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Intergovernmental Transfers as a Tool of Budgetary Policy: Transformation under Wartime
Conditions in Ukraine

Abstract. Introduction. Ukraine’s budget system from 2018 to 2025 was shaped by two interrelated processes: the
completion of financial decentralization reform and the transformation of fiscal policy amid wartime conditions. These changes
significantly impacted the distribution of financial resources among levels of government and the role of intergovernmental
transfers within the public finance system.

Purpose. The study examines the transformation of the intergovernmental transfer system as a means of redistributing
financial resources and assesses its evolving role within Ukraine’s budget system under wartime conditions.

Results. The study identifies a structural shift in the dynamics and composition of revenues and expenditures between
state and local budgets. This shift is characterized by a pronounced increase in the role of the central government after 2022.
While local budgets demonstrated relatively stable positions supported by decentralization reforms in the pre-war period,
wartime conditions led to a significant centralization of financial resources. The analysis shows that intergovernmental transfers
have undergone a functional transformation, evolving from instruments of fiscal equalization and financing delegated
responsibilities into mechanisms of stabilization and resource mobilization. Notably, the increasing significance of equalization
grants underscores the imperative to bolster regions impacted by the war, while the substantial surge in reverse grants signifies
the reinforcement of horizontal equalization and the expansion of centralized resource accumulation. Concurrently, the
reduction in earmarked transfer volumes reflects shifts in financing public services and reallocating expenditure responsibilities.

Conclusions. The findings suggest a shift from a financial decentralization model aimed at strengthening local fiscal
autonomy to a recentralization model driven by wartime priorities. This transformation reflects the need to ensure the state's
financial stability under crisis conditions while maintaining the functioning of local budgets. The results underscore the
importance of balancing short-term stabilization objectives with long-term incentives for local revenue development when
designing intergovernmental fiscal relations.

Keywords: intergovernmental transfers, budgetary system, fiscal decentralization, equalization grant, reverse grant,
war-time conditions
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Couka K. A., KaHUJAT eKOHOMIUHUX HayK, JOLEHT, JoleHT KadeapHu 00JiKy i ayauTy, 3aKapnaTCbKUM
yropcbkuii yHiBepcuTeT iMeHi @epeHnna Pakoui 11, M. Beperose, Ykpaina

Mix610/keTHI TpaHCPepPTH SIK iIHCTPYMEHT GI0AKeTHOI MoJIiTUKM: TpaHcdopMallisd B yMoBax BiHHHU
B YKpaiHi

Anomayisa. /flocaidxceno mpaucopmayito cucmemu Mixc6r0dxicemHux mpaHcgepmis 8 Ykpaini sk iHcmpymeHmy
610031cemHoi noaimuku 8 ymMoeax 80€HHO20 cmaHy. Po32asHymo ocob.iugocmi pozgumky 6t00xcemuoi cucmemu Ykpainu y 2018-
2025 pokax nid enaugom peanaizayii peoopmu pinaHcoeoi deyenmpanizayii ma amiHu npiopumemis depicagHoi noaimuku 8
yMosax B0€HHUX eukaukie. [IpoanasnizoeaHo duHamiky doxodie [ eudamkie depicasHozo ma Micyesux 6rodixicemis, wo
003801U/10 8Us8UMU OCHOBHI meHOeHYii y 3MIiHI cniggidHOWeEHHS PIHAHCOBUX pecypcie Mixc pigHAMU 61003cemHoi cucmemu.

BusieneHo, wjo y doeoeHHull nepiod cnocmepieasnocss nponopyiliHe 3pocmaHHs doxodie depicasHo20 ma micyesux
610dxcemis, wjo 3a6e3neyyeasno eidHOCHy cmabinbHicme ix cmpykmypu y 36edeHomy 6100xcemi Ykpainu. O0HouacHo, aHani3
sudamkogie 6i0xcemie 3aceidvue HaseHicmv acumempuyHux meHOeHyill exce y 2018-2021 pokax, wjo 6y/10 3YMOB/EHO,
30Kkpema, 3MiHOI0 nioxodie do (PIHAHCYBAHHS OKpeMux coyianbHUX eudamkis, y momy 4Hucai pedopMy8aHHSM cucmemu
¢iHaHcysaHHs 0XOpoHU 300poe8’ss ma yeHmpanisayieio coyianvHux eunaam. I1id enausom eoeHHuUx akmopie y 2022-2025
pokax eid6ysnocs cymmeee 3pocmaHHsl 0oxodis ma eudamkie depicasHoz2o 6100xcemy npu 00HOYACHO 6i1bW NOMIPHOMY
3pocmaHHI nokasHukie micyegux 6r0dxcemis, ujo npusee0 do HopmysaHHs JucbaaaHcy y posnodiai pinaHcosux pecypcie.

OyiHeHo JuHamiky ma cmpykmypy Mixc6i00xcemHuUx mpaHcgepmis y po3pisi ix ocHosHux sudis. BusiesneHo, ujo y
dogoeHHull nepiod doMiHylO4y poab gidizpasasu cybeeHyii sk iHcmpymeHm @iHaHCy8aHHS Oese208aHUX OepicasHUX
NoBHOBAN}CEHb, A y 80€HHULL nepiod 8id6y0cs nocuneHHs domayiliHux mexaHiamis, 6a3osoi ma dodamkosux domayitl 3pocau,
wo ceiduums npo 3pocmaHHus ix cmabinizayilinoi pyHkyii, modi six pesepcHa domayist HA6Y.1a 03HAK THCMPYMEHMY He MiAbKU
20pU30HMA/NbHO20 BUPIBHIOBAHHS, a/e U YeHMpai308aH020 nepepo3nodiny giHaHcosux pecypcis.
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O6rpynmosaHo, wjo mpaHcgopmayis mixc6rodicemHux mparcepmie eidobparcae 3miHy modesi 6Gr0dxicemHux
sidHocuH 8 Ykpaini — 8id opienmayii Ha giHaHcogy deyenmpanizayiro do opmysanus o3Hak gpickaavHoi peyenmpanizayii e
yMo08ax B0€HHO20 cmaHy. BusnaueHo, wo maka modudikayisi Mae 06°€ekmusHull Xapaxkmep, ajae Cynpo8oOHCYEMbCS
nomeHYItiHUMU pusukamu 0181 00820CMPOK0B0O20 PO38UMKY mepumopitl, 30KpeMa wodo 3HUNMCEHHSI CMUMy/1i8 00 HAPOWYB8AHHS
esnacHoi doxioHoi 6a3u Micyesux 6rddxcemis. 3pobseHO BUCHOBOK Npo HeobXiOHicmb YOJOCKOHA/NEHHSI MexaHi3mie
MidHC61003(CeMH020 pezya08aHHs Y NiC/As1I80EHHUL nepiod 3 Memolo 3a6e3ne4yeHHs1 6aAaHCy Mixc yeHmpanaizayieio giHaHcosux
pecypcie ma ¢iHaHCO8010 ABMOHOMIEI MiCYe8020 CaMO8PS0Y8AHHSL.

Kawuoei caoea: mixc6o0xemui mpancgepmu, 6rodxcemHa cucmema, ¢inaHcosa deyenmpasnizayis, 6azosa

domayis, pesepcHa domayisi, BOEHHUU CMaH

Problem statement in general form and its
connection with important scientific or practical tasks.
In the current context of Ukraine’s budget system, the
effectiveness of intergovernmental fiscal relations has
become a particularly relevant issue. This is due to the
influence of two interrelated processes: the completion
of the financial decentralization reform launched in 2014,
and the transformation of fiscal policy due to wartime
challenges. While the primary objective of public policy
in the pre-war period was to ensure the financial
autonomy of local governments and strengthen their
revenue base, the priorities of the budget system have
shifted towards greater centralization of resources and
financing key government functions related to defense
and security since 2022.

Under these conditions, intergovernmental transfers
play a dual role. They equalize the fiscal capacity of
communities and territories, ensuring guaranteed access
to quality public services. They also function as a
centralized resource redistribution mechanism that
affects the financial autonomy of local budgets. Changes
in the volume and structure of intergovernmental
transfers, the strengthened role of the equalization grant
compared to the prewar period, and the growing
importance of the reverse grant reflect a shift in their
functional role in a wartime economy.

At the same time, an analysis of the revenue and
expenditure dynamics of state and local budgets reveals
asymmetric trends in the distribution of financial
resources throughout the budget system. This is
reflected by the faster growth of state budget indicators
and the reduced share of local budgets. These findings
underscore the importance of a thorough examination of
the role of intergovernmental transfers in maintaining
budgetary balance, as well as their influence on the
evolution of budgetary relations in Ukraine. Accordingly,
this analysis focuses on identifying the nature and
direction of the transformation of the intergovernmental
transfer system under martial law and assessing its role
in shaping the modern model of interaction between the
state and local levels of the budget system.

Analysis of Recent Research and Publications. The
issue of improving the efficiency of intergovernmental
transfers within Ukraine’s public finance system has
gained particular relevance in the context of the
transformation of the fiscal policy, driven both by the
implementation of the decentralization reform and by
wartime factors. Currently, intergovernmental transfers

serve as an instrument of fiscal equalization and an
important mechanism for ensuring the financial
resilience of territorial communities. They compensate
for losses in revenue bases, finance delegated
government functions, and address the investment
needs of individual communities.

Many contemporary international studies consider
intergovernmental transfers not only as instruments of
vertical and horizontal equalization but also as
mechanisms for creating incentives to expand own-
source revenues, enhance fiscal discipline, and
strengthen the institutional capacity of subnational
governments [1; 2]. The focus has shifted from passive
redistribution of resources to ensuring the long-term
financial sustainability of territories, minimizing excessive
dependence on transfer support, and preventing the
crowding out of own-source revenues [3]. Following the
global financial crisis of 2008—-2009, policymakers turned
their attention to improving the fiscal sustainability of
subnational budgets by introducing fiscal and debt
constraints, which also affected the functioning of
intergovernmental transfers [4; 5].

In Ukrainian academic literature, intergovernmental
transfers are primarily examined in the context of
financial decentralization, fiscal equalization, and the
strengthening of the fiscal capacity of local governments
[6]. Researchers have noted that these transfers have
become an important instrument for supporting
administrative-territorial reform while retaining features
of centralized resource redistribution and continued
dependence on state fiscal policy [7, 8]. Some studies
emphasize that changes in the role of intergovernmental
transfers in local budget revenues do not necessarily
imply an increase in communities’ real financial
autonomy, but rather, are often the result of revised
approaches to financing specific expenditures and the
transformation of the model of intergovernmental fiscal
relations [9].

This issue has become particularly relevant under
wartime conditions. Contemporary studies [10] indicate
that, during wartime, the share of intergovernmental
transfers in local budget revenues decreases, their
structure changes, equalization and supplementary
grants grow in importance, and the stabilizing function of
transfer policy strengthens. However, recent academic
works largely focus on general issues of fiscal
decentralization and selected aspects of local revenue
formation. A  comprehensive analysis of the
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transformation of intergovernmental transfers in relation
to changes in the dynamics of state and local budget
revenues and expenditures during wartime remains
insufficiently explored.

Formulation of the article's goals (problem
statement). This research explores the evolution of the

intergovernmental transfer system as a means of
redistributing financial resources within a wartime
economy.

The study employs general and specialized research
methods, including theoretical generalization and
systematization to substantiate the economic nature of
intergovernmental transfers and their role in the budget
system; comparative and structural analysis to evaluate
the revenue and expenditure dynamics of state and local
budgets and the transformation of intergovernmental
transfers by type; statistical analysis to process and
summarize empirical data from 2018 to 2025; and a
systems approach to examine intergovernmental
transfers as part of the intergovernmental fiscal relations
regulatory mechanism.

Presentation of the main research material.
Considering the study's stated purpose, the analysis will
focus on evaluating the dynamics and relationship
between the revenues and expenditures of Ukraine's
state and local budgets, as well as the changes in the

intergovernmental transfer system, which is an
important instrument for redistributing financial
resources. This approach allows for a thorough

evaluation of resource allocation changes across budget

levels and identifies primary trends in their development
under a wartime economy (Figure 1).

Over the study period (2018-2025), revenues steadily
increased for both the state and local budgets. However,
it should be noted that growth rates and revenue
distribution between budget levels changed unevenly,
particularly after 2022. During the pre-war period (2018—
2021), the revenues of the state and local budgets
(excluding intergovernmental transfers) grew at a similar
rate of approximately 40%. Notably, state budget
revenues increased from UAH 920 billion in 2018 to UAH
1,297 billion in 2021, while local budget revenues
increased from UAH 263 billion in 2018 to UAH 365
billion in 2021. As a result, proportional growth rates
ensured relative stability in the shares of the
consolidated budget of Ukraine, with local budgets
accounting for 22-23% and the state budget for 77-78%.

Since the beginning of the war in 2022, revenue
trends have shifted dramatically. From 2022 to 2025,
state budget revenues increased by 2.1 times (from UAH
1,778 billion to UAH 3,782 billion), while local budget
revenues grew by only 33% (from UAH 418 billion to UAH
555.8 billion). As a result, a marked disparity in revenue
growth rates across different levels of the budget system
emerged during the wartime period, as reflected by the
changing distribution of budget revenues. The state
budget's share of the consolidated budget increased
from 78% in 2021 to 87.2% in 2025, while local budgets'
share declined to 12.8%.
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Figure 1 — Revenue dynamics (excluding intergovernmental transfers) of Ukraine’s state and local budgets,
2018-2025, UAH billion

Source: compiled by the author based on [11]

Alongside the transformation of the revenue side of
the budgets, significant changes also occurred in the
structure and dynamics of expenditures, allowing for a

more comprehensive assessment of the nature of
financial resource redistribution across levels of
Ukraine’s budget system.
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Figure 2 — Expenditure dynamics (excluding intergovernmental transfers) of Ukraine’s state and local budgets,
2018-2025, UAH billion

Source: compiled by the author based on [11]

From 2018 to 2025, the dynamics of state and local
budget expenditures also exhibited contrasting trends.
Between 2018 and 2021, state budget expenditures
(excluding intergovernmental transfers) increased by 1.9
times (from UAH 686.9 billion to UAH 1,287 billion),
whereas local budget expenditures decreased by 1%
(from UAH 563 billion to UAH 557 billion). This
divergence reflects an early reallocation of resources
within the budget system, driven partly by reforms to
healthcare and social service delivery. The share of local
budgets in total budget expenditures declined from 45%
in 2018 to 30.2% in 2021, while the share of the state
budget increased from 54.8% to 69.8%.

Since 2022, the trend toward centralizing financial
resources has intensified. Over the period 2022-2025,
state budget expenditures (excluding intergovernmental
transfers) doubled (from UAH 2,568 billion to UAH 5,277
billion), primarily due to a significant increase in spending
on defence and security, social support, and
infrastructure recovery. At the same time, local budget
expenditures also increased by 1.5 times (from UAH 475
billion to UAH 722 billion). Consequently, between 2022
and 2025, the share of local budgets in total
expenditures decreased further (to 12%), while the state

budget's share increased to 88%. The gap between levels
of the budget system expanded significantly, indicating a
growing concentration of financial resources at the
central level.

The structural changes identified in the budget
system's revenues and expenditures point to a
transformation in the distribution of financial resources
across levels of government. In this context, particular
attention should be given to analyzing the dynamics and
structure of intergovernmental transfers, as they are an
important instrument of budgetary policy.

In the public finance system, intergovernmental
transfers play a crucial role in maintaining fiscal balance
by combining vertical and horizontal equalization
mechanisms. In a system of financial decentralization,
these transfers redistribute resources across levels of
government while guaranteeing minimum social
standards and access to public services, regardless of a
region's or community's level of economic development.

The main types of intergovernmental transfers are
grants, such as equalization, reverse, and supplementary
grants, as well as earmarked transfers, including
educational grants and others.
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Table 1 Main types of intergovernmental transfers in Ukraine

Type of transfer Economic essence, examples

Method of determination /
allocation

Functional purpose

Equalization  grant | A transfer provided from the state | If the fiscal capacity index of a | Horizontal equalization of
(basic grant) budget to local budgets for horizontal | budget is below 0.9, the grant is | the fiscal capacity of
equalization of fiscal capacity across | provided at 80% of the amount | communities and regions;
territories. required to reach the index value | reduction of interregional

of 0.9. disparities.

Earmarked transfer A targeted transfer provided for | Allocated in accordance with | Financing delegated
financing  specific  programs  or | budget legislation and the | responsibilities; ensuring
expenditures of a social or economic | designated purpose defined in | the implementation of
nature. the Budget Code of Ukraine or | state social and economic
Examples: the Law of Ukraine “On the State | policy at the local level.

— state social protection programs; | Budget” for the certain year.
— preparation and implementation of

public investment projects and

programs;

— educational subvention.

Reverse grant Funds transferred from local budgets
to the state budget for horizontal
equalization of fiscal capacity across

territories.

If the fiscal capacity index of a
budget exceeds 1.1, the transfer
is applied at 50% of the amount
exceeding the threshold of 1.1.

Horizontal equalization;
redistribution of “excess”
financial resources.

A transfer provided to local budgets to
compensate for revenue losses or to
finance delegated responsibilities.
Examples:

— compensation for revenue losses
resulting from state tax benefits;
— financing delegated responsibilities
for the maintenance of education and
healthcare institutions.

Supplementary grant

Determined based on the needs | Stabilization of  the
of a specific local budget and | budget system;
decisions of central government | compensation for local
authorities. budget revenue losses;

support of territories

under crisis conditions.

Source: compiled by the author based on [12, Chapter 16]

Thus, intergovernmental transfers vary in form,
economic nature, and functional role. They combine
instruments of horizontal equalization, financing of
delegated government functions, centralized resource
redistribution, and budget system stabilization.

To assess these changes, it is necessary to analyze the
dynamics of intergovernmental transfers by their main
types. This makes it possible to identify shifts in their
functional role within the budget system (Figure 3).

The dynamics of intergovernmental transfers in
Ukraine’s budget system from 2018 to 2025 reflect a
gradual transformation of the intergovernmental fiscal
relations model driven by structural and situational
factors. These include the completion of budgetary, tax,
and administrative-territorial reforms; the pandemic
crisis; the reorientation of public finance priorities
toward defense and security; the reconfiguration of
expenditure responsibilities between government levels;
and institutional changes in sectoral financing models.
Additionally, wartime conditions have intensified the
need for centralized coordination and rapid resource
allocation, further reinforcing the state budget's role in
redistribution processes.

Over the study period, the volume of grants to local
budgets nearly doubled, increasing by 96%. This indicates
a strengthening of the basic fiscal equalization
mechanism and support for communities with fewer
financial resources. Conversely, the volume of earmarked

transfers to local budgets decreased by 47%, reflecting
changes in approaches to financing delegated
responsibilities and shifts in fiscal policy priorities. The
reverse grant was the most dynamic component,
increasing by 7.1 times, which indicates a significant
strengthening of the mechanism for redistributing excess
resources from financially stronger communities for
subsequent redistribution.

Throughout the period under review, earmarked
transfers were the dominant component of the system.
However, after reaching peak levels in 2018-2019, their
volume substantially declined in 2020 due to changes in
the financing framework of key sectors associated with
ongoing reforms. These changes included the
monetization of social benefits and housing subsidies,
the centralization of certain social programs, and
healthcare financing reform. Under the Medical
Guarantees Program, medical institutions shifted to
direct financing from the National Health Service of
Ukraine (NHSU). A further decline in earmarked transfers
was observed in 2022 due to wartime redistribution of
budgetary resources. In 2023-2025, their volumes
gradually recovered. At the same time, the volume of
equalization grants to local budgets increased
significantly after 2022, indicating a strengthening of
vertical equalization mechanisms and support for
communities under wartime conditions.
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Figure 3 — Intergovernmental transfer dynamics in Ukraine’s budget system, 2018-2025, UAH billion

Source: compiled by the author based on [11]

The most notable changes occurred in 2022-2025.
During this period, the volume of equalization grants to
local budgets increased 2.2 times, reflecting the need to
strengthen support mechanisms for territories under
wartime economic conditions. Meanwhile, the volume of
earmarked transfers increased by 27%. The volume of
reverse grants also increased significantly during this
period, growing 5.5 times. This reflects the increased role
of horizontal equalization mechanisms and their use as
an additional channel for resource mobilization for the
state budget. Prior to 2022, the intergovernmental
transfer system primarily functioned as a tool for
equalization and financing delegated responsibilities.
Under wartime conditions, however, it acquired features
of a crisis response and resource mobilization
mechanism.

Particular attention should be paid to the reverse
grant mechanism as part of the horizontal fiscal
equalization system. This mechanism serves as a tool for
withdrawing a portion of excess revenues from
financially capable communities for subsequent
redistribution to less fiscally capable territories. This
approach aligns with the principle of budgetary solidarity
and helps reduce territorial asymmetries. However,
under wartime conditions, the reverse grant takes on
additional significance because its expansion reflects not
only the functioning of horizontal equalization
mechanisms but also an effective increase in the volume
of resources accumulated in the state budget. Thus, it
partially transforms into a source of centralized financial
resource mobilization.

Strategically, the growing importance of reverse
grants reflects a trend toward temporary recentralization
of financial flows under wartime conditions. However,
the prolonged and excessive withdrawal of additional
resources from local budgets may weaken fiscally strong

communities' incentives to increase their own-source
revenues. This requires a careful balancing of the
principles of solidarity and financial autonomy. The
intensification of this recentralization could pose long-
term risks to the development of local public finances. In
particular, an increased reliance on redistributive tools
could weaken the incentive to mobilize revenue at the
local level and reduce fiscal autonomy. This underscores
the importance of maintaining a balance between short-
term stabilization objectives and long-term principles of
decentralized financial governance.

Analyzing the dynamics of the budget system's
revenues and expenditures, as well as intergovernmental
transfers, reveals a transformation in Ukraine's
budgetary relations and the gradual emergence of a new
financial resource distribution model. This model is
characterized by a significant strengthening of the
central government under wartime conditions.

Conclusions from this research and prospects for
further research in this direction. The results of the
study suggest that Ukraine’s budget system evolved in
2018-2025 due to two interrelated factors: the
completion of decentralization reforms and a shift in
fiscal policy priorities amid wartime conditions. During
the pre-war period, the fiscal capacity of local
governments gradually strengthened, as evidenced by
the accelerated growth of local budget revenues and the
growing share of local budgets within Ukraine's
consolidated budget. These findings are important for
developing a more balanced intergovernmental transfer
system that supports fiscal resilience while maintaining
incentives for local revenue generation.

An analysis of expenditure dynamics shows that, even
in the pre-war period, state and local budget expenditure
growth was uneven. While state budget expenditures
increased, local budget expenditures did not
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demonstrate comparable growth. This can be partly
explained by changes in approaches to financing certain
social expenditures in 2020-2021, particularly in
healthcare and social protection.

Since 2022, fiscal policy has assumed an anti-crisis
and mobilization role in response to wartime challenges,
as evidenced by a sharp increase in state budget
revenues and expenditures, and more moderate growth
in the corresponding local budget indicators.
Consequently, a clear imbalance in the distribution of
financial resources has emerged, accompanied by a
declining share of local budgets in revenues and
expenditures, as well as a growing dominance of the
central government.

These processes are significantly shaped by the
transformation of the intergovernmental transfer
system. In the pre-war period, transfers primarily
financed delegated government responsibilities and
equalized the fiscal capacity of territories, with
earmarked transfers playing a dominant role. By
contrast, from 2022 to 2025, the functional role of

transfers changed as equalization grants gained
importance as instruments of stabilization and support
for territories most affected by the crisis. Meanwhile, the
role of reverse grants increased significantly. Alongside
its horizontal equalization function, the reverse grant
increasingly acts as a means of concentrating financial
resources at the central level.

The study's results suggest a transition from a
financial decentralization model focused on expanding
local government financial autonomy to a fiscal
recentralization model under wartime conditions. This
model is driven by the need to concentrate resources to
ensure state functioning in crisis circumstances.

In the context of postwar recovery, there is a growing
need to improve intergovernmental fiscal regulatory
mechanisms, particularly by enhancing their incentive

role, ensuring transparent resource allocation, and
supporting local economic development. Further
research should assess the long-term financial

sustainability impact of transfer policy on local budgets.
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