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Abstract: The article examines the financial self-sufficiency of territorial
communities in Ukraine under budgetary decentralization, martial law and growing
interregional asymmetry. The study focuses on the capacity of communities to
generate own revenues, finance delegated and own powers, reduce dependence on
transfers and maintain public services. The research combines theoretical
generalization of international and Ukrainian approaches to fiscal autonomy with
an empirical assessment of community budgets for 2021-2025. Special attention is
paid to Transcarpathia and to communities bordering Hungary, where
demographic, logistical, cross-border and wartime factors shape local fiscal
capacity. The methodology includes indicator analysis, comparative regional
assessment, clustering elements, an integrated financial self-sufficiency index and
the adapted Brown test of municipal financial condition. The analysis uses
indicators of per capita revenues and expenditures, administrative costs, capital
expenditures, transfer dependency, the share of local taxes and fees, wage burden
and spending on culture, physical education and sports. The results show that
Ukrainian communities remain highly differentiated in terms of fiscal capacity.
While some urban and economically diversified communities demonstrate high or
optimal self-sufficiency, many peripheral, rural and small communities remain in
low or critical categories. In Transcarpathia, Chop and Berehove show stable
positions, while Batyovo demonstrates improvement; however, several Hungarian-
border communities continue to face weak tax potential, high transfer dependence
and limited investment capacity. The study concludes that financial self-sufficiency
should be understood not only as budgetary independence, but also as the ability to
ensure resilience, development and equitable access to services. Strengthening local
tax bases, improving budget management and introducing targeted support
mechanisms for vulnerable communities are essential for post-war recovery and

sustainable development.
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Anomauia: Y cmammi Oocniddceno ¢hinancosy camoo0oCmamHicms
mepumopianbHux 2pomao Ykpainu 6 ymosax 0100xcemHoi Oeyenmpanizayii,
B0€HHO20 CMAHY MA NOCUNeHHs MidcpelioHanbHoi acumempii. OcHo8HY Yyeazy
30cepeddrceno Ha 30amHOCmi 2pomad gopmysamu 61acHi 00xoou, Qinancysamu
811ACHI Ul 0e1e208aHI NOBHOBANCEHHS, 3MEHULYBAMU 3ATIeHCHICIb 8i0 MpaHchepmia

ma 3abesneuyeamu nyoniuHi nocayeu. JocnioxceHHs HNOEOHYE meopemudHe
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V3a2anbHeHHs YKPAIHCbKUX nioxo0ié 00 (ICKANbHOI A8MOHOMII 3 eMNIpUYHOI0
oyinkow 610xcemis cpomao 3a 2021-2025 poku. Ocobausuii akyenm 3pooieHo Ha
3akapnamcokii  obaacmi ma NPUKOPOOHHUX 3 Yeopwunoro epomaodax, Oe
oemoepagiuni, nN02iCMUYHI, MPAHCKOPOOHHI Ul BOEHHI YUHHUKU BNIUBAIOMb HA
Micyesy ¢hinancogy cnpomodicHicms. Memo0onozis eknouae iHOUKAMUGHUL aHali3,
NOPIBHAILHY Pe2iOHANIbHY OYIHKY, elleMeHmu Kiacmepuzayii, inmeepanbHull iH0eKc
Qinancosoi camodocmamuocmi ma adanmo8aHuil mecm @QIHAHCOB8020 CMAHY
myniyunanimemie Kena bpayna. /{nsa oyinoeanus 6UKOpUCMano NOKA3HUKU 00X00i8
[ 8UOAmMKi6 Ha 00HY 0CO00Y, AOMIHICMPAMUBHUX BUMPAM, KANIMAILHUX UOAMKIE,
MpanchepmHoi 3a1eHCHOCMI, YACMKU MICUEBUX NOOAMKIE | 300pi8, HABAHMAICEHHS
Ha oniamy npayi ma 6UuOamkié Ha Kyibmypy, i3uyHy Kyaemypy i cHopm.
Pesynomamu 3aceiouyroms 3nauny oughepenyiayiio epomad Yxpainu 3a pigHem
Qinancosoi cnpomoocHocmi. Ypoauizoeami U eKOHOMIUHO Ousepcu@iKosani
2pomMaou 0emMoHCmpYIomsb GUCOKUN AO0 ONMUMANbHULL PiBeHb CAMOOOCHAMHOCHI,
mooi sIK bazamo nepughepitinux, CilbCobKuXx i MAIUX 2pOMao0 3aIUUArOMbCs Yy HU3bKIU
abo kpumuyHit kamezopisax. Y 3axkapnammi cmabinoui nosuyii maroms Yoncoka i
bepeciscoka epomadu, nozumusny oumamixy oemoncmpye bamiecvka epomaoa,
npome HU3KA NPUKOPOOHHUX 2pOMAl 30epicae CIaOKUli noOamKosuli NomeHyidll,
mpancgepmuy 3anedxdcHicms i 00MedxceHi THeeCcmuyiuni mMoxcausocmi. 3pobieHo
BUCHOBOK, WO (DIHAHCO8A CAMOOOCMAMHICMb MAE PO32NA0AMUC He Juue sK
01002/cemna He3aneHcHiCmy, a K 30amHicmeb 00 CMIUKOCMI, PO3BUMKY MA PIBHO20
docmyny 0o nocaye. Ilpakmuune 3HaueHHs pe3ynibmamié NOAA2AE Y 3MIYHEHHI
Micyegoi no0amkosoi 6asu, NOKpaweHHi O100HCEMHO20 MEHEONCMEHN) Ma YLIbOosil
niompumyi 8pasiusux epomao.

Knwuosi cnosa: ginancosa camooocmamuicms, mepumopiaivHi epomaou;
Or00xcemua Odeyenmpanizayis, micyesi 0r0xicemu, QIHAHCO8A CNPOMONCHICD,

mpaHcgepmua 3anedxicHicmn, 3axapnammsi, 60OEHHUL CMAH.
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Problem description. The financial self-sufficiency of territorial
communities i1s one of the key factors in establishing an effective public-
administration model under the conditions of the modern transformation of
Ukraine’s socio-economic system. The quality of basic public-service provision,
infrastructure development, the social sustainability of communities, and the
reduction of fiscal pressure on the state budget all depend on the capacity of local
budgets to generate autonomous revenue sources. During the reform of the
budgetary system, when the role of local self-government bodies is increasing,
ensuring an adequate level of fiscal capacity becomes a principal precondition for
sustainable development.

The war has substantially changed the country’s socio-economic geography,
leading in particular to population displacement, the loss of active taxpayers, the
destruction of economic infrastructure, a shift in budget-planning priorities, and an
increased role for external financial assistance. Against this background, the need
for a comprehensive analysis of community financial self-sufficiency has become
urgent both in a comparative interregional context and at the level of community
typology according to the criteria of revenue-generating capacity, transfer
dependency, and expenditure efficiency.

Literature review. The theory of fiscal decentralization (Oates, 1972;
Weingast, 2009; Cseh, Hegediis and Csanyi, 2019) has long emphasized that the
decentralization of public finances—provided that it is accompanied by genuine
financial autonomy—can result in more efficient public-service provision, greater
accountability, and stronger incentives for local development. Recent international
literature is well represented by the study of Grigoryan and co-authors (2025), which

measures the fiscal autonomy of Armenian local governments by applying the
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OECD types of tax autonomy and concludes that the “classical” decentralization
indicators based on expenditure shares often overestimate actual autonomy.
According to the authors, meaningful measurement of fiscal autonomy requires an
analysis of discretionary powers over the local tax structure—namely, the ability to
choose local taxes and to determine tax bases, tax rates, and exemptions—rather than
merely examining the expenditure or revenue shares of subnational systems.

P4l and Radvan (2024), in their analysis of the constitutional and legal
regulation of the Visegrad countries, point out that although constitutions mostly
recognise local financial autonomy, in practice central normative grant systems, tax-
sharing rules, and limitations on fiscal capacity considerably narrow actual financial
self-sufficiency. The authors stress that one of the most important guarantees of
financial autonomy is the existence of a stable, predictable own-revenue base in the
long term—primarily local taxes—without which decentralization often remains
merely declarative.

In the Ukrainian literature, one of the most elaborated methodological
frameworks for examining financial self-sufficiency is proposed by Voznyak,
Stasyshyn and Koval (2022), who evaluate the financial self-sufficiency of territorial
communities by means of a composite index. The method consists of three main
stages: (1) structural-spatial analysis, in which revenue and expenditure components
are normalized and weighted; (2) the construction of empirical indicators based on
fiscal capacity, the share of own revenues, transfer dependency, and expenditure
structure; and (3) the calculation of an integrated taxonomic indicator that ranks
communities according to their level of financial self-sufficiency.

In a subsequent study, Voznyak and co-authors (2023) examine the causal
relationship between financial self-sufficiency and local economic development for
all territorial communities in Ukraine, based on 2021 data. The assessment follows
an integrated approach: local economic development is measured through indicator-

based evaluation, including investment activity, employment indicators, and income
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levels, while financial self-sufficiency is assessed through the share of own
revenues, the level of decentralized tax revenues and expenditure mandates, and
transfer dependency. The authors apply a VEC model and regression procedures to
identify how changes in financial self-sufficiency affect local economic
performance.

A further dimension of the financial self-sufficiency of local budgets is fiscal
sustainability, particularly in crisis situations. Kotina, Stepura, Matviichuk and
Maister (2024) examine the sustainability of local public finances in Ukraine by
analysing the relationship between fiscal sustainability—solvency, debt burden, and
transfer dependency—and the economic sustainability of regions.

Sidelnykova and Zosymchuk (2025) specifically examine local taxation as a
key institution of financial self-sufficiency. Their study provides a detailed
conceptual analysis of the terms “financial autonomy”, “financial viability”, and
“financial self-sufficiency”, emphasizing that the latter concerns not only the volume
of revenues, but also the structure of resources, the quality of management,
resilience, and long-term development potential.

Hoffman (2025) examines the transformation of external control over local-
government finances in Hungary, showing how the role of the State Audit Office
and the county and capital government offices has strengthened in the legal and
professional oversight of local budgetary decisions. The study points out that the
centralization of the control system—although it contributed to stronger fiscal
discipline—may further narrow the discretionary room for manoeuvre of local
governments, particularly in borrowing, asset management, and investment.

Orosz et al. (2025) focus on border micro-regions with Hungarian majority
populations, such as Berehove, Velyka Dobron, and Pyiterfolvo, where institutions
operating in the area generate significant local tax revenues through Hungarian

funding sources, thereby supporting the self-sufficiency capacity of the given area.
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The following section examines the research results of the present article,
preceded by the methodology used to analyse the self-sufficiency of micro-regions.

Goals of the article. Based on the aim of the study, the following research
objectives were formulated: to reveal the theoretical and methodological foundations
of the concept of financial self-sufficiency of territorial communities; to substantiate
a system of quantitative and qualitative indicators for assessing the financial capacity
of territorial communities; to analyse the financial capacity of territorial
communities in Ukraine during 2021-2025, taking into account the impact of martial
law; to assess the financial self-sufficiency of territorial communities in
Transcarpathia, particularly those bordering Hungary.

Main research results. The current state of operation of territorial
communities in Ukraine under the conditions of the military aggression of the
Russian Federation can be characterised by the processes described below.

The capacity assessment of territorial communities was carried out on the
basis of 2024 reports, processing data for 1,331 communities and applying 11
financial indicators based on population size and budget-execution indicators. The
assessment excluded 107 communities located in temporarily occupied territories,
which were also excluded from the calculation of basic and reverse grants under the
Law of Ukraine “On the State Budget of Ukraine for 2025”.

Because precise statistical data on the population of communities were not
available, primarily due to active hostilities launched by Russia, the assessment used
the last verified data as of 1 January 2022, also taking into account the number of
internally displaced persons.

On the basis of this approach, the experts—Kaziuk and co-authors (2024) and
Kaziuk (2023)—calculated the indicators, aggregated the results, and produced the

assessment of the fiscal capacity of territorial communities.
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Table 1. Distribution of Ukrainian territorial communities by level of

fiscal capacity in 2024.

Level of fiscal capacity Number of communities | Share of communities,
at the given level %
High 456 34.3%
Optimal 284 21.3%
Satisfactory 242 18.2%
Low 218 16.4%
Critical 131 9.8%
Total 1331 100%

Source: Kaziuk et al. (2024).

Overall, according to the results of the fiscal-capacity assessment, 456
territorial communities fall into the high-capacity category, representing 34.3% of
the assessed communities. The largest number of high-capacity communities is
found in Kyiv oblast—58 communities, Dnipropetrovsk oblast—46 communities,
and Poltava oblast—42 communities.

It should be noted that, in addition to areas near the front line where the
intensity of hostilities is high, a substantial number of problematic territorial
communities in terms of fiscal capacity also remain in Zakarpattia (24 communities),
Ivano-Frankivsk (17), Rivne (19), and Chernivtsi (24) oblasts; the data by oblast are
presented in Table 2.

The optimal level is represented by 284 territorial communities (21.3%),
most of which are located in Odesa oblast—26 communities, Dnipropetrovsk
oblast—24 communities, and Vinnytsia oblast—22 communities. The satisfactory
level includes 242 territorial communities (18.2%), including 24 in Zhytomyr oblast,
23 in Odesa oblast, and 17 in Khmelnytskyi oblast. he low-level category contains
218 territorial communities (16.4%), including 23 in Ivano-Frankivsk oblast, 17 in
Chernivtsi oblast, and 16 in Zakarpattia oblast. The critical fiscal-capacity category

includes 131 communities (9.8%); the largest numbers are found in Zakarpattia and
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Chernivtsi oblasts, with 24 1n each, Rivne oblast with 19, and Ivano-Frankivsk oblast
with 17.
Table 2. Summary indicators of the assessment of the fiscal capacity of

UKkrainian territorial communities in 2024, absolute number of micro-regions.

High Optimal | Satisfact Low Critical T.O tal
Oblast micro-
level level ory level level level .
regions
Vinnytsia 19 22 12 9 1 63
Volyn 9 9 10 13 13 54
Dnipropetrovsk | 46 24 13 3 — 86
Donetsk* 5 5 8 12 4 34
Zhytomyr 16 13 24 10 3 66
Zakarpattia 9 2 13 16 24 64
Zaporizhzhia* | 3 5 5 9 3 25
Ivano-
Frankivsk 11 4 7 23 17 62
Kyiv 58 8 3 — — 69
Kirovohrad 34 8 5 2 — 49
Luhansk* — — — 3 1 4
Lviv 30 15 10 14 4 73
Mykolaiv 20 18 12 2 — 52
Odesa 32 26 23 10 — 91
Poltava 42 16 — — 60
Rivne 9 8 14 14 19 64
Sumy 14 16 11 8 2 51
Ternopil 8 10 13 15 9 55
Kharkiv 16 18 15 7 — 56
Kherson* — 1 4 12 1 18
Khmelnytskyi | 14 17 17 7 5 60
Cherkasy 34 18 8 6 — 66
Chernivtsi 2 3 6 17 24 52
Chernihiv 25 18 9 4 1 57
Total 456 284 242 218 131 1331

Source: Kaziuk et al. (2024).
Note: * Eastern Ukrainian oblasts partially or fully occupied by Russian forces.

On the basis of the analysis, experts concluded that local governments in
Ukraine face new challenges under martial law. Resource differentiation among
communities is increasing as a result of the full-scale war, which affects the future
development potential of territorial communities. The widening gap in capacity may

lead to a situation in which some communities will be unable to provide public
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services to their residents at an adequate level, or will provide services of differing
quality and quantity in different parts of the country. This contradicts the
fundamental principles of the decentralization, or local-government, reform, whose
objective is to ensure approximately equal quality public services for the population.

Experts believe that the analysis of fiscal-capacity indicators may provide a
basis for:

* evaluating the effectiveness of community operations and their ability to
exercise the powers entrusted to them;

* evaluating local-government decisions made at the regional level;

* shaping state policy concerning the operation of local self-government
bodies, including through adjustments to the scope of powers and sources of
financing;

* developing state regional, fiscal-tax, and sectoral policies, with special
regard to functional types of territories.

Experts emphasize that a comprehensive assessment of community potential
requires, in addition to financial indicators, the examination of demographic,
economic, and infrastructural characteristics that determine the functioning and
development of a given territorial community.

Under martial law, local governments have faced new challenges: a decline
in business activity, especially at the beginning of Russia’s full-scale invasion; the
inapplicability of traditional methods for organising the budgetary process; the
adaptation of social and economic infrastructure to extraordinary circumstances; and
the restructuring of expenditures, taking into account the needs associated with
defence against armed aggression, strengthening defence capability, supplying
security and defence forces, territorial-defence measures, eliminating the
consequences of aggression, protecting the civilian population, and providing for

internally displaced persons.
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A relationship between community population and administrative
expenditures can also be observed.

When assessing the situation in Transcarpathia, it can be stated that the
financial self-sufficiency of Hungarian-inhabited micro-regions is relatively low. It
should be noted separately that no such data were available for the first year of the
Russian-Ukrainian war (2022); therefore, the fiscal-capacity indicator was not
calculated for that year. Most micro-regions received “critical” or “low”
classifications during the 2021-2025 period.

The data in Table 4 illustrate the dynamics of the fiscal capacity of
Hungarian-inhabited micro-regions in Transcarpathia between 2021 and 2025, based
on the categories of the integrated financial self-sufficiency index: high, optimal,
sufficient, low, and critical. The classifications clearly reflect the structural
differences described in the methodology of the study and the territorial asymmetries
intensified by martial law.

Table 3. Changes of the financial self-sufficiency level of

Transcarpathian communities bordering Hungary during 2021-2025.

No. Micro-region 2021 2023 2024 2025
| Berehove optimal optimal sufficient optimal
2 Chop high high high high
3 Batyovo low optimal sufficient high
4 Koson low low low critical
5 Siurte low low critical low
6 Vyshkovo low low critical low
7 Solotvyno low low critical low
8 Velyka Bihan critical low critical critical
9 Velyki Berehy critical critical critical critical
10 | Pyiterfolvo low critical low critical
11 | Vylok critical critical critical critical
12 | Velyka Dobron critical critical critical critical

Source: Author’s own calculation and compilation.

The Chop micro-region remains in the “high” category throughout the

period, indicating a stable and diversified revenue base, strong fiscal capacity, and
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moderate transfer dependency. The financial position of Berehove is favourable
overall: its fluctuation between the “optimal” and “sufficient” levels indicates
cyclical adjustment rather than structural weakness. Batyovo shows marked
convergence, moving from the “low” category to the “high” level by 2025, which
suggests an expansion of the local tax base and an improvement in budgetary
structure.

By contrast, several micro-regions—primarily Koson, Velyka Bihan, Velyki
Berehy, Vylok, and Velyka Dobron—remain persistently in the “low” or “critical”
categories, indicating a combination of transfer dependency, weak tax potential, and
limited investment capacity. The deteriorating or persistently unfavourable
classification is consistent with the study’s finding that fiscal self-sufficiency faces
structural obstacles in mountainous, border, and peripheral areas, and that without
targeted state and international intervention there is a risk that lagging development
will become entrenched.

Conclusions and prospects for further research. The study established that
the financial self-sufficiency of territorial communities should be understood as an
integrated capacity to generate sufficient own revenues for the performance of both
own and delegated powers. The research substantiated the need to use a
comprehensive, multi-indicator approach rather than relying on a single budgetary
measure. The proposed assessment system includes per capita revenues and
expenditures of the general budget fund, administrative costs, capital expenditures,
the level of subsidization, the share of administrative expenditures, the wage burden,
the share of capital expenditures, transfer dependency, and the share of local taxes
and fees in own revenues. The study showed that martial law significantly changed
the financial conditions of local self-government. Despite wartime challenges, many
territorial communities maintained a generally positive level of financial stability
and continued to provide public services, support defence-related needs, assist

internally displaced persons and finance basic local functions. At the same time, the
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analysis revealed a deepening differentiation between communities. Economically
stronger, urbanized and diversified communities were able to preserve or strengthen
their fiscal positions, while peripheral, rural and small communities often remained
highly dependent on transfers and had limited opportunities for capital investment
and local development.

The study confirmed that their financial capacity is uneven and strongly
differentiated. The Chop community demonstrated a consistently high level of
financial self-sufficiency, while Berehove generally maintained an optimal or
sufficient position. Batyovo showed a clear improvement, moving from a low level
to a stronger financial position by 2025. In contrast, several Hungarian-border and
Hungarian-populated communities remained in low or critical categories, which
indicates weak tax potential, high transfer dependency, limited investment capacity
and structural barriers to sustainable fiscal development. Therefore, these
communities require targeted support mechanisms, stronger local revenue bases and
more effective budget management in order to reduce dependence on state transfers
and improve their long-term financial resilience.

Funding. This research was implemented under project no. 2025-1.2.1-HU-
RIZONT-2025-00047, with the support provided by the Ministry of Culture and
Innovation of Hungary from the National Research, Development and Innovation

Fund, financed under the 2025-1.2.1-HU-RIZONT funding scheme.
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