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MANAGEMENT OF BUDGET
FLOWS UNDER MARTIAL LAW

Abstract

Managing budget flows under martial law is important to ensure the security and finan-
cial stability of the state, helping to mobilize the necessary resources and concentrate

them on financing key needs. This paper aims to identify and outline possible mea-
sures to balance the movement of budget flows in order to harmonize them with the

goals of state policy in the field of national security. The movement of budget flows of
income and expenses was assessed, and trends and changes were identified using eco-
nomic and statistical methods. The assessment results confirmed the need for reason-
able planning of budget flows in the context of the impact of unforeseen military events

on the process of budget execution in terms of revenues and expenditures, which leads

to failure to meet expenditure indicators, causes a lack of financial resources and an in-
crease in the budget deficit. One of these measures is the improvement of budget plan-
ning, which is based on the analysis, detection, and assessment of the probability of
occurrence and countering the risks related to the state’s financial system. Correlation-
regression analysis confirmed the growing dependence of revenues on official transfers

from the EU, foreign governments, international organizations, donor institutions, and

government bodies. The results obtained are basic for developing measures to balance

incoming and outgoing budget flows under martial law. They provide for the obliga-
tion to create a financial support system (including international financial aid) while

strengthening state financial control measures for the timely, targeted, effective direc-
tion of budget flows, including for the security and defense of the state.

Keywords budget, expenditures, revenues, security, defense, deficit,
debt
JEL Classification H62, H63, H61, H68

INTRODUCTION

Under martial law in Ukraine, the budget flows of state revenues are
limited due to the influence of many factors, such as the occupation of
Ukraine’s territories, the movement of labor resources and assets, the
slowdown of the economy, and the reduction of exports and imports
of the state. At the same time, as incomes are limited, budget expendi-
tures for ensuring the security and defense of the state, liquidation of
damage caused to the industrial and residential infrastructure of the
country because of the Russian aggression, etc., have increased. The
inevitable consequence of the impact of negative phenomena on the fi-
nancial system of Ukraine was the unbalanced flow of budget revenues
and expenditures and the rapid growth of the budget deficit due to
the lack of revenue sources to cover all expenses. This causes the state
authorities to make changes to the budget legislation and the budget
process related to the introduction of changes to budgets, redistribu-
tion, and the priority of spending. Undesirable growth of indicators
of the deficit, the state debt of Ukraine, expenses for its maintenance,
and other problems of implementing the State Budget of Ukraine indi-
cate that the process of budget flow management needs to be reviewed
for further improvement. Under martial law, all participants in the
budget process must ensure a timely response to the emergence and
prevention of risks associated with the influence of negative factors on
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the movement of budget flows in the process of drawing up, adopting, and implementing budgets. The
formation of volumes and movement of budget flows should take place in accordance with state priori-
ties with increased control over the effective management of budget funds. The amount of funds redis-
tributed through the State Budget of Ukraine depends on providing financial resources for important
goals of state policy in the field of defense, as well as in the economic and social spheres.

1. LITERATURE REVIEW

Managing the financial flows of the State Budget
of Ukraine is the main tool for discussing and
coordinating issues related to the national inter-
ests of the state, including in the field of security
and defense. Achieving security and defense goals
within the fiscal parameters of the budget allows
for macroeconomic stability, resource allocation
efficiency, operational efficiency, and fiscal trans-
parency and accountability. Security is the basis
of budget management and ensures budget reli-
ability, transparency of public finances, reason-
able management of assets and liabilities, predict-
ability and control of budget execution, account-
ing and reporting, and external control and audit
(Harborne et al., 2017).

The integration of national goals and interests
into strategic budget planning is one of the im-
portant means for ensuring the financing of im-
portant areas and industries supported by the
state fiscal and regulatory policy. Proper man-
agement of budget flows should be based on ef-
fective management, which consists in directing,
guiding, and motivating participants in the bud-
get process in achieving the desired goals and ob-
jectives (Shawe, 2023; Ho, 2018; Jimenez, 2020).
Many countries adapt their national strategies to
their own development goals, based on financial
capabilities. Budget management is based on na-
tional plans that determine allocation priorities,
revenue targets, and budget constraints (OECD,
2015). Decisions regarding public spending are
made within the budget process, from strategic
budgeting processes to formulation and approval
to implementation, as well as monitoring, audit-
ing, and evaluation. Transparency, accountabili-
ty, and public participation in the budget process
ensure that public funds are spent in accordance
with budget policy priorities. The goals of nation-
al strategies should be consistent and linked to
strategic budgeting processes at the state and lo-
cal levels (Poghosyan et al., 2022).
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Detailed analysis of the budgeting process, key
decision-makers, decision-making timelines, and
specific types of goals and indicators help make
plans more reliable and acceptable. There are ma-
ny opportunities for spending adjustments that
are counterproductive to economic stability and
social welfare. For example, spending on security
and defense ensures proper conditions for the ac-
tivities of business entities and the life of the popu-
lation in the relevant territory (UNDP, 2018).

The integration of national security programs into
the budget process is a means of coordinating or-
ganizational, programmatic, and functional budget
policy formats and increases budgeting efficiency.
An integrated unified budget of national security
programs will facilitate the achievement of fiscal
policy compromises by offering a choice of alterna-
tive means to achieve national security goals (Brook,
2012; Schlesinger, 1960; Candreva, 2024).

The military actions on the territory of Ukraine led
to the provision of financial support by Ukraine’s
international partners, in particular, the USA and
the EU in the provision of military and material aid.
For further successful international cooperation of
Ukraine and for the effective management of finan-
cial resources, it is important to ensure not only the
sufficiency of sources of income for the fulfillment
of defense goals but also the open and transparent
use of funds, in particular, in the field of defense
and security. The development of an appropriate
open data system, including an analysis of all fi-
nancial costs based on the appropriate methodol-
ogy, is one of the ways to ensure budgeting open-
ness and transparency. This methodology should
be based on the concept of assessing the openness
and transparency of budgeting and financial man-
agement of Ukraine’s defense and security sector by
calculating the index of openness and transparency
of budgeting of the Ukrainian defense and security
sector. This approach allows us not only to monitor
the openness and transparency of the defense and
security sector but also to demonstrate and com-
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pare the dynamics of the phenomenon with other
countries in the future (Silviu et al., 2023; Schwartz
et al., 2020; Birskyte, 2019).

Financing of the defense industry is the largest
component in terms of volume and share in the
State Budget of Ukraine’s expenditure structure.

The Decree of the President of Ukraine “National
Security Strategy of Ukraine” highlights the pri-
orities of the national interests of Ukraine and
ensuring national security: protection of indepen-
dence and state sovereignty; restoration of terri-
torial integrity within the internationally recog-
nized state border of Ukraine; social development,
primarily human capital development; protection
of Ukrainians’ rights, freedoms, and legitimate in-
terests; and European and Euro-Atlantic integra-
tion (President of Ukraine, 2020, 2022).

The formation of the defense budget is primarily
related to the financial support of national security
policy. The reasons that negatively affect the imple-
mentation of state financial policy in the field of de-
fense and require a solution are limited financial re-
sources, control over the use of defense budget funds,
and unreasonableness of management decisions on
budget issues (Kaufman, 2009; Hunt, 2024).

Before the full-scale war, the management of bud-
get flows of revenues and expenditures in Ukraine
was focused on a three-year perspective. Sound
budget planning made it possible to outline the
vectors of budget policy, to link the state’s priori-
ties with the power of the budget, to focus on ex-
penses in relation to the expected results, which
can be achieved and monitored in the medium
term (Kuzheliev et al., 2018).

With the beginning of the war, there were key
changes in budget legislation, with the aim of cre-
ating conditions for timely and prompt response
to the needs of financial support for defense mea-
sures, protection of public safety, functioning of
the budget sphere and communal enterprises dur-
ing the period of martial law. To justify the pri-
ority of expenditures in the conditions of martial
law, a mechanism for the special regime of the
Treasury of Ukraine (related to the implementa-
tion of the treasury servicing of budget funds and
funds of other clients in the conditions of martial
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law in Ukraine) is determined by the Resolution
of the Cabinet of Ministers of Ukraine “On ap-
proval of the Procedure for the exercise of powers
by the State treasury in a special regime under the
conditions of martial law”. Treasury servicing of
revenues and other receipts of budgets, as well as
settlement and cash servicing of managers (recipi-
ents) of budget funds and other clients, is carried
out by the bodies of the Treasury of Ukraine in a
special regime in accordance with the procedure
established by law. The Resolution also defines
the sequence of making payments on customer
orders, considering the resource security of a sin-
gle treasury account. The first to be financed are
expenses for national security and defense and
for the implementation of measures of the legal
regime of martial law, as well as administrators
(recipients) of state budget funds, which provide
workplaces for the performance of functional du-
ties by the control centers in places of deployment
of headquarters of the Supreme Commander-in-
Chief and provide logistical, transport, social and
other support for the activities of the President
of Ukraine, the Verkhovna Rada of Ukraine, the
Cabinet of Ministers of Ukraine, the National
Security and Defense Council of Ukraine, the
Office of the President of Ukraine, managers of
state budget funds, which ensure the organization
and procedural management of pre-trial investi-
gations (Cabinet of Ministers of Ukraine, 2021).

Large-scale military actions on the territory of
Ukraine have weakened the ability to mobilize
its own budget revenues at a sufficient level, lead-
ing to a significant increase in the state budget
deficit and the need to attract additional financial
resources. There is a decrease in revenues, an in-
crease in budget expenditures, in particular, on
security and defense, and an increase in the bud-
get deficit. Under such conditions, it is necessary
to strengthen financial and budgetary discipline
by ensuring control over the use of budget funds,
increasing the predictability of state revenues
and expenditures, and mutual coordination of
actions of all participants in the budget process
(Chugunov et al., 2023).

Due to the impact on the financial system and the
movement of budget flows of many factors that de-
termine the level of life security and the level of
economic activity in the country, the justification
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of strategic priorities of the budget policy becomes
important. The soundness of the budget policy is
a significant prerequisite for economic recovery in
Ukraine. Budgetary policy should determine spe-
cific directions and ways of restoring economic
balance. The strategic tasks of budget policy in the
conditions of limited financial resources include
carrying out a balanced budget policy, improving
the mechanism for mobilizing own budget reve-
nues; assessing fiscal risks associated with chang-
es in the macroeconomic environment, increasing
the efficiency of budget expenditures; ensuring a
balance between financing the most critical items
of the state budget and stimulating economic re-
covery (Chugunov et al., 2022).

Various measures taken to ensure financial sta-
bility in the country and fiscal consolidation un-
der martial law contributed to the achievement of
the country’s goals. These are the measures taken
by the National Bank of Ukraine in the field of
monetary policy and regulation of the financial
sector; active placement of state internal and ex-
ternal borrowings to finance the state budget defi-
cit; introduction of a sufficiently extensive list of
tax benefits and special taxation regimes for legal
entities and individuals and expansion of oppor-
tunities for the transition of business entities to
a simplified system of taxation and reporting; fi-
nancial support of business in order to strengthen
entrepreneurial activity; moratorium on certain
types of inspections and other financial control
measures (application of fines, etc.); expanding
the rights of state and local authorities in the bud-
get process and managing budget resources and
other measures. It is obvious that the applied ap-
proaches in financial policy will continue and, at
the same time, the search for new tools for ensur-
ing financial stability and increasing the revenue
base of the state and local authorities will take
place (Malynyak et al., 2022).

Despite the difficulties in fulfilling the revenue part
of the budgets and the constantly growing need
for funds, the government has provided funding
for the country’s priority needs in the field of secu-
rity and defense, social support of the population
and business, as well as provision of other groups
of budget expenditures. At the same time, the tar-
geted and effective use of limited budget resources
as a necessary condition for the provision of pub-
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lic goods and services becomes extremely relevant.
Despite the introduction of a temporary moratori-
um on the implementation of certain types of con-
trol measures by state financial supervision bodies,
the current control of the use of budget funds is
carried out as usual (Kyrylenko, 2022).

The effectiveness of the use of budget expenditures
is directly related to the effective implementa-
tion of budget programs, implementation of the
budget, and financial and economic policy of the
state. Increasing the efficiency of management
and the use of budget expenditures is caused by
the need to meet the needs of the army to liberate
the occupied territories, rebuild the destroyed in-
frastructure, provide the population with a suffi-
cient number of high-quality public goods, social
services, help raise the standard of living of citi-
zens, and achieve significant performance indica-
tors of the country’s socio-economic development
(Radionov, 2022).

In Ukraine, a comprehensive mechanism for
evaluating the effectiveness of budget expendi-
tures, as well as effective methodological and or-
ganizational systems for managing budget funds,
has not yet been formed. The lack of scientifically
based approaches to the components, assessment
criteria, and mechanisms of influence on ensur-
ing the effectiveness of budget expenditures nega-
tively affects the effectiveness of the budget poli-
cy. The conditions of martial law in Ukraine are
unfavorable and difficult for the economic and
social spheres, however, for the government and
the state, such crisis conditions are always favor-
able for restructuring the public administration
system, reforming the outdated organizational
and methodological base, improving the effective-
ness of budget policy, and providing a new impe-
tus to the development of the national economy
(Radionov, 2023; Reppy, 2000).

The study of the financial policy of the state and its
component budget policy shows the negative im-
pact of martial law and military operations on the
budget process and management of budget flows.
Based on the results of the study, it is planned to
identify and outline possible directions for balanc-
ing the movement of budget flows of income and
expenses for their harmonization with the goals
of state policy in the field of national security.

http://dx.doi.org/10.21511/pmf.13(1).2024.05



Reasonable planning of budget flows of income
and expenses will prevent the imbalance of budget
flows of income and expenses.

In the planning process, financial risks must be
considered, and attention must be paid to develop-
ing an effective strategy for Ukraine’s debt policy.
Given the high dependence of budget revenues on
tax revenues and official transfers, financial flow
management should be reoriented to ensure the
growth of revenues at a higher rate than expen-
ditures, primarily from these two components,
to reduce the budget deficit. The issue of ensur-
ing effective use of budget flows and strengthen-
ing control over ineflicient use of budget flows is
important.

2. METHODOLOGY

Economic and statistical methods were used to
assess the movement of budget flows of revenues
and expenditures of the State Budget of Ukraine,
and their components. As a result of the move-
ment of income and expenditure flows of the
state budget of Ukraine, an annual increase in
indicators, budget implementation by income,
and non-implementation by expenditure was re-
vealed. The expenditures of the 2023 budget were
financed mainly through foreign aid from inter-
national partners due to the shortage of domestic
economic resources in the country. The state bud-
get of Ukraine for 2023 was implemented with a
large budget deficit, which caused the growth of
the state and state-guaranteed debt of Ukraine.
An assessment of the movement of budget flows
of expenditures and defense expenditures in the
USA, France, Germany, and Ukraine was carried
out. As a result of the comparison, it was estab-
lished that the financial flows of the State Budget
of Ukraine and the share of budget expenditures
on defense in Ukraine are the lowest among the
studied countries.

Correlation-regression analysis was used in the
process of confirming the dependence of the rev-
enues of the State Budget of Ukraine on official
transfers from the EU, foreign governments, in-
ternational organizations, donor institutions, and
state administration bodies. The purpose of apply-
ing this method is to obtain, process, present, and
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use information about the indicators that interact
with each other and the external environment,
budget income flows, and their important compo-
nent - transfers. To learn the properties and pat-
terns of behavior of the studied indicators, a mod-
el was applied, and the observational data were
described by the linear dependence of budget rev-
enues and transfers. The adequacy of the built lin-
ear model was checked, and elasticity coefficients
were calculated, which showed how much the in-
come indicator would change under the influence
of the transfer indicator. The results of the meth-
ods used can be useful tools for identifying certain
patterns and trends in the movement of budget
flows, as well as for the development and imple-
mentation of reasonable measures, consistent with
the goals of state policy in the field of national se-
curity, in the process of managing the movement
of budget flows of income and expenses.

3. RESULTS

The formation and direction of budget flows with
the introduction of martial law in Ukraine occur
under the influence of a high degree of uncertainty
in the budget process. The changes in the situation
at the front, the intensity, course, and localization
of military operations have an unpredictable effect
on the budget planning process. The reliability and
accuracy of the forecasted data decreases, and the
probability of a significant deviation of the actual
indicators from the planned ones in the process of
budget execution increases. The focus of the bud-
get’s financial flows on the support of security and
defense of the state is changing. Reasonable, timely,
and complete provision of financing needs during
the budget period is especially important for man-
agers and recipients of budget funds in all spheres
and industries without exception. Indicators of
revenues, expenditures, and deficits of the State
Budget of Ukraine, including the most important
component of the expenditure part of the defense
budget, are presented in Table 1.

The indicators of the revenue part were exceeded
in 2023 by 405 billion Hryvnias or 17.86%, accord-
ing to the indicators of the revised annual plan.
Failure to fulfill the planned amount of expendi-
tures in 2023 by UAH 275 billion, or 6.43%, was
caused by the increase in defense expenditures of
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Table 1. Planned and implemented indicators of the State Budget of Ukraine

Source: Verkhovna Rada of Ukraine (2022, 2023).

Increase (decrease)

2023 2024 in the 2024 plan with
. implementation in 2023

Indicator - - -

i Revised Executed Adjusted :
" annual plan, | plan, UAH : annual plan, ;| UAH billion %

© UAH billion | billion i UAH billion :
Deficit of the State Budget of Ukraine  \  =2010 1 4,333 . AS7L 238 018
_Revenues of the State Budget of Ukraine 2,267 2,672 1,831 -84l : 31
_Expenditures of the State Budget of Ukraine 4,290 4,014 3,402 -612 -15
z)eliennnzediﬁetﬂgIt“:rflzgfviirglenf:nseOf Ukraine) S 208 et e o
et s

The share of defense expenditures (planned

for the Ministry of Defense of Ukraine) in the 34% 52% 34% -18% -37

expenditures of the State Budget of Ukraine

the State Budget of Ukraine by UAH 655 billion,
or 45%, the share of which in the total volume
of expenditures is 52% in 2023. Due to the over-
implementation of the revenue plan and non-im-
plementation of the expenditure plan in 2023, the
State Budget of Ukraine was implemented with a
deficit, which turned out to be smaller by UAH 677
billion, or by 33%, than planned. Planned income
figures for 2024 are lower by UAH 841 billion, or
31%, compared to the achieved indicators of 2023,
and the indicators of expenditures - by UAH 612
billion, or 15%. UAH 934 billion is planned for de-
fense in 2024, or 45% less than was used in 2023,
and UAH 279 billion less than planned for 2023.
The needs of the defense sector cannot be clearly
planned based on the assumptions of the continu-
ation of military operations during the next year;
their exact forecast remains uncertain due to the
influence of many factors on the course of mili-
tary operations, including the emergence of un-
expected costs due to extraordinary events or cri-
sis situations, the sufficiency of financial and re-
source support. Therefore, the planned volume of
defense expenditures may not be enough for the
planned year 2024. The deficit of the State Budget
of Ukraine in the planned year 2024 is greater by
UAH 238 billion, or by 18%, than in 2023, and its
share in the expenditures of the State Budget of
Ukraine is planned at the level of 47% (Verkhovna
Rada of Ukraine, 2022, 2023). Covering the lack
of financial resources during the budget year can
be compensated by: attracting foreign aid from
international financial organizations and govern-
ments of foreign countries; ensuring the growth

60

of tax revenues by improving the taxation system,
strengthening measures of state financial con-
trol by fiscal authorities; support of sectors of the
economy in order to stimulate economic growth;
creating favorable conditions for the development
of the country’s investment attractiveness and at-
traction of foreign investments; increasing the ef-
ficiency of the use of budget funds.

When planning revenue indicators, the Ministry
of Finance of Ukraine considers important fiscal
risks — conditions that can lead to a decrease in
budget revenues and require additional expenses,
which in turn can cause an increase in the bud-
get deficit and public debt. Extremely high risks
in Ukraine’s financial system are associated with
the activities of economic entities and the popu-
lation (damage and destruction of industrial and
residential infrastructure objects; decrease in tax
revenues to the budgets due to decreased labor
resources and the departure of the population
abroad; non-payment by borrowers of loans for
which they were granted guarantees by the state; a
decrease in the volume of energy and raw materi-
als; lack of financial assistance from internation-
al financial organizations and governments, etc.)
(Ministry of Finance of Ukraine, 2024). However,
it is difficult and almost impossible to conduct a
reliable assessment of such risks due to the lack
of full access to reporting information related to
the activities of business entities, including state
companies, under martial law. The presence of the
listed challenges will affect the financial results
of enterprises — taxpayers, and this will affect the
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Table 2. Revenues, expenditures, and deficit of the State Budget of Ukraine

Source: Ministry of Finance of Ukraine (2024).

Revenues, Expenditures,
UAH million c UAH million c
i £ c : 2 c
& ® 8 ®
c o c o ici
Year Updated XE2  Updated Xge 5UAIT-lem'::"
ate ate : miliion
. P Executed ax P Executed KT
‘ annual plan : 2 © annualplan: 2 0 |
: £ f E
Pre-war period
2019 - 1,036,472.27 - 998,344.87 96.3 £ 1,129,520.30 : 1,075,122.09 : 95.2 . -80,993.70
2020 1,067,321.98 © 1,076,026.95 100.8 1,355,615.10 @ 1,288,121.34 95 —217,611.00
2021 :1,281,143.24 : 1,296,852.92 :  101.2 i 1,544,156.11 ; 1,490,258.91 ; 96.5 : —197,937.43
The period of martial law
2022 £ 1,761,019.56 © 1,787,39562 :  101.5  ©3,264977.02 : 2,70542331 : 829 . -91470173
2023 : 2,266,960.83 : 2,671,997.9 117.9 : 4,289,931.78 : 4014418.15 93.6 : -1,333,110.7
Increase (decrease)in i :
2023/2022, UAH million - 009127 BBAE0238 A6 LO4SSE70 Lsossswss M Heems
Rate of growth (decrease) 79 49 16 31 48 13 6

in 2023/2022, %

amount of tax revenues to the budgets. It is impor-
tant to consider and predict the risks associated
with the financial system of the state when plan-
ning the income and expenditure indicators of the
budgets in order to balance them. Conditions of
unpredictability make adjustments in the budget
implementation process, but determining the list
of such risks and developing measures for consis-
tent response to emergency situations in the event
of their occurrence will contribute to the reason-
able management of budget flows of income and
expenses and will ensure their balance.

Establishing the balanced movement of budget
flows is an important component in the function-
ing of the state’s financial system, the main pur-
pose of which is the formation and use of financial
resources necessary for the implementation of its
functions. Perfect management of budget flows
consists in reasonable planning, accuracy of eco-
nomic and social forecasts, which will ensure the
stability of functioning of budget spheres and in-
dustries during the future budget period. For the
past five years the State Budget of Ukraine has
been running a deficit, including the pre-war pe-
riod of 2019-2021 and the period of martial law in
2022-2023 (Table 2, Figure 1).

Revenues, expenditures, and the deficit of the State

Budget of Ukraine dynamically increased in the
pre-war and martial law periods. The planned vol-

http://dx.doi.org/10.21511/pmf.13(1).2024.05

umes of revenue indicators are fulfilled in 2022-
2023. In 2023, UAH 2,672 billion was accumu-
lated in the budget, which is UAH 884 billion, or
49%, more than in 2022. Important components
of revenues in 2023 are tax revenues in the amount
of UAH 1,204 billion, or 45%; non-tax revenues
— UAH 992 billion, or 37%; and official transfers
from the European Union, foreign governments,
international organizations, donor institutions —
UAH 433 billion, or 16%. Implementation of state
budget revenues in 2023 is 117.5% of the revised
annual plan or + UAH 405 billion.

Expenditures of the State Budget of Ukraine dur-
ing 2022-2023 are growing, their volume has in-
creased by 1.5 times. In 2023, compared to 2022,
budget expenditures increased significantly by
UAH 1,309 billion, or 48%. The expenditure plan
is not implemented during the studied period, the
percentage of non-implementation is 82.9% in
2022 and 93.6% in 2023.

In 2023, the State Budget of Ukraine was imple-
mented with a deficit in the amount of UAH 1,333
billion. Compared to 2022, the deficit has grown
1.5 times by UAH 418 billion, or by 46%. The
growth of the budget deficit is caused by the lack
of internal financial resources in the Ukrainian
economy, which were balanced by external aid
from international partners in the form of grants
and soft loans, which allowed to finance the im-
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Source: Ministry of Finance of Ukraine (2024).
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Figure 1. Revenues and expenditures of the State Budget of Ukraine, UAH million

portant needs of the state: defense — 52% of the ex-
penditures of the State Budget of Ukraine; public
order, security and judiciary - 14%, social protec-
tion, and social security — 12%, and general state
functions - 7%.

The importance of transfers in the pre-war pe-
riod was to ensure financial stability and sup-
port the economy and the population. During

the period of martial law, the role of trans-
fers was strengthened by the need to meet the
needs of military personnel and their families,
finance military programs, develop infrastruc-
ture, and maintain the state’s defense capabili-
ties. Econometric modeling of the dependence
of revenues in the State Budget of Ukraine on
transfers was carried out. The initial data for
building the model are given in Table 3.

Table 3. Indicators of revenues of the State Budget of Ukraine and transfers from the EU, foreign
governments, international organizations, donor institutions, and government bodies

Source: Ministry of Finance of Ukraine (2024).

Year Volumes of revenues of the State Budget of Ukraine, UAH billion (Yi) . Transfers, UAH billion (Xi)
Pre-war period

2019 998.34 9.86

2020 1,076.03 11.69

2021 1,296.85 13.87

The period of martial law
2022 1,787.40 490.56
2023 2,671.99 476.30
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Figure 2. The volume of revenues of the State Budget of Ukraine under the influence
of transfers from the EU, foreign governments, international organizations, donor institutions,
and government bodies

The dependence of revenues of the State Budget
of Ukraine on external sources is confirmed by
modeling the dependence of revenues on transfers
from the EU, foreign governments, international
organizations, donor institutions, and state ad-
ministration bodies. According to the built model,
76% of revenues of the State Budget of Ukraine
are explained by the influence of transfers, and
24% are determined by factors that lie outside the
boundaries of the model, including random ones
(Figure 2.)

According to the static tables of Fisher’s
F-distribution for the 10% level of significance and

0.7
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0.5
0.4
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0.2
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with the degrees of freedom, respectively, 1 and n -
2=5-2=3 (for paired regression), F . =5.53.
The calculated value of F is greater than the critical
value: FP(9,27) > F(KP) (5.53). Therefore, the model is
adequate to the original data according to Fisher’s
F-test. The constructed model shows that with a
1% increase in transfers from the EU, foreign gov-
ernments, international organizations, donor in-
stitutions, and government bodies, the revenues of
the State Budget of Ukraine will increase by 0,3%
(Figure 3).

On the one hand, the dependence of the revenue
part of the State Budget of Ukraine on transfers in-

400 500 600 700

Official transfers, billion UAH.(Xi)

Figure 3. The coefficient of elasticity of revenues in the State Budget of Ukraine from transfers from
the EU, foreign governments, international organizations, donor institutions, and government bodies
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dicates the provision of financial channels neces-
sary to achieve the state’s goals. On the other hand,
it leads to the sensitivity of the financial system to
changes in the conditions for providing transfers.
The loss of financial support in the form of trans-
fers can disrupt financial stability and cause an
imbalance of incoming and outgoing budget flows.
Under these conditions, the directions for ensur-
ing the balanced movement of budget flows should
be related to increasing the state’s ability to form
its own revenue base by diversifying and finding
new sources of income and creating reserve funds.
In addition, it is important to observe the effec-
tiveness of the use of transfers and their consis-
tency with the goals of state policy.

Balancing incoming and outgoing budget flows
is an important measure that enables timely and
quick response to the needs of financial provision
of security and defense measures and functioning
of the budget sphere, state and communal enter-
prises of various spheres and industries during the
period of martial law and prevents the growth of
the debt burden and the emergence of financial
problems for the country. Given the increase in in-
dicators of state and state-guaranteed debt in the
pre-war and war periods (see Table 4 and Figure
4), management of budget flows should take into
account the sufficiency of financial resources for
debt service, including the principal and payment
of interest on outstanding debt obligations.

During 2019-2023, the level of Ukraine’s debt
burden increased almost 3 times: by UAH 3,521.21
billion, or 176%, and in the period of martial law

- by 1.3 times, or by 36%. State debt is the biggest
share in the total amount of the state and state-
guaranteed debt of Ukraine. In the structure of
the state debt of Ukraine in 2022-2023, the major-
ity share is foreign debt, which is explained by the
need for the state to carry out external borrowing
to cover budget expenditures. The state and state-
guaranteed debt of Ukraine in 2023 is greater than
in 2022 by 1447 billion UAH or 35%. The negative
consequence of the growth of Ukraine’s national
debt is the increase in the amount of expenditures
from the budget for its maintenance, which in-
creased in 2023 compared to 2022 by UAH 89.7
billion, or by 57%. Such growth leads to the limi-
tation of possibilities of directing budget flows to
important priority goals of the state.

The increase in the volume of deficit of the State
Budget of Ukraine and the state debt of Ukraine
during the period of martial law in 2022-2023
is caused by a significant increase in expendi-
tures for the defense of the state, associated with
the armed aggression of the Russian Federation.
Expenditures on national defense belong to the
national interests of many countries and depend
on the existing threats to these countries, their
needs and economic conditions. The United States
has the largest defense budget among all countries
in the world. The US federal budget finances a
wide range of national defense activities, account-
ing for a significant share of total federal spend-
ing (Peter G. Peterson foundation, 2023; Finance
Mobilization and Demobilization Briefing, 2023).
In Europe, France and Germany are the countries
with the largest military capacities that invest sig-

Table 4. State and state-guaranteed debt of Ukraine and expenditures for its maintenance, UAH

billion

Source: Ministry of Finance of Ukraine (2024).

. The period of Increase Rate of growth
Pre-war period .
Indicator martial law (decrease) (decrease)
2019 2020 2021 2022 : 2023 in 2023/2022, : in 2023/2022,
‘ ‘ ‘ H UAH million %
State and state-guaranteed debt of Ukraine | 1,998.30  2,55188 . 2,672.06 | 407285 551951 . 1,446.66 6
State debt 1,761.37 2,362.72 | 40

................. et
LO3LET
23693,

ranteeddebt ..

GO0 9353220
Debt servicing expenditures and payments 119.2 119.7

on state derivatives

062.36 .1 1

300.16 | 2,325.44 3,60 22
(309:34 38771 L 33LAL A
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Source: Ministry of Finance of Ukraine (2024).
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Figure 4. State and state-guaranteed debt of Ukraine and the cost of servicing it, UAH billion

nificant amounts of budget flows into security and
defense. The volumes of budget expenditures for
the defense of the USA, France, Germany, and
Ukraine are shown in Table 5. The analysis and
comparison of budget indicators and the bor-
rowing experience of forming defense budgets in
developed countries is useful and important for
Ukraine due to the need to increase its defense
capacity.

The amounts of budget expenditures on defense
among the studied countries range from 655 bil-
lion Euros in 2020 to 691,93 billion Euros in 2022
in the USA (at the exchange rate as of 19.01.24);
from 67.6 billion Euros in 2020 to 58.74 billion
Euros in 2022 in France; from 45.47 billion Euros
in 2020 to 51.6 billion Euros in 2022 in Germany
and from 2.94 billion Euros in 2020 to 27.14 billion
Euros in 2022 in Ukraine. Despite the Russian

Table 5. Volumes of budget expenditures in the USA, France, Germany, and Ukraine

Source: Budget.gouv.fr (2022), Bundesministerium der Finanzen (2023),
U.S. Government Information (2022), Ministry of Finance of Ukraine (2024).

Indicator 2020 2021 2022
State budget of France
“E;?f;seltt):lriisnogjhoesFrench state budget on thﬂe Ministry of Armed 6760 6722 74
_Expenditures of the State Budget of France, billion Euros 570.00 634.00 883.00
The share of expenditures of the State Budget of France on the Ministry 1 1 7
of Armed Forces in the total volume of expenditures, %
State budget of Germany
Defense expenditures of the German Federal Budget, billion Euros ; 45.47 46.55 5160
Expenditures of the Federal Budget of Germany, billion Euros 441.80 556.60 480.70
The share of defehse expendituures of the Gerrhan Federal Bhdget, % 10 ; 8 n
State budget of the USA
The volume of expenditures of Fhe Federal bquet of the USHA, USD billion 6,550.00 7,249.00 6,011.00
S);ﬂ(ae::nures of the US Federal Budget on national defense, billion 714.00 735.00 754.00
The share of the US Federal Buaget expenditu'r‘es on nat‘ionaul defense, % 11 10 13
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Table 5 (cont.). Volumes of budget expenditures in the USA, France, Germany, and Ukraine

Indicator 2020 2021 2022
State budget of Ukraine

Expenditures of the State Budget of Ukraine on the Ministry of Defense 120.03 billion UAH | 125.96 billion UAH i  1113.34 billion

of Ukraine, UAH billion and in billions of Euros at the official exchange i or293bilion : or3.07billion UAH or 27.14
..‘r.?‘t,?,‘Of the Nat‘i'(‘)ur)‘a‘l Bank of Uk‘r‘a‘i"ne as ofJarlL‘J'aHry 19, 2024, 41.0146 ) Euros Euros billipn Euros
Expenditures of the State Budget of Ukraine, UAH billion and in billions of 1,288.02 billion 1,490.26 billion 2,705.40 billion
Euros at the official exchange rate of the National Bank of Ukraine as of UAH or 31.4 billion UAH or 36.33 UAH or 65.96
January 19,2024,410146 ) Euros billion Euros billipn Euros
The share of expenditures on the Ministry of Defense of Ukraine in the

) 9 8 41
total volume of expenditures, %

armed invasion of Ukraine and the occupation
of its territories since 2014, during the studied pe-
riod of 2020-2021, the share of defense expendi-
tures of Ukraine is the lowest compared to France,
Germany, and the USA. In 2022, there is an almost
10-fold increase in Ukraine’s defense spending
compared to 2020 due to the full-scale invasion
of the Russian Federation. Given the experience
of the USA, France, and Germany, increasing de-
fense funding and attracting additional resources
is an important and integral measure to increase
the state’s defense capability. Based on the in-
crease in the volume and share of the State Budget
of Ukraine’s expenditures on security and defense,
strengthening the state’s national security, ensur-
ing priority defense needs, strengthening the ca-
pacity of the Armed Forces of Ukraine, financial
support for military personnel, overcoming the
consequences of military operations with primary
attention to those sections of the population that
are in most need are important priority areas of
expenditures of the State Budget of Ukraine.

4. DISCUSSION

Scientific interest in examining the problems of
financial support for state policy interests, the
integration of defense goals into the budget pro-
cess of Ukraine and strengthening the state’s na-
tional security has grown significantly since the
tull-scale invasion of the Russian Federation in
Ukraine. This study showed that the impact of un-
predictability conditions on the financial system
and the budget process led to the imbalance of
budget flows and the growth of the budget deficit
due to the lack of revenue sources to cover all costs,
the majority of which are compensated by inter-
national financial assistance: from the EU, foreign
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governments, international organizations, donor
institutions. that the flows of revenues and expen-
ditures of the State Budget of Ukraine are becom-
ing more dependent on official transfers.

The formation of tax revenues of the State Budget
of Ukraine takes place under the influence of vari-
ous types of risks. Therefore, the prospects for fur-
ther research include the development of a set of
risk management measures in the budget process
of Ukraine. This involves a systematic approach
to risk assessment according to the scale, norms,
criteria, indicators, and the use of preventive mea-
sures to prevent the occurrence or minimize the
impact of dangerous phenomena on the move-
ment of budget flows. Taking risks into account
will reduce the level of unpredictability from ex-
traordinary events and contribute to reducing the
imbalance of income and expenditure flows in the
budget execution process. This means the possi-
bility of minimizing budget losses and proper fi-
nancing of all industries and spheres thanks to
the preparation of reliable plans and forecasts of
budget indicators. The stability of the functioning
of the budget sphere and the efficiency of moving
budget flows during the future budget period de-
pend on the level of balance of the budget at the
planning stage and the accuracy of economic and
social forecasts.

Discussions are related to the adoption of sound
management decisions on budget issues regarding
the financing of national interests’ priorities, in
particular, defense programs and measures ensur-
ing the sustainable development of the economy
and creating safe living conditions for the popu-
lation. A well-established system of financial sup-
port — a sufficient financial basis - may not be a
guarantee for the realization of state policy goals

http://dx.doi.org/10.21511/pmf.13(1).2024.05
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due to untimely, non-targeted, and ineffective use of budget flows, including for the state’s security
and defense. Strengthening control over timely, targeted, and effective use of budget funds thanks to a
clear legislative definition of effective and ineffective use of budget funds, development of a mechanism
for actions in case of violations, and the application of appropriate influence measures will make the
management of budget flows of Ukraine more effective and transparent. Increasing the efficiency of
managing budget flows and strengthening control in combination with the growth of financial support
in all spheres and industries, especially the area of security and defense, including through financial as-
sistance from international partners, will give a significant boost to the recovery of Ukraine’s economy
and financial system in the near future.

CONCLUSION

The results of this study made it possible to find out that under martial law a balanced movement of
budget income and expenditure flows is an important component of timely and complete financial
support of all spheres and industries. The assessment of indicators of revenues and expenditures in the
State Budget of Ukraine shows that national security and defense are among the priority areas of budget
flows, according to which the appropriations from the state budget are carried out as a matter of prior-
ity. The problems of unbalanced budget flow due to the non-fulfillment of the expenditure plan caused
by the increased dependence of budget revenues on transfers, the growth of deficit of the State Budget
of Ukraine, the state, state-guaranteed debt, and expenses for its maintenance were identified. Under
these conditions, budget flow management should be carried out with an emphasis on sufficient finan-
cial provision of the state’s field of security and defense, which should meet the conditions of intensive
military operations in the current budget period and contribute to strengthening the national security
of the state. The review of defense financial support in the USA, France, and Germany emphasizes the
importance of financial provision in this area. Implementing the best practices of defense financing in
developed countries in the practice of the budget process in Ukraine presupposes timely and full direc-
tion of budget flows to defense and the need to increase the financing in this field.

One of the directions for setting up a balanced movement of budget flows under martial law is the es-
tablishment of risks affecting the financial system of the state and the development of a set of measures
to respond to emergency situations in the event of their occurrence, which will contribute to financial
stability thanks to the minimization of budget costs. An important area of the balanced movement of
budget flows is the provision of effective, efficient, and transparent management of budget flows, which
involves the development of a mechanism for actions in case of violations and the application of appro-
priate influence measures. The formation of a sufficient volume of budget flows in combination with the
control of the effectiveness of budget flow management will contribute to the achievement of the state
policy goals in Ukraine.
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