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Abstract
With the deepening of global financial and economic instability, the search for ways 
to increase fiscal sustainability becomes relevant in the crisis regulation system. This 
problem is compounded by the emergence of new global challenges, including the 
COVID pandemic. Timely and complex analysis of the local budget financial sustain-
ability allows one to comprehensively assess financial and economic risks, identify 
social and other problems, consider planning deficiencies and, on this basis, form a 
sound and effective regional budget policy. The purpose of the study is to summa-
rize theoretical and practical principles of assessing the financial sustainability of lo-
cal budgets and to outline the directions for its improvement in Ukraine considering 
international practices.

The study revealed the lack of a unified system for assessing the financial sustainability 
of local budgets in Ukraine. On the basis of generalization of theoretical and method-
ological approaches, a system of indicators for estimating the financial sustainability of 
local budgets has been identified. The indicators were grouped and calculated. Based 
on the study of practical experience, measures have been specified that would contrib-
ute to a systematic approach to assessing the financial sustainability of local budgets 
in Ukraine.

It was concluded that a systematic assessment of the financial sustainability of local 
budgets is a prerequisite for making informed management decisions about necessary 
adjustments to the budget, improving the quality of budget planning and the effective-
ness of budget policy.
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INTRODUCTION

Fiscal sustainability is in the focus of attention of the European 
Commission, European Union member states, as well as the United 
Kingdom, the United States of America, Canada, other countries and 
scholars (Umanskyi, 2015; Tverdokhlibova, 2019). The assessment is 
carried out at the macroeconomic level to determine the sustainability 
of the general government budget based on calculating the indicators 
of medium-term (S1) and long-term (S2) fiscal sustainability and con-
sidering the impact of age-related expenditures.

At the same time, with the deepening of global financial and econom-
ic instability, increasing the sustainability of local budgets becomes 
important in the crisis regulation system. Local budgets play a key 
role in the socio-economic development of both individual territories 
and the state as a whole. Under appropriate conditions, they ensure 
the financial independence of local authorities and local government 
agencies; act as a financial basis for their activities and a tool for im-
plementing regional fiscal policy.

© Liubov Lysiak, Svitlana Kachula, 
Oksana Hrabchuk, Milena Filipova, 
Anna Kushnir, 2020

Liubov Lysiak, Doctor of Economics, 
Professor, Professor of State, Local 
and Corporate Finance Department, 
University of Customs and Finance, 
Ukraineю

Svitlana Kachula, Doctor of Economics, 
Associate Professor, Professor of the 
Finance, Banking and Insurance 
Department, Dnipro State University of 
Agriculture and Economics, Ukraine.

Oksana Hrabchuk, Doctor of 
Economics, Associate Professor, 
Professor of the Department of 
Finance, National Metallurgical 
Academy of Ukraine.

Milena Filipova, Doctor, Professor, 
Management and Marketing 
Department, Southwest University 
“Neofit Rilski”, Bulgaria.

Anna Kushnir, Ph.D. Student (Finance, 
Banking and Insurance) of State, Local 
and Corporate Finance Department, 
University of Customs and Finance, 
Ukraine.

This is an Open Access article, 
distributed under the terms of the 
Creative Commons Attribution 4.0 
International license, which permits 
unrestricted re-use, distribution, and 
reproduction in any medium, provided 
the original work is properly cited.

www.businessperspectives.org

LLC “СPС “Business Perspectives” 
Hryhorii Skovoroda lane, 10, 
Sumy, 40022, Ukraine

BUSINESS PERSPECTIVES

JEL Classification Н70, Н72, Н74

Keywords local budget, sustainability, assessment, borrowing, 
decentralization, fiscal policy, planning

Conflict of interest statement:  
Author(s) reported no conflict of interest

http://dx.doi.org/10.21511/pmf.09(1).2020.05
https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
http://www.businessperspectives.org


49

Public and Municipal Finance, Volume 9, Issue 1, 2020

http://dx.doi.org/10.21511/pmf.09(1).2020.05

Financial decentralization processes, which are actively taking place in countries with transformational 
economies and in many other states, result in the gradual strengthening of local budgets, expanding 
the financial capacity of local authorities to perform their social, economic, regulatory and other func-
tions and tasks, and at the same time – strengthening responsibility for the quality and timeliness of the 
public service provision. Achieving the positive consequences of budget reform, expanding fiscal space 
and optimizing budgetary relations at the level of territorial entities in the context of macroeconomic 
instability and immaturity of the institutional environment, increasing the need for financial resources 
to solve urgent social projects and programs are difficult tasks. Today, they are further complicated by 
the emergence of new global challenges, including the COVID pandemic, which have a regional focus 
and increase the burden on local budgets (restriction of business activity, an increase in the flow of 
seriously ill patients, treatment costs, the need to expand capacities of medical institutions and their 
personnel, etc.).

The need to concentrate the efforts of local authorities and local self-government bodies on improving 
the management of local budgets’ financial resources, maintaining a balance between financial capa-
bilities and proper implementation of functional powers require considering the results of assessing the 
local budget financial condition.

The aim of this study is to summarize theoretical and practical principles of assessing financial sustain-
ability of the local budgets and to outline areas for its improvement in Ukraine, considering interna-
tional experience.

1. LITERATURE REVIEW

Financial sustainability is defined as the ability 
of local governments to fulfill their obligations 
to provide services to the population on an on-
going basis, ensuring a satisfactory financial con-
dition of the local budget, both in the short and 
long term. According to Gorina (2013), the abil-
ity of local governments to ensure the execution 
of the expenditure side of budgets from their own 
revenues is a key condition for maintaining the fi-
nancial sustainability of local budgets. Denek and 
Dylewski (2006) argue that financial sustainability 
reflects not only the ability to generate sufficient 
income, but also the way in which income and ex-
penditure obligations are met. That is, financial 
sustainability reflects the balance of the budget 
and the possibility of the risk of its violation.

Chapman (2008) defines financial sustainability as 
the long-term ability of local governments to con-
sistently meet their financial obligations (cyclical, 
structural and intergovernmental). Among the list-
ed types of responsibilities, cyclical ones are com-
mon to all levels of government. Structural liabilities 
are determined by demographic changes, general 
mobility of the population and business, structural 
changes in the consumption of goods and services, 

and the expansion of sources of income for the local 
budget. The ability of local authorities to influence 
some of these processes potentially increases the 
manageability of local budgets. Interstate obliga-
tions arise from international technical assistance 
or loans from international financial institutions 
and affect local financial capabilities.

Barbera et al. (2017) distinguish between passive 
and active financial sustainability of local budgets. 
According to them, passive sustainability is the 
ability to respond to crises, that is, the ability to 
return to the original state, while active sustain-
ability is the ability to anticipate threats and cope 
with them through socio-economic development 
and the creation of new opportunities.

A certain type of budget policy corresponds to ac-
tive and passive budget sustainability – active (us-
ing tools to stimulate the socio-economic develop-
ment of territories, creating favorable conditions 
and incentives for development) and passive (us-
ing automatic stabilizers, which, at best, will en-
sure a return to the pre-crisis financial condition 
of the local budget) (Lysiak & Kushnir, 2020).

To determine financial sustainability at the local/
regional level in a crisis, Lucianelli et al. (2018) 
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consider the following key elements: quality of 
public services; cost effectiveness; optimal debt 
obligations; intergenerational integration, bearing 
in mind that achieving sustainability should not 
jeopardize the ability of future generations to meet 
their needs.

Schick (2006) characterizes financial sustaina-
bility of local self-government through the fol-
lowing components: solvency (the governments’ 
ability to pay their financial obligations); growth 
(implementation of a stimulating fiscal policy for 
economic growth); stability (the ability of local 
self-government to fulfill future obligations with 
the existing tax burden); and equity (the abili-
ty to meet current obligations without deferring 
expenses).

To assess financial sustainability at the local level, 
as recommended by the International Federation 
of Accountants, a wide range of data is required, 
including financial and non-financial information 
on current economic and demographic conditions, 
assumptions about national and global trends, 
such as productivity, the relative competitiveness 
of the national or local economy, and expected 
changes in demographic variables such as age, life 
expectancy, gender, income, education, and mor-
bidity (IPSASB, 2011).

When studying financial sustainability of local 
budgets, an important task is to identify risks and 
measure their impact on sustainability. In gener-
al, the financial sustainability of local budgets is a 
complex and multifaceted phenomenon, which is 
influenced by many various factors, both external 
and internal.

The reasons for the violation of financial sustain-
ability are external to local authorities if they are 
outside their influence/control. Internal risks in-
clude real unsatisfactory factors of influence on 
the internal local government and the political en-
vironment. As a rule, financial risks are aggravat-
ed by a combination of both external and internal 
factors (Capalbo & Grossi, 2014).

Financial sustainability analysis is complex, open 
to many methodological approaches, and often 
provides many estimates and scenarios. That is, 
the system for assessing financial sustainability is 

not unified; different countries use different sets of 
indicators at the local level.

Hong et al. (2019), in the system of indicators of 
financial sustainability of municipalities, distin-
guish the main (mandatory) indicators and addi-
tional indicators (the choice of which depends on 
the purpose and breadth/range of the study). Most 
of the key indicators are quantitative and relatively 
easy to calculate using available data. Additional 
indicators are composed of both quantitative and 
qualitative ones. Perciun et al. (2014) substanti-
ated a system of indicators of financial sustaina-
bility and stability (about 90 in total), reflecting 
the macroeconomic situation; prices; the level of 
savings and investment in the economy; finan-
cial processes and the state of financial markets; 
banking activities; foreign exchange market and 
domestic exchange rate. Barbera et al. (2014), com-
paring the financial sustainability of local budgets 
of Austria, Italy and England in the face of severe 
budget constraints, found that it depends on the 
specific conditions and characteristics of develop-
ment. Thus, threats from governance or policy (in-
ternal factors) tend to significantly affect the sus-
tainability of local budgets in England, while ex-
ternal shocks (external factors) affect local budgets 
in Austria and Italy.

Given the large number of indicators by which the 
sustainability of local budgets can be assessed, it is 
important to make the right choice. After all, an 
irrational set of indicators will create an exces-
sive burden on local governments and difficulties 
in the proper quality of data evaluation. The es-
tablished system of indicators for assessing the fi-
nancial sustainability of local budgets must meet 
the following criteria: complexity, clarity, ease of 
accessibility, speed, ease of selection of indicators 
and assessment in accordance with the needs of 
the municipality, raising the awareness of local au-
thorities and municipalities on the financial situa-
tion and risks associated with possible irresponsi-
ble management (Szarowská et al., 2018).

In the Czech Republic, local budgets are monitored 
and assessed financially. The Ministry of Finance 
of the Czech Republic, in accordance with the 
Government Act No. 1395/2008 On Monitoring 
Municipal Finances, monitors using sixteen in-
formational and two monitoring indicators. In 
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2016, all 6,254 self-governing municipalities of 
the Czech Republic (including the capital Prague) 
were included in the monitoring (Szarowská et al., 
2018). Assessment and rating of municipalities are 
carried out with the involvement of third-party 
expert organizations. For this, local governments 
of Czech municipalities can apply to the Czech 
Credit Bureau (CRIF) to determine their rating. 
The rating assessment includes a comprehensive 
evaluation of the economic condition of a par-
ticular municipality. For the ranking, the state of 
each municipality is assessed by financial (twenty) 
and non-financial (seven) indicators over the past 
three years (CRIF-CCB, 2017). Budget balance 
and debt are the most important indicators. Non-
financial indicators refer, for example, to basic in-
formation about the municipality’s infrastructure 
or the age structure of its population. The disad-
vantage of this form of evaluation is its high cost 
and inability to assess the impact of internal risks 
on the financial sustainability of the local budget 
(Szarowská et al., 2018).

In Poland, the concept of financial sustainabili-
ty is not regulated by law. However, the Law on 
Public Finance sets out certain requirements or 
restrictions that allow maintaining the financial 
sustainability of local government budgets: budget 
balance; rules for financing the budget deficit; 
creation of a reserve system; municipal financial 
management rules; measures to maintain finan-
cial sustainability and stability; and debt ratio. In 
addition, the Polish Ministry of Finance has de-
veloped a system of twenty indicators that can be 
used to assess the financial condition and sustain-
ability of the municipal budget (Filipiak, 2016).

The practice of conducting sociological surveys 
(interviews) is widespread in European countries. 
The interviews are designed to identify the main 
practical problems of ensuring the financial sus-
tainability of local budgets. This approach is used 
in the Netherlands, England, Italy and Austria 
(Barbera et al., 2017; Overmans, 2017). The results 
of the survey allow one to identify the sources of 
financial shocks for the municipal budget and de-
termine the role of organizational conditions and 
the possibility of neutralizing risks.

Assessment results should be published on official 
websites, transparent and publicly available, and 

understandable to stakeholders, including the 
community/citizens. To do this, they must be pre-
sented in an intelligible form that is understanda-
ble not only to financial analysts and experts, but 
also to the public, even if this requires simplifying 
some of the conclusions (Schick, 2006).

Inviting external agencies to assess the financial 
sustainability of local budgets is appropriate in the 
absence of the possibility of independent monitor-
ing by local authorities. In addition, when engag-
ing certain audit firms for a comprehensive anal-
ysis of sustainability, in any case, there is a need 
for these organizations to cooperate with local 
councils. Sustainability reports in Australia, New 
Zealand and many other countries demonstrate 
the benefits and opportunities for local govern-
ments to assess the financial sustainability of local 
budgets (Schick, 2006).

Moldova, planning to join the European Union 
(EU), pays special attention to the standardiza-
tion of its financial statements in accordance with 
the EU requirements, as well as compliance with 
the European principles of state and local govern-
ment. In the practice of assessing financial stabil-
ity and creating a financial security system, much 
attention is paid to the following risk management 
methods: monitoring and evaluation of financial 
sustainability indicators, strategic planning, and 
security management mechanism (Perciun et al., 
2014).

In Bulgaria, municipalities vary significantly by 
size, economic potential, population size and den-
sity. The indicators of financial sustainability of 
Bulgarian municipalities’ budgets are regulated 
by the Law on Public Finance. An assessment of 
fiscal sustainability factors for rural municipali-
ties’ budgets in Bulgaria showed that the majority 
of small municipalities (up to 10,000 inhabitants) 
cannot achieve basic financial indicators. There 
is a close dependence of the financial condition 
of local governments’ budgets that are located 
in rural areas on internal factors, namely, popu-
lation, income and unemployment. At the same 
time, external factors and the macro-environment 
do not affect the level of fiscal discipline, which 
is a function of the quality of the municipality’s 
financial and operational financial management 
(Aleksandrova-Zlatanska, 2019).
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Hong et al. (2019), when studying the sustainabili-
ty of local budgets in South Korea and calculating 
the financial indicators of local budgets’ sustaina-
bility, consider the state of socio-economic devel-
opment of the territories, in particular, indicators 
assessing social (security, social provision, culture 
and leisure), economic (population, economy), en-
vironmental (construction, environmental protec-
tion, transport) and institutional (land use control, 
administrative capacity, participation of residents) 
characteristics of certain areas.

In the United Kingdom, local authorities pro-
vide a municipality financial sustainability report, 
which includes: a description of the financial and 
non-financial problems faced by local govern-
ments and how they can be addressed; analysis 
of the sustainability of the expenditure side of the 
budget and public services; assessment of the lev-
el of financial pressure (debt, tax pressure) and its 
consequences for financial sustainability. In addi-
tion, the level of awareness of local governments 
about risks and measures to control them is taken 
into account (Logan City Council, 2019).

Strengthening the financial capacity of local gov-
ernments does not exclude the provision of subsi-
dies for implementing local infrastructure projects 
in cooperation with business, which is important 
to prevent disruption of the local budgets’ financial 
sustainability. For example, in New South Wales, 
Australia, an independent Commission led by 
Professor Graham Sansom was established to im-
plement a local infrastructure rehabilitation pro-
ject. The aim was to assess and develop measures 
for increasing the financial capacity of local coun-
cils. To analyze the financial condition of local 
councils and assess the financial sustainability of 
local budgets, four groups were identified among 
a number of basic indicators (financial flexibility, 
liquidity, debt service, asset recovery and capital 
expenditures), as well as their relative importance 
in terms of ensuring the financial capabilities of 
local governments. The identified indicators were 
adjusted depending on the specifics of a particular 
area and were refined depending on the severity 
of its development problems (TCorpReport, 2013).

In the USA, municipalities have a high level of 
decentralization and heterogeneity of economic, 
financial, and organizational structures, institu-

tional environment, so the general concept of fi-
nancial sustainability is almost impossible to ap-
ply to all local governments. Most American cities 
have fiscal federalism. According to researchers, 
this interferes with quick and easy observation 
of the elements of financial and organizational 
structures to determine the reasons for the sta-
bility and instability of certain municipal budgets. 
Considering various factors and characteristics of 
the country, Gorina (2013) proposes to assess the 
sustainability of local budgets in the United States 
on the basis of three key aspects: financing of pen-
sion obligations, debt burden and budget balance.

Ukrainian scientists consider the financial sus-
tainability of local budgets depending on the pur-
pose of the research in various aspects: as the abil-
ity of local governments to pay their financial ob-
ligations (solvency) (Kaminska, 2008); as a state of 
budget balance or budget surplus (Korytko, 2008); 
as the ability to develop steadily and maintain the 
level of financial sustainability and security un-
der the influence of external and internal factors 
(Kostyrko & Velenteichyk, 2016); as the ability to 
ensure the socio-economic development of the 
territory at the expense of internal financial re-
sources (Vorobiov & Kohut, 2012). Within a gen-
eral approach, the sustainability of local budgets 
generally characterizes their ability to withstand 
internal and external threats in order to ensure 
that local governments perform socially signifi-
cant/necessary functions and responsibilities, in-
cluding financial, economic, social, etc. (Lysiak & 
Kushnir, 2020).

In Ukraine, there is no legally established system 
of indicators for assessing the sustainability of 
local budgets, which would be appropriate given 
the deepening of decentralization processes in the 
country. Some indicators, in particular those relat-
ed to the maximum size of local borrowings, are 
fixed in the Budget Code of Ukraine. Researchers 
use many indicators to assess the financial sus-
tainability of local budgets (Bondaruk et al., 2019; 
Korytko, 2008; Kostyrko & Velenteichyk, 2016; 
Starostenko, 2005).

In the practice of assessing the financial sustain-
ability of local budgets, it is important to form a 
systematic approach to managing the risks of its 
violation. For an objective comprehensive assess-

http://dx.doi.org/10.21511/pmf.09(1).2020.05


53

Public and Municipal Finance, Volume 9, Issue 1, 2020

http://dx.doi.org/10.21511/pmf.09(1).2020.05

ment of the financial condition of local budgets, a 
system of indicators should be grouped according 
to the features characterizing the most important 
components of sustainability.

It is proposed to study the financial sustainability 
of local budgets according to the following groups 
of indicators: indicators of balance, financial inde-
pendence and budget efficiency, as well as the size 
of budgetary arrears (Vorobiov & Kohut, 2012; 
Dolozina, 2017; Kostyrko & Velenteichyk, 2016; 
Bondaruk et al., 2019). The indicators with the 
highest significance level are selected from each 
analysis group. The specification of the indicators 
is determined by the need for an objective assess-
ment of the financial sustainability of the studied 
local budget based on factors of the budget’s ability 
to cover planned expenditures through various rev-
enue items, the degree of financial autonomy (inde-
pendence from the state budget) and financial per-
formance of local governments (Dalievska, 2017).

2. GENERALIZATION  
OF MAIN PROVISIONS

Table 1 presents a system of indicators for assess-
ing the financial sustainability of local budgets, 
grouped into homogeneous groups. To determine 
the significance of each group, the weights are 
used, given in the guidelines for calculating the 
level of economic security of Ukraine (Legislation 
of Ukraine, 2013).

For systematization and some simplification of 
the results obtained, the calculation of the inte-
grated indicator has been carried out; it takes into 
account the total effect of integrated assessments 
for individual analysis components (groups of 
indicators).

The integrated indicator for each analysis group is 
calculated by the formula:

 
1

,
n

m i i
i

I d y
=

=∑  (1)

where Im is an aggregate indicator of the m-th 
group of financial sustainability of local budgets 
(m = 1, 2, 3 ... n); di is a weighting factor that deter-
mines the degree of the i-th indicator’s contribu-
tion to the integrated index of the component of 
local budgets’ financial sustainability; yi is a nor-
malized score of the i-th indicator.

The integrated indicator of the level of local budg-
ets’ financial sustainability is calculated as follows:

1

, 
n

m m
m

I d I
=

⋅=∑  (2)

where dm is a weighting factor that determines the 
degree of influence of the indicator of the m-th 
group of local budgets’ financial sustainability; Im is 
an aggregate indicator of the m-th group of finan-
cial sustainability of local budgets (m = 1, 2, 3 ... n).

An important condition for a comprehensive anal-
ysis of the financial sustainability of local budgets 

Table 1. System of indicators for assessing financial sustainability of the local budgets

Indicator group Significance of the 
group Key indicators Calculation 

algorithm
Recommended 

value

Local budget balance 
indicators 0.33

Budget coverage ratio BR/BE ↑
Budget sustainability ratio IT/BR <0.3

General tax stability coefficient TR/BE ≥ 0.2-0.5
Expenditure coverage ratio between 

budget transfers IT/BE <0.3

Financial independence 
indicators 0.3

Budget dependence ratio IT/(BR + IT) ≤ 0.1
Tax independence coefficient TR/BR ≥0.3

Income base stability ratio (TR + NTR)/BR ≥ 0,6

Budget efficiency 
indicators 0.27

Local budget deficit ratio (TR – NTR)/BE ≤0
Budget revenue stability indicator TR/IT ≥1

Indicators of budgetary 
arrears 0.1

Debt load ratio DA/OI (≤0.5)
Debt service ratio DSP/BR ≤ 0.1

Note: BR – budget revenues; BE – budget expenditures; IT – interbudgetary transfers from the state budget; TR – tax revenues; 
NTR – non-tax revenues; AP – average population per year; DA – debt amount; OI – own income; and DSP – debt service pay-
ments.

http://dx.doi.org/10.21511/pmf.09(1).2020.05


54

Public and Municipal Finance, Volume 9, Issue 1, 2020

http://dx.doi.org/10.21511/pmf.09(1).2020.05

is the definition of and compliance with the algo-
rithm of its implementation. The first stage is the 
analysis of basic statistical data on the local budget 
(local budget composition and structure) and con-
sideration of main socio-economic indicators of 
the territory development. Taking into account 
the main socio-economic indicators in the study 
of the sustainability of a particular territorial en-
tity’s local budget allows a comprehensive assess-
ment of the level of its development, financial ca-
pabilities and budgetary potential. The next step is 
to select a system of indicators of local budget fi-
nancial sustainability and a methodology for their 
calculation (indicators for assessing the stability 
of regional budgets will differ from indicators for 
the budgets of territorial communities of villag-
es, towns, cities due to the main provisions of the 
Budget Code of Ukraine). An important step is to 
compare the obtained results with the standard 
values. At this stage, it is possible to determine the 
main problems and identify factors that exacer-
bate the risks of violating budget stability. Based 
on the results obtained, the type of financial sus-
tainability of local budgets is determined and the 
results of the study are compared. Budgets are as-
signed a level of resilience from very strong to crit-

ical (crisis) (Dalievska, 2017; Filipiak, 2016). The fi-
nal stage is the creation of a rating of local budgets.

The cluster analysis data in the sample formed by 
the level of budget potential (D. Mishchenko & 
L. Mishchenko, 2018) were adjusted using the sta-
tistical data for 2017–2019. Given the practical ho-
mogeneity of the characteristics of local (regional) 
budgets in each of the clusters, the city of Kyiv, 
Dnipropetrovsk region, Lviv region and Ivano-
Frankivsk region (one region from each of the four 
clusters) were selected for the analysis of financial 
sustainability of local budgets. The main indica-
tors of socio-economic development of these re-
gions are shown in Table 2.

Table 3 presents data on the composition and 
structure of local budgets selected for the study. 
Tax revenues and transfers from the state budget 
form the basis of local budget revenues. The bulk 
of local budget expenditures falls on education, 
health care, social protection and social security, 
economic activities and housing and communal 
services. Regional budgets from the fourth cluster 
are significantly dependent on transfers from the 
state budget.

Table 2. Main indicators of development of some Ukraine’s regions in 2019
Source: State Statistics Service of Ukraine (2020).

Region
Average available 

population, 
persons

Disposable 
income per 
capita, UAH

Volume of capital 
investments, 

UAH mln

Number of 
business 
entities

Volume of products 
sold (goods, 

services), UAH mln
The city of Kyiv 2,959,090 165,054 213,247.8 294,514 3,686,768.8
Dnipropetrovsk region 3,191,562 87,130 66,951.1 148,502 1,088,868.6
Lviv region 2,517,053 65,691 31,061.5 55,031 406,547.6
Ivano-Frankivsk region 1,370,674 55,537 9,305.5 55,031 120,448.4

Table 3. Composition and structure of revenues and expenditures of some Ukraine’s local budgets in 2019
Source: Calculated according to the data of the Ministry of Finance of Ukraine (2020).

Indicator
The city of Kyiv Dnipropetrovsk region Lviv region Ivano-Frankivsk 

region

UAH mln Share, % UAH mln Share,
% UAH mln Share,

% UAH mln Share,
%

Income (excluding 
transfers), including: 48,531.1 78.00 31,682.8 62.60 17,653.7 51.18 6,829.7 37.20

1. Tax revenues 44,016.1 90.70 29,407.5 92.82 15,567.4 88.18 6,040.3 88.44

2. Non-tax revenues 4,081.5 8.41 2,071.1 6.54 1,456.7 8.25 668.6 9.79

3. Capital income 114.5 0.24 134.1 0.42 627.2 3.55 99.7 1.46

4. Trust funds 319 0.66 70.1 0.22 2.3 0.01 7.2 0.11

Transfers 13,688.5 22.00 18,926.6 37.40 16,841.4 48.82 11,527.9 62.80

Income, total 62,219.6 100 50,609.4 100.00 34,495.0 100 18,357.6 100.00

Expenses, total 61,109.1 100 51,006.8 100.00 34,976.8 100 18,628.3 100.00
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Table 4 shows the calculations of the main indi-
cators of financial sustainability. Their compar-
ison with the standard values shows the highest 
financial sustainability of the budget of Kyiv, and 
the lowest – the budget of Ivano-Frankivsk re-
gion. This is due to the financial condition of these 
regions and the level of their socio-economic 
development.

Table 5 shows the results of calculating integrated 
indicators of local budget’s financial sustainability.

Thus, the budget of Kyiv has a high level of financial 
sustainability, which is explained by the status of 
the city as the capital of Ukraine and the peculiari-
ties of the formation of its budget. Dnipropetrovsk 
region (a representative of the second cluster) is 
characterized by normal stability of local budgets; 
the budget of the Lviv region (a representative of 
the third cluster) is characterized by a moderate 
level of sustainability, at the same time, a deterio-
ration of budget sustainability indices is observed. 
Ivano-Frankivsk region (a region from the fourth 
cluster) has financial problems, high dependence 
on central government assistance and a weak level 
of sustainability.

The results of calculating the debt indicators of 
Ukraine’s local budgets in the current period show 
low values (for the studied regions), which do not 
have a significant impact on financial sustainabili-
ty in the short term. To prevent the risks associated 
with local debt management, local governments, 
in accordance with the legislation of Ukraine, 
have the right to conduct transactions to place free 
funds from the local budget on deposits of bank-
ing institutions. At the same time, the likelihood 
of an increase in debt problems is high, since ac-
cording to the Register of Local Borrowings and 
Local Guarantees (Ukraine), the total volume of 
local borrowings of local governments is growing 
from year to year: in 2018 – EUR 46,440 thousand, 
UAH 2,957,551 thousand; USD 115,072 thousand; 
in 2019 – EUR 61,644 thousand, UAH 4,040,761 
thousand; and in 2020 – EUR 500 thousand, UAH 
4,797,913 thousand. Given that the loans have not 
yet matured, significant currency risks amid rela-
tively high interest rates, instability of economic 
dynamics, inflation, etc. have been postponed to 
the medium and long term. Therefore, monitoring 
the debt sustainability of local budgets when con-
ducting a comprehensive assessment of financial 
sustainability is a necessary and important com-

Table 4. Main indicators of financial sustainability of Ukraine’s local budgets 

Indicator group Significance of 
the group

Recommended 
value

The city of 
Kyiv

Dnipropetrovsk 
region

Lviv 
region

Ivano-
Frankivsk 

region

Local budget balance 
indicators 0.33

↑ 1.02 0.99 0.99 0.99

≥ 0.2-0.5 0.72 0.58 0.45 0.32

<0.3 0.22 0.37 0.48 0.62

Financial independence 
indicators 0.3

≤ 0.1 0.22 0.37 0.49 0.63

≥0.3 0.91 0.58 0.45 0.33

≥ 0.6 0.99 0.62 0.49 0.37

Budget efficiency indicators 0.27
≥ 1 0.78 0.61 0.49 0.36

≥ 1 3.2 1.55 0.92 0.52

Indicators of budgetary 
arrears 0.1

≤ 0.5 0.01 0.004 0.005 0.008

≤ 0.1 0.005 0.003 0.002 0.003

Table 5. Integrated indicators of financial sustainability of Ukraine’s local budgets

Indicator The city of 
Kyiv

Dnipropetrovsk 
region Lviv region Ivano-Frankivsk 

region

Local budget balance indicator 0.65 0.65 0.64 0.64

Financial independence indicator 0.71 0.52 0.48 0.44

Budget efficiency indicator 1.99 1.08 0.71 0.44

Indicators of budgetary arrears 0.008 0.004 0.004 0.006

Integrated financial sustainability index 0.97 0.66 0.55 0.46
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ponent of preventive fiscal policy measures, main-
ly in the medium term. Setting a time horizon for 
evaluation and quality are other important points. 
In these conditions, the reliability of forecasts is 
important (Chugunov & Makohon, 2020).

Thus, the financial sustainability assessment sys-
tem can be a powerful information base for the 
formation of budgetary policy, the development 
of preventive measures to ensure socio-economic 
development of territorial entities and communi-
ties, since it takes the main indicators of the local 
budget financial condition into account.

3. DISCUSSION

In many countries, the analysis of the financial 
sustainability of local budgets is approached sys-
tematically and comprehensively. That is, the as-
sessment of the financial sustainability of local 
budgets, as a rule, is not limited to evaluating on-
ly financial indicators based on budget reporting. 
Additionally, social, environmental and economic 
indicators are taken into account, and the quality 
and effectiveness of local authorities’ management 
functions are assessed. It is considered that the 
risks caused by organizational and management 
decisions significantly affect the sustainability of 
local budgets (especially for small municipalities). 
In Ukrainian practice, it is also advisable not to 
be limited to financial indicators of local budgets’ 
sustainability, but to consider other indicators of 
socio-economic development of territories and 
the consequences of management decisions affect-
ing the sustainability of local budgets and budget 
policy efficiency.

The experience of involving rating agencies in 
the process of assessing the financial sustaina-
bility of local budgets, which could conduct a 
comprehensive study of the financial condition 
of the territories, is not relevant for Ukraine at 
this stage of development. The practical imple-
mentation of this approach is possible in the fu-
ture. Today, this is problematic, given the sig-
nificant potential costs of attracting third-par-
ty organizations and very limited budget funds. 
Conducting a survey (interview) is more realis-
tic in the current conditions. It has many advan-
tages: firstly, a convenient way to conduct, since 
it can be done online or by phone, which is rele-
vant during a pandemic; secondly, the uniform-
ity of this type of research, since the developed 
questionnaire is suitable for all local authorities; 
and thirdly, the relatively low cost of such re-
search and data processing. As a tool for study-
ing the financial sustainability of local budgets, 
the questionnaires provide an information base 
for quickly identifying internal problems and 
risks associated with the management compo-
nent in local governments.

Ukrainian experience in studying the financial 
sustainability of local budgets can be useful for 
foreign practices, since it offers a wide range of 
indicators for assessing the financial stability 
of local budgets, and the use of integrated in-
dicators allows one to generalize and consider a 
large array of data. The task is to determine the 
optimal system of indicators for assessing the 
financial sustainability of local budgets, which 
should be specified depending on the condi-
tions not only of a particular country but also 
of its territories.

CONCLUSION
Generalization of theoretical and practical approaches to assessing and ensuring the financial sustaina-
bility of local budgets suggests that the financial sustainability of local budgets is a complex multi-com-
ponent concept. It is characterized by the ability of local budgets to resist internal and external threats to 
ensure proper performance of socially necessary functions by local authorities and local governments, 
therefore, its assessment should be comprehensive.

There is no single comprehensive system for assessing the financial sustainability of local budgets in the 
world. The achievements of scientists and the existing practice of both developed countries and those 
with economies in transition indicate the impact of national conditions and factors on the process and 
content of the assessment. At the same time, they make it possible to highlight certain elements that 
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deserve attention and form general principles for assessing the financial sustainability of local budgets: 
complexity, information content, fairness, transparency, accessibility, clarity, reliability, objectivity and 
controllability.

In Ukraine, it is worthwhile to form and introduce into legislative practice normative documents that 
would regulate the calculation of the main indicators of territories’ financial sustainability with a giv-
en frequency, and their publication for public awareness. To improve the mechanism for assessing the 
financial sustainability of local budgets, when analyzing and interpreting the results, it is necessary to 
consider social, economic, structural, institutional and other features of territories, factors and condi-
tions of local governments and territorial communities.

The introduction of a systematic assessment of local budget financial sustainability is a prerequisite for 
making informed management decisions on the necessary budget adjustments, improving the quality 
of budget planning and the effectiveness of budget policy.
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