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LOCAL BUDGET CAPACITY AS AFOUNDATION 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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PIHAHCOBA CIIPOMOXKHICTb MICHEBUX BIO/[’KETIB AK
OCHOBA 3ABE3NEYEHHS CTIHKOCTI TEPUTOPIAJIBHUX
I'POMAJ B YMOBAX BOEHHOI'O YACY

AHortanisi. [Turanns ¢iHaHCOBOT CTIMKOCTI TEPUTOPIATILHUX Tpomaj HaOyso
KPUTUYHOI aKTyaJbHOCTI B yMOBax I[IOBHOMACIITaOHOI BIWHHU, fKa CYTTEBO
TpaHchopmyBana ¢ickaibHE CepeloBHINE Ta (PYHKI[IOHYBaHHS CHUCTEMH MICIIEBUX
oromkeTiB B Ykpaini. Pedopma aenentpanizaiii po3mmpuia (GiHaHCOBY aBTOHOMIIO
TEPUTOPIATLHUX TPOMaJ, MOCUJIMBIIM iXHIO POJb Yy MICLHEBOMY YIpaBiIiHHI Ta
yIOpaBiiHHI pecypcamMu. BojaHodyac BO€HHI yMOBHU MpPHU3BENIHM /10 HECTAOLIBHOCTI
JDKEpEI OXO/1iB, 3pOCTaHHS BUIATKOBOTO HABAHTAXKEHHS Ta CTPYKTYPHHX ArcOaiaH-
CIB Y MICIEBUX EKOHOMIKAX, IO 3YMOBJIIOE BH3HAYAJIbHY pOJIb CHPOMOKHOCTI
MICIIEBUX OFOKETIB SIK KJIFOYOBOTO YMHHHMKA (DIHAHCOBO1 CTIMKOCTI. MeTOI0 CTaTTI €
TOCJIDKEHHST POJII CIIPOMO>KHOCTI MICIIEBUX OIOJKETIB SIK OCHOBHU 3a0€3MEUCHHS
(h1HaHCOBOI CTIMKOCTI TEPUTOPIATILHUX TPOMAJI 13 aKIIEHTOM Ha ii CTPYKTYpY, GyHKIIIi
Ta MEXaH13MH BILIUBY.

VY nocnimpkeHHl 00IpyHTOBAHO, IO CIPOMOKHICTh MICIIEBUX OIO/KETIB SIBIISIE
co0010 THTErPOBaHy 3aTHICTh TEPUTOPIATEHUX TpoMal GOpMyBaTH, POMOIIIATH Ta
e(eKTUBHO BUKOPHUCTOBYBATH (DIHAHCOBI pecypcd B YMOBaxX HEBHM3HAUEHOCTI Ta
KpU30BUX SBUIL. Ha OCHOBI TEOPETUYHOTO Ta EMITIPUYHOTO aHATI3y PO3pOOIECHO KOH-
HENTyaIbHY MOJIEIIb, SIKa BiIOOpa)kae B3a€EMO3B’SI30K MK CIPOMOXKHICTIO MiCIIEBUX
Or0/KETIB, (PYHKIISIMHA MICIIEBUX OIOJKETIB, MEXaHI3MaMu Ta I1HCTPYMEHTaMU
(hicKaIbHOTO BIUIMBY, @ TAKOX KJIIOUOBUMH cdepaMH BIUIMBY, 30KpeMa COIlajbHO-
€KOHOMIYHUM PO3BUTKOM, (PIHAHCOBOI CTaOUIBHICTIO, (PIHAHCOBOIO OE€3IEKOI0,
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JEMOKPAaTUYHUM PO3BUTKOM 1 100poOyToM HaceieHHs. OTpuMaHi pe3ynbTaTu
CBI4aTh, MO (piHAHCOBA CTIHKICTH (DOPMYETHCS SIK CUCTEMHUN PE3yJbTaT B3aEMO/IIT
3a3HaUYEHUX €JIEMEHTIB 1 3aJIeKUTh BiJ PiBHS (iCKaIbHOI aBTOHOMII, TUBEepCU(piKalii
JDKepesn JoXoJiB Ta €(peKTUBHOCTI (piHAHCOBOTO ympaBiiHHA. ['poMaau 3 BUIIUM
pIBHEM OIOJIPKETHOI CIIPOMOXKHOCTI 3/1aTH1 €()EeKTUBHIIIIEC aJanTyBaTUCS 10 BUKJIUKIB
BOEHHOT'O 4Yacy, MATPUMYBATH CTaOUIBHICTh Ta 3a0e3nedyBaTH Oe3lepepBHICTh
HaJaHHg 0a30BUX mociayr. BomHouac HaaMipHa B3aJICKHICTh BIJT MDKOIOKETHHX
TpaHcdepTiB 1 oOMekeHa 0a3a BIaCHUX JI0XO0/1B MOKYTh 3HHKYBAaTH PIBEHb CTIMKOCTI
Ta IMABUIIYBAaTH BPA3IMBICTh JI0 30BHINIHIX IIOKIB.

VY HOoCHKeHHI MiIKPECIIOEThCS, 1[0 3MIIHEHHS CIPOMOXHOCTI MICIIEBUX
OI0/KETIB € KIIOYOBOI TIEPEAYMOBOIO 3a0e3medeHHs (PiHAHCOBOI CTIMKOCTI Ta
CTaJIOr0 PO3BHUTKY TEPUTOPIAIBHUX I'POMaJ K y IEpioJ BOEHHOTO CTaHy, Tak 1 B
YMOBaX MICJIIBOEHHOTO BiJIHOBJICHHS.

Kuarwo4oBi cjoBa: cipoMOXHICTh MICHEBUX OIOMKETIB, (piHAHCOBA CTIMKICTH,
TEepUTOpIaIbHI TPOMAIH, MyOIiuHI (piHAHCH, EKOHOMIKA BOEHHOTO 4Yacy.

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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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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