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The role of public investment in innovative projects during martial law

M Abstract. The purpose of the study was to analyse the impact of martial law on public investment in innovation
projects and to identify ways to adapt them to the new economic environment. The study analysed changes in financial
and economic policy during martial law, assessed the priorities of public investment in innovation, and investigated the
impact of regulatory measures on the development of technology projects. The martial law in Ukraine has significantly
changed the economic priorities of the state, affecting the mechanisms for financing innovation projects. The analysis
showed that a significant portion of public resources was redirected to defence needs, with defence funding amounting
to UAH 350 billion in 2022 and expected to reach UAH 550 billion in 2024. This has also contributed to the development
of dual-use technologies. The introduction of tax incentives and grant programmes has supported businesses operating
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The role of public investment in innovative projects during martial law

in strategically important sectors, including cybersecurity, healthcare, and energy. Public investment in innovation in
2022 was only UAH 5.8 billion, but in 2024, this figure increased to UAH 7 billion, which became a key tool to support
the national economy in the face of limited access to private capital. The creation of strategic funds made it possible
to allocate funds for the development of critical innovative solutions that ensure defence capability and economic
stability. An analysis of legislative changes has shown that the government has simplified the procedures for financing
innovative projects and encourages the export of technological products. Despite serious challenges, the country retains
the potential for innovative development through the adaptation of financial instruments and the active use of public-
private partnership mechanisms. The study identified effective approaches to financing innovative projects under martial
law, which contributes to the development of a strategy for economic sustainability and technological development

M Keywords: defence capability; tax incentives; grant programmes; cybersecurity; energy; economic resilience

H INTRODUCTION

The martial law in Ukraine has led to new economic chal-
lenges that have affected financial processes, investment
mechanisms and strategic priorities of the state. Changes
in the budget structure and the reallocation of resources
to defence and security needs have significantly narrowed
the opportunities for traditional financing of innovative
projects. At the same time, the growing importance of du-
al-use technologies and the development of strategically
important sectors of the economy, including cybersecu-
rity, healthcare, and energy, require new approaches to
public investment. In such circumstances, public funding
becomes crucial for maintaining economic stability and
promoting the country’s technological development. An
analysis of financial instruments and tax incentives to sup-
port innovation, as well as the adaptation of legislation to
current realities, will help determine the prospects for the
development of innovation even in times of war.

The issue of the impact of martial law on investment
in innovative projects is important for understanding eco-
nomic processes in a crisis. E.S. De Dios et al. (2021) noted
that martial law forced the Philippines to redirect resourc-
es to defence, which limited the ability to finance innova-
tive projects. At the same time, it has stimulated the de-
velopment of vital technologies, particularly in the defence
and security sectors.]. Juliana et al. (2022) emphasised that
the introduction of tax incentives was necessary to stim-
ulate private investment in high-tech and defence indus-
tries during martial law. This helped to ensure economic
sustainability and development of strategic sectors, even
in the face of limited access to finance. S. Choi et al. (2021)
highlighted the role of government grants as an effective
tool to support innovative start-ups in times of economic
instability. They also pointed out that government support
helped to overcome the shortage of investment resources
for technological development. Researchers J. Shkabatur et
al. (2021) noted that foreign investment inflows played a
crucial role in the development of innovative projects in
strategic sectors, including energy and defence. This re-
quired the development of special government support
programmes that created attractive conditions for inves-
tors. Y. Zeng & T. Peterson (2024) emphasised the impor-
tance of government subsidies and soft loans for companies
developing dual-use technologies. This made it possible to
support innovative projects even in conditions of limited
budget and instability.

V. Anghel & J. Dzanki¢ (2023) studied the adaptation
of public investment in the context of military conflict and
justified the need to create special investment funds for
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the development of strategic technologies. They believed
that these funds should have been focused on supporting
enterprises that were engaged in critical developments for
the state. Y. Chen et al. (2022) emphasised that the role of
national governance is critical to ensure the stability of in-
vestment in times of crisis. This is especially important for
ensuring economic resilience in times of war, when risks
and challenges are increasing. G. Ampratwum et al. (2022)
analysed the prospects of public-private partnerships as a
tool for minimising financial risks in the implementation
of innovative projects. They believed that such partner-
ships could become the basis for sustainable financing of
technology initiatives. P. Kulikov et al. (2022) noted that to
maintain interest in innovative projects during the war, it
was necessary to develop new financial mechanisms that
reduced investment risks. They proposed the creation of
special support programmes for enterprises operating in
critical industries. Z. Sinaj et al. (2024) emphasised the
need to develop strategic investment programmes aimed
not only at supporting innovation, but also at strengthen-
ing the country’s technological independence. They should
be based on long-term priorities for the development of the
national economy in the context of military conflict.

Despite the existing research, there are gaps that re-
quire further study. In particular, the specific mechanisms
of public-private partnerships under martial law, as well as
a comprehensive analysis of the impact of changes in tax
policy on attracting investment in technology sectors, have
not been sufficiently studied. Another critical area is to as-
sess the effectiveness of the created investment funds and
their impact on the development of innovations in critical
sectors. The purpose of the study was to comprehensively
analyse the impact of martial law on public investment in
innovative projects and develop proposals for their reori-
entation to address pressing economic issues in the new
environment. Research objectives are: to investigate the
impact of tax benefits and government grants on stimulat-
ing investment in innovative projects; to analyse the effec-
tiveness of public-private partnerships as a mechanism for
minimising financial risks during the period of military op-
erations; to assess the feasibility of creating special funds
to support strategic technologies in times of crisis.

B MATERIALS AND METHODS

The study analysed changes in the economic environment
in 2021-2024 in Ukraine (World Economic Forum, 2024),
driven by the increase in public spending on defence and
security, as well as the redistribution of the budget to
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support key industries. The first step was to study the
changes in economic conditions caused by the need to in-
crease public spending on defence and security and to real-
locate the budget to support key industries. This included
an analysis of changes in tax incentives for strategically
important sectors, such as defence technology and ener-
gy security, and a study of how these changes affected the
attraction of private capital to innovative projects. An im-
portant aspect was to assess how the increased economic
and political risks associated with the war could affect the
country’s investment attractiveness and the willingness of
businesses to participate in such projects.

The second area of the study was to identify priorities
for public investment in 2021-2024 (Innovative activity of
industrial enterprises, 2018). The study analysed which
industries receive the most support from the state under
martial law, including funding for defence technologies,
cybersecurity, and energy independence. At the same time,
the creation of special strategic funds for the development
of innovative projects to maintain economic stability in a
crisis and promote technological development in impor-
tant areas was studied. Particular attention was paid to
supporting scientific and technological research, particu-
larly in key areas such as medicine and logistics, which are
critical to national security.

The next step was to explore the possibilities of de-
veloping public-private partnerships to increase the effi-
ciency of public funds. It was analysed how co-financing
of innovative projects could reduce the budgetary burden,
and how involvement of the private sector in the devel-
opment of new technologies could help to speed up their
implementation and increase their economic efficiency. An
important aspect was also the simplification of conditions
for launching innovative start-ups, which can stimulate
entrepreneurial activity in this difficult period. The study
analysed the changes in the economic situation in Ukraine,
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in particular the increase in public spending on defence
and security, which leads to a redistribution of budgetary
resources and affects the financing of other sectors. The
transformation of the financial and tax environment, in-
cluding the introduction of privileges and subsidies for
strategically important industries and the creation of
grant programmes to support innovation, is also consid-
ered. Particular attention is paid to the impact of martial
law on investment in innovative projects, including risks to
attracting private capital and opportunities for developing
public-private partnerships.

The last important aspect was the study of changes
in legislation to create favourable conditions for innova-
tion under martial law, including simplification of financ-
ing and registration of innovative enterprises, as well as
stimulation of foreign investment. In particular, the meas-
ures introduced in April 2022 were analysed (Nosenko et
al., 2023). This included the reduction of the single tax rate,
the temporary abolition of mandatory payments for indi-
vidual entrepreneurs, the introduction of a zero-excise tax
on fuel and the reduction of the value added tax (VAT) rate,
which helped to stabilise the market and ensure the supply
of essential goods.

M RESULTS

Changes in the economic situation during martial law
Martial law usually has a significant impact on a country’s
economy, changing its structure and functioning in various
areas. In Ukraine, starting in 2022, the economic situation
has undergone significant changes due to military opera-
tions and the need to reorient resources to ensure national
security. In this context, there are three main aspects of
changes in the Ukrainian economy: increased defence and
security spending, reallocation of the state budget to sup-
port critical industries, and the impact of increased risks on
private capital attraction (Table 1).

Table 1. Changes in the economic situation in Ukraine

Indicator 2021 2022 2023 2024
Economic growth (GDP, %) 3.4 -30.4 -4 1.5
Investment attractiveness 56 42 44 48
Exports of goods and services (billion USD) 49.3 25.5 30.2 34

Unemployment (%) 9 13.5 11 9

National currency exchange rate (UAH/USD) 27.1 37.3 39 38.5
Inflation (%) 10 22.3 19.7 15

External debt (USD billion) 126 150 170 180

Source: created by the authors based on World Economic Forum (2024)

One of the most important consequences of martial
law is a significant increase in defence and security spend-
ing. In times of war, the state is forced to significantly in-
crease funding for the army, law enforcement agencies and
other bodies that ensure national security. This includes
spending on the purchase of weapons, equipment, logis-
tics, and financing the needs of military personnel and vol-
unteer groups. These expenditures can have both positive
and negative effects on the economy. On the one hand,
they stimulate certain industries, in particular, the pro-
duction of defence equipment, weapons, and ammunition.
On the other hand, the reorientation of financial resources
towards defence often leads to a reduction in funding for

other important sectors, such as education, healthcare, and
social protection (Becker & Dunne, 2021).

During martial law, the structure of public spending
changes significantly. The budget, which could previous-
ly have been focused on social benefits or infrastructure
development, is redirected to finance industries that are
strategically important to the country. One of these is the
energy sector, which ensures the operation of the entire
infrastructure and the maintenance of production facili-
ties. Particular attention is paid to the agricultural sector,
which is important for the country’s food security, as well
as to the transport infrastructure, which ensures the sup-
ply of essential goods. Budget reallocation may lead to a

47 -II

Economics of Development. 2025. Vol. 24, No. 1



The role of public investment in innovative projects during martial law

reduction in funding for sectors that are not critical in a
time of war. For example, capital investment in infrastruc-
ture, research, and other long-term projects may be sus-
pended or reduced, which could affect the sustainability of
economic development after the war ends in the long run.
One of the main challenges for the economy during mar-
tial law is the increase in risks associated with investment
activities. Martial law is accompanied by increased uncer-
tainty and risks, which significantly reduces the country’s
attractiveness to foreign investors. Increased geopolitical
and economic risks, including a decline in confidence in the
stability of the legal system and financial infrastructure,
make investment in the country less profitable. Investors
often decide not to invest in countries with high political
and economic risks, even if the market remains large and
promising. As a result, the domestic market is experiencing
a shortage of investment that could stimulate innovation,
business development, and support for small and medi-
um-sized enterprises. At the macro level, the government
may try to compensate for the lack of private investment by
attracting international aid and loans, which could lead to
an increase in external debt (Sun et al., 2023).

All three aspects-increased defence and security
spending, reallocation of the state budget to support criti-

cal industries, and the impact of increased risks on private
capital attraction-indicate that martial law is changing
Ukraine’s economic landscape. While these changes are
necessary to ensure national security, they also have se-
rious economic consequences. The redirection of funding
to defence and critical industries often results in fewer re-
sources available for the development of other sectors of
the economy, which can have lasting consequences for the
country’s stability and economic growth. At the same time,
increased risks for private capital limit the opportunities
for attracting investment, which significantly affects eco-
nomic recovery and modernisation.

Changes in financial and tax conditions

Martial law, like any emergency situation, requires prompt
decisions to ensure economic stability. In Ukraine, due to
the war, changes in the financial and tax environment
were introduced to support key sectors of the economy
and stimulate innovation. Particularly important are
measures such as the introduction of tax incentives for
strategically important industries, the creation of grant
programmes to support innovative developments, and the
introduction of subsidies for enterprises engaged in du-
al-use technologies (Table 2).

Table 2. Changes in financial and tax conditions in Ukraine

Indicator 2021 2022 2023 2024
Income tax rate (%) 18 15 15 18
. . ) Inspections were carried Moratorium on Moratorium on . .
Moratorium on inspections - - - - The moratorium remains
out inspections inspections
o Benefits for farmers, tax | Continuation of benefits Limited benefits for
Tax benefits Missing . .
deferral for small businesses business recovery
Land tax rates (UAH/ha) 3,600 1,800 1,800 2,000
Tax revenues (bn UAH) 454.1 325.5 315.7 350
Financing of defence needs
(bn UAH) 130 350 500 550
Real estate tax (UAH/m?) 0.50 0.10 0.10 0.20
VAT rate (%, average rate) 20 10 10 20

Source: created by the authors based on N. Bak & A. Kharovska (2023)

One of the first steps taken to adapt the economy to
martial law was the introduction of tax breaks for strategi-
cally important industries. In a time of war, certain sectors
of the economy, such as energy, agriculture and defence,
are of particular importance. To support these industries,
the Ukrainian government has proposed tax cuts and tem-
porary exemptions to reduce the financial burden on busi-
nesses operating in these critical sectors. In particular,
companies engaged in the production of military equip-
ment and ammunition have been granted reduced corpo-
rate tax rates. This will provide them with the necessary
financial resources to fulfil government orders and develop
new technologies. In addition, farmers have been grant-
ed tax holidays, which has helped to maintain production
capacity in the agricultural sector, which is important for
the country’s food security (Markowski et al., 2021). These
measures also help maintain economic activity during the
war and are aimed at preserving jobs. However, their impact
on the country’s budget in the future may be difficult to
predict, as a decline in tax revenues in the short term may
affect the financing of other important social programmes.
A key element of economic adaptation during martial law is
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to support innovation and scientific and technological de-
velopments. One of the main strategies has been to create
grant programmes to support research and development
that not only helps the country during the war, but also
contributes to its recovery after the conflict.

The grants are provided to small and medium-sized
enterprises, start-ups and research institutes working in
areas such as information technology, energy, healthcare,
and defence technologies. This stimulates the develop-
ment of new technologies that can be used for both mili-
tary and civilian purposes (Peng & Tao, 2022). Grant pro-
grammes are of particular importance in times of war, as
supporting innovation can ensure economic growth in the
future by stimulating the development of high-tech sectors
that not only contribute to national security but can also
help Ukraine rebuild its economy after the war. In particu-
lar, start-up support programmes in the field of dual-use
technologies can become the basis for developing new ex-
port opportunities and attracting investment after the war.

Dual-use technologies are developments that can
be used in both the military and civilian sectors. Under
martial law, this area of activity becomes particularly
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important, as companies operating in this sector can pro-
vide the country with the necessary technologies for de-
fence and contribute to economic recovery after the war. To
support such enterprises, the government has introduced
a system of subsidies that provides partial funding for re-
search and development costs, as well as for the purchase
of necessary equipment and technologies. This allows en-
terprises to adapt their production capacities to wartime
requirements, in particular for the production of dual-use
products for both the army and the civilian sector. Subsidies
for enterprises engaged in dual-use technologies not only
provide operational support in times of war, but also lay the
foundation for economic growth in the long term. As many
of these technologies can be adapted for peaceful purpos-
es, they have a high potential for export, which will help
Ukraine increase foreign exchange earnings and strengthen
its competitiveness in global markets (Efendi et al., 2023).

Changes in financial and tax conditions during martial
law in Ukraine are important tools to support strategical-
ly important industries, stimulate innovation, and ensure
technological independence. In the future, the implemen-
tation of such initiatives could be a key factor in maintain-
ing economic stability in the short term and restoring the
country’s competitiveness in the future (Teremetskyi et
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al., 2024). In particular, tax holidays for small and medi-
um-sized businesses in critical sectors of the economy, ex-
emptions from import duties and VAT on equipment for the
production of defence products, grant programmes such as
eRobota supporting start-ups in the technology and ag-
riculture sectors, and state subsidies for the introduction
of energy-efficient technologies in industry have been in-
troduced. These measures help to adapt the economy to
wartime conditions and create the basis for recovery and
development after the war.

Priorities of public investments

Martial law is not only a period for maintaining stability
and ensuring national security, but also an important stage
in determining the priorities of public investment. In the
context of current geopolitical challenges, economic policy
should be aimed at ensuring strategic autonomy and devel-
opment of key sectors that determine the country’s future.
In Ukraine, during the war, the main areas of investment
were the financing of defence technologies, cybersecurity,
energy independence, the creation of strategic funds for
the development of innovative projects, and support for
scientific and technical research in the fields of medicine
and logistics (Table 3).

Table 3. Impact of martial law on investment in innovative projects in Ukraine

Indicator 2021 2022 2023 2024
State investment in innovation (bn UAH) 15.2 5.8 5 7
Foreign investment (USD billion) 4.5 1.2 0.8 1.5
Startup financing (bn UAH) 3.1 0.8 1 1.5
Investments in the IT sector (bn UAH) 4.5 2 1.5 3
. . IT, energy, agri-food
Tenery, | Menergyagt-tood | T energyaerfood |l nfasucane

Source: created by the authors based on Innovative activity of industrial enterprises (2018)

In times of war, the main priorities for public invest-
ment are defence technology, cybersecurity, and energy
independence. Being at war, Ukraine has to significantly
increase investments in its defence capabilities. This in-
cludes not only the purchase of the latest weapons and
equipment, but also the development of technologies that
ensure a high level of defence capability. Cybersecurity is of
particular importance in the face of modern threats. In addi-
tion to physical attacks, the aggressor is trying to carry out
cyber-attacks on critical infrastructure, banking systems
and government agencies. Investments in cyber defence
are becoming a key factor in ensuring the continuity of
state institutions and the economy during wartime. To this
end, government resources are being channelled to devel-
op encryption technologies, protect information systems
and train personnel to effectively counter cyberattacks.

Energy independence is also an important priority, as
Ukraine needs a stable energy supply, even during shell-
ing and other military operations. Investments in renew-
able energy sources, construction of new infrastructure
facilities, and modernisation of existing energy systems
help to reduce dependence on external suppliers and in-
crease the resilience of the energy infrastructure in times
of war (Ige et al., 2024). Creating strategic funds to support
innovative projects is an important area of public invest-
ment. Martial law requires not only defence mobilisation

Economics of Development. 2025. Vol. 24, No. 1

of resources, but also the creation of conditions for the de-
velopment of new technologies that can be used in both
military and civilian sectors. To do this, it is necessary to
attract investments in research, start-ups and innovative
companies that can form the basis for economic recovery
after the conflict ends.

Investments in start-ups that deal with dual-use tech-
nologies, digital development, energy, and infrastructure
allow the country to retain its intellectual potential and
promote economic growth even during a time of war. Es-
tablishing government funds that provide non-repayable
or low-interest financing is an important tool to support
innovative enterprises working to bring new products or
technologies to market (Riebe et al., 2024). It also creates
additional opportunities for the development of research
institutions that provide the country with innovative solu-
tions in various sectors, from defence to healthcare and
agriculture. Scientific and technical research in the fields
of medicine and logistics is also gaining importance under
martial law. The COVID-19 pandemic has demonstrated
how critical effective medical technologies and healthcare
systems are, but the war has highlighted an even greater
need for innovative solutions to provide medical care, treat
the wounded, and maintain public health (Wanget al.,2021).

Investments in the development of medical technol-
ogies — from the introduction of new treatments to the
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development of tools for the diagnosis and treatment of
severe injuries — are extremely important for the country.
This ensures a high level of medical care for both military
personnel and civilians, especially in resource-limited en-
vironments. Supporting research projects in the field of
logistics is also of great importance. In times of war, effi-
cient logistics is key to ensuring the supply of food, medi-
cine, weapons, and other essential resources. Creating in-
novative solutions for transport, warehousing, and supply
helps to reduce costs and increase the efficiency of public
and private companies involved in logistics.

The priorities for public investment under martial
law determine Ukraine’s future in several important areas.
Funding for defence technology, cybersecurity, and ener-
gy independence is essential to ensure national security
and resilience. The creation of strategic funds to support
innovative projects and scientific and technical research
in medicine and logistics helps preserve the country’s po-
tential to recover from the war and maintain the efficient
functioning of the economy even during the war. All these
priorities are key to Ukraine’s future development and its
ability to adapt to new economic and technological realities.

Development of public-private partnership
Public-private partnerships (PPPs) are an important tool
for ensuring sustainable economic development, particu-
larly in times of crisis or martial law. In Ukraine, given the
difficult economic and political situation, expanding and
intensifying this partnership can be an effective mecha-
nism for attracting investment, developing innovation, and
implementing important projects. One example of a suc-
cessful PPP is the implementation of a road infrastructure
modernisation project involving private investors, which
allows raising capital to rebuild roads and bridges at the
local level, creating new jobs and contributing to the de-
velopment of regional economies. In addition, the intro-
duction of a PPP programme in the energy sector allows
private companies to be involved in the reconstruction
of thermal power plants, which helps to reduce energy
dependence and ensure a stable supply of energy local-
ly (Fay et al., 2021). Co-financing of projects reduces the
budgetary burden, engages private companies in the devel-
opment of new technologies, and simplifies the conditions
for launching innovative start-ups.

One of the key advantages of public-private partner-
ships is the ability to attract private investment to finance
public projects. In the context of tight state budgets and
ever-increasing financial obligations, co-financing reduces
the burden on public funds and reduces risks to budgetary
stability. Projects in the infrastructure, energy, healthcare,
and education sectors require significant investments that
often exceed budget capacity. In this context, PPPs allow
private companies to take on part of the costs, which makes
it possible to implement important social and economic in-
itiatives without significantly increasing public debt. The
role of PPPs is particularly important in the restoration and
modernisation of infrastructure damaged during the war.
Co-financing allows private capital to be used to rebuild
infrastructure such as bridges, roads, hospitals and educa-
tional facilities, ensuring that they can be restored more
efficiently and quickly. In addition, private companies can
provide the necessary technological support, innovation,
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and project management to improve the quality and tim-
ing of work. The public sector is often limited in its ability
to develop new technologies due to a lack of resources or
high levels of bureaucracy. Private companies, on the other
hand, often have considerable capacity for innovation, but
may lack access to large-scale markets or funding to devel-
op and deploy their technologies.

Joint investments between the public and private sec-
tors can significantly accelerate the adoption of new tech-
nologies, which can contribute to technological progress
in critical areas such as defence, energy, healthcare, and
agriculture. The public-private partnership format makes
it possible to attract private investors to develop dual-use
technologies that can be used for both civilian and military
purposes (Pandey et al., 2021). Involving private business in
technology development allows the country to use its ex-
perience, investment, and expertise to create solutions that
meet modern requirements. It also contributes to the accel-
erated introduction of new technologies, such as artificial
intelligence, innovations in the energy and environmental
sectors, which have the potential to significantly improve
the efficiency of the Ukrainian economy after the war.

One of the key aspects of developing public-private
partnerships is to support start-ups and small businesses
involved in innovative technologies. Ukraine has signif-
icant potential in areas such as information technology,
agronomy, renewable energy and biotechnology, which is
also confirmed by other researchers (Bokovets et al., 2024).
However, a favourable business environment needs to be
created for start-ups to develop, including reduced bureau-
cratic obstacles, tax incentives, access to finance and gov-
ernment support programmes. Simplifying the conditions
for start-ups can include lowering tax rates, creating special
innovation zones, and launching mentoring and financing
programmes. Such initiatives may include grants and soft
loans, assistance in entering foreign markets, support for
research, and training programmes for entrepreneurs. Joint
projects between the state and the private sector aimed at
innovative development can be an important driver for cre-
ating new jobs, technological solutions, and contribute to
the country’s economic growth (Stahl et al., 2023).

The development of public-private partnerships in
Ukraine is a key step towards ensuring stable economic de-
velopment, including in the context of martial law. Co-fi-
nancing of projects reduces the burden on the state budget,
involvement of private companies in the development of
the latest technologies stimulates technological progress,
and simplification of conditions for start-ups opens up new
opportunities for innovative solutions. All these measures
will not only contribute to an effective response to current
challenges, but also to ensuring the country’s recovery and
further growth in the future. Public-private partnerships are
apowerful tool for creating conditions for sustainable devel-
opment and technological progress in any national context.

Adaptation of legislation

Adapting legislation during martial law is an important
factor in ensuring economic stability and promoting the
country’s innovative development. In April 2022, the gov-
ernment introduced a number of tax changes aimed at sup-
porting the economy under martial law. In particular, the
single tax rate was reduced from 5% to 2% for taxpayers
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of the first and second groups. This change significantly
reduced the tax burden on small businesses and individ-
ual entrepreneurs, allowing more than 185,000 companies
and 40,000 individual entrepreneurs to continue operating
in the difficult environment. Mandatory payments for this
category of taxpayers were also temporarily cancelled, pro-
viding them with financial support in the face of economic
instability. Another important initiative was the introduc-
tion of a zero-excise tax rate on petrol, diesel fuel and lig-
uefied gas, which helped to reduce fuel costs and stabilise
the supply of goods essential to the country’s vital func-
tions. The reduction of the VAT rate from 20% to 7% on a
number of goods also helped to reduce the cost of essential
goods. These steps helped to stabilise the market situa-
tion, improve the availability of basic goods and services
for the population and ensure uninterrupted supply of vi-
tal resources during the crisis. In addition, the creation of
special economic zones, where investors can benefit from
tax incentives and other advantages, is an important step
to attract foreign capital and stimulate the development
of new high-tech industries. This process includes simpli-
fying procedures for financing and registering innovative
companies, creating special regimes for exporting tech-
nological products, and encouraging foreign investment
through legislative reforms.

One of the main obstacles to the development of new
technology companies in Ukraine is the complex bureau-
cratic procedures that require significant time and money.
To support innovation and ensure the effective develop-
ment of start-ups, it is necessary to amend the legislation
governing the financing and registration of innovative
enterprises. Simplification of these procedures involves
the introduction of electronic platforms for business reg-
istration, reducing the number of required permits and
shortening the time for obtaining licences or other per-
mits. This will reduce the costs of starting new businesses
and make financial resources more accessible to small and
medium-sized innovative companies. In addition, the gov-
ernment could offer preferential terms for entrepreneurs
planning to start businesses in areas important for the
country’s economic recovery, such as information technol-
ogy, energy, agriculture, and research and development.

Simplifying procedures for registration and financing
will help create a favourable environment for business
start-ups, attracting not only domestic entrepreneurs but
also foreign investors. This is especially important during
martial law, when the country needs to quickly restore its
economic potential and create new jobs (Das & Das, 2021).
One of the main areas of development of the innovation
economy is to support the export of technological prod-
ucts. Ukraine has significant potential in areas such as
software development, energy technologies, biotechnolo-
gy, and engineering. In order to support these industries
and facilitate their expansion on international markets,
special legislative regimes for exports of technology prod-
ucts should be introduced.

In particular, preferential tax rates or even exemptions
from certain taxes could be provided for companies export-
ing innovative products abroad. This will allow Ukrainian
companies to be more competitive in international mar-
kets and attract foreign exchange earnings to the country’s
economy. In addition, the introduction of special regimes

Yu. Voloshchuk et al.

for technology exports will help reduce trade barriers and
facilitate access to international contracts and agreements
(Fang et al., 2023). The introduction of such special re-
gimes could become an important step in the strategic de-
velopment of Ukraine’s economy, as it would allow attract-
ing additional resources to expand production, improve
technologies, and enter new markets for Ukrainian inno-
vative companies. Attracting foreign investment requires
profound legislative reforms that will ensure transparency,
stability, and predictability of the economic environment.
One of the main tasks is to create legal guarantees for for-
eign investors so that they can feel confident in a country
at war and with significant risks.

Key steps in this direction include reforming tax legis-
lation, introducing benefits for investors, protecting their
rights and property, and simplifying procedures for invest-
ing in various sectors of the economy, including high-tech
projects. One important tool to stimulate foreign invest-
ment could be the creation of free economic zones, where
investors can take advantage of additional tax benefits and
other advantages (Zakari & Khan, 2021). Reforms aimed at
improving the investment climate will help attract capital
to finance innovative projects, rebuild infrastructure, and
develop new technologies. This, in turn, will help Ukraine
to improve its economic potential, ensure high employ-
ment, and promote social recovery.

Adapting legislation is a key step to ensure stability
and economic development under martial law. Simplifying
procedures for financing and registering innovative enter-
prises, introducing special regimes for exporting techno-
logical products and encouraging foreign investment will
create favourable conditions for the development of new
businesses, increasing competition in international mar-
kets and attracting resources for innovative progress. The
legal changes will not only support national enterprises
but also strengthen ties with international investors, which
will contribute to the recovery and development of the
Ukrainian economy both during and after the war.

M DISCUSSION
During martial law, the economic situation in the country
underwent significant changes that affected all areas of
government policy, including the financing of innovative
projects. Increased spending on defence and security has
led to a significant reduction in resources for other sectors
of the economy. However, the reallocation of the budget
to support critical sectors such as energy, transport, and
healthcare has highlighted the importance of investing in
the country’s resilience and stability. The preservation and
development of infrastructure of strategic importance has
become a priority. This situation has led to increased risks
for attracting private capital, as investors are generally re-
luctant to invest in countries with a high level of uncertain-
ty, making it difficult to finance innovative projects.

This problem was also studied by M. Maher &
Y. Zhao (2021), where the results confirmed that political
instability and high military spending in Egypt have a sig-
nificant impact on the country’s economic growth. Apply-
ing the ARDL approach to analyse this impact allowed to
clearly identify how such factors slow down economic de-
velopment by reducing government revenues and affecting
fiscal policy. As a result, the state budget is under pressure,

51 -.I

Economics of Development. 2025. Vol. 24, No. 1



The role of public investment in innovative projects during martial law

as a significant portion of resources is directed to support
the army, which limits investment in other key sectors of
the economy.

The study by F. Dorn et al. (2024) also showed that Eu-
ropean countries in 2024 face the need to increase defence
spending as growing global threats require increased secu-
rity. However, economic difficulties such as inflation and
financial instability limit the scope for such spending. Re-
allocating spending to critical sectors is becoming an im-
portant element of the strategy, as countries must balance
security with other needs while ensuring that financial re-
sources are used efficiently. It is important to note that po-
litical instability and increased defence spending can have
long-term negative consequences for the economy, as real-
location of resources to the military is often at the expense
of investments in infrastructure, education, and healthcare
(Kostyk & Ovsiienko, 2023). This creates a vicious circle
where economic growth slows down, which in turn wors-
ens the country’s financial situation, reducing its ability to
innovate and recover. Such factors can make it much more
difficult to overcome economic difficulties, especially when
the state budget is already under considerable pressure due
to high security spending.

An analysis of the financial and tax environment
during martial law has shown that the introduction of
tax incentives for strategically important industries was
a necessary measure to support innovation. At the same
time, the introduction of grant programmes to support
technological development and subsidies for enterprises
engaged in dual-use technologies helped to attract in-
vestment in key areas such as defence and cybersecurity
(Kirilenko, 2024). This has helped to maintain support for
innovation, even in times of economic instability, which
has confirmed the importance of such mechanisms for en-
suring national security and technological independence.
X. Dai & G. Chapman (2021) concluded that in China, tax
incentives and grants for strategic industries have be-
come an important tool to stimulate research and devel-
opment (R&D). This enables companies to reduce the cost
of innovation and technological development, which is a
key factor for economic growth and the country’s compet-
itiveness in the global market. The study shows that the
effectiveness of R&D incentive programmes depends on
the proper organisation of grant mechanisms and support
at the government level.

In the brief by Delloite it was found that dual-use
technologies, in particular in the field of cybersecurity,
require active cross-sectoral cooperation to achieve max-
imum results (Dual-use technology..., 2024). Involvement
of the private sector and the state in the financing and
development of such technologies allows for a balance
between national security and innovation. Subsidies for
companies developing dual-use technologies help to re-
duce financial risks by stimulating the creation of new
technologies that can be used in both civilian and defence
applications (Lyndyuk et al., 2023). These results confirm
previous research, as they demonstrate how tax incen-
tives and grants can foster innovation in strategic sectors.
They also underline the importance of state support for
the development of scientific and technological potential,
which is key to ensuring competitiveness in a globalised
world. The use of such incentives not only accelerates
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technological development but also creates favourable
conditions for economic growth.

During martial law, public investment priorities fo-
cused on defence technology, cybersecurity, and energy
independence (Herus, 2024). Strategic funds were created
to support innovative projects, allowing resources to be fo-
cused on the most critical areas for the state. At the same
time, state support for scientific and technical research in
the fields of medicine and logistics contributed to an ef-
fective response to crisis situations and the development
of technologies that could help reduce the economic and
social consequences of the war.

It is worth noting the work of J. Reis et al. (2021), who
also found that high-tech defence industries, in particular
the development of autonomous intelligent systems, are
an important area for ensuring national security and main-
taining strategic stability. Investments in defence and en-
ergy technologies are key to maintaining competitiveness
in the global market and stimulating innovation in defence.
The development of these technologies not only improves
the efficiency of military systems, but can also become the
basis for creating new energy solutions that are necessary
to ensure the energy security of states. In turn, F. Zhou et
al. (2020) concluded that knowledge management prac-
tices in medical cloud logistics use advanced technolo-
gies, such as semantic discovery of transport resources
through ontology modelling, to improve the efficiency of
medical supply chain management. This helps to reduce
transportation costs and increase the availability of med-
ical resources, which is especially important in the context
of current healthcare challenges. Support for research in
medicine and logistics also includes the development of
new technologies that facilitate innovation in these are-
as, ensuring a rapid response to new threats and reducing
costs in the industry (Hysi et al., 2024). These findings are
consistent with the theses presented in the previous sec-
tion, as they confirm the importance of investment in high-
tech defence industries for strategic stability and national
security. In addition, the results show that investments
in energy technologies, in particular in the context of de-
fence infrastructure, are important for increasing energy
independence and reducing the risks associated with en-
ergy threats. These facts once again underline the need to
support innovation in such sectors to strengthen national
security and economic stability.

The development of public-private partnerships has
become a key tool for securing funding for innovation
(Bokii & Kovalenko, 2024). Co-financing of projects has
helped reduce the burden on the budget and attract private
companies to develop the latest technologies. Simplifying
the conditions for innovative start-ups was an important
step in reducing barriers for young businesses operating
in high-tech industries. This has contributed to the forma-
tion of a more flexible and adaptive economy that is able to
respond quickly to changes in the external environment.
H. Toxopeus et al. (2021) also conducted a study that con-
firmed that companies can access bank financing to imple-
ment innovative business process models by participating
in special lending programmes for innovation or start-ups
offered by banks. Such programmes often include favoura-
ble terms, such as preferential rates and long-term loans,
which help to reduce financial risks. To qualify, companies
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must provide a clear project justification, a business plan,
and demonstrate the potential of the innovations to im-
prove business competitiveness and efficiency.

M.A. Mendoza et al. (2021) also noted that the “Battle
of the Drones” and the use of legitimisation strategies for
the transfer and dissemination of dual-use technologies
highlight the growing importance of technologies that can
be used for both civilian and military purposes. In the con-
text of global security, the role of the private sector in the
development of such technologies is becoming increasingly
important, as private companies are able to provide the nec-
essary resources to create innovative solutions. Legitimisa-
tion strategies that allow for the effective transfer of these
technologies between public and private entities contribute
to the optimal use of such technologies and reduce barriers
to their implementation in various sectors of the economy.

Comparing the data obtained from the study, it can
be concluded that grant support and co-financing are ef-
fective tools for stimulating innovation. This helps to pro-
vide the necessary resources for the development of new
technologies that require large investments at the early
stages. In addition, the combination of public and private
financing helps to reduce financial risks and increase in-
novation potential, which is an important factor in achiev-
ing sustainable economic development (Ciuta et al., 2024).
Adapting legislation during martial law has also become
an important component of supporting innovative pro-
jects. Simplified procedures for financing and registering
innovative enterprises have reduced administrative barri-
ers and provided quick access to finance for start-ups and
R&D. The introduction of special regimes for the export of
technological products was an important step in attracting
international investment and stimulating the expansion of
innovative companies into the global market.

O. Krainik (2023) considered the issue of the relation-
ship between innovation projects and sustainable devel-
opment, but with the note of the need to evaluate such
projects effectively. K. Alekseieva et al. (2023) concluded
that government business support programmes in times
of war are an important tool for maintaining economic
stability and entrepreneurship development. Simplifying
the financing and registration of enterprises reduces bu-
reaucratic barriers, which are critical in crisis situations
such as war. This not only facilitates access to financial
resources, but also ensures a quick response to changing
market conditions, allowing businesses to remain compet-
itive. V.K. Singh et al. (2024) found that green export strat-
egies are an effective tool to support the sustainable de-
velopment of small and medium-sized enterprises (SMEs),
as they promote the adoption of innovative technologies
and the development of environmentally friendly produc-
tion. The intermediary roles of innovation, readiness for
change and proactivity allow SMEs to adapt to new market
requirements and ensure high export efficiency. Legisla-
tive initiatives aimed at stimulating exports support this
process by providing favourable conditions for entering
international markets and increasing the competitiveness
of Ukrainian goods.

The analysis of the survey results showed that govern-
ment programmes to support business and simplify financ-
ing and registration of enterprises significantly reduce fi-
nancial and administrative barriers for entrepreneurs. This
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allows businesses, especially in times of crisis, to adapt to
changes more quickly while maintaining economic sta-
bility. In addition, support for small and medium-sized
businesses through innovative approaches and legislative
initiatives is an important factor in the development of en-
vironmentally friendly production and increased competi-
tiveness in international markets. Thus, despite numerous
challenges, the government has maintained its focus on
developing innovative projects, recognising their impor-
tance for technological progress and economic stability.
Public investment has become the main tool for technolog-
ical development, national security and adaptation to war
conditions. A strategic approach to financing, the develop-
ment of public-private partnerships, and the adaptation of
legislation have proven effective in the challenging martial
law environment, helping to preserve the investment cli-
mate and strengthen the country’s resilience.

B CONCLUSIONS

During martial law, the economic situation in the country
undergoes significant changes. One of the main areas of
public spending is to increase funding for defence and se-
curity. This requires a reallocation of the budget, with some
funds being redirected to support critical industries such
as energy, transport, healthcare, and other important sec-
tors. In particular, defence spending increased from UAH
130 billion in 2021 to UAH 550 billion in 2024. However,
this redirection of funds to high defence risks affects the
attraction of private capital. Increased economic instability
reduces investor interest in new projects, especially those
not directly related to defence or security.

In response to these challenges, government agencies
are introducing a number of measures to stimulate innova-
tive development. These include tax incentives and grants
for strategically important industries, such as information
technology, medicine, and energy. In addition, subsidies
have been introduced for companies working with dual-use
technologies, allowing them not only to meet the country’s
domestic needs but also to enter foreign markets.

Under martial law, public investment is focused on pri-
ority areas such as defence technology, cybersecurity, and
energy independence. Investments in these areas not only
ensure strategic security, but also contribute to technologi-
cal progress that can be widely applied. In Ukraine, publicin-
vestment in innovation decreased from UAH 15.2 billion in
2021 to UAH 7 billion in 2024, which reflects limited budget
spending due to economic difficulties, but also due to a fo-
cus on priority areas. In addition, considerable attention is
paid to supporting scientific and technological research in
areas such as medicine and logistics, which are essential to
ensure social stability and the effective functioning of the
country in times of crisis. A key element of this strategy
is the development of public-private partnerships. Co-fi-
nancing of innovative projects helps to reduce the financial
burden on the state budget while engaging the private sec-
tor in the creation of advanced technologies. The participa-
tion of private companies in the development of innovative
solutions ensures a high level of expertise and efficiency.

Simplifying the conditions for innovative start-ups
creates a favourable business climate that promotes the
development of technological ideas in various fields.
One of the key factors in attracting investment is the
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adaptation of the legal framework. Simplifying the proce-
dures for financing and registering innovative enterprises
reduces barriers to starting new businesses. The intro-
duction of special regimes for the export of technological
products also encourages integration into foreign markets.
Legislative initiatives that facilitate foreign investment
play an important role in ensuring sustainable economic
growth by providing an opportunity to attract additional
resources. However, foreign investment, which stood at

policies have contributed to strengthening economic secu-
rity and competitiveness even in the most difficult periods.
A limitation of the study is the limited availability of data
on public investment in innovation projects under martial
law due to confidentiality of information and the changing
economic situation. To more fully assess the role of public
investment in innovative projects during martial law, it is
necessary to study the impact of such investment on the
country’s long-term economic development and its inter-

$4.5 billion in 2021, declined to $1.5 billion in 2024, as a  action with international financial markets.
result of economic instability. Despite serious challeng-
es, public investment in innovative projects during mar-
tial law remains an important tool for ensuring economic
stability and technological development of the country.
Measures taken to support key sectors, develop scientific

and technological progress, and change tax and financial
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Ponb gep)>XaBHUX iHBECTULLIN
B iHHOBALiMHi NPOEKTM NiA Yac BOEHHOIO CTaHy

M AHoTauif. MeTor0 HoCTimKeHHs 6y/10 TPoaHasTi3yBaTy BILIMB BOEHHOTO CTaHy Ha JepykaBHi iHBecTuIlii B iHHOBAITiliHi
MIPOEKTHM Ta BUSHAUMTM HATIPSIMM iX afamnTallii 10 HOBUX eKOHOMiUHMX YMOB. Y JOCTiKEeHH] 6yJ/10 TPOBEEHO aHasli3 3MiH
y (biHaHCOBIV Ta €KOHOMIUHi MOMITUIII TIi/T Yac BOEHHOTO CTaHYy, OI[iHEHO MPiOpUTETH AepkKaBHUX iHBeCTHIIi y chepi
iHHOBallii1, & TAKOX JOC/i/I)KEHO BIUIMB PETYISTOPHUX 3aXOZiB Ha PO3BMUTOK TEXHOJIIOTIUHMX MPOEKTIB. BOEHHMIT CTaH B
VkpaiHi CyTTEBO 3MiHMB eKOHOMiYHi MPiOpUTETM JepskaBu, BIUIMHYBUIM Ha MexaHi3mu (iHaHCyBaHHSI iHHOBalLiitHMX
MPOEKTIiB. AHa/Mi3 MOKa3aB, 1[0 3HaYHA YacTMHA IEepKaBHMUX pecypciB Oyna mepeHampaBieHa Ha OGOPOHHI MOTpeow,
30KkpemMa, iHaHcyBaHHsS o60ponu B 2022 poiii ctaHoBWIO 350 Mpy IpH, a B 2024 poti ouikyBanocst 550 muipp, rpH. Lle
BOAHOYAC CIIPUSUIO PO3BUTKY TEXHOJIOTIN TOABIITHOTO MpM3HAUYeHHS. 3alIPOBA/sKeHHSI MTOJATKOBMX ITiJIbT i TPAHTOBUX
MIPOTrPaM ITiATPUMAJIO MiATTPUEMCTBA, SIKi TPAITIOIOTh Y CTPATETiYHO BaXKIMBUX chepax, 30KpeMa B Kibepbe3srmelri, MequInHi
Ta eHepreTutli. lepskaBHi iHBecTuIlii B iHHOBaIlii y 2022 polii craHOBM/IM Jiniie 5,8 Miipa rpH, ajie B 2024 polii 1iei MoKasHUK
3pic mo 7 MJIpJ TPH, IIO CTAJIO KJIIOYOBMM iHCTPYMEHTOM MiATPUMKM HalliOHaJbHOI €KOHOMIKM B YMOBaX 0OGMeKeHOTO
IOCTYITY 0 TIPUBATHOTO Karitanxy. CTBOpeHHSI cTpaTerivHux (GOH/iB Haago 3MOTy CIIPSIMOBYBATH KOILITU Ha PO3POOKY
KPUTUYHO BasKIMBUX iHHOBAIiTHUX pillleHb, 110 3a6e31Meuyi0Tb 060pOHO3IATHICTh TA €KOHOMIUHY CTabGiIbHiCTh. AHATI3
3aKOHOZABYMX 3MiH 3aCBiIUMB, IO YPSIII CIIPOCTMB Mpolienypy piHaHCYBaHHS iHHOBAIiIHMX IMTPOEKTIB i CTUMYJTIOE €KCIIOPT
TEXHOJIOTiYHOI MpoayKiiii. TTompu cepito3Hi BUKIMKY, KpaiHa 36epirae moTeHIlias iHHOBAIifHOTO PO3BUTKY 3aBISIKU
amanranii GiHaHCOBMX iHCTPYMEHTIB i aKTMBHOMY BUKOPMCTAHHIO MeXaHi3MiB JepykKaBHO-TIPUBATHOTO MApPTHEPCTBA.
ITpoBeneHe TOCTiIsKeHHST JO3BOIMIO BUSHAUNTH e(DeKTUBHI Migxonu 0o GpiHaHCYBaHHS iHHOBAIIiTHMX MPOEKTIB B yMOBax
BOEHHOTO CTaHYy, 1[0 CIIPUSIE BUPOOIEHHIO CTpaTerii eKOHOMiYHOI CTiffKOCTi Ta TEXHONIOTiYHOTO PO3BUTKY
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