for ensuring the security and financial stability of the state, helps
to mobilize the necessary resources and concentrate them on financing basic
needs (Romenska et al., 2024).

Despite the significant prevalence and relevance of the researched
topic in the scientific community, the system of budget formation and
implementation needs improvement, in particular in terms of compliance
with the requirements of the strategic tasks of the country’s social and eco-
nomic development, primarily through the determination of ways to increase
the efficiency and effectiveness of the formation of the revenue part of the
budget. The presence of debatable issues regarding the improvement of the
budget policy implementation mechanism in the conditions of economic
transformations and dependence on external financial aid confirms the need
for further research into these processes.

The aim of the research is to determine the peculiarities of budget
formation in the conditions of martial law.

The research presented in the article is based on the hypothesis of the
need to strengthen the financial potential of budgets at all levels. Streng-
thening the revenue part at the expense of own financial resources will
contribute to achieving economic stability and balance.
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The article uses a set of scientific methods and approaches, which
made it possible to realize the conceptual unity of the research. During the
research, dialectical and institutional methods were used, when revealing the
essence of budget revenues in the system of macroeconomic regulation;
generalization and structural methods, to assess the impact of own and
borrowed revenues on budget balance; the method of analysis and compa-
rison, to assess the state of filling budgets at the expense of own financial
resources and with the help of external financial assistance; methods of scien-
tific abstraction and expert evaluations, when determining directions for
improvement of the system of revenue generation of budgets of all levels in
the conditions of martial law.

Structurally, the main part of the study is divided into three sections, the
first of which is devoted to determining the economic essence of the budget in
the system of macroeconomic regulation and the impact of budget policy on
social and economic development. In the second chapter, an analysis of the
features of the formation of the state budget in the conditions of martial law was
carried out, the dynamics of filling the budget at the expense of own sources and
with the help of attracting external financial assistance were studied. In the third
section, directions for improving the budget formation system are defined to
achieve stability and balance of the financial and budgetary system and ensure
the pace of social and economic development.

1. The economic budget essence in the system of financial and
economic relations

In the conditions of martial law, state finances and the budget, in
particular, are the main instrument of macroeconomic regulation. Forming
the revenue part of the budget and rationally distributing expenses, using the
program-target method, the state influences the current social and economic
situation in the country and determines promising directions of economic and
social transformations. A feature of the budget formation system is that the
effective and rational accumulation of consolidated budget funds leads to an
increase in the level of stability in the country and ensures macroeconomic
balance. Budget revenues are the basis for the performance of functions
assigned to the state and reflect economic relations in the state (Chugunov et
al., 2018). Through the system of formation and rational distribution of
financial resources, the budget policy determines the current social and
economic state and prospective directions of economic and social trans-
formations. One of the characteristics of the budget formation system is that
the efficient and effective accumulation of state budget funds can increase
the country’s stability and ensure macroeconomic balance. In this regard,
special attention was paid during the study to the rationality and efficiency
of the formation of budgetary financial resources in the conditions of
economic transformations.

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 5 7
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Budget revenues are the financial basis of the functioning of the state,
which ensures economic and social stability and the proper standard of living
of the country’s population, taking into account the priority directions of
further social and economic growth, provided for by medium-term and long-
term national goals. State budget revenues in the system of macroeconomic
regulation are a tool that determines aggregate consumption through
regulation on the impact on the level of profitability and economic activity
(Radionov, 2023). The mechanism of formation and implementation of the
revenue part of the budget is directly dependent on the economic and
military-political situation in the country. Filling the budget and maintaining
the optimal ratio between own sources of income and international financial
aid is strategically important for ensuring financial stability, macroeconomic
balance, and performance of the functions assigned to the state budget in the
conditions of economic transformations.

The economic essence of budget revenues is determined by several
financial-budgetary relationships in the process of accumulating part of the
gross domestic product in centralized funds under the influence of state
regulatory measures. The formation of budget revenues in the system of
macroeconomic balance as a dynamic and adaptive system requires
appropriate regulatory mechanisms. In this context, it is important to improve
the budget control system to ensure macroeconomic balance and effective
budget policy (Chugunov et al., 2022). Increasing the effectiveness of the
revenue generation process as an instrument of macroeconomic regulation is
possible by improving tax and customs administration procedures. In this
context, it is expedient to improve the budget and tax mechanism and form
effective risk management, in particular in the part of the integration of the
tax risk management system. Economic transformations caused by the spread
of the pandemic and the beginning of a full-scale invasion had a significant
impact on the social and economic situation in the country, which led to a
change in economic geography, a violation of macroeconomic stability, and
a reduction in the pace of economic development (Oparin et al., 2022).
Accordingly, these processes affected the indicators of the gross domestic
product. Under such a situation, state budget revenues, as the main financial
basis of state functioning, also underwent adaptive and dynamic changes, in
particular, in the part of forming the state and consolidated budget at the
expense of international financial aid.

2. Peculiarities of the state budgeting under martial law

Social and economic changes caused by martial law had a significant
impact on the financial stability of the country, which led to a change in
economic geography, disruption of macroeconomic stability, and a reduction
in the pace of development. The presence of these negative factors can be
traced in GDP indicators, in particular: in the first year of martial law, GDP
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decreased by 28.8%. However, in 2023, the economy was able to gradually
adapt to the current situation, which resulted in GDP growth of 5.3%
compared to the previous year (Law of Ukraine "On the State Budget of Ukraine
for 2023", 2023).

Under such a situation, the revenues of the state budget, as the main
financial basis of the functioning of the state, also underwent transformation
and dynamic changes. In 2022, the revenue part of the state budget has
undergone significant reductions, which is explained by a decrease in econo-
mic activity. At the same time, the main focus of budget funding has become
national defense, for the provision of which more than 50% of state budget
expenditures are directed. The result is a budgetary imbalance and the inabi-
lity to fully form the state budget at the expense of own revenues. The struc-
ture of the revenue part of the state budget is presented in 7Table.

Table
Dynamics of revenues to the State Budget of Ukraine in 2019-2023
2019 2020 2021 2022 2023
Budget indicators UAH y UAH y UAH y UAH y UAH o,
billion ® | billion | ° | billion ® | billion ° | billion 0
Tax revenues 779.8 | 78.1 | 851.1 |78.9| 1107.1 | 85.4 | 949.4 | 53.1 | 1203.5 | 45.0

Non-tax revenues 186.7 | 18.7 | 2129 |19.6| 1752 | 13.5| 3463 | 194 | 991.6 37.1

Income from capital

. 0.2 0.02 0.8 0.32 0.3 0.02 0.6 0.04 0.1 0.005
transactions

Funds from state

. 8.7 0.88 10.7 1.0 | 124 | 096 | 94 0.52 | 425 1.6
government bodies

Funds from foreign
countries and

. . 1.1 0.1 1.0 0.09 1.3 0.1 | 481.1 | 269 | 4334 16.2
international

organizations

Trust funds 1.8 0.2 02 10.02| 0.2 0.01 0.1 ]0.005| 04 0.03
Other revenues 20.0 2 0.8 0.07] 0.2 0.01 0.5 0.03 04 0.02
In total 998.3 | 100 | 1077.5 | 100 | 1296.7 | 100 | 1787.4 | 100 | 2671.9 | 100

Source: (Ministry of Finance of Ukraine, n. d.).

The revenue part of the state budget is fiscally directed and in the vast
majority is formed at the expense of tax revenues. For the period 2019-2021,
tax revenues accounted for 78.1-85.4% of all revenues. In 2022-2023, tax
revenues decreased significantly, this trend is explained by a decrease in
economic activity in the country. The reduction of tax revenues had a
significant impact on the emergence of imbalances in the budget and the
growth of the deficit.

Non-tax revenues were used in 2022-2023 as an alternative possibility
to compensate for the reduction of tax revenues and to generate own
revenues. In 2023, non-tax revenues accounted for 37.1% of all budget
revenues, for comparison; in 2021 this figure was only 18.7%. In order to
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increase non-tax revenues, revenues from privatization should be increased
and the management of state assets should be optimized.

Financial assistance received from foreign countries and international
funds became an important component of budget formation in 2022-2023. In
the first year of martial law, the state budget included 26.9% of international
aid. In 2023, when the national economy gradually began to adapt to wartime
conditions and increase economic activity, the share of international aid in
the budget decreased to 16.2% (Ministry of Finance of Ukraine, n. d.).

The largest amount of revenues was accumulated to the state budget in
September 2023. The largest amount of income from international aid was
attracted in February 2023. On average, the share of international financial aid
in state budget revenues in the months of 2023 is 17%. Among the countries and
international organizations that provided financial assistance to Ukraine in
2022-2023, the leaders are the European Union (UAH 997 .4 billion), the United
States (UAH 812 billion), and the IMF (UAH 253.3 billion). Also, significant
financial assistance was received from the World Bank (UAH 193.8 billion) and
the government of Canada (UAH 124 .4 billion). The conducted analysis shows
that external financial assistance occupies a significant share of the state budget,
reducing the budget deficit, but increasing the amount of external debt (Ministry
of Finance of Ukraine, n. d.; Kiel Institute for the World Economy, n. d.).

In order for the revenue part of the state budget to be more effective
and less dependent on external financial assistance, the National Revenue
Strategy until 2030 was formed and adopted. The goal of the National
Revenue Strategy is to improve the tax system, which will be fiscally neutral
and meet the standards of Ukraine’s international integration. The strategy is
aimed at forming ways to sustainably increase inflows of financial resources
to the budget, increase tax revenues by eliminating existing opportunities for
tax evasion, increase the level of compliance with legislation, and combat the
shadow economy (National Income Strategy for 20242030, 2024).

Improvement and streamlining of the taxation system, by the Strategy,
is aimed at changing the architecture of personal income tax administration
in Ukraine. A transition from a proportional model of taxation to a prog-
ressive one 1s planned, which is considered fairer from the point of view of
taxation theory. In our opinion, the implementation of a progressive taxation
system will have positive fiscal consequences in terms of filling the state
budget, which is important in the conditions of a reduction in external finan-
cing. According to the Strategy, nominal GDP growth is expected to be 5—
7% annually. The planned increase in nominal GDP indicates gradual macro-
economic stabilization. This will contribute to the improvement of the
general economic activity in the state and lead to an increase in the oppor-
tunities for social and economic development Law of Ukraine "On the State
Budget of Ukraine for 2024" (2023, November 9).

In addition, the effectiveness of budget policy implementation de-
pends not only on strengthening the revenue part and increasing government
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spending on financing certain aspects of economic development but also on
the extent to which budget and monetary policies correspond to key
macroeconomic goals.

3. Directions for improving the budgeting system

As of now, it is important to determine the priorities of the budget
policy to ensure economic growth. Budgetary policy must be implemented
in the direction of an effective and efficient national strategy aimed at social
development. The primary task of such a budget strategy should be to
change the direction and priority of state budget revenues.

The introduction and implementation of the above budget
development strategy will provide an opportunity to strengthen the revenue
part of the state and local governments, namely:

« to develop an effective mechanism for horizontal equalization of the
fiscal capacity of budgets, which will be based on updated formulas for
calculating equalization volumes, taking into account the features of martial law.

« to provide an effective mechanism for the distribution of personal
income tax between the state and local budgets to reduce the occurrence of
disparities in the formation of budgets. Accordingly, this mechanism should
be based on the principles of strengthening the budget’s revenue base and
reducing dependence on external borrowing.

« improvement of the tax policy, which would emphasize the creation
of favorable conditions for the recovery and development of the national
economy, improvement of the investment climate, and attraction of foreign
investments.

At the same time, it can be predicted that the trend of increasing the share
of tax revenues and decreasing the share of non-tax revenues will continue. Any
decrease in non-tax revenues will be offset by an increase in tax revenues, in
particular, through the implementation of a progressive tax scale.

The priority directions for improving the budget revenue generation
system are the improvement of the institutional foundations of fiscal policy,
ensuring an increase in the level of responsibility for violations of legislation;
strengthening of tax control; introduction of stimulation of economic growth,
which will ensure the effectiveness of the formation of budget revenues.
Budgetary policy should be based on approaches aimed at ensuring balance,
effectiveness of financial and budgetary relations and creating the necessary
prerequisites for the social and economic development of the country
(Chugunov & Kachula, 2019). The revenue part of the budget is an adaptive
system of financial and economic mechanisms aimed at achieving the effect-
tiveness of regulatory measures to exogenous and endogenous changes in the
social and economic environment. In terms of improving the budget revenue
generation system, it is important to increase the level of effecttiveness and
efficiency of tax administration, improve budget planning and forecasting.

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 5 11
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The state of economic development and the volume of financial resources in
the budgets of all levels depend on the effectiveness of the tax mechanism.

In the conditions of martial law, when forming the revenue part of the
budget, it is important to improve the budgetary mechanisms, as well as take
into account the influence of external financial aid on the dynamics of budget
formation, which is of great importance in the conditions of limited state
financial resources. In this context, budget policy should be aimed at ensuring
macroeconomic balance, achieving appropriate financial and budgetary
indicators. Improving the quality of medium-term budget forecasting and
planning in the conditions of martial law will strengthen the role of the budget
as an instrument of macroeconomic stability and contribute to improving the
manageability of the budget process. Forecasting the income component of
the state budget is an adaptive process that requires taking into account
institutional changes and structural transformations of the national economy.

To improve the system of revenue generation at the local level, it is
advisable to implement a mechanism for providing and using interbudgetary
transfers, which will ensure state financial budgetary control over the use of
budget funds transferred to local budgets. The provision of funds for
the financing of relevant measures will provide opportunities to monitor the
effectiveness of the use of budget funds. To increase the stability of
the financial stability of local self-government, it is advisable to improve the
system of interbudgetary transfers through the introduction and imple-
mentation of appropriate financial mechanisms for the formation of local
budget expenditures. Directions for improving the system of formation and
implementation of the revenue part of local budgets should correspond to the
priorities of social development.

Conclusions

In the conditions of martial law, the revenue part of the state budget
of Ukraine underwent significant changes in terms of the formation of its own
financial resources. The decrease in revenues to the budget is explained by
the economic recession in the country, the state budget needs external
financial assistance, which increases the state’s debt obligations. Under such
conditions, it is important to form an effective and efficient budget policy.

To strengthen the role of the budget in the system of financial and
economic relations, it is necessary to improve the mechanism of budget revenue
formation, ensure effective planning and use of budget expenditures taking into
account the peculiarities of the war period, and improve the mechanism of
effective management of the public debt. It is important to increase the level of
budget balance and increase the efficiency of budgeting and implementation as
an effective tool for ensuring the social and economic development of the
country. In terms of improving the system of revenue generation of local-level
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budgets, it is important to use balanced and effective financial and budgetary
tools. In conditions of limited financial resources, it is necessary to introduce
effective sources of filling budgets, which will contribute to strengthening the
financial potential of administrative-territorial units.

It is important to improve the mechanism of inter-budgetary relations,
taking into account the increase of own revenues in the system of filling local
budgets, which will provide an opportunity to strengthen financial and
budgetary balance. It is expedient to improve the institutional environment
in the system of financial and budgetary relations, which will be based on the
basic principles of adaptive budget architecture. In order to increase
the effecttiveness of budget policy in the conditions of martial law, it is
necessary to strengthen the use of the principles of stability, financial and
economic soundness, social justice and budget balance in the budget process.
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