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Public debt is an integral part of any country's economic policy, especially
in times of crisis. For Ukraine, which is in the midst of a full-scale war, the issue
of effective debt control and audit has become critical. The war has created
unprecedented challenges for public financial management, in particular due
to the significant expenditures on defence, humanitarian aid and infrastructure
reconstruction. Under these circumstances, an analysis of Ukraine's experience
through the prism of European Union (EU) practices can help improve
approaches to public debt management.

Since the beginning of Russia's full-scale invasion of Ukraine in 2022,
Ukraine's public debt has risen to record levels. As of 2024, public and
guaranteed debt exceeded 90.8% of GDP, the highest level in the history of
Ukraine's independence.

The main sources of financing the budget deficit were:

- international financial assistance - Ukraine received multibillion-dollar
loans and grants from the IMF, the World Bank, the European Union and
individual states;

— military bonds - issuance of domestic bonds allows raising funds from
citizens and financial institutions;

— debtrestructuring in 2022 and 2024 - Ukraine agreed to defer payments
on its external obligations to reduce the burden on the budget.

The war has significantly complicated public debt management
mechanisms, creating new challenges for Ukraine's financial system. A
significant portion of borrowings is used for urgent expenditures, such as
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defence, humanitarian aid and the restoration of critical infrastructure. This, in
turn, reduces the investment efficiency of the funds raised and deprives the
economy of opportunities for long-term development. Additionally, the
economic downturn caused by the war has significantly reduced stable sources
of revenue, forcing Ukraine to increase its dependence on external financing.

One of the main problems is the lack of transparency in the use of the funds
raised. In a time of war, much of the spending, especially on defence, is
classified as confidential, which makes it difficult to conduct an independent
audit. This lack of transparency creates additional room for abuse and misuse
of resources.

Against the backdrop of increasing international assistance, another
important issue is the growing corruption risk. The lack of proper monitoring
and verification mechanisms for the use of grants and loans may lead to a loss
of trust on the part of partners and donors, which is critical for further support
for Ukraine.

At the same time, the current debt policy remains focused on short-term
problem solving. The absence of a long-term debt management strategy and
the integration of clear debt planning mechanisms significantly hampers the
ability to ensure economic sustainability in the future. Uncertainty about the
prospects for recovery from the war further exacerbates these challenges.

In addition to internal factors, devaluation risks pose a significant threat.
The majority of Ukraine's debt is denominated in foreign currency, making the
economy vulnerable to exchange rate movements. Combined with geopolitical
instability, this puts additional pressure on public finances, making debt
servicing more difficult and increasing its cost.

Thus, each of the challenges caused by the war naturally reinforces the
others. The lack of transparency and strategic planning leads to increased
corruption risks, which in turn undermines the effectiveness of debt
management, increasing dependence on external sources of financing and
increasing the economy's vulnerability to external factors.

Despite these challenges, Ukraine's public debt management authorities,
in particular the Ministry of Finance and the Accounting Chamber, are trying to
adapt to the new environment. However, there is a need to introduce modern
approaches that have already proved to be effective in EU countries.

In the EU, public debt control and audit mechanisms are based on strict
fiscal rules, institutional independence and high transparency.

The main elements of this system are [1], [2], [3]:
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— fiscal rules and framework - the Stability and Growth Pact limits public
debt to 60% of GDP and the budget deficit to 3% of GDP. Although these norms
have been temporarily relaxed in times of crisis (e.g., the COVID-19 pandemic),
they remain an important benchmark for macroeconomic stability;

- European semester - an annual cycle of economic policy coordination
that allows EU countries to exchange information, adjust their budgets, and
avoid macroeconomic imbalances;

— transparency - national audit institutions and the European Court of
Auditors ensure regular audits of debt operations and reporting;

- long-term management strategies (e.g. Germany uses the “debt brake”
rule, which prevents excessive debt accumulation by limiting budget deficits).

EU countries are also actively implementing digital tools for monitoring
public finances, which helps to quickly detect violations and increase trust in
the system.

Ukraine can integrate elements of European practices to strengthen
control and audit of public debt, even in times of war.

The war has been a serious test for Ukraine's financial system, but it has
also opened up opportunities for improvement. The EU's experience shows that
effective control and audit of public debt is a key to financial stability even in the
most difficult conditions. It is crucial for Ukraine to implement the best
European practices, adapting them to the realities of wartime, which will not
only ensure economic stability but also prepare the basis for post-war recovery.
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