PROBLEMS OF MACROECONOMICS AND SOCIO-ECONOMIC DEVELOPMENT )

UDC 336.7; 336.2
JEL Classification: ES8, H29
DOI: 10.15587/2706-5448.2023.278349

THEORETICAL FOUNDATIONS

AND PRACTICE OF THE ACTIONS OF
GOVERNMENTS AND CENTRAL BANKS

IN THE CONDITIONS OF WAR: HISTORICAL
EXCURSION AND UKRAINIAN EXPERIENCE

The object of research is the current global experience of regulating the financial sector and financing the costs
of military actions of countries that were at war. This experience is compared in the work with those measures that
were used by the government of Ukraine during the russian-Ukrainian war. In the conditions of war, the problem
of financing war expenditures and balancing the budget for uninterrupted implementation of social payments is
particularly acute. A sharp imbalance of the country’s budget in the direction of financing military expenses and
a drop in GDP, as a result of military operations on the territory of the country where military aggression is taking
place, requires adequate actions of both regulatory and investment nature from the government and regulators. The
timeliness and adequacy of such actions is a practical and scientific dilemma, the solution of which lies partly in
the world’s historical experience. The work proves that the actions of the Ukrainian government and the National
Bank of Ukraine during the active phase of military aggression on the part of russia fully correspond to modern
theoretical and methodological achievements in the organization of financing the defense expenditures of bel-
ligerent countries. Ukraine is using almost the entire arsenal of possible financing options: reducing non-military
spending, increasing government borrowing, and issuing money. The study of the role of expenditures to fill the
budget demonstrated the reduction of the role of taxes as a lever for financing the growing expenditures of states
on defense. Coordinated actions of the Government of Ukraine and the National Bank of Ukraine prevented
a sharp outflow of foreign capital from the country and preserved the purchasing power of the national currency.
This is explained by the timely application of historical experience, tools of the classic Lucas-Stokey model with
skillful manipulation of government debt rates in order to interest investors in long-term investment in government
debt securities, and unprecedented financial assistance from foreign partners.
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1. Introduction

As the ancient Roman politician Marcus Tullius Ci-
cero (106 BC-43 BC) said: «Money is the nerve of war».

Waging wars and ensuring the defense capability of a bel-
ligerent country requires governments to spend enormous
amounts of money on military operations. The use of high-tech
weapons in modern wars requires large public expenditures,
which are usually unplanned (as in the case of russia’s sur-
prise attack on Ukraine on February 24, 2022). This creates
large deficits in state budgets due to a sharp increase in
defense spending. Being in a state of war requires govern-
ments to review traditional policies and methods of financing
budget expenditures and redirect funding to more extreme
methods and take radical measures to ensure the country’s
defense capability.

The history of the world includes many wars, after study-
ing the experience of financing in which it is possible to
single out the most important positives and gaps of such
financing and, comparing with Ukrainian realities, use the
experience of solving financial support issues in other war-
ring countries. Military challenges give rise to non-standard
decisions and actions of governments and central banks in
the field of finance. The aim of research is to determine
conceptual solutions for effective state intervention in the
economic sector during the war. In the current conditions
of the active phase of russia’s war against Ukraine, which
has already been going on for more than a year, it will help
to use the best financing practices in Ukraine to increase
the financial potential of government finances in order to
ensure Ukraine’s victory in this shameless aggression of the
neighbor-enemy. Therefore, the relevance of the study is that
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it is aimed at analyzing the current actions of governments
and other regulators in war conditions and solving the is-
sue of effective state intervention in the economic sector in
the Ukrainian context. As well as identifying problems and
opportunities for solving them, and developing recommenda-
tions for improving the situation in conditions of uncertainty.

2. Materials and Methods

Research methods are: analysis and synthesis of the theo-
retical base, methods of analysis, generalization, structuring,
induction and deduction, systematic approach, graphical and
comparative methods. Also, in the process of research and
implementation of tasks, general scientific and analytical
methods were used.

3. Results and Discussion

Since the beginning of the full-scale war, the government
of Ukraine has been spending colossal resources on waging an
armed struggle against the aggressor and financing the country’s
socio-economic needs. From the end of February 2022, the
volume of budget expenditures and the budget deficit, as well
as the structure of its financing, reflect the increase in the share
of the state and its reorientation to the primary financing of
military needs. On a theoretical level, conducting an armed
struggle against the enemy requires an increase in government
spending, which can be financed in the following main ways:

— tax increase;

— reduction of expenditures not related to military

purposes;

— borrowing by the government from investors/credi-

tors through obtaining loans or selling them govern-

ment securities;

— emission of money and the involvement of the central

bank in the internal debt operations of the government [1];

— expansion of the tax base;

— reduction of fiscal pressure on business in order to

encourage taxpayers to avoid optimization and evasion.

If to take a short tour of the actions of the United States
of America during the First and Second World Wars, it is pos-
sible to highlight the following most characteristic features:

— negative trends in labor supply, that is, the transforma-

tion of civilian workers into military personnel;

— significant government restrictions on internal and inter-

national movement of citizens, certain goods (their trade);

— an increase in federal government spending, which was

mostly financed by the issuance of debt securities and

money issuance;

— support by the US Federal Reserve System (Fed)

of federal bond prices and expansion of the Fed’s ba-

lance sheet;

— a constant post-war increase in government spending

in the structure of the gross domestic product [2].

Expanding the historical period of the study, the authors
of the paper [2] established that in the USA the predomi-
nant form of financing additional financial needs of the state
during the wars was:

— debt financing (World Wars I and 11, «cold» war, wars

in Iraq and Afghanistan);

— tax increase (Korean War);

— inducing inflation and increasing seigniorage (income

obtained from the emission of money) (Vietnam war).

Since World War II was closest in time and similar in
form of aggression, let’s focus a little more on the specifics
of the actions of the governments and central banks of the
United States of America, Great Britain, the USSR, and
Germany during this period (Table 1).

Tahle 1
Characteristics of the actions of the governments and central banks of the USA, Great Britain, the USSR and Germany during the Second World War*
Subject of
influence The central bank of the country The government of the country
Country
— the Fed fixed interest rates on short-term treasury bonds at the | — the size of the US public debt exceeded 120 % of GDP
level of 3/8 percent per annum;
— the Fed bought short-term treasury bonds in significant quantities
UsSA and played the role of <buyer of last resort»;

— for long-term government bonds, the Fed also established the
maximum level of yield and undertook to buy them in any amount;
— the monetary base in the USA increased by 149 % or 2.5 times

Great Britain

— the cost of raising loans for the UK Treasury was low and amounted
to 2.7 % per annum (nominal rate);

— monetary financing of the budget deficit reached about 5 % of its
total volume;

— currency control measures of the Bank of England prevented
the transfer of national currency to foreign currency and the
implementation of unjustified import purchases

— state expenditures reached 70 % of GDP and only half of them
were financed from tax revenues;

— the British government, implementing Keynes's recommenda-
tions, issued significant volumes of public debt obligations;

— domestic borrowing by UK private borrowers was limited in
order not to create competition for the government

USSR

— savings banks placed government loans. The fourth issue of the third
five-year loan was the first loan for which funds began to flow during
the war. Then the State Military Loan of 1942, the Second, Third and
Fourth Military Loans, issued for a period of 20 years at 4 % per an-
num, were placed. In total, during the war, income from loans amounted
to 76 billion rubles. At the expense of these funds, 1/6 of all military
expenses of the USSR, including the war with Japan, were covered

— in the course of implementing the United States Defense As-
sistance Act (Lend-Lease), the Soviet Union was supplied with
weapons and other equipment in the amount of 11.3 billion USD;
— the Soviet authorities restructured the tax burden of income
sectors, from individuals in particular. The tax burden on the
population’s income grew, especially for peasants

Germany

— direct crediting of the government by the German Reichsbank
was introduced. The German Reichsbank was only «a cog in the
mechanism of the German military economy»;

— the Reichsbank was allowed to issue banknotes secured by
treasury bills. During the war, the amount of money in circulation
increased almost 7 times, in addition, so-called «occupation stamps»
were issued in the occupied territories in the amount of 84 billion
marks, which acted as legal tender in the occupied territories

— the Hitler government introduced an additional 50 % tax on
beer and tobacco products, and the income tax increased by 50 %;
— the most profitable for the Nazi authorities was the opportu-
nity to start open robbery of the occupied nations and peoples.
Germany has mastered the natural resources and industrial base
of all the occupied territories;

— the government obtained more than 12.8 billion USD during
the years of occupation and continued to pour about 4.8 billion
USD into its own economy dollars annually

Note: * — compiled by the author according to [1, 3-7]
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So it is possible to see that the actions of the govern-
ments and central banks of the USA and Great Britain were
very similar and aimed mainly at financing defense costs
by increasing the public debt and increasing the emission
of money supply. Let’s also note the maintenance of low
yield of government debt securities and, as a result, the
purchase of large volumes of these securities by the central
banks of the mentioned countries. As for the USSR and
Germany, we are also witnessing the growth of public debt
and emissions, however, with a simultaneous increase in
tax pressure in order to increase government tax revenues.

Two classical models of behavior are used in modern
economic theory to determine the nature of the behavior
of governments in the field of financing during wars of
«jumps» in military spending: the Barro model (1979) and
the Lucas-Stokey model (1983). Both models deal with how
the government should adjust tax revenues and government
borrowing in response to rising government spending. The
models differ in the way the fiscal shock is absorbed: to what
extent it is carried out by adjusting tax collections and to
what extent by adjusting the amount of public debt.

Barro model, fiscal shocks consistently affect both tax
collections and the amount of government debt, but do
not affect the yield on government debt. Barro model pre-
dicts that a war expected to end in the short run should
be financed more through public borrowing, while a war
expected to end in the long run should be financed more
through tax increases.

In the Lucas-Stokey model, fiscal shocks, no matter how
deep, do not affect government tax collections, but affect

the actual profits of government creditors. Interest rates
on government securities are exogenous (these values are
autonomous and determined by governments and central
banks of countries) in both models [8].

An example of the differences in the models of government
behavior in the field of financing growing public expenditures
during wars can be served by a brief analysis of financial data
on the 4 wars of the United States of America (Table 2).

In order to evaluate the existing and choose the optimal
model of behavior of the government and the National Bank
of Ukraine in the future in the field of financing growing
public expenditures in the conditions of russia’s existing ag-
gression against our country, within the framework of classical
economic approaches, let’s make a brief overview of the ac-
tions of the Ukrainian government and the National Bank of
Ukraine during the period from February 24, 2022 (Table 3).

According to the results of the Table 3, it is possible
to see that the actions of the government and the National
Bank of Ukraine have mixed characteristics of both models
of behavior in the field of financing military expenses: from
the Barro model — a significant impact on tax revenues and
the volume of public debt, from the Lucas-Stokey model,
an impact on the profitability of public debt. Therefore, in
order to identify clearer boundaries of the application of
the specified models in Ukrainian realities, let’s conduct
a detailed analysis of Ukraine’s financial indicators in terms
of comparing the indicators of 2014 (the beginning of rus-
sia’s aggression in Crimea and the armed conflict in the
Luhansk and Donetsk regions of Ukraine) and 2022 (the
active new military aggression of russia February 24, 2022).

Table 2

Features of the financing of the 4 US wars caused by different models of the behavior of governments during the war
(Barro model and Lucas-Stokey model)*

War

Features of financing

Anglo-American War

of 1812 was negative

21 % of the war was financed by taxes, but with tax revenues falling relative to peacetime baselines, the tax contribution

World War II

11.5 % of the war was financed by real GDP growth and debt depreciation due to inflation

Korean War

the war was 100 % tax-financed, but it must be taken into account that the government had a primary surplus at the start of the
war and was paying off a debt incurred during World War II that had been deferred for the duration of the Korean War

The Vietnam War

the war was partially paid for by reducing non-defense spending

Note: * — compiled by the author according to (8]

Tahle 3

Characteristics of the actions of the government and the National Bank of Ukraine during the period
of russia’s new military aggression on February 24, 2022*

Government of Ukraine

National Bank of Ukraine

A significant increase in total state budget expenditures (by 41.5 % in real
terms) and the share of budget financing of the security and defense sector

Limitation by the National Bank of cross-border movement of capital and
fixing of the exchange rate

Provision of tax benefits to Ukrainian businesses, which led to a nominal
decrease in budget revenues

Expanding access to NBU refinancing

Active attraction of state loans and accumulation of state debt to counteract
the decrease in tax revenues in the conditions of increasing state expenditures

Ban of the NBU for banks to distribute capital, in particular, to pay dividends

Intensification of grant and credit support from external official creditors

Temporary introduction of full guarantee of deposits of individuals and for-
malization of «credit holidays» for borrowers

Effectively shutting down external private sources of funding for the Govern-
ment for an indefinite period of time

Postponement of the implementation or suspension of a number of NBU regu-
latory requirements and simplification of a number of requirements for the
operational activities of banks

Issuance of domestic military bonds by the Government and attraction of emis-
sion resources of the NBU to maintain the desired volume of bond placement
with weak participation of private investors

Increase of the NBU discount rate with the aim of ensuring the attractiveness
of hryvnia deposits, increasing the yield of DGLB and as a result of reducing
emission financing of the budget deficit

Note: * — compiled by the author according to (1, 9]
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At the time of the analysis, the official exchange rate
of the hryvnia as of October 31, 2022 was 0.27 USD, and
as of November 30, 2022, it was unchanged at 0.027 USD.
The data are presented in hryvnias in order to reflect the
financial and economic trends in the development of Ukraine
during the specified period. If to submit data in the c. u.
this impact will be offset by fluctuations in the hryvnia
exchange rate, which does not directly depend on the trends
and indicators described by us. The exchange rate is not
volatile in relation to the indicators displayed by us, espe-
cially in the specified period.

state non-financial corporations and households (employees
of the National Bank) in the National Bank of Ukraine [12].
This indicator can be used to judge the size of the issue
of funds by the country’s central bank.

Fig. 3 presents the growth dynamics of the monetary base
indicator in 2014—2022. In 2014, this indicator increased by
8.4 %, and in 2022 — as much as 122.2 %. It will be logical
to note that such a significant growth of the monetary base
indicator in 2022 had a significant impact on the growth of the
consumer price index in the same year (Fig. 4).
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Fig. 1. Dynamics of defense expenditures of the consolidated budget of Ukraine and growth rates
compared to the previous year in 2013-2022, million UAH, % (compiled by the author on the basis
of official statistical data of the National Bank of Ukraine [10])
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tober 2022. However, if to compare
this indicator as of October 2021, it is
possible to state that tax revenues in
2022 even increased by 26.8 % [11].
At the same time, it is possible to
emphasize that the specified growth is
not enough to cover the exponentially
growing defense costs.

As suggested earlier, according

2013 2014

2015

2016 2017 2018 2019 2020 2021  Oct 2022

I Tax revenues, billion UAH
Growth rat
Linear (Tax revenues, billion UAH)

Fig. 2. Dynamics of tax revenues of the Consolidated Budget of Ukraine and their growth rates
for 2013-2022, billion UAH, % (compiled by the author on the basis of official statistical data

of the National Bank of Ukraine [10])

140

77120

to the proposed classical behavioral gggggg
models of' governments and central ;0000
banks during wars, they can be cove- 500000

100

80

red by the growth of money emission
and public debt. Thus, the monetary

400000
300000
200000

60
40

base is used by the National Bank of
Ukraine as one of the main indica-
tors of monetary policy and represents
the totality of cash issued by the
National Bank of Ukraine, required
reserve funds, funds on correspondent
accounts and other funds of other
deposit corporations (banks), funds of

100000
0

2014 2015

mmm Monetary base, million UAH

20

2016 2017 2018

2019

2020 2021 Nov 2022

—— Growth rate to the base of 2014

Fig. 3. Dynamics of the monetary base indicator (M3) in 2014-2022 and rates of its growth,
million UAH, % (compiled by the author on the basis of official statistical data

of the National Bank of Ukraine [10])
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Fig. 4. Dynamics of the consumer price index in Ukraine (to the
corresponding period of the previous year, cumulatively, %)
in 2014-2022 (compiled by the author on basics and official statistical
data of the National Bank of Ukraine [10])

As already mentioned, the increase in defense expenditures
in most cases leads to an increase in the share of public
debt in the country’s budget. Fig. 6 presents the dynamics
of the share of debt in the consolidated budget of Ukraine
in 2013-2022. It is possible to see an increase in the share
of debt in financing expenditures of the consolidated budget
of Ukraine in 2014 by 15.8 % (the beginning of russia’s
military aggression in the Luhansk and Donetsk regions)
and a sharp «jump» in the share of debt in 2022 due to
the outbreak of a large-scale war in Ukraine up to almost
33 % as of October 2022 (Fig. 6).
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mulatively) in 2014—2022. So, there is
an increase in the consumer price index
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Fig. 5. Dynamics of volumes of official international reserves of Ukraine in 2014-2022 and their
growth rates, million USD at the official exchange rate, % (compiled by the author on the basis
of official statistical data of the National Bank of Ukraine [10])
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these shocks, the state mostly uses its
own international currency reserves to
cover the emerging deficit of foreign
exchange reserves. Fig. 5 presents the
growth dynamics of official international
reserves of Ukraine in 2014-2022.

Let’s observe a drop in their volume in 2014 by 63.1 %
and in 2022 (as of November) — by 9.7 %. It is also pos-
sible to draw attention to the fact that the situation with
international reserves significantly improved already in 2015,
and they were formed with an increase of 76.6 %. This
may indicate the significant potential of the government
and the National Bank of Ukraine in the ability to in-
crease official currency reserves due to the expansion of
foreign economic activity, authority in the international
arena and external borrowing. The government of Ukraine
managed to maintain international currency reserves at
a sufficient level in 2022 due to the implementation from
the first days of the active phase of the war of a complete
ban on cross-border withdrawal of capital, donor aid from
foreign partners and the conclusion of an agreement with
russia, mediated by Turkey and the UN, on the export of
Ukrainian agricultural products through the Black Sea. The
so-called «grain agreement» unblocked Ukrainian ports,
which contributed to the receipt of foreign exchange earn-
ings under export-import contracts.

The share of debt coverage of budget expenditures of Ukraine

Fig. 6. Dynamics of the share of debt in the consolidated budget of Ukraine
for 2013-2022, % (compiled by the author on the basis of official statistical data of

the National Bank of Ukraine (10])

The classic way of increasing public debt by countries is
the issue of public debt securities. For Ukraine, such a clas-
sic instrument is domestic government loan bonds (DGLB).

Fig. 7 presents the dynamics of the amount of funds at-
tracted to the State Budget of Ukraine due to the placement
of DGLB bonds at auctions in 2013-2022. In general, let’s
observe a decrease in these volumes both in 2014 and in 2022.
It is possible to state that not only this instrument is key in
increasing the national debt of Ukraine during the military ope-
rations of 2014 and 2022. In 2022, military government bonds
became the main instrument of public debt. As of December 1,
2022, the government of Ukraine has placed military bonds
in the amount of 15 billion UAH and 387 million EUR [13].

An important indicator of the state of the state debt
and the methods of servicing it is the average annual yield
of state securities. Fig. 8 presents the dynamics of the aver-
age annual yield of DGLB bonds issued in Ukraine in the
relevant currency in 2013-2022. Let’s observe an increase
in the yield of DGLB in hryvnias in 2014 by 6.4 % and
in 2022 — as much as 57.2 %. This may indicate the orien-
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tation of the actions of the government and the National
Bank of Ukraine towards a long-term war according to the
Lucas-Stokey model.

For a visual representation and generalization of the
results of the above analytical study of the financial and
economic indicators of Ukraine in terms of comparing the
indicators of 2014 (the beginning of russian aggression in
Crimea and the armed conflict in the Luhansk and Do-

netsk regions of Ukraine) and 2022 (active military aggres-
sion of russia on February 24, 2022) they are grouped in
the Table 4.

So, the results in Table 4 testify to this. The second
phase of russia’s military aggression against Ukraine is some-
what different in the context of the results and reactions
to the actions of the government and the National Bank
regarding the financing of growing public expenditures.

350000
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50000 I

. S N |
2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | Oct2022

Emillion UAH| 50521 | 67120 | 9978 | 37025 | 32755 | 65128 | 227552 | 258829 | 287896 | 119039
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® million UAH  ®million USD  ®million EUR

Fig. 7. Dynamics of the volume of funds attracted to the State Budget of Ukraine due to the placement of DGLB at auctions in 2014-2022, denominated
in the relevant currency, mullion (compiled by the author on the basis of official statistical data of the National Bank of Ukraine [10])

2022

2021
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2018
2017
2016
2015
2014
2013
0 2 4 6 8

= Yield of DGLB in EUR

® Yield of DGLB in USD

10 12 14 16 18 20
m Yield of DGLB in UAH

Fig. 8. Dynamics of the average annual yield of DGLB bonds issued in Ukraine in the corresponding currency in 2014-2022, % (compiled by the authar
on the basis of official statistical data of the National Bank of Ukraine [10])

Table 4

Comparison of financial and economic indicators of Ukraine in terms of comparison of indicators of 2014 (beginning of russian aggression in Crimea
and armed conflict in the Luhansk and Donetsk regions of Ukraine) and 2022 (active military aggression of russia on February 24, 2022)

Indicator 2014 2022
Growth rate of consolidated budget expenditures on defense, % (Fig. 1) 84.3 538.6
Growth rate of tax revenues of the Consolidated Budget of Ukraine, % (Fig. 2) 3.0 -1.6 (26.8)
Growth rate of the monetary base indicator, % (Fig. 3) 8.4 122.2
Consumer price index (up to the corresponding period of the previous year, cumulatively), % (Fig. 4) 12.1 19.6
Growth rate of official international reserves, % (Fig. 5) -63.1 -9.7
Share of debt in the consolidated budget, % (Fig. B) 15.8 329
Growth rate of funds attracted to the State Budget of Ukraine due to the placement of OVDP bonds at 913 511
auctions, denominated in the relevant currency, % (Fig. 7) ’ ’
Growth rate of the yield of DGLB denominated in UAH, % (Fig. 8) 6.4 57.2
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Thus, the most distinctive feature is a significant in-
crease in the yield of government securities, which, with all
other conditions unchanged (unchanged tax revenues and
unchanged public debt), could indicate that the actions of
the government and the National Bank of Ukraine follow
the classic Lucas-Stokey model. However, let’s also note
a significant share of debt in the Consolidated Budget of
Ukraine, especially for the current year, which, according to
the classic Barro model, can only have a short-term effect
in absorbing fiscal shocks. While the application of the
Lucas-Stokey model will have a longer and probably more
positive effect in this direction. Therefore, it is possible
to make an interim conclusion about the correct decision
of the National Bank of Ukraine to increase the discount
rate in order to increase the yield of DGLB, adopted in
June 2022. Tt is possible to draw attention to the growth
rate of the monetary base, which in 2022 was 122 %.
Similar actions took place in the activities of the US Fed
during World War II, when the US monetary base increa-
sed by 149 %, as in principle and in a number of other
countries, which mostly financed the growing military ex-
penses through the additional emission of money.

Russia’s existing aggression against Ukraine, within
the framework of classical economic approaches, it was
established that during the period of military aggression,
almost the entire existing arsenal of tools and world prac-
tices was applied. This approach has mixed characteris-
tics of both models of behavior in the field of financing
military expenses: from the Barro model — a significant
impact on tax revenues and the volume of public debt,
from the Lucas-Stokey model, an impact on the profit-
ability of public debt. In view of the sharp deteriora-
tion of the macroeconomic indicators of the economy of
Ukraine and in the conditions of the uncertainty of the
duration of the war, let’s recommend giving preference
to the Lucas-Stokey model, as it takes into account the
specifics of long-term military conflicts. In the practical
part of the application of the research results, it is also
necessary to mention the strengthening of fiscal pressure,
as an additional source of income, which has not been
fully implemented so far. However, the increase in tax
pressure still remains a debatable issue because it can
manifest itself in both positive and negative effects due
to the multi-vector nature of taxes.

The obtained results have limitations regarding their
application, taking into account the specifics of the economic
conditions in the country that preceded the start of hostilities.
Thus, the economy of Ukraine is characterized as a «small
open economy» and its experience in financing the costs of
conducting military operations can be applied to countries
with a similar model. The basis of the regulator’s monetary
policy is inflation targeting. A special feature of the target-
ing regime is the flexible floating rate in the corridor of
expectations. Thus, the description of the actions of the
regulator has a limitation of application for countries that
have other goals at the basis of their monetary policy (stabi-
lity of the national unit, etc.). Separately, it is necessary to
mention the diversity of fiscal systems: in some countries,
increasing the fiscal burden simply does not have a suf-
ficient horizon of possibilities.

In the perspective of further research, it is possible to
separately study the global experience of the impact of
increasing or decreasing tax pressure on the part of the
state in periods of turbulence caused by exogenous factors.

In this context, special attention should be paid to the
motivation of taxpayers and internal public support, which
may cause an additional fiscal burden. The role of fair
taxation for different categories of taxpayers also remains
an acute issue for Ukrainian society, taking into account
the peculiarities of the mentality.

4. Conclusions

An analysis of the theoretical foundations and practical
patterns of financial relations during wars in the leading
countries of the world in the 20th century was carried
out, and a detailed assessment of Ukraine’s financial in-
dicators in terms of the trends of conducting military
operations on the national territory in 2014 and 2022
allows to draw the following conclusions.

First, according to the conducted research, the actions
of the governments and central banks of warring countries,
according to the classic Barro model, are characteristic of
the early wars of the 20th century, including World War I1.
The most recent wars are characterized by following the
classic Lucas-Stokey model with skillful manipulation of
government debt rates in order to interest investors in
long-term investments in government debt securities.

Secondly, in modern times, there is a decrease in the
role of taxes as a lever for financing the growing defense
expenditures of states. This is probably due to the grow-
ing role of international relations and the hegemony of
individual countries on the world stage, due to which
the role of international organizations and international
financial aid is growing significantly. In this way, inter-
national financial resources are redistributed to <«prior-
ity» countries that have the potential for future economic
growth. In this context, it is possible to state the fact
that the international community is interested in the fu-
ture development of Ukraine, which is expressed in the
unprecedented international financial assistance provided
by international partners to Ukraine.

Thirdly, it can be confidently asserted that the ac-
tions of the Ukrainian government and the National Bank
of Ukraine from February 24, 2022 fully correspond to
modern theoretical and methodological assets in the orga-
nization of financing the defense expenditures of warring
countries. Ukraine is using almost the entire arsenal of
possible financing options: reducing non-military spend-
ing, increasing government borrowing, and issuing money.
However, at the same time, the least attention was paid
to the tax filling of the budget of Ukraine. Moreover,
benefits were even granted to Ukrainian businesses, which
had a negative impact on the revenue base of the budget.
Taking into account the protracted nature of russia’s mili-
tary aggression against Ukraine, it is possible to propose
in this direction the strengthening of personal income
taxation on a progressive scale, which will significantly
improve the situation with tax revenues in Ukraine. It is
convinced that such a decision will not be negatively ac-
cepted by the population of Ukraine, as every citizen in
Ukraine now strives to contribute as much as possible
to the victory over the enemy.
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