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LOCAL BUDGET CAPACITY AS A FOUNDATION FOR FINANCIAL 

RESILIENCE OF TERRITORIAL COMMUNITIES IN WARTIME 

CONDITIONS 
 

Abstract. The issue of financial resilience of territorial communities has become 
critically important under conditions of full-scale war, which has significantly 
transformed the fiscal environment and functioning of local budget systems in Ukraine. 
The decentralization reform has expanded the financial autonomy of territorial 
communities, strengthening their role in local governance and resource management. 
However, wartime conditions have led to instability of revenue sources, increased 
expenditure pressures and structural disruptions in local economies, making the 
capacity of local budgets a key determinant of financial resilience. This article aims to 
explore the role of local budget capacity as a foundation for ensuring the financial 
resilience of territorial communities, focusing on its structure, functions and 
mechanisms of influence. 

The study substantiates that local budget capacity represents an integrated ability 
of territorial communities to generate, distribute and effectively utilize financial 
resources under conditions of uncertainty and crisis. Based on theoretical and empirical 
analysis, a conceptual model is developed, which reflects the interconnection between 
local budget capacity, functions of local budgets, mechanisms and instruments of fiscal 
influence and key impact areas, including socio-economic development, financial 
stability, financial security, democratic development and welfare of the population. 
The findings indicate that financial resilience is formed as a systemic result of these 
interactions and depends on the level of fiscal autonomy, diversification of revenue 
sources and effectiveness of financial management. Communities with higher levels of 
budget capacity are better able to adapt to wartime challenges, maintain stability and 
ensure continuity of essential services. At the same time, excessive dependence on 
intergovernmental transfers and limited own revenue bases may reduce resilience and 
increase vulnerability to external shocks.  
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The study emphasizes that strengthening local budget capacity is a crucial 

prerequisite for ensuring financial resilience and sustainable development of territorial 

communities in both wartime and post-war recovery conditions. 

Keywords: local budget capacity, financial resilience, territorial communities, 

public finance, wartime economy. 
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ФІНАНСОВА СПРОМОЖНІСТЬ МІСЦЕВИХ БЮДЖЕТІВ ЯК 

ОСНОВА ЗАБЕЗПЕЧЕННЯ СТІЙКОСТІ ТЕРИТОРІАЛЬНИХ 

ГРОМАД В УМОВАХ ВОЄННОГО ЧАСУ 
 

Анотація. Питання фінансової стійкості територіальних громад набуло 

критичної актуальності в умовах повномасштабної війни, яка суттєво 

трансформувала фіскальне середовище та функціонування системи місцевих 

бюджетів в Україні. Реформа децентралізації розширила фінансову автономію 

територіальних громад, посиливши їхню роль у місцевому управлінні та 

управлінні ресурсами. Водночас воєнні умови призвели до нестабільності 

джерел доходів, зростання видаткового навантаження та структурних дисбалан-

сів у місцевих економіках, що зумовлює визначальну роль спроможності 

місцевих бюджетів як ключового чинника фінансової стійкості. Метою статті є 

дослідження ролі спроможності місцевих бюджетів як основи забезпечення 

фінансової стійкості територіальних громад із акцентом на її структуру, функції 

та механізми впливу. 

У дослідженні обґрунтовано, що спроможність місцевих бюджетів являє 

собою інтегровану здатність територіальних громад формувати, розподіляти та 

ефективно використовувати фінансові ресурси в умовах невизначеності та 

кризових явищ. На основі теоретичного та емпіричного аналізу розроблено кон-

цептуальну модель, яка відображає взаємозв’язок між спроможністю місцевих 

бюджетів, функціями місцевих бюджетів, механізмами та інструментами 

фіскального впливу, а також ключовими сферами впливу, зокрема соціально-

економічним розвитком, фінансовою стабільністю, фінансовою безпекою, 
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демократичним розвитком і добробутом населення. Отримані результати 

свідчать, що фінансова стійкість формується як системний результат взаємодії 

зазначених елементів і залежить від рівня фіскальної автономії, диверсифікації 

джерел доходів та ефективності фінансового управління. Громади з вищим 

рівнем бюджетної спроможності здатні ефективніше адаптуватися до викликів 

воєнного часу, підтримувати стабільність та забезпечувати безперервність 

надання базових послуг. Водночас надмірна залежність від міжбюджетних 

трансфертів і обмежена база власних доходів можуть знижувати рівень стійкості 

та підвищувати вразливість до зовнішніх шоків.  

У дослідженні підкреслюється, що зміцнення спроможності місцевих 

бюджетів є ключовою передумовою забезпечення фінансової стійкості та 

сталого розвитку територіальних громад як у період воєнного стану, так і в 

умовах післявоєнного відновлення. 

Ключові слова: спроможність місцевих бюджетів, фінансова стійкість, 

територіальні громади, публічні фінанси, економіка воєнного часу. 

 

Problem statement. The full-scale war in Ukraine has fundamentally 

transformed the fiscal environment of territorial communities, placing unprecedented 

pressure on local budget systems. In wartime conditions, local governments are 

required to operate under extreme uncertainty, characterized by declining and unstable 

revenue streams, increased expenditure obligations and structural disruptions in local 

economies. The reallocation of national financial resources toward defense and 

security needs has further constrained fiscal space at the local level, intensifying the 

dependence of communities on their own budgetary capacity. At the same time, the 

outcomes of decentralization reform have expanded the financial autonomy and 

responsibilities of territorial communities, making the effectiveness of local budget 

management a critical factor in ensuring their stability. However, the ability of 

communities to generate and manage financial resources varies significantly depending 

on economic structure, demographic dynamics and exposure to war-related shocks, 

such as infrastructure destruction, business decline and population displacement. 

Under these conditions, local budget capacity becomes not only a technical 

characteristic of fiscal performance but a key foundation for maintaining essential 

public services, supporting social stability and enabling adaptive responses to crisis 

situations. The absence of stable and sufficient budgetary resources limits the ability 

of local governments to respond effectively to wartime challenges and may undermine 

the long-term recovery potential of territorial communities. 

Analysis of recent research and publications. The issues of fiscal 

decentralization, intergovernmental fiscal relations and local budget capacity as a basis 

for financial resilience have been the subject of extensive research by numerous 

scientists, including R. Musgrave, W. Oates, V. Tanzi, A. Shah and R. Boadway. 
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Contemporary foreign studies have further developed these approaches by examining 

the role of fiscal systems in ensuring resilience under economic shocks, emphasizing 

the importance of financial autonomy, institutional capacity and structural 

characteristics of local economies. Ukrainian researchers have also made significant 

contributions to this field, with notable works by O. Kyrylenko, Z. Buryk, M. Pitiulich, 

A. Krupka, V. Minkovych, O. Chakii, I. Tsymbaliuk and N. Pavlikha, who focus on 

the development of local budgets, financial self-sufficiency of territorial communities 

and the effects of decentralization reform. Recent studies increasingly address the 

challenges of wartime conditions, highlighting the instability of revenue sources, 

growing expenditure pressures and the need for adaptive budget management 

mechanisms to maintain the functioning of territorial communities. Despite the 

extensive academic discourse and substantial body of research, there is still no unified 

approach to understanding local budget capacity as a foundational determinant of 

financial resilience of territorial communities, particularly under conditions of wartime 

and prolonged fiscal instability. 

The objective of this article is to conduct a theoretical and analytical study of 

local budget capacity as a key foundation for the financial resilience of territorial 

communities, examining its structure, determinants and role within the system of 

intergovernmental fiscal relations. The study aims to analyze existing scientific 

approaches to local budget formation, fiscal decentralization and financial 

sustainability, as well as to assess the impact of wartime conditions on the revenue and 

expenditure dynamics of local budgets. Based on the synthesis of theoretical and 

empirical research, the article seeks to substantiate the role of local budget capacity as 

a critical factor of financial resilience and to develop a conceptual understanding of its 

significance for ensuring the stability and adaptive capacity of territorial communities 

under conditions of crisis and post-crisis recovery. 

Presentation of the Main Material. The formation of financial resilience of 

territorial communities in wartime conditions is closely related to the capacity of local 

budgets, which serve as the primary financial foundation for ensuring the functioning, 

adaptability and recovery of local socio-economic systems. In the context of fiscal 

decentralization, local budgets have transformed from passive redistribution 

instruments into active tools of regional development and crisis management, capable 

of responding to both internal and external [1; 2]. Local budget capacity, in this paper, 

is understood as the integrated ability of a territorial community to generate, distribute 

and effectively utilize financial resources to maintain stability and ensure development 

under conditions of uncertainty and crisis. This interpretation is consistent with modern 

approaches to fiscal decentralization, which emphasize the importance of financial 

autonomy, revenue diversification and institutional capacity in strengthening local 

governance systems [3; 4]. At the same time, Ukrainian researchers highlight that local 
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budgets form the financial basis of territorial communities, ensuring their socio-

economic development and competitiveness [5; 6]. 

The importance of local budget capacity becomes particularly evident under 

wartime conditions, when traditional sources of revenue are destabilized due to 

economic decline, destruction of infrastructure and population displacement. In such 

circumstances, the ability of local governments to maintain budgetary balance, 

mobilize internal resources and adapt expenditure priorities becomes a critical 

determinant of financial resilience [7; 8]. Moreover, recent studies indicate that fiscal 

decentralization contributes to resilience by increasing flexibility and responsiveness 

at the local level, although its effectiveness depends on the institutional environment 

and the structure of local economies [9; 10]. 

A conceptual representation of the role of local budget capacity in ensuring 

financial resilience of territorial communities is presented in Figure 1. The proposed 

model integrates theoretical approaches to public finance, decentralization and 

resilience, while adapting them to the conditions of wartime and post-war recovery. 
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Figure 1. The model of local budget capacity in ensuring financial resilience of 

territorial communities  
Source: developed by the authors. 
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At the core of the model is local budget capacity, which acts as a system-forming 

element determining the ability of territorial communities to perform key functions and 

respond to external shocks. This capacity is shaped by the structure of revenues, the 

degree of fiscal autonomy and the effectiveness of financial management, which 

together define the overall financial potential of a community [11; 12]. The next level 

of the model includes the functions of local budgets, which reflect their economic and 

social role. These functions include redistributive, regulatory, social, stimulating and 

control functions. The redistributive function ensures the allocation of financial 

resources within the community, supporting the provision of public goods and services. 

The regulatory function allows local authorities to influence economic processes, 

including business activity and employment. The social function is aimed at ensuring 

social protection and maintaining living standards, which is particularly important 

under wartime conditions. The stimulating function promotes economic recovery and 

development, while the control function ensures transparency and accountability in the 

use of budgetary [13]. These functions are implemented through a set of mechanisms 

and instruments, which form the operational dimension of local budget capacity. As 

shown in Figure 1, these include the redistribution of gross domestic product, local 

economic regulation, implementation of regional policy and financial policy tools. 

These mechanisms reflect the integration of local budgets into the broader system of 

public finance and demonstrate their role as instruments of both economic and social 

policy [14]. In wartime conditions, the effectiveness of these mechanisms is 

significantly influenced by external factors, including the scale of military actions, the 

level of economic disruption and the availability of state and international support. For 

example, the redistribution of GDP becomes constrained due to a decline in economic 

activity, while local economic regulation is limited by reduced business capacity. At 

the same time, the role of financial policy tools increases, as local authorities must 

actively manage limited resources and prioritize critical expenditures [15; 16].  

The implementation of these mechanisms leads to impacts across several key 

areas, which are identified in the model as impact areas. These include socio-economic 

development, financial stability, financial security, democratic development and the 

welfare of the local population. Each of these areas reflects a specific dimension of the 

functioning of territorial communities and is directly influenced by the effectiveness of 

local budget capacity. Socio-economic development depends on the ability of local 

budgets to finance infrastructure, support business activity and provide public services. 

The balance between revenues and expenditures, as well as the ability to maintain fiscal 

discipline under conditions of uncertainty determine financial stability. Financial 

security reflects the capacity to withstand external shocks and avoid critical financial 

imbalances. Democratic development is associated with transparency, accountability 

and citizen participation in budgetary processes, while the welfare of the population is 

linked to the provision of social services and the maintenance of living standards [17; 18]. 
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The final level of the model represents the impact on the components of the 

financial resilience of a territorial community, which serves as the ultimate outcome of 

the functioning of local budget capacity. In accordance with the definition proposed, 

financial resilience of territorial communities under wartime conditions is understood 

as a multidimensional capacity that includes the ability to ensure financial stability, 

adapt to changing conditions and support long-term development despite external 

shocks [19]. This includes not only the maintenance of financial balance but also the 

ability to reorganize resources, implement adaptive strategies and ensure the continuity 

of essential services. The relationship between local budget capacity and financial 

resilience is therefore systemic and multidimensional. Local budget capacity 

determines the ability of communities to perform key functions, implement effective 

mechanisms and achieve positive outcomes across various impact areas. At the same 

time, financial resilience reflects the cumulative result of these processes, indicating 

the overall ability of a community to withstand and recover from crises. Recent 

empirical studies confirm this relationship, demonstrating that communities with 

higher levels of fiscal capacity and diversified revenue sources are better able to 

maintain stability and recover more quickly from economic shocks [20]. At the same 

time, the dependence on intergovernmental transfers remains a critical factor, as 

excessive reliance on external funding can limit financial autonomy and reduce [21]. 

In the Ukrainian context, wartime conditions have significantly altered the structure 

and dynamics of local budgets. On the one hand, the decentralization reform has 

provided communities with greater financial autonomy and new opportunities for 

resource mobilization. On the other hand, the war has led to a reduction in revenues, 

increased expenditure pressures and heightened uncertainty, which together create 

significant challenges for financial management [22]. These challenges require the 

development of adaptive strategies aimed at strengthening local budget capacity and 

ensuring financial resilience. Such strategies include the diversification of revenue 

sources, improvement of financial planning, enhancement of institutional capacity and 

active involvement of communities in decision-making processes. In addition, the role 

of digitalization and modern financial management tools is increasing, allowing local 

authorities to improve efficiency and transparency [23; 24]. It is also important to note 

that financial resilience is not only determined by economic factors but also depends 

on social and institutional conditions. For example, the level of social capital, trust in 

local authorities and the ability to cooperate with external partners play a significant 

role in ensuring the effective functioning of local budgets [25; 26].  

Furthermore, the experience of other countries demonstrates that the effectiveness 

of local budget systems under crisis conditions depends on the flexibility of fiscal 

policy and the ability to adapt to changing circumstances [27; 28]. This highlights the 

importance of developing a comprehensive approach to financial resilience, which 

integrates economic, social and institutional dimensions. The proposed model allows 
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for a comprehensive understanding of the role of local budget capacity in ensuring 

financial resilience of territorial communities. It demonstrates that financial resilience 

is not a static characteristic but a dynamic process that depends on the interaction of 

multiple factors, including fiscal capacity, institutional quality and external conditions. 

The local budget capacity serves as a fundamental element of financial resilience, 

providing the necessary resources and mechanisms for maintaining stability and 

supporting development under conditions of crisis. Strengthening this capacity is 

therefore a key priority for ensuring the sustainable development of territorial 

communities in wartime and post-war periods, as well as for enhancing the overall 

resilience of the national economy.  
Conclusions. The study reveals that under conditions of full-scale war, local 

budget capacity becomes a decisive factor in ensuring the financial resilience of 
territorial communities. Unlike other types of crises, wartime conditions are 
characterized by a high level of uncertainty, structural economic disruptions and 
significant fiscal imbalances, which require local governments to operate in a 
constantly changing environment. In this context, local budgets are no longer limited 
to their traditional redistributive role but act as comprehensive instruments of crisis 
response, adaptation and recovery. The proposed model demonstrates that financial 
resilience is formed through a systemic interaction between budget capacity, functional 
mechanisms and impact areas, ultimately determining the ability of communities to 
maintain stability and ensure development. At the same time, the results indicate that 
financial resilience is not uniform across territorial communities, as it depends on the 
level of fiscal autonomy, economic potential and institutional capacity. Excessive 
dependence on intergovernmental transfers and limited own revenue bases may 
weaken the adaptive capacity of communities, especially under prolonged crisis 
conditions. Further research should focus on identifying quantitative thresholds of 
budget capacity and developing methodological approaches to assessing resilience at 
the community level, particularly in the context of post-war reconstruction and long-
term economic recovery. 
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