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Abstract. It is substantiated that the conditions of military conflict emphasise the importance
of security issues in all spheres of the State's life. The country, in the face of a budget deficit, is
forced to seek assistance from Western partners and international financial institutions. The article
shows that in case of a large budget deficit, foreign aid affects the functioning of the public sector
of Ukraine's economy, contributing to a balanced monetary and financial state of the country.
Ukraine's resilience is formed both by the functioning of the security and defence sector and by the
country's economic potential. It is determined that effective management of the level of debt security
is possible by optimising the structure of public debt in terms of the currency of borrowing,
maturity, and also by directing the funds received from public borrowing to the development of the
state economy. A successful solution to the debt problem can significantly improve the state of
public finances, increase the resilience of the national economy to internal and external threats,
and create favourable conditions for economic growth during the period of economic recovery in
Ukraine.
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I ntroduction

The global financial system has undergone significant changes in recent years.
Today, it is almost impossible to find a country that does not use borrowed funds.
The government's use of debt is driven by a lack of its own financial resources to
cover the state budget deficit, implement projects, support the national currency, etc.
If used efficiently, borrowed funds can become an effective factor in ensuring
economic growth. However, an excessive and uncontrolled increase in debt
obligations may negatively affect the economic independence of the state and become
a burden for the national economy.

February 2022 marked a new stage in the revision of key principles and norms
of life in Ukraine. Full-scale aggression, which effectively replaced the hybrid war,
has necessitated transformations in public policy and the functioning of public
institutions. National security and defence issues have come to the fore. However,
this does not justify ignoring the complex economic issues that have been
accumulating throughout the years of independence. Ukraine's public debt
management has become an example of such economic difficulties. For a number of
objective and subjective reasons, our country has systematically resorted to
borrowing. While budget deficits and public debt are commonplace in any modern
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economic model, in Ukraine these issues are becoming particularly acute, largely due
to the influence of political factors. Under such conditions, when the ability to
execute the state budget in terms of revenues has sharply decreased, we are
witnessing an extraordinary increase in various risks related to Ukraine's debt
security. Thus, it becomes important to conduct research aimed at creating optimal
models of public debt management in Ukraine both at the current moment and during
the period of post-war recovery of our country.

The study of debt security is the subject of attention of key international
financial institutions, such as the International Monetary Fund (IMF), the World
Bank (WB), the Organisation for Economic Co-operation and Development (OECD),
and many scholars of different periods. In Ukraine, steps are being taken to formalise
the concept of "debt security", define its criteria, indicators, management methods
and tools, and the determinants of achieving it within the framework of maintaining
the overall sustainability of public finances.

The problems of debt security have traditionally attracted the attention of
economists and management practitioners, as it is a critical component of
macroeconomic stability and balanced development of public finances in the country.

Since the problems of public debt and debt security in Ukraine have been
relevant for many years, they have been actively discussed in the academic
community. The state of Ukraine's public debt was analysed in detail in the work of
O. Stoyko and 1. Shubenko (2021). The impact of public debt on the financial
security of Ukraine was studied in the works of O. Brezhneva-Yermolenko and A.
Kharytonenko (2021), as well as S. Moroz (2017). The level of Ukraine's debt
security was assessed in M. Fominykh and A. Parfeniuk (2021). The concept and
significance of Ukraine's public debt under martial law were considered by A.
Garbinska-Rudenko and O. Liamzina (2022). However, in the context of the rapid
increase in public debt due to the intensification of the military conflict, the
recommendations developed in previous studies need to be adjusted in accordance
with the changing economic situation in the country.

Main text

In the context of military conflict, security issues come to the fore in all spheres
of state life. Since the army's combat capability depends to a large extent on financing
its needs, the problem of finding additional financial resources is becoming more
acute. However, the economy is currently unable to cope with this task due to the
destruction of the material and technical base and logistics routes, military
mobilisation of some employees, the outflow of labour resources abroad and other
factors resulting from the armed aggression. Therefore, the search for ways to
improve debt security in the context of a military conflict is of utmost importance.

By the end of 2022, Ukraine's GDP fell by almost a third, industrial production
by 43.1%, agricultural production by 28.4%, construction by 67.6%, and exports by
42.4% [2]. Direct damage to infrastructure is estimated at $144bn. [12]. About 8
million Ukrainian citizens have moved abroad, 53% of them are people of working
age, and 35% are children. At least 109 large and medium-sized enterprises of
various forms of ownership have suffered direct losses, and the total amount of
damage is estimated at $13 billion. Experts estimate that 19 (17%) of the large and
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medium-sized enterprises were completely destroyed, while another 90 (83%) were
partially damaged. Only about 40% of small and micro enterprises are operating at
full capacity [8]. This situation has had a negative impact on the business activity
index, which has fallen to 35%. The unemployment rate is 25-26% [14]. At the same
time, defence spending has increased 9 times [3]. Every month, UAH 130 billion is
spent on military needs, while revenues amount to only UAH 80 billion [15].

Since the beginning of Russia's armed aggression, external financial assistance
has played a crucial role in ensuring external stability of the economy, neutralising
inflation and providing public social services. External financing reached $31.1
billion in 2022. This figure is expected to gradually increase in 2023. The main
creditors of the Ukrainian government were the World Bank, the governments of
Canada, the United Kingdom, Japan, France, the Netherlands, Italy, and the IMF.
External loans accounted for 54% and grants for 46% of all external financing.
However, such financing and the predominance of credit sources lead to high risks of
a debt crisis. Moreover, only social payments and the functioning of the state are
financed with international assistance. Domestic budget revenues (taxes, loans,
privatisation proceeds, etc.) are used for military spending.

To assess risks and find existing threats, it is advisable to examine the indicators
of public debt and state budget execution for 2022-2023 (Tables 1 and 2).

Table 1 - Ukraine's public and guaranteed debt in 2022-2023, USD bn US

DOLLARS*

Indicators 2022 2023
Total public and publicly
guaranteed debt 111,38 119,91
Public debt 101,59 110,62
Domestic public debt 38,00 39,51
External public debt 63,59 71,11
Guaranteed public debt 9,78 9,29

*Source: https://minfin.com.ua/

Table 2 - State budget execution*, UAH mn

Indicators 2022 actual 2023 plan
revenues 1787395,60 239511,10
expenses 2705423,30 4058134,95
lending -3326,00 -3250,00
Balance (budget deficit), % -17,62 -25

*Source: https://mof.gov.ua/

Thus, all public debt indicators are gradually increasing. External debt averages
60% of the total. Until 2022, the government tried to reduce the share of external
debt, but the Russian invasion made adjustments. External loans are attracted in
foreign currency, which makes this part of the debt extremely vulnerable to hryvnia
fluctuations: as soon as the national currency starts to fall, the debt burden on the
budget will grow rapidly. Table 2 shows that 2022 ended with a budget deficit of
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UAH 914.7 billion, or 17.62%. Due to the war, the state is forced to increase budget
expenditures, and in 2023 the situation is unfortunately similar, with a forecast of 20-
30%. In the face of a budget deficit, the state is forced to seek help from Western
partners and international financial organisations.

Looking at the materials on forecasting the state of Ukraine's public debt, it
should be noted that the International Monetary Fund expects Ukraine's public debt to
grow in the following years: in 2023, Ukraine's debt will amount to 78% of GDP, in
2023, 2024 - 78.7%, 2025 - 82.9%, 2026 - 88.7%, and 2027 - 92.3% [16].

According to the Ministry of Finance of Ukraine, foreign private investors have
been asked to agree to the terms of deferred payments on public debt. At the same
time, the Cabinet of Ministers of Ukraine signed an appeal to impose a two-year
moratorium on the repayment of European bonds. According to the Ministry of
Finance of Ukraine, since February 2022, Ukraine has already paid more than a
billion dollars on its debt obligations. However, despite the financial support of
Ukraine from Western countries, the government is still forced to seek help from the
National Bank of Ukraine, which may increase inflationary processes in the country
[6].

Conclusions

Under such conditions, the level of economic security of the state, including
such a component as debt security, has significantly decreased. Despite significant
international financial support for Ukraine through grants, the level of public debt has
increased significantly [7]. This threatens not only to underfund military needs, but
may also become an obstacle to Ukraine's post-war reconstruction. The current
situation in the country has made its own adjustments to the problem of the state's
debt security. In the face of a significant budget deficit, foreign aid to a certain extent
ensures the functioning of the public sector of Ukraine's economy and contributes to
the balance of the country's monetary and financial position. An effective solution to
the debt problem can significantly improve the state of public finances, increase the
resilience of the national economy to internal and external threats, and create more
favourable conditions for economic growth during the period of economic recovery
in Ukraine.

At the present stage, Ukraine's resilience to external aggression is shaped by the
functioning of the security and defence sector and its economic potential. As military
expenditures scale up, the issue of budget financing and the state's ability to perform
its key functions has become an acute one. In the context of the war, it is clear that
these tasks cannot be performed without financial assistance from donor countries
and organisations. In such circumstances, a number of issues arise regarding the
reduction of public debt risks in the post-war period. In our opinion, effective
management of the level of debt security is possible through:

- optimising the structure of public debt in terms of the currency of borrowing,
maturity and other parameters;

- practical application of the concept of medium-term budget planning;

- improving the practice of publicly guaranteed debt in Ukraine;

- directing the funds received from public borrowing to economic development.
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