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planned with a focus on continuing the fight against the armed aggression and
supporting the recovery and reconstruction of critical infrastructure. The revenue of
the State Budget for 2023 was foreseen at UAH 1,330 billion, with adjustments made
to accommodate more optimistic expectations regarding financial support from
international partners. The budget deficit in 2023 has increased, and it was planned to
be financed primarily through external borrowings. Overall, the Ukrainian
government's approach to budgeting in these years reflects a balance between
managing immediate crisis-related needs and maintaining the long-term stability and

recovery of the economy.

5.3. Assessment of the sources and magnitude of income in Ukraine's

state budget

It i1s important to pay attention, that in 2022 the income of the state budget
amounted to 115,1 % of the approved by the Parliament in the beginning of the year,
the excess amounted to 234 billion UAH [12]. In the conditions of war government
was searching for new income.

At the same time, the amount of the biggest article of income- tax income in
comparison to 2021 decreased for 14,21%. If the part of tax income in the general
structure of the budget amounted to 85% in 2021, so in 2022 it accounted only 53%.

In the revenue structure, a significant portion was placed by income from
foreign governments as Ukraine actively searched support on the international stage
in the conditions of critical uncertainty. Revenues from official transfers by the EU,
foreign governments, international financial institutions, and donor organizations
increased approximately 428 times: from 0.8 billion UAH in 2021 to 342.5 billion
UAH in 2022 (Figure 5.5).
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Figure 5.5. Structure of the income to the state budget of Ukraine in 2022, UAH
Source: developed by authors based on data [15]

At the same time, as we can see on Figure 5.6, the largest share of revenues in
the state budget of Ukraine in 2022 was represented by personal income tax. The
forecasted figure for these revenues is projected to increase to 13% in 2023 and to
17% in 2024. The primary factors influencing these optimistic calculations include
the increase in the minimum wage, which is expected to raise the average salary, the
anticipated gradual recovery of business activity, and the reallocation of personal
income tax of military from local budgets to the special fund of the state budget. To
ensure increased tax revenues to the state budget in 2024, the full amount of personal
income tax from the monetary provision of military personnel is being allocated to
the state budget. In 2022 and 2023, 64% of these revenues were credited to the
budgets of territorial communities and 15% to regional budgets. According to the
forecast calculations of the Ministry of Finance of Ukraine, in 2024, these revenues

will amount to UAH 96.3 billion and will become an additional source of financing
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for defense and security sector expenditures. However, this amount will not be

received by local budgets [21].
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Figure 5.6. Structure of revenue of the state budget in 2022, %

Source: developed by authors based on data [15]

Although among the negative trends of the current year, it is worth noting the

dramatic reduction in the collection of taxes related to the economic situation -

corporate income tax (by 40.6% in real terms relative to the first half of 2021) and

taxes from which taxpayers were exempted when transitioning to simplified

system [20]. Therefore, the corporate profit tax, one of the key revenue sources for

Ukraine's state budget, expected to decrease to 8% in 2023, but it might exceed 10%

of the total state budget revenues in 2024. The corporate profit tax for 2024 is
calculated to be UAH 183.7 billion [21], which represents a 66% increase from the

planned indicators for 2023. This increase is attributed to the cancellation of tax

exemptions, revitalization of entrepreneurial activities, and an increase in the

corporate profit tax for banks.
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War impacted enterprises, amount of their production, employment. 6 482
companies started the process of liquidation since March 2022 to November 2023. In
2023 in average per month 479 companies closed. But, it is important to note, that it
i1s lower amount, that in 2021, in 2021 in average 1290 companies closed every
month [16]. Enterprises are trying to adapt to the complicated conditions, they
relocate. According to the data of Opendatabot 7820 businesses relocated within the

territory of Ukraine since the beginning of war [17].
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Figure 5.7. Number of companies, which started the liquidation process.

Source: developed by authors based on data [16]

According to the survey within the framework of the research "Support for
Ukraine in Reconstruction and Recovery", conducted by the Kyiv School of
Economics, the Centre for Innovation Development, Diya.Business, Advanter Group,
in August 2023, the main obstacles to business development were the following:
unpredictability of the situation in Ukraine (56.2% of respondents) and insufficient
demand among the population (47.6%). It is worth paying attention, that 34,4% of
respondents have noted the insufficient number of skilled workers. Among other
important problems respondents mentioned lack of capital (30,70%), barriers from

the regulative authorities (30,10%) and high taxes (27,9%) [18].
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Figure 5.8. Problems, which interferes business to develop (Results of
Business Issues Survey) (August 2023)
Source: developed by authors based on data [19]

At the same time, during the war, there was an increase in state aid in reducing
tax rates for small businesses. The volume of credits provided to stimulate business
development also increased. As can be observed on the figure 5.9, enterprises used
the provided benefits.

Though, according to polls only 8,6% of respondents in August 2023 thought
that help of the state is enough, and 40,7% of enterprises considered it to be

practically absent.
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Figure 5.9. State help to business, which was used by enterprises (August 2023)
Source: developed by authors based on data [19]
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The highest demand the enterprises feel in financing and informational
support (Figure 5.10). In such conditions, to our opinion, it is important to attract
loans of international organizations, such as EBRD, USAID, and also to increase the

informational support and consultations.
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Figure 5.10. Needs of business in state support (August 2023)
Source: developed by authors based on data [19]

The positive trend is that during the war more individual entrepreneurs are
starting businesses than closing them (according to data from the State Tax Service).
As of the beginning of autumn 2023, there were over 2 million individual
entrepreneurs operating in Ukraine. This statistic is even better than it was before the
war. On average, approximately 25,000 new small businesses are registering each
month. The highest increase was fixed in Kyiv, Lviv and Dnipro districts. The biggest
drop in number of enterprises was observed in Eastern Ukraine [22].

The question of personnel is important. According to the polls the enterprises
has cut 22% of workers since the invasion in February 2022. The wages also
decreased, especially at the beginning of the war. According to surveys, in June 2022,

the wages of 27% of the workforce were reduced [22].
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Figure 5.11. Registration of new small and medium-sized enterprises

Source: developed by authors based on data [22]

At the beginning of the full-scale invasion, unemployment rates were high. In
May 2022, 33% of the surveyed population was unemployed according to the polls,
and by June-August 2022, this figure had increased to 35%. However, relative
economic recovery in autumn 2022 also contributed to a decrease in unemployment.
According to the National Bank of Ukraine, by the end of 2022, the unemployment
rate stood at 21.1%. It's worth noting that official data tends to be generally lower
than survey results.

Nevertheless, the improvement in the economic situation and businesses'
adaptation to challenging conditions contributed to further decline in unemployment.
According to the estimated of the Ministry of Economy, the unemployment rate at the
end of 2023 is expected to be around 19% [23].

According to the forecasts of the National Bank of Ukraine, the unemployment
rate 1s expected to gradually decrease further to 16.9% in 2024 and 14.4% in
2025 [23]. However, in our opinion, it's crucial to consider all security risks as well
as the impact of international aid inflows and their expected decrease, as they will
significantly affect macroeconomic stability and economic recovery.

In the current conditions, another issue has raised in 2023 - labor market
imbalances and a shortage of qualified workers. The main reason for this

phenomenon is extensive population migration. According to UN data as of
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December 19, 2023, there are approximately 6.335 million migrants residing abroad.
Additionally, internal displacement within Ukraine has intensified labor market
imbalances. According to IOM estimates, as of the end of September 2023, there
were 3.7 million internally displaced persons in Ukraine. It's evident that the actual
number may be even higher [24].

According to CES estimates, between 1.3 to 3.3 million migrants may not
return to Ukraine [25]. It is obvious, the number of individuals who return will
depend on the conditions and results of the war, the level of security, and the
economic situation. The possibility of migrants to return is also negatively influenced
by the duration of their stay abroad, as people tend to adapt to new conditions and
find job placement. Hence, a long war might have an additional adverse effect on the
number of people who choose to return. According to Gradus research, in October
2022, 67% of respondents-migrants wanted to return to Ukraine, while 8% wished to
stay abroad (18% found it difficult to answer). By October 2023, the percentage of
those willing to return decreased to 63%, and the percentage of those wanting to stay
abroad increased to 18% [24].

The Ministry of Economy estimates that the Ukrainian economy will require
approximately 4.5 million workers over the next 10 years. Given the economic
reconstruction conditions, the demand for labor force will increase [26].

As of September 2023, the least competitive job markets in Ukraine were in
the fields of manual labor, construction, architecture, agriculture, hotel and restaurant
business, and service industries. This information highlights a trend where certain
sectors are experiencing lower competition for jobs. Conversely, there has been a
reported shortage of personnel in education, healthcare, and pharmaceuticals. On the
other hand, sectors such as journalism, IT, marketing, advertising, and culture have
seen a decrease in vacancies and an increase in the supply of labor [25].

The NBU consistently reports a structural imbalance in the labor market. It
highlights a shortage of workers in manual professions and logistics. Simultaneously,
there i1s low demand for workers in the humanitarian and cultural sectors,

administrative and managerial roles, as well as in the IT sector. According to NBU
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estimates, this imbalance negatively impacts future employment growth and
contributes to high levels of unemployment.

According to the estimates of the Institute of Demography and Social Studies
named after M.V. Ptukha, there are currently 1.3-1.5 million unemployed individuals
in Ukraine [25]. Thus, the stimulation of business activity generally has a positive
impact on economic recovery. The registration of new enterprises, their relocation
and adaptation to new conditions all contribute to budget revenues. However, there
remains a negative trend in high unemployment levels, which leads to a decrease in
tax revenues to the budget during period of war.

With the aim to provide functioning of the economy in the beginning of full-
scale invasion it were made numerous changes to the Budget Code, and adopted new
laws, most of which continue to work during the war time, and even for a year after.
During the war period, the simplified tax system of the small and medium-sized
enterprises was changed, and some taxes were abolished, such as the land tax and
environmental tax. Local authorities have received greater autonomy, particularly in
terms of disclosing reports on local budget.

According to the changes at the beginning of war it was cancelled the
obligatory publication of reports on local budgets. The measures and taxation rates
for the small and medium-sized enterprises were decreased. For example, the 1 and 2
group of small and medium sized enterprises had the right of voluntary payment of
the social contributions (joint social contribution) and it was simplified payment for
the 3 group. These measures were taken to stimulate the development of small and
medium size businesses and help with their movement inside the country, as far as
many businesses were relocating.

For a short-term period it was canceled the excise tax on cars, motorcycles,
trucks, imported from abroad. But this norm only was a short-term. There were many
discussions of scientists regarding the possibility not to pay taxes for small and
medium sized enterprises of 1st and 2d groups, and decrease of taxes for the third
group. In May 2023 the Verkhovna Rada of Ukraine has adopted a law to repeal tax
exemptions for business. At that moment 340 thousand of business still continued to

use tax privileges [29].
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Since August 1, 2023, sole proprietors in the 1st and 2nd tax groups returned

to paying a single tax. Additionally, the special taxation system at a 2% rate for sole

proprietors was abolished; penalties were returned [30]. The only remaining

exemption was the option for those in the 1st and 2nd groups to not pay the Unified
Social Contribution; they pay it at their discretion.

The temporary tax exemptions for businesses were justified, but the return to
the regular tax regime was necessary to provide internal revenue sources for the state
and regions. Simultaneously, it is essential to create conditions for the uninterrupted
operation of small and medium-sized businesses. This includes implementing a
system of advisory, credit support, combined with a temporary ban on audits by

regulatory bodies.

5.4. Budget deficit management and budget-balancing strategies

An important element of fiscal policy is the timely response to economic
cycles, the prevention of economic crises, adherence to maximum limits for the
budget deficit and public debt. Issues of medium-term and strategic budget planning
hold priority importance. Formulating a long-term strategy and identifying target
areas is crucial. However, given the limited budget funds, it is necessary to determine
the priority areas of financing to ensure the functions of the state and the socio-
economic development of the country [4]. Managing a budget deficit and developing
strategies to balance a budget are crucial aspects of fiscal policy, particularly for
governments aiming to maintain financial stability and promote economic growth.

In 2022, state budget revenues were exceeded by 35%, while expenditures
increased even more significantly by 80.4%. This led to a considerable gap between
budget expenditures and revenues, primarily due to a substantial increase in spending
on defense, security, and social programs. This factor resulted in a further increase in
the budget deficit. The first year of full-scale war led to the largest deficit in the last
15 years - 914,701.7 million hryvnias, which accounted for over 17% of GDP
(Figure 5.13). For comparison, in 2020 and 2021, the budget deficit was 5.18% and
3.63% respectively.



