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Analysis of the financial capacity of local self-governments in the 1 quarter of 

2022. Summary 

Under the monitoring of financial capacity, the international technical assistance project 
PROSTO "Support to Services Accessibility in Ukraine" (hereinafter - the Project) analysed the 
financial indicators of 5 hromadas (amalgamated communities), 4 of which are in the western 
part of Ukraine and 1 - in the north. With this, 4 more hromadas from the southern and eastern 
regions of Ukraine did not provide answers. 

For the first quarter of 2022, 2 out of 5 hromadas had decrease in the income of own revenues 
to the general fund of the budget, while in 3 others, on the contrary, increase was explored. At 
the same time, the growth may be connected to the ahead of schedule payment of certain 
taxes, so revenues may decrease for the corresponding amounts in the next quarter. From this 
list, the financial state of one of the hromadas of Zhytomyr region affected by hostilities can be 
considered unsatisfactory, another hromada from Chernivtsi region has unstable financial 
indicators, the other 3 hromadas from Lviv and Ivano-Frankivsk regions are currently in 
satisfactory financial condition. 

In all the hromadas, there is a decrease in revenues from land fees (targets ranged from 39% to 
99% in the first quarter, and the average was 72%), in particular, due to the provision of tax 
preferences (and non-payment of taxes) because of the hostilities. In general, the land fee takes 
10% in the structure of own revenues of local budgets of Ukraine (as of 2021). 

Revenues from the personal income tax (PIT) and the single tax (ST) in hromadas located in a 
relatively "safe area" in the western regions of Ukraine were comparable to 2021 for the 
period, and even increased to more than 150% of the planned indicators. This growth is 
presumably related to timely payment of corresponded taxes by businesses, advance payments 
of wages, rising exchange rates and fuel prices, which increased the cost of services and 
products sold by businesses (given this, the 2nd quarter can be expected to reduce revenues). 
However, in the hromada of Zhytomyr region, which was located near the territories where 
active hostilities took place, revenues from personal income tax and single tax amounted to 
only about 50%. That is, we track significant differences in the financial capacity of hromadas in 
different areas, depending on the activity of hostilities.  

The war brought significant changes to the Ukrainian business: about 85% of businesses either 
operated on a part-time basis or stopped working entirely, where 1% dissolved and did not plan 
to recover, and 35% suspended functioning, waiting for better times1. According to a World 
Bank study, Ukraine's GDP could lose 45.1% in 2022 compared to the previous year due to 
Russian aggression2. Besides a substantial reduction in business activity, the tax burden has 
been diminished to support, in particular, expanding the range of entities that can switch to a 
simplified tax system at a rate of 2% (previously 5% or 3% + VAT for a narrower business entity). 
By attaching these indicators to the financial capacity of hromadas, where the personal income 
tax was 60%, and the single tax - 13% in the structure of own revenues of local budgets of 

 
1Research of Gradus Research supported by Kyiv School of Economics: https://biz.censor.net/n3330275  

2 The World Bank's "War in the Region" 
https://openknowledge.worldbank.org/bitstream/handle/10986/37268/9781464818660.pdf 

https://biz.censor.net/n3330275
https://openknowledge.worldbank.org/bitstream/handle/10986/37268/9781464818660.pdf
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Ukraine as of 2021, it can thus be concluded that their financial capacity will fall significantly. 
The lack of funds in hromadas bordering on areas of active hostilities will be particularly acute. 

Another reason for the decrease in local budget revenues will be changes to the Tax Code to set 
the rate of excise tax on fuel (gasoline, heavy distillates, and liquefied gas) in the amount of 0 
euros before the end of martial law, as local governments will not receive part of the excise tax 
on fuel (13.44% - retail excise tax on fuel). In the first half of 2022, local government budgets 
will receive revenues in accordance with indicators of the second half of 2021, and the relevant 
changes in tax legislation will affect the revenue side of local budgets in the second half. In 
general, the excise tax on fuel in the structure of local budgets' own revenues is 2.7% (as of 
2021). 

A significant part of local self-government bodies also decided to ban the sale of alcohol during 
martial law, which was additionally reflected in local budgets, as the share of excise tax on 
alcohol retail is received precisely by local budgets. Such restrictions are currently being 
partially lifted. In general, in the structure of local budget revenues, the excise tax on retail 
trade in excisable goods (alcohol and tobacco) is 2.3% (as of 2021). 

During this period, no changes were made to the budget by sources of revenue of the general 
fund, but on the expenditure side changes were made by 4 out of 5 hromadas (made by 
transferring free balances of funds formed at the beginning of the year). Only the hromada of 
Zhytomyr region, which has a difficult financial situation, did not apply such changes to the 
expenditure part. Virtually all communities predict a further decline in revenues on account of 
the war and through government grants and reductions in tax rates, including local taxes and 
fees, which affect local budgeting and further affect the capability of hromadas to finance 
expenditures.  

According to the regulations of the Budget Code of Ukraine, hromada that has over 15% 
revenues deficiency of the local budget general fund based on the results of the quarterly 
report (I quarter, II or III quarter) prescribed by the local budget for the relevant period may 
take a decision on making changes to the conclusion on the local budget in terms of reducing 
such revenues. 

For January-March this year the state has completely fulfilled its obligations to transfer to local 
budgets the basic subsidy and subvention for education, which is vital for subsidized hromadas, 
and there are 4 of such in our list. The transfer of other targeted subventions from the state 
budget, which are global in nature, suspended in connection with the war. 

It should be noted that those hromadas that are more subsidized are more dependent on state 
budget revenues and have a risk of late transfer of funds to local budgets due to hostilities and 
under-execution of state budget revenues. On the other hand, subsidized hromadas can have a 
guarantee from the state to receive such a source of income (basic subsidy) to the local budget, 
while the amount of hromada income from their own revenue may decrease due to tax 
preferences and economic downturns. 

All surveyed hromadas significantly increased expenditures on the socio-cultural sphere 
(education, medicine, social security, culture, physical culture) to improve the delivery of 
services to residents of hromadas in these areas. 
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Also, hromadas budgeted expenditures and allocated funds for defense from 16 to 900 
thousand UAH and for the subvention to the state budget from 20 to 760 thousand UAH. These 
funds can be used to finance activities for the organization and activities of voluntary 
formations of territorial defense, support for internally displaced persons and / or evacuees, 
etc.  

The increase of plan indicators in development expenditures (capital expenditures) was 
generally due to the transfer of free balances and the planning of hromada development 
activities (or the need for capital expenditures for war-related needs). At the same time, one of 
the hromadas noted that as of April 1 this year the local budget does not provide plan 
indicators for development expenditures (capital expenditures), i.e. all expenditures are 
expected to be directed to consumption expenditures (current expenditures). 

According to data of some hromadas, a reduction in the number of local council officials staff 
may be envisaged in the event of non-fulfillment of revenues for the first half of this year (or for 
other reporting periods). 

There are also seen risks for hromada in the Treasury's limitation of financing non-priority 
expenditures, in particular such expenditures include other expenditures (including capital 
expenditures), which may negatively affect the ability of the hromada to implement 
development projects. 

It is the formation of financially capable hromadas and capable local self-government in the 
course of decentralization reform that has made it possible to create a sustainable policy and 
economy on the ground, which today allows for strong resistance to the aggressor. Now, on the 
part of the state, it is important to help local governments solve problems and complex 
challenges on various issues, strengthen the institutional capacity of local governments and 
make it possible to quicker imply management decisions in local finance, administrative and 
social and other public services for citizens of hromadas, support for business and the 
economy, restoration of territories and development of hromadas during martial law.  

Hromadas forecast. In the following cases: 

1) the rapid end of the war. Budget revenues at the end of the year may be 75-95% of the 
planned. At the same time, it will be possible to ensure the proper functioning of the local self-
government body (hereinafter - LSGB) and retain staff by reducing certain capital expenditures. 
At the same time, this forecast is already improbable, given the protracted hostilities; 

2) medium-term perspective (up to 6 months). Budget revenues at the end of the year may be 
50-75% of the planned. This will significantly complicate the exercise of powers at the level of 
hromadas (amalgamated communities), may lead to the closure of certain utilities, reduction of 
staff and concentration of resources to ensure the implementation of basic powers at the level 
of hromada (amalgamated communities); 

3) the continuation of the war until the end of the year. Income revenues may be less than 
50%, which will compromise the proper functioning of local self-government.  

Prerequisites for financial stability at the local level: 

1) Completion of hostilities and recovery of the economy and business processes. 
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2) Optimization of taxes and fees by taking into consideration the interests of business, 
hromadas (amalgamated communities) and the state. 

3) Introduction of a differentiated approach to the provision of tax preferences in terms of local 
taxes and fees. A regional approach to business taxation needs to be considered, depending on 
their location and business. For example, tax preferences (single tax) should be provided to 
entrepreneurs in regions and hromadas affected by military aggression who are at risk of 
hostilities and who are registered or operating in the areas of hostility. In other regions and 
hromadas (which are rear and far from the front line), should function the system of local taxes 
and fees, which existed before the war. 

4) Active involvement of grant support from donors and reparations funds. 

5) Humanitarian assistance from international partners during hostilities on the territory of 
Ukraine. 


