
 
 

 

FOR OFFICIAL USE ONLY 
Report No: PD000047  

 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT  
 

PROGRAM DOCUMENT FOR A  
 

PROPOSED LOAN 
 

IN THE AMOUNT OF US$ 1.5 BILLION TO 
 

UKRAINE 
 

FOR THE 
 

GROWTH FOUNDATIONS DEVELOPMENT POLICY OPERATION 

 

March 11, 2024 

 
 

Macroeconomics, Trade and Investment 
Europe And Central Asia 

 
 

This document has a restricted distribution and may be used by recipients only in the performance of their official 

duties. Its contents may not otherwise be disclosed without World Bank authorization. 

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed



 

 

Ukraine 

GOVERNMENT FISCAL YEAR 

January 1 – December 31 

 

CURRENCY EQUIVALENTS 

(Exchange Rate effective as of February 28, 2024) 

Currency Unit: Ukrainian Hryvnia (UAH) 

US$1.00 = UAH 38.42 

 

 

ABBREVIATIONS AND ACRONYMS 

 
ANs 
ARISE 
 
ASA 
CEO 
CoM 
CPF 
DPL 
DPO 
DSA 
ECA 
EFF 
EU 
GDP 
GHG 
IBRD 
 
IDA 
IFC 
IMF  
INSPIRE 
 
 
IOSCO 
 
 

Agrarian Notes 
Agriculture Recovery Inclusive Support 
Emergency Project 
Advisory Services and Analytics 
Chief Executive Officer 
Cabinet of Ministers of Ukraine 
Country Partnership Framework 
Development Policy Loan 
Development Policy Operation 
Debt Sustainability Analysis 
Europe and Central Asia 
Extended Fund Facility 
European Union 
Gross Domestic Product 
Greenhouse Gas 
International Bank for Reconstruction 
and Development 
International Development Association 
International Finance Corporation 
International Monetary Fund 
Investing in Social Protection for 
Inclusion, Resilience, and Efficiency 
Project  
International Organization of Securities 
Commissions 
 

KPI 
LDP 
MoF 
MWh 
NBU 
NDC 
NPLs 
NSSMC 
 
OECD 
 
PER 
PDO 
PPG 
SAR 
SAS 
SCS 
SDR 
SMEs 
SOE 
UAH 
VAT 
WB 
WBG 

Key Performance Indicators 
Letter of Development Policy 
Ministry of Finance 
Megawatt Hour 
National Bank of Ukraine 
Nationally Determined Contributions 
Non-performing Loans 
National Securities and Stock Market 
Commission 
Organization for Economic Co-operation 
and Development  
Public Expenditure Review 
Program Development Objective 
Public and Publicly Guaranteed  
State Agrarian Registry  
State Audit Services 
State Customs Services 
Special Drawing Rights 
Small and Medium Enterprises 
State Owned Enterprise 
Ukrainian Hryvnia 
Value Added Tax 
World Bank 
World Bank Group 
 

 
 

Regional Vice President: Antonella Bassani 

Regional Director: Asad Alam 

Country Director: Arup Banerji 

Practice Manager: Jasmin Chakeri 

Task Team Leader(s): Karlis Smits, Florian Blum 

 



 
The World Bank  
Growth Foundations DPO (P502032) PROGRAM DOCUMENT 

 
 

 

UKRAINE 
 

Growth Foundations Development Policy Operation   
 

TABLE OF CONTENTS 

 

SUMMARY OF PROPOSED FINANCING AND PROGRAM ...................................................................... i 

1. INTRODUCTION AND COUNTRY CONTEXT ................................................................................. 1 

2. MACROECONOMIC POLICY FRAMEWORK .................................................................................. 3 

2.1. RECENT ECONOMIC DEVELOPMENTS ........................................................................................... 3 

2.2. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY .......................................................... 6 

2.3. IMF RELATIONS ............................................................................................................................. 9 

3. GOVERNMENT PROGRAM ........................................................................................................ 9 

4. PROPOSED OPERATION .......................................................................................................... 10 

4.1. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION .........................................10 

4.2. PRIOR ACTIONS, CONDITIONS, RESULTS AND ANALYTICAL UNDERPINNINGS ...........................11 

4.3. LINK TO CPF, OTHER BANK OPERATIONS AND THE WBG STRATEGY .........................................21 

4.4. CONSULTATIONS AND COLLABORATION WITH DEVELOPMENT PARTNERS ..............................21 

5. OTHER DESIGN AND APPRAISAL ISSUES .................................................................................. 22 

5.1. POVERTY AND SOCIAL IMPACT ...................................................................................................22 

5.2. ENVIRONMENTAL, FORESTS, AND OTHER NATURAL RESOURCE ASPECTS ................................23 

5.3. PFM, DISBURSEMENT AND AUDITING ASPECTS .........................................................................23 

5.4. MONITORING, EVALUATION AND ACCOUNTABILITY .................................................................24 

6. SUMMARY OF RISKS AND MITIGATION ................................................................................... 25 

ANNEX 1: POLICY AND RESULTS MATRIX ........................................................................................ 27 

ANNEX 2: FUND RELATIONS ANNEX ................................................................................................ 33 

ANNEX 3: LETTER OF DEVELOPMENT POLICY ................................................................................... 37 

ANNEX 4: ENVIRONMENT AND POVERTY/SOCIAL ANALYSIS TABLE ................................................ 49 

ANNEX 5: PARIS ALIGNMENT ASSESSMENT .................................................................................... 51 

 

 
This loan was prepared by an IBRD team consisting of Antonis Tsiflis, Abolanle Surakat, Maryna Sidarenka, Johanna Jaeger, 
Yevhen Hrebeniuk, Klaus Deininger, Silvia Romero, Anastasiia Bihun, Erik Johnson, Oleksandra Shatyrko, Susanna Dedring, Sasa 
Eichberger, Laura Pop, Andzs Ubelis, Anjani Kumar, Gregoire Gauthier, Sevara Melibaeva, Alberto Criscuolo, Kyrylo 
Mukhomedzyano, Irina Babich, Obert Pimhidzai, Kristina Vaughan, James Newman, Yutaka Yoshino, Florian Blum, and Karlis 
Smits. The team benefited from guidance from Antonella Bassani (Regional Vice President, ECAVP), Asad Alam (Regional 
Director, EECDR), Arup Banerji (Country Director, ECCEE) and Jasmin Chakeri (Practice Manager, EECM2).  



 
The World Bank  
Growth Foundations DPO (P502032) 

 
 

Mar 08, 2024 1  

 

 

@#&OPS~Doctype~OPS^dynamics@paddpfbasicinformation#doctemplate 

SUMMARY OF PROPOSED FINANCING AND PROGRAM 
 

BASIC INFORMATION 

 

Operation ID Programmatic If programmatic, position in series 

P502032 Yes 1st in a series of 2 

 

Proposed Development Objective(s) 

The objectives of the operation are to (i) strengthen the economic policy framework to facilitate a structural shift 

towards sustainable growth; and (ii) enhance macro-financial stability to create a growth-conducive environment. 
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Organizations 

Borrower:  Ukraine 

Implementing Agency:  Ministry of Finance 
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PROJECT FINANCING DATA (US$, Millions) 

 
Maximizing Finance for Development 

Is this an MFD-Enabling Project (MFD-EP)?  Yes 

Is this project Private Capital Enabling (PCE)? Yes 

  
SUMMARY 

Total Financing 1,500.00  
 

 
DETAILS 

World Bank Group Financing    

International Bank for Reconstruction and Development (IBRD) 1,500.00 
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PRACTICE AREA(S) 
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Practice Area (Lead) Contributing Practice Areas 

Macroeconomics, Trade and Investment 
Finance, Competitiveness and Innovation; Energy & 

Extractives; Transport; Social Protection & Jobs 

 

CLIMATE 

 

Climate Change and Disaster Screening 

Yes, it has been screened and the results are discussed in the Operation Document 

 
 

@#&OPS~Doctype~OPS^dynamics@padoverallrisk#doctemplate 

OVERALL RISK RATING 

Overall Risk ⚫ High 
 

 
 

 

RESULTS 

Indicator Name Baseline Target 

Total dividends paid by State-Owned Enterprises to the 
Government 

UAH 35.1 billion 
(2023) 

UAH 50 billion (2026) 

Total renewable energy capacity awarded or contracted under the 
law #3220-IX 

0 GW (2023) 1 GW (2026) 

Value of financing facilitated via agrarian notes US$0 (2023) 

US$75 million, at least US$15 
million of which accrues to female 
farmers and female-headed and 

female-owned firms (2026) 

Outstanding credit to the agricultural sector 116 billion (2023) 150 billion (2026) 

Share of new loans supported through the 5-7-9 program 
allocated to SMEs 

95 percent (2023) 

100 percent, 20 percent of which 
accrue to female-headed and 

female-owned firms and female 
farmers (2026) 

Number of cases successfully using preventive restructuring 
procedures 

0 (2023) 10 (total up to 2026) 

Score on the Customs Logistics Performance Index 2.4 (2023) 2.9 (2026) 

General government (consolidated, including social security 
contributions) tax revenue (% of GDP) 

33.3 (2023) 35 (2026) 

NSSMC's governance, powers, and oversight framework for credit 
rating agencies in compliance with IOSCO principles 

No (2023) Yes (2026) 

Percentage of procurement procedures scrutinized by the State 
Audit Services (SAS) from the procedures identified with red flags 

11.5 (2023) 
20 (2026), subject to a maximum 

of 2,300 scrutinization procedures 
per year 
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IBRD PROGRAM DOCUMENT FOR A PROPOSED LOAN TO UKRAINE 

1. INTRODUCTION AND COUNTRY CONTEXT 

1. The proposed First Growth Foundations Development Policy Operation (DPO) supports the authorities’ efforts to (i) 
strengthen the economic policy framework to facilitate a structural shift towards sustainable growth, and (ii) enhance 
macro-financial stability to create a growth-conducive environment. This is the first operation in a programmatic series 
of two and provides financing of US$1.5 billion using IBRD resources. The proposed loan is credit enhanced through the 
ADVANCE Ukraine Trust Fund (US$984 million), supported by the Ministry of Finance of Japan, and guaranteed by the 
Government of the United Kingdom (US$516 million)1. The Second Growth Foundations DPO in the series would also be 
guaranteed by bilateral donors or credit enhanced through a trust fund. Ukraine’s Ministry of Finance has agreed with the 
Ministry of Finance of Japan on a partial2 capitalization of interest accruing and fees due under the terms of the loan for 
the proposed operation for the period for which the operation is active, which would be paid out of the proceeds of the 
loan and reduce the disbursed amount.  

2. The operation is part of the World Bank’s contribution to support provided by a coalition of international partners. 
This coalition is taking collective action to support policy reforms aimed at maintaining macroeconomic stability and 
facilitating an economic recovery, and to provide external financing for budget support and critical investment needs. It 
includes, among others, the European Union (EU) through the recently approved 4-year EUR50 billion “Ukraine Facility” 
whose financing is tied to the successful completion of a set of structural reforms and investments that are aimed to 
enable Ukraine’s economic convergence to EU levels. The International Monetary Fund (IMF) is supporting a 48-month 
US$15.6 billion Extended Fund Facility (EFF) program focused on maintaining economic stability, supporting the economic 
recovery, enhancing governance, and strengthening institutions. The World Bank’s contribution to the collective effort, 
supported by bilateral guarantees and credit enhancement from bilateral donors, including Japan and the United Kingdom, 
entails the proposed programmatic DPO series, as well as several operations that provide budget financing while 
advancing reforms and investment in critical social and infrastructure sectors.  

3. Russia’s invasion of Ukraine continues to impose an immense human and economic toll. As of November 2023, more 
than 10,000 civilians, including 560 children, have been killed and more than 18,500 have been injured since February 24, 
2022. To date, over 6.3 million people have fled abroad and millions remain internally displaced (according to the UNHCR). 
Loss of private sector jobs and income, high inflation, and asset losses have reversed 15 years of poverty reduction. Based 
on the global line of US$6.85 a day (2017 PPP), poverty is estimated to have increased from 5.5 percent in 2021 to 24.1 
percent in 2022, pushing 7.1 million more people into poverty. The third Rapid Damage and Needs Assessment estimates 
that direct damages have reached US$152 billion since February 2022, with reconstruction needs now estimated at 
US$486 billion over the next ten years.  

4. Ukraine’s policy framework is at an inflection point, transitioning from a focus on short-term macro stabilization 
towards a medium-term focus on resilience, growth, and sustainability. Ukraine has been able to maintain 
macroeconomic stability since February 2022, controlling inflation, maintaining a stable currency, financing critical 
expenditure, and accumulating significant foreign exchange reserves. The receipt of external aid - US$42.5 billion in 2023 
– was instrumental to this achievement. At the same time, as the magnitude and timing of external aid inflows is becoming 
increasingly uncertain, Ukraine seeks to reduce its aid dependence and use existing aid inflows to stimulate growth and 
generate real and productive resource transfers. Calculations by the World Bank suggest that the right mix of policies can 
accelerate growth to an average of 6.4 percent per year in the near term and 5 percent per year in the medium term, 
subject to active hostilities ending. Achieving this ambition requires a renewed focus on structural reforms that encourage 

 
1 IBRD is and will remain the lender of record for this operation and this claim will not be part of any future debt treatment.  
2 Only the part of the IBRD financing that is credit enhanced through the ADVANCE Ukraine trust fund will be subject to interest rate 
capitalization. In addition, interest capitalization will only apply while the operation is active. 

https://reporting.unhcr.org/operational/situations/ukraine-situation#:~:text=Millions%20of%20people%20will%20remain,refugees%20forecasted%20across%20the%20region.
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private sector investments, capital accumulation, strengthen productivity, help close the output gap by enabling access to 
external markets, and alleviate critical institutional growth constraints. This operation is designed to support this 
transition.  

5. The operation and the programmatic series are structured around two pillars. These pillars combine a focus on 
potential growth (pillar 1) with an alleviation of policy-based growth constraints (pillar 2). Various supported policies help 
advance Ukraine’s regulatory alignment with EU standards.  

▪ Pillar 1 aims to strengthen the economic policy framework to facilitate a structural shift towards sustainable 
growth. To enhance productivity, this operation supports a reform stream to advance the corporate governance and 
reduce the anti-competitive impact of State-Owned Enterprises (SOEs). Central to this reform stream is enactment of 
a law on railway transport (trigger 1, DPO2) which would open the railway market, currently a vertically integrated 
state-owned monopoly, to private participation. A second reform stream to enhance productivity focuses on efforts 
to incentivize investments in renewable energy. Reforms to encourage capital accumulation focus on (i) the 
agricultural sector through the enabling of agrarian notes and reforms to the State Agrarian Registry to make it 
accessible to banks to enable mortgage lending, and (ii) financial sector reforms that target the 5-7-9 program 
exclusively at small and medium enterprises (SMEs) and reform bankruptcy procedures. To enable access to export 
markets, this series supports reform measures that align customs procedures with EU regulations and strengthen the 
selection procedures for the head of customs.  

▪ Pillar 2 focuses on enhancing macro-financial stability to create a growth-conducive environment. Supported actions 
focus, first, on mobilizing domestic revenue – a critical precondition to reduce aid dependence – including reforms to 
the land valuation system and a targeted increase in excise rates to align them with EU levels. Second, procurement 
reforms to improve transparency and enable more productive public capital spending focus on updating automatic 
risk indicators in the e-procurement system and aligning Ukraine’s legal procurement framework with EU standards. 
Third, financial sector stability reforms aim to strengthen security market supervision by enabling Ukraine’s 
compliance with the standards established by the International Organization of Securities Commissions. Reforms 
involve updating the regulatory framework for rating agencies and the institutional governance of the National 
Securities and Stock Market Commission. 

6. The DPO is designed as a programmatic operation to support a continued focus on complex structural reforms and 
to align with the programmatic approaches employed by Ukraine’s international partners. Many of the reforms 
supported in this operation require a multi-stage engagement. This is especially important for the SOE agenda, which 
requires both an overall focus on improving SOEs’ commercial orientation (supported in DPO 1) and a focus on specific 
SOEs (in railways and the banking sector in DPO 2). Similarly, the revenue engagement requires a multi-stage phased 
process that balances adjustments to different tax instruments with the need to move sequentially to adequately address 
possible adverse social impacts from tax increases. A programmatic approach is also critical to align the World Bank’s 
policy engagement with the broader donor support provided to Ukraine, with both the IMF and the EU providing support 
through phased, multi-stage programs.  

7. The operation complements the World Bank’s portfolio in Ukraine and is aligned with the World Bank Group’s 
strategic priorities. The World Bank’s recent operational engagement has combined the provision of financing to maintain 
public services with operations that advance development impact while providing financial support to help meet Ukraine’s 
fiscal needs. For instance, the Investing in Social Protection for Inclusion, Resilience, and Efficiency (INSPIRE) project, 
approved in November 2023, advances the social protection agenda, covering a critical area that enables a focus on growth 
in the DPO engagement. The Agriculture Recovery Inclusive Support Emergency (ARISE) project complements the DPO’s 
focus on growth through a component that incentivizes farmers to adapt production to new export markets. Program-for-
results operations that are under preparation plan to focus on public financial management and support to the private 
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sector, supporting critical implementation steps that complement the reforms supported in this DPO. The DPO is also 
aligned with the WBG Strategy for Fragility, Conflict, and Violence (FCV) 2020-2025 and the WBG’s Global Crisis Response 
Framework that highlights the importance of remaining engaged during conflict and crisis situations to preserve hard-won 
development gains, protect essential institutional capacity, build resilience, and ensure readiness for a future recovery. 

2. MACROECONOMIC POLICY FRAMEWORK 

2.1. RECENT ECONOMIC DEVELOPMENTS 

8. Ukraine’s economy has resumed modest growth in 2023. The widespread destruction of infrastructure, internal and 
external displacement, and targeted attacks on the energy infrastructure had resulted in a 28.8 percent GDP contraction 
in 2022. Since then, more reliable electricity supply, an exceptional wheat harvest and the steadier receipt of external 
assistance have allowed for a gradual growth recovery in 2023, with GDP expanding by 19.5 and 9.3 percent in Q2 and Q3 
of 2023, respectively. Yearly growth for 2023 is estimated at 4.8 percent, with potential to the upside. This constitutes an 
upward revision from the 2 percent growth rate projected in mid-2023. On the demand side this was driven by continued 
strong consumption, an improvement to investment, and a modest export expansion, whereas better-than-expected 
agricultural output and continued growth in sectors related to meeting public demand helped the supply side. The private 
sector has remained relatively resilient since February 2022, with continued strong agricultural and services output acting 
as growth drivers, and overall activity shifting spatially towards areas that are less affected by active hostilities, and 
sectorally towards areas supporting increased government demand for goods and services.  

Table 1: Key Macroeconomic Indicators           
  2021 2022 2023e 2024p 2025p 2026p 

Nominal GDP, UAH billion 5,451 5,239 6,454 7,640 8,837 10,021 
Real sector             
Real GDP, % change 3.4 -28.8 4.8 3.2 6.5 5.1 

Consumption, % change 5.5 -15.5 9.6 1.5 5.2 1.9 
Investment, % change 82.7 -38.2 4.0 3.8 12.1 17.5 
Exports, % change -8.6 -42.0 -0.3 26.2 35.6 22.7 
Imports, % change 14.2 -17.4 18.5 18.7 26.3 15.9 

Monetary and External       

GDP deflator, % change 24.8 34.9 17.6 14.7 8.6 7.9 
CPI (eop), % change 10.0 26.6 5.1 9.5 7.9 7.3 
Current Account Balance, % of GDP -1.9 4.9 -5.4 -7.8 -8.6 -7.9 
Exports of Goods and Services, % of GDP 40.8 35.5 28.7 30.6 35.8 38.8 
Imports of Goods and Services, % of GDP 42.2 51.3 50.0 50.1 54.7 55.9 
Foreign Direct Investment, % of GDP 3.8 0.1 2.4 0.8 2.4 3.6 
Gross Reserves, billion US$, eop 30.9 28.5 40.5 41.3 40.8 39.8 
   In months of next year’s imports 4.5 3.9 5.0 4.5 4.4 4.0 
External Debt (public), % of GDP 28.6 49.8 56.8 66.4 67.8 65.6 
Exchange Rate, UAH/US$ (average) 27.3 32.3 36.6 - - - 
Fiscal       

Gen. Govt. Revenues (excl. grants), % of GDP 36.5 40.6 36.9 37.4 38.4 39.5 
Gen. Govt. Expenditures, % of GDP 40.5 65.4 64.0 57.9 49.9 46.1 
Gen. Govt. Balance (excl. grants), % of GDP -4.0 -24.8 -27.0 -20.4 -11.5 -6.5 
Public and Publicly Guaranteed Debt (eop), % of GDP 49.0 77.7 86.8 96.4 98.4 97.8 

 Source: World Bank Staff estimates, NBU, MOF, Statistics Office. 

9. Higher needs for defense expenditure necessitated a significant revision of the 2023 budget and an expansion of the 
fiscal deficit.3 Nominal expenditure at the end of 2023 had reached UAH 4.4 trillion, 46 percent higher than in 2022. This 

 
3 The proceeds of this operation are not eligible to be used for defense expenditure.  



 
The World Bank  
Growth Foundations DPO (P502032) 

 
 

 

Mar 08, 2024 Page 4 of 54 

 

was driven by higher spending on goods and services, primarily for defense needs, which reached UAH 1.7 trillion at the 
end of 2023. Capital expenditures and interest payments also increased, albeit from a significantly lower base. At the end 
of 2023, total revenue (excluding grants) had reached UAH 2.7 trillion (56 percent more than in 2022). Most of the increase 
in revenue is accounted for by UAH 840 billion in profit transfers from budgetary institutions, including the National Bank 
of Ukraine (NBU). Tax revenues broadly increased in line with inflation and were aided by a return to pre-February 2022 
excise duty and VAT rates for motor fuels from July 1. The high expenditure outturn necessitated a budget revision for 
2023, enacted in October. At the end of the year, the general government fiscal deficit (excluding grants) was estimated 
to have reached 27 percent of estimated GDP. 

Table 2.  Key Fiscal Indicators (Percent of GDP)            

  2021 2022 2023e 2024p 2025p 2026p 

Total revenue and grants 36.5 49.8 43.5 42.1 40.5 40.5 
Revenue 36.5 40.6 36.9 37.4 38.4 39.5 

Tax revenue 33.5 34.0 33.2 34.7 35.8 37.0 
Personal Income tax 6.4 8.0 7.6 7.6 7.4 7.4 
Corporate profit tax 3.0 2.5 2.4 2.9 3.0 3.1 
Social security contributions 6.6 8.2 7.5 7.7 7.5 7.5 
Property tax 0.8 0.7 0.7 0.6 0.8 0.9 
VAT 9.8 8.9 9.3 10.3 10.8 11.1 
Excise tax 3.3 2.2 2.9 2.9 3.2 3.8 
Taxes on international trade 0.7 0.5 0.7 0.6 0.8 0.8 
Other taxes 2.9 3.0 2.2 2.0 2.3 2.4 

Non-tax revenue 3.0 6.6 3.7 2.7 2.6 2.5 
Grants 0.0 9.2 6.6 4.7 2.0 0.9 

Total expenditures 40.5 65.4 64.0 57.9 49.9 46.1 
Current expenditures 36.6 63.0 60.6 54.4 43.5 41.0 

Wages and compensation 9.5 23.7 25.4 19.7 9.6 9.0 
Goods and services 8.9 16.2 13.4 12.0 11.1 9.8 
Interest payments 2.8 3.1 4.0 5.6 4.6 4.1 
Subsidies to corporations 2.1 2.5 2.2 2.2 1.8 1.7 
Social benefits 13.3 17.5 15.5 14.9 16.4 16.4 

Pensions 9.5 11.1 11.6 11.8 10.6 10.0 
Social welfare 3.8 6.4 4.0 3.1 5.8 6.4 

Other current expenditures 0.0 0.0 0.0 0.0 0.0 0.0 
Capital expenditures 3.8 2.5 3.1 2.3 4.5 4.4 
Reserve fund 0.0 0.0 0.2 0.8 0.5 0.4 
Net lending 0.1 0.0 0.0 0.4 1.4 0.2 

Overall fiscal balance (incl. grants) -4.0 -15.6 -20.5 -15.7 -9.4 -5.6 
Primary balance -1.1 -12.5 -16.4 -10.1 -4.9 -1.5 
Overall fiscal balance (excl. grants) -4.0 -24.8 -27.0 -20.4 -11.5 -6.5 
Financing 4.0 15.6 20.5 15.7 9.4 5.6 

Domestic (Net)  1.4 4.5 4.0 2.0 2.4 3.2 
External (Net) 2.4 10.7 16.4 13.7 7.0 2.3 
Privatization 0.1 0.4 0.1 0.1 0.1 0.1 

Source: MOF, World Bank Staff estimates. 

10. External aid through grants and concessional loans were the main mechanism used to finance the budget deficit. In 
2023, Ukraine received the equivalent of US$11.6 billion (6.6 percent of GDP) in grants and US$31.1 billion (17.5 percent 
of GDP) in loans from its international partners which, in addition to financing the deficit, was used for 1.1 percent of GDP 
in external debt amortization for multilateral loans. Domestic borrowing in local and foreign currency provided 4 percent 
of GDP in financing net of amortization, while limited privatization contributed 0.1 percent of GDP.  

11. Monetary policy has remained restrictive throughout 2023, which has contributed to a substantial decline of 



 
The World Bank  
Growth Foundations DPO (P502032) 

 
 

 

Mar 08, 2024 Page 5 of 54 

 

inflation and facilitated the transition to a slightly more flexible exchange rate regime. The National Bank of Ukraine 
(NBU) entered 2023 with an exchange rate pegged to the US$ and a key policy rate of 25 percent. This restrictive policy 
stance helped to anchor inflation expectations, attract bank deposits, and discourage private consumption, which has 
contributed to a gradual decline of inflation throughout 2023. At the end of the year, year-on-year consumer price index 
growth was estimated at only 5.1 percent, compared with 26.6 percent at the end of 2022. The rapid decline in inflation 
was also aided by conducive supply side factors, as high agricultural yields and export bottlenecks boosted domestic food 
supply. With the decline of inflation exceeding expectations (mid-year World Bank projections had expected end-of-year 
inflation rates of 14 percent), the NBU has taken steps to adjust its monetary policy, transitioning as of early October, to 
an exchange rate regime of managed flexibility and gradually lowering the nominal policy rate to 15 percent. Despite the 
reduction in nominal rates, real rates remain high. Following the implementation of the new exchange rate regime, the 
exchange rate temporarily appreciated against the dollar, dropping below UAH 36 per US$ from the pegged rate of UAH 
36.57 per US$, but has started depreciating since late November. Ukraine’s cash exchange rate, at which households can 
sell foreign currency, has diverged from the official rate since February 2022, but the difference has narrowed since the 
transition to a more flexible regime, with average cash selling and buying rates differing by 1.3 and 2.3 percent, 
respectively, from the official rate in early January.  

12. After recording a surplus in 2022, Ukraine’s current account turned into a deficit in 2023. Ukraine’s trade deficit 
reached US$37.8 billion in 2023, which exceeded the 2022 deficit by US$12 billion. The increase in the trade deficit was 
driven by a US$6.4 billion reduction in merchandise exports because of the discontinuation of the Black Sea Grain Deal, 
blockades from some European countries to Ukrainian agricultural exports and logistics routes, and targeted attacks on 
the trade infrastructure, and by a continued increase in imports. While Ukraine was able to open new shipping routes 
through the Black Sea, these were unable to compensate for the loss of volume caused by the other shocks to export 
logistics. At the same time, Ukraine received US$22.7 billion in secondary income, US$2.5 billion less than in 2022. The 
reduction in secondary income was driven by a US$3.8 billion reduction in (mostly grant) receipts by the general 
government, whereas receipts by households and firms expanded by almost US$1 billion. Foreign aid through loans was 
sufficient to finance the current account deficit while accumulating US$11.4 billion in reserves, which reached a historic 
peak of US$ 41.7 billion in July before decreasing to US$37.1 billion by March 1, 2024.  

Table 3: Balance of Payment Financing Requirements and Sources 
  2021 2022 2023e 2024p 2025p 2026p 

Financing requirements (US$ billion) 39.2 43.1 54.5 65.2 58.0 58.5 
Current account deficit ("-" is surplus) 3.9 -8.0 9.6 14.6 17.3 15.9 
Public debt repayment 6.9 5.3 4.6 7.0 6.9 7.8 
Private outflows 19.8 24.8 26.9 29.9 29.6 31.6 

MT and LT debt and portfolio flows 3.3 2.0 2.8 4.0 1.9 3.0 

ST private debt and trade credits  16.5 22.8 24.1 25.9 27.7 28.6 

Other net capital outflows (change in net foreign assets) 8.6 21.0 13.4 13.7 4.1 3.2 

Financing Sources (US$ billion) 39.2 43.1 54.5 65.2 58.0 58.5 
FDI (net)  7.5 0.2 4.2 1.5 4.8 7.2 
Public borrowings 8.8 19.0 31.0 30.0 18.8 10.4 
Private borrowings  25.4 21.6 30.6 35.7 34.0 39.8 

LT private debt and portfolio investment disbursements  6.7 4.5 1.4 4.4 2.4 3.7 
ST private debt and trade credit disbursements 18.7 17.1 29.2 31.3 31.6 36.1 

Drawdown in reserves (- = reserve accumulation) -2.5 2.3 -11.4 -2.0 0.4 1.1 

Source: World Bank Staff estimates, NBU, MOF. 

13. The banking system has remained operational and profitable, but risks remain high. The combined profits of 
Ukrainian banks, after accounting for the deduction of a one-off 50 percent corporate income tax application in 2023, had 
increased by a factor of 4 by the end of 2023, compared to the same period in 2022 (and by 12 percent compared to the 
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same period of 2021), reaching UAH 87 billion. The high profits result from a combination of a growing deposit base (aided 
by high government expenditure on wages and social transfers) that have kept average retail deposit rates comparatively 
low and banks’ ability to purchase overnight certificates of deposits at the NBU which currently offer an interest rate of 
15 percent (at the end of 2023) but used to pay 23 and 20 percent throughout Q1 and Q2, respectively. The banking sector 
has remained operational and, thanks to the growing deposit base, liquid but risks on the asset and liability side remain 
high. On the asset side, loss of assets poses a medium-term risk to solvency. NPLs have risen to 37 percent of loans across 
the sector, up from 30 percent in early 2022, with credit losses approaching 13 percent of the net loan portfolio. The 
NBU’s 2023 resilience assessment, supported through the Relief and Recovery DPO approved in June 2023, found that 
most banks adequately assessed potential credit losses and provisioned accordingly. Banks were mainly able to offset 
losses with operational profits. At the same time, additional provisions and related recapitalization needs may be required 
stemming from a possible deterioration of the macroeconomic situation as well as the upcoming independent asset 
quality review. On the liability side, risks arise from a concentration of deposits in short maturity. At the end of 2023, on-
demand deposits accounted for 65 percent of all deposits, with less than 5 percent in deposit accounts with maturity over 
1 year. While Ukraine has not experienced an inflow of “hot money” foreign deposits, the short-term nature of banks’ 
liabilities poses maturity mismatch risks between the asset and liability side which, in turn, can constrain longer-term 
productive credit provision.  

2.2. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY 

14. The baseline scenario indicatively assumes that active hostilities continue throughout 2024 and that conditions from 
2025 onwards will allow for an easing of fiscal pressure, a resumption of export, and a start to reconstruction. These 
assumptions adjust the mid-2023 baseline by assuming a longer duration of active hostilities.4 The projections also 
consider that economic growth has been more resilient than expected. As a result of these factors, growth for 2024 is now 
projected at 3.2 percent, compared to 3.5 percent six months ago. Slower growth than in 2023 is expected as base effects 
and one-off factors, including the good 2023 harvest, subside, whereas key growth constraints, including the need for a 
restrictive monetary policy, remain. Starting from 2025, Ukraine’s economic growth would accelerate to 6.5 percent under 
the baseline assumption as export growth resumes, and reconstruction investment supports the demand side. Private 
consumption growth is projected to remain modest due to contractionary monetary policy needed to rein in inflation. On 
the supply side, the export expansion from 2025 onwards would be reflected in accelerated agricultural sector growth, 
whereas higher investment would benefit manufacturing and the construction sectors. Inflation is expected to pick up in 
2024 as one-off factors, including base effects and the good harvest, subside.  

15. Ukraine will continue to face a sizable fiscal deficit in 2024 and beyond. Under the baseline scenario, the general 
government deficit (excluding grants) is projected to reach 20.4 percent of GDP in 2024, which is lower than in 2023 and 
lower than projected in mid-2023, owing to larger-than-expected GDP growth in 2023. Underlying this is a planned 
expenditure reduction, as announced in the 2024 budget approved in November 2023, which envisions a substantial 
reduction of non-military wages, goods and services, social welfare, and capital expenditures. The authorities have also 
taken significant steps to improve domestic revenue generation in 2024 and beyond, including by enacting a temporary 
corporate income tax increase from 18 to 50 percent in 2024, and to 25 percent from 2025 onwards, for the banking 
sector. The authorities have also approved the National Revenue Strategy (developed with World Bank and IMF technical 
assistance) in December 2023, which outlines tax policy and administration steps to sustainably broaden tax bases going 
forward. Grant receipts, by contrast, are projected to decline, in line with lower donor commitments, as are non-tax 
revenue receipts as high profit transfers from the NBU that bolstered revenue in 2023 subside. Domestic resource 
mobilization efforts related to broadening the excise base and updating land valuations supported by this operation will 

 
4 The indicative baseline scenario of the macroeconomic framework presented in the Relief and Recovery DPO in June 2023 assumed 
that active hostilities would end in mid-2024.  
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also help revenue collection in 2024 and 2025, as will reforms that advance the corporatization of SOEs and their 
associated dividend performance. From 2025 onwards the fiscal deficit is projected to narrow under the baseline 
assumption, as an end to active hostilities would allow for a consolidation of defense expenditure, which accounted for 
47 percent of total spending in 2023. On the economic side, this would be reflected in reduction of spending on wages 
because of demobilization, compensated only partially through increased social welfare payments. Revenue receipts are 
expected to be supported by the implementation of the National Revenue Strategy. The deficit is expected to remain 
higher than before 2022 from 2025 onwards due to increased capital expenditures (limited in scope due to anticipated 
financing and absorption constraints), a slower reduction of goods and services spending as part of the economic recovery, 
and higher social benefits.  

16. Deficit financing under the baseline scenario is expected to continue relying on official financing from abroad, with 
a gradually increasing contribution from domestic sources. The coalition of international donors supporting Ukraine has 
provided financing assurances until the end of the on-going IMF program in 2027. These assurances cover Ukraine’s 
baseline and downside financing gaps between 2023 and 2027 as estimated by the IMF, which amount to US$122 and 
US$ 140 billion, respectively. While not all multi-year commitments by donors are in place, the fiscal projections assume 
that Ukraine will receive gross loans from its international partners amounting to 16.1 percent of GDP in 2024, which 
would also cover 2.5 percent of GDP in external amortization payments, thus resulting in net external financing receipts 
of 13.7 percent of GDP. This is projected to be complemented by 2 percent of GDP of net domestic borrowing and 0.1 
percent of GDP raised through privatization transactions. From 2025 onwards, domestic borrowing is projected to play an 
increasingly important role as donor support gradually subsides, and as private financing contributes to reconstruction. 
Ukraine is also expected to start receiving flow relief on its external debt servicing obligations from 2025, which would 
contribute to external financing receipts. 

Figure 1: Debt Sustainability Analysis 

 

Source: World Bank Staff estimates. 

17. Ukraine’s current account deficit is projected to widen in 2024 and remain elevated throughout the projection 
period. The 2024 trade deficit for goods and services is expected to decrease slightly compared with 2023 as increased 
exports that benefit from new shipping routes through the Black Sea outweigh a modest demand-driven import increase.5 
Secondary income is expected to decrease in 2024, in line with lower expected external grant receipts, whereas primary 
income, including remittances, is expected to remain roughly stable. The reduction in grants is projected to result in a 
widening of the current account deficit to 7.8 percent of GDP in 2024. Going forward, the current account deficit is 

 
5 Compared with the last projection in mid-2023, the current account deficit has widened considerably, owing to increasing trade 
logistic difficulties. 
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projected to remain at levels around 8 percent of GDP as high import demand for capital expenditure and reconstruction 
slows downward pressure on the trade deficit caused by an export recovery, and as grant receipts continue to decline. 
The increased current account deficit is projected to be financed through external loan receipts, complemented by more 
significant FDI inflows from 2025 onwards. Official forex reserves are projected to peak at US$41.3 billion at the end of 
2024, covering about 4.5 months of imports, and remain at similar levels throughout the projection period.     

18. Public debt is sustainable on a forward-looking basis when considering the authorities’ efforts to undertake a debt 
treatment and partners’ commitments to restore debt sustainability. The combination of large fiscal financing needs and 
the fact that these will only partially be covered by grants means that PPG debt is expected to continue increasing to 98.4 
percent of GDP in 2025 and remain over 90 percent of GDP throughout the projection period. The level is lower than 
projected six months ago due to higher projected nominal GDP levels in 2024. The Debt Sustainability Analysis (DSA) 
highlights a sensitivity of the debt trajectory to future GDP and exchange rate shocks (Figure 1) and metrics under the DSA 
indicate that debt risks remain high. Under the baseline scenario without a debt treatment, public debt is unsustainable. 
However, Ukraine’s official bilateral creditors have committed to provide a level of debt relief necessary to achieve debt 
sustainability on a forward-looking basis.6 The Ukrainian authorities have also committed to seek an agreement on 
comparable terms for private external commercial debt, for which debt service is currently subject to a standstill until 
August 2024. While no conclusion on a debt treatment for private external commercial debt has been reached to date, a 
process has been initiated.  

19. An illustrative downside scenario highlights the vulnerability of Ukraine’s economic trajectory to external financing 
shortfalls and an extension of the active hostilities beyond 2024. The downside scenario considers a situation in which 
(i) Ukraine only receives two-thirds of the budgeted external assistance in 2024 and (ii) active hostilities extend throughout 
the projection period. In 2024, the macroeconomic framework would be primarily affected by the shortfall in external 
assistance under this scenario. Despite this shortfall, options to maintain macroeconomic adequacy would be available. 
The authorities could, for example, manage this by enacting additional tax measures and compress expenditures to 
generate a deficit reduction of around 2 percent of GDP, raise domestic borrowing from banks to the same share of GDP 
achieved in 2023, and borrow from the NBU to the maximum amount compliant with the IMF EFF program (a total of UAH 
187 billion, or about 2.5 percent of projected GDP, for all of 2024). In 2025 and beyond, the macroeconomic framework 
would also be affected by the extended duration of active hostilities under this scenario, which would maintain growth at 
the lower 2024 rate and lead to fiscal pressure from active hostilities persisting. Taken together, these factors would result 
in a fiscal deficit of 17.7 and 16.9 percent of GDP in 2025 and 2026, respectively. Financing this would, in the continued 
absence of sufficient external assistance, necessitate a more stringent economic adjustment than in 2024. This could 
involve, inter alia, more comprehensive tax and non-tax revenue measures, further expenditure rationalization, and 
improved coordination between fiscal and monetary policy.  

20. The macroeconomic outlook remains subject to exceptional risks. The first source of risk is the evolution of the active 
conflict, which, if expanded in intensity or geographically, could lead to a renewed GDP contraction and additional fiscal 
needs. Second, while Ukraine has received financing assurances, prolonged delays in donor countries’ legislative processes 
would create financing shortfalls that, as highlighted in the downside scenario, would likely be met through monetary 
financing. This risk also exists in the near term, as the final legislative approval of critical 2024 financing sources remains 
pending, which induces uncertainty about the amount and timing of aid disbursements. Third, key financial sector risks 
emanate from a maturity mismatch between assets and liabilities, the sector’s exposure to risks from a sudden stop of 
official external capital inflows and the potential realization of larger-than-anticipated asset losses. Fourth, Ukraine’s 
moratorium on external commercial debt payments is set to expire soon and Ukraine would be liable to resume significant 
debt service payments unless an agreement with creditors on a debt treatment or an extension of the moratorium is 

 
6 IBRD loans, as well as bilateral guarantees to IBRD loans, are excluded from the treatment perimeter for Ukraine. 
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reached. 

21. The macroeconomic policy framework is assessed to be adequate for the proposed operation, conditional on the 
receipt of the assured external concessional financing and the successful execution of a debt treatment. Ukraine’s 
authorities have demonstrated a commitment to prudent, growth-focused, and sustainable macroeconomic policies. This 
is witnessed by an exceptional performance under the IMF EFF program, which remains on-track, continued efforts to 
undertake structural reforms to support growth, as demonstrated through an active and programmatic DPO engagement, 
efforts to proactively raise domestic revenues, as evidenced by the approval of the National Revenue Strategy, and 
significant progress in advancing EU accession, as evidenced by a successful completion of the EU’s conditionality and the 
award of candidacy status in December 2023. Ukraine’s macroeconomic indicators have also remained sound, with stable 
inflation, reserve accumulation, and a successful closure of financing needs to date. These achievements notwithstanding, 
the adequacy of Ukraine’s macroeconomic policy framework depends, to a large extent, on factors outside of the 
authorities’ control, including the receipt of external assistance to close financing needs, and progress on debt treatment 
discussions.  

2.3. IMF RELATIONS 

22. Ukraine has an on-going IMF Extended Fund Facility Program that is on-track. The program, approved in March 2023 
provides access of about US$15.6 billion over the next 48 months and is structured into two phases, with the first focusing 
on strengthening fiscal, external, price and financial stability and the second phase focused on longer-term financial 
stability. On December 11, 2023, the IMF Executive Board approved the second review of the program, enabling the 
disbursement of US$900 million, and emphasizing that the program remains on track.  Staff and authorities have reached 
a staff-level agreement on the third review, and the Board presentation is scheduled for mid-March 2024. When 
completed, it would allow for a disbursement of US$880 million. 

23. During the second review twelve new structural benchmarks were included. These include: (i) State-Owned Banks 
to remain under Ministry of Finance shareholder management and nationalized non-systemic banks to be transferred to 
the Deposit Guarantee Fund for resolution (continuous); (ii) the preparation of short-term revenue measures (end-
February 2024); (iii) adoption of a new law on the Economic Security Bureau of Ukraine (end-June 2024); (iv) assessment 
of the effectiveness of tax privileges (end-July 2024); (v) review of potential fiscal and quasi-fiscal costs of major public 
companies (end-September 2024); (vi) development of an expenditure planning framework (end-October 2024); (vii) 
preparation of a guidance note on Medium-Term Budget Framework, capital expenditures and reconstruction priorities 
(end-December 2024); (viii) enactment of amendments to the procedural code related to High Anti-Corruption Court of 
Ukraine (end-March 2024); (ix) enactment of a law for a new administrative court (end-July 2024); (x) completion of an 
external audit of National Anti-Corruption Bureau of Ukraine (end-September 2024); (xi) determination of financial 
conditions of District Heating Companies (end-June 2024); and (xii) production of a SOE state ownership policy, dividend 
policy and privatization strategy (end-August 2024). In addition, a structural benchmark was revised to include additional 
elements to strengthen the institutional autonomy of the Specialized Anti-Corruption Prosecutor's Office (end-December 
2023), the missed structural benchmark on developing a concept note for the 5-7-9 program was reset from end-
September 2023 to end-March 2024, and the structural benchmark on the bank rehabilitation framework was reset from 
March 2024 to December 2024. 

3. GOVERNMENT PROGRAM 

24. The authorities’ structural policy priorities for the martial law and post-martial law periods are outlined in the 
National Recovery Plan, published in July 2022 during the Ukraine Recovery Conference. The plan sets ambitious long-
term goals, including GDP growth rates above 7 percent, the achievement of a top 25 position in the World Bank’s Human 
Capital Index, and a 65 percent reduction in carbon emissions compared to 1990 by 2032. It is centered around three 
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objectives: resilience during the martial law period, recovery of crucial economic and social processes and natural 
ecosystems, and reconstruction, modernization, and growth for the post-war period. It anchors reforms around two 
strategic imperatives: (i) EU accession and access to EU and G7 markets through regulatory alignment, and (ii) the 
maintenance of national security through defense and energy security. Strengthening the business environment and 
maintaining macro-financial stability are identified as critical enablers. On the institutional side, the authorities are 
prioritizing the strengthening of institutional capacity and a de-oligarchization of the country through, among others, rule 
of law and anti-trust reforms. 

25. Growth-specific priorities are also articulated in the Ukraine Plan, a strategic planning document that lies at the 
core of the EU’s planned Ukraine Facility. The plan outlines four priorities: boosting potential growth, rebuilding and 
modernizing the economy, facilitating EU accession, and strengthening macro-financial stability. It aims to achieve this 
through reforms to financial markets, the management of state assets, human capital, and the business environment, with 
specific sectoral focuses on energy, agriculture, transport and logistics, critical materials, digitalization, and public financial 
management.  

4. PROPOSED OPERATION 

4.1. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION  

26. This programmatic series intends to (i) strengthen the economic policy framework to facilitate a structural shift 
towards sustainable growth, and (ii) enhance macro-financial stability to create a growth-conducive environment. The 
first pillar of the operation supports structural reforms aimed at increasing Ukraine’s growth potential. Actions under the 
second pillar focus on macro-financial stability through tax, procurement and financial sector supervision reforms that act 
as an important growth enabler, as outlined in the National Recovery Plan and the Ukraine Plan concept note. The program 
also supports the authorities’ ambition for EU accession and supports legislation in important areas, including tax, 
procurement, and financial market regulation, that will help it meet the EU Acquis. EU accession itself is an important 
anchor of growth because it can, among others, enable increased private and public capital flows to Ukraine. The results 
framework of the DPO series reflects the reality that many of the reforms are structural in nature and are likely to only 
deliver results in the medium term, while Ukraine’s capacity to deliver results remains constrained in the short term due 
to the active conflict.  

27. The design of this operation has benefited from two lessons learned derived as part of the ICR of the Economic 
Recovery DPO series, which is currently under preparation. First, the ICR suggests that advancing and safeguarding 
difficult sectoral reforms requires sustained engagement and technical support, as well as financing and close coordination 
with international partners. This operation is designed as a programmatic operation to ensure sustained engagement, is 
closely aligned with international partners to enable complementarities, and is designed in consideration of the World 
Bank’s sectoral engagement. Second, on the financing side the ICR highlights that the World Bank does not have an 
instrument in place to suspend for Ukraine, at the on-set of conflict, interest and principal payments to ensure net-positive 
flows. Considering this, the proposed operation uses a partial capitalization of interest payments to reduce immediate 
repayment burdens. The operation also incorporates a key lesson reflected in the WBG’s FCV strategy, which highlights 
that it is important to remain engaged during conflict and crisis situations.  

28. The proposed operation is aligned with the goals of the Paris Agreement. The program is fully consistent with 
Ukraine’s climate commitments, namely the Nationally Determined Contributions, Long-term Strategy and Strategy for 
Environmental Security and Adaptation to Climate Change for the period up to 2030. On mitigation goals, all prior actions 
are at low risk to cause a significant increase in greenhouse gas (GHG) emissions or cause any persistent barriers to 
transition to low-GHG emissions development path. Reforms under Prior Actions 2 and 3 will support the transformations 
in the energy and electricity sector by increasing the share of clean and renewable energy. While reforms under Prior 
Actions 4 and 5 (support farmers’ and SMEs’ access to finance) may increase GHG emissions, considering that only SMEs 
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are eligible and the emission-intensive activities are not specifically supported, the overall possible increase in GHG 
emissions resulting from these reforms is estimated to be low. All other prior actions fall under the public administration 
sector and are not likely to have an impact on Ukraine’s GHG emissions or create persistent barriers to a low-carbon 
development and can therefore be considered universally aligned. Third, regarding adaptation and resilience goals, risks 
from climate hazards are not likely to have an adverse effect on any prior action’s contribution to the PDO. A screening 
for climate change and disaster-related impacts was performed. Therefore, all prior actions of the proposed DPO program 
are aligned with the mitigation and adaptation and resilience goals of the Paris Agreement, and a detailed review, including 
of potential disaster impacts, is presented in Annex 5.  

4.2. PRIOR ACTIONS, CONDITIONS, RESULTS AND ANALYTICAL UNDERPINNINGS 

Pillar 1: Strengthening the economic policy framework to facilitate a structural shift towards sustainable growth.  

Prior Action 1: To reduce the distortionary impact of SOEs on competition and advance their commercialization, the 
Borrower has strengthened the accountability and independence of SOE supervisory boards, as evidenced through Law 
#3587-IX dated February 22, 2024, and published in the Official Gazette on March 7, 2024. 

29. Rationale: The large SOE footprint in Ukraine’s economy undermines competition and acts as a constraint to 
productivity growth. Ukraine’s transformation to a fully-fledged market economy is incomplete partially because the state 
continues to intervene in critical sectors, thereby undermining competition, the efficient allocation of resources and, 
ultimately, productivity growth.7 A key vehicle for state intervention are state-owned enterprises (SOEs), whose revenue 
accounted for 32 percent of GDP in 2021, well above regional peers. SOEs are active in 28 economic sectors, with their 
market share exceeding 50 percent in at least half of them. Many of the sectors in which SOEs are active are not traditional 
natural monopolies or critical public services, but rather sectors in which private sector operators are active in peer 
countries. This is particularly relevant for the railroad sector, which remains dominated by a vertically integrated state-
owned monopoly, resulting in a score of 94 in the World Bank and World Trade Organization index on railway service 
trade restrictiveness (with 100 signifying a fully closed sector). Contributing to the distortionary impact of SOEs are 
governance practices that allow for significant state involvement in their management, leading SOEs to often pursue non-
transparent objectives and availing them of support that is unavailable to private competitors. These governance practices 
manifest in a lack of accountability of supervisory board members, who are often not competitively selected and whose 
work is subject to regular evaluation.  

30. Substance of the prior action: This prior action supports a reform to SOEs’ governance framework to embed 
competition considerations in their management and to advance the commercial orientation of SOEs. Specifically, law 
#3587-IX amends the operating framework for SOEs in line with the OECD Guidelines on Corporate Governance of SOEs. 
First, it transfers the power of appointing and dismissing CEOs and approving strategic and financial plans to the 
supervisory boards. Second, it protects supervisory members from unreasonable dismissal by specifying a narrow list of 
permitted reasons for dismissal. Third, it improves accountability through mandatory audits and evaluations of the 
performance of supervisory boards. Fourth, with a view to strengthen profit-making incentives and reducing the fiscal 
impacts of SOEs, the law assigns a gatekeeper role to the Ministry of Finance, empowering it to approve key financial 
targets for SOEs. The law is complemented by the development of a state ownership, dividend policy and privatization 
strategy, supported as an IMF structural benchmark, which is expected to be completed by the end of August 2024.  

31. Indicative triggers: Building on the prior action, the second operation will continue efforts to reduce the anti-
competitive impact of SOEs in two growth-critical sectors. First, in the railway sector, the trigger will support the 
enactment of a law on railway transport which will set a timeline to split the vertically integrated national railway company 

 
7 State intervention is the main driver of market regulatory restrictiveness as measured by the OECD-World Bank Product Market 
Regulation (PMR) Score. 
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into four organizationally and financially independent operators, covering the network infrastructure management, rolling 
stock maintenance, cargo transport, and passenger transport, respectively. The operations of the former three entities 
will be commercially oriented. Second, Ukraine’s banking sector continues to be dominated by state-owned banks, whose 
market share has increased after the nationalization of various banks in the aftermath of the 2014/15 crisis. To enhance 
competition and private participation in the banking sector, the second operation will support the enactment of a law that 
sets the legal basis for the gradual privatization of State-Owned Banks and aligns privatization procedures with 
international practice. 

32. Expected results: By the end of the programmatic series, it is expected that the adverse impact of SOEs on competition 
and productivity is reduced through increased market-orientation of SOE management and the opening of SOE-dominated 
markets for private competition. To measure the increased competitiveness of SOEs, the results framework captures 
dividends paid by SOEs to the government as a proxy for their profitability and competitiveness, which are targeted to be 
increased by UAH 15.3 billion between 2023 and 2026.  

Prior Action 2: To promote renewable energy generation, the Borrower has replaced the fixed feed-in tariff with a 
transparent auction-based incentive mechanism, as evidenced by Law #3220-IX dated June 30, 2023, and published in 
the Official Gazette on July 26, 2023. 
Prior Action 3: To enable the trading of renewable energy, the Borrower, through its CoM, has approved the 
institutional mechanism required to issue, circulate, and redeem guarantees of origin of electricity produced from 
renewable energy sources, as evidenced by Resolution #227 dated February 27, 2024. 

33. Rationale: Renewable energy is a key input for sustainable productivity growth, but Ukraine’s current system of 
feed-in-premiums has not been able to effectively guide the renewable energy transition. Greening the energy mix and 
decentralizing power generation are critical for Ukraine energy transition and to increase the security and resilience of the 
energy system. This is because it reduces reliance on gas imports and other fossil fuels, mitigates the impacts of localized 
extreme weather events on electricity generation, and, in the current context, reduces the probability of power losses due 
to targeted attacks on large, centralized power plants. Developing green distributed power generation requires providing 
market incentives for producers to invest in cost-efficient renewable energy generation capacity and in system flexibility 
to manage the variability intrinsic to renewable generation. Critical policy instruments to achieve this are transparent 
market-based incentive mechanisms (such as feed-in-premiums) and credible certification mechanisms that allow to 
distinguish renewable from conventional energy. Ukraine’s fixed feed-in tariff system used to not meet these 
requirements as it provided a fixed tariff for renewables with non-transparent methodologies that prevented a proper 
price discovery and competitive allocation of demand to the lowest cost producers. This system has been fiscally costly, 
as the fixed feed-in tariff provided for one of the highest mark-ups in the world, and was prone to capture by connected 
elites that have complicated market entry by international investors. Together, these factors have driven up the cost of 
renewable energy and slowed its expansion. Ukraine also currently does not have a credible system for source 
certification, which prevents consumers from requesting the provision of renewable energy. 

34. Substance of the prior actions: Both prior actions supported under this reform stream seek to incentivize the scale-
up of renewable generation. Prior action 2 supports a reform to Ukraine’s renewable incentive scheme to allow for cost-
reduction in renewable investments and to ensure transparent access to the electricity market. Law #3220 on the green 
transformation of the energy system establishes an auction-based feed-in premium mechanism, in which the right to 
supply renewable energy is granted to the bidder who proposes the lowest cost, and where the difference between the 
cost proposed by the winning bidder and the market tariff, if it is lower than the winning cost, is paid as a premium to the 
winning bidder on top of the market tariff. The new system thus moves away from a fixed calculated feed-in-tariff to a 
performance-based feed-in-premium. The law also allows projects operating under the feed-in-premium regime to 
voluntarily transition to be remunerated through the market and sets out the operational framework of “active 
consumers” which are entities that consume from, but also supply renewable energy to the grid. It specifies the 



 
The World Bank  
Growth Foundations DPO (P502032) 

 
 

 

Mar 08, 2024 Page 13 of 54 

 

preconditions for becoming an active consumer and establishes new market participants (the aggregator and small 
distribution system operator) to manage and enable the participation of distributed energy generation facilities. The law 
also supports the simplification of permitting procedures and more transparent and more easily accessible auctions and 
allows to design auctions to limit the abuse of market power, for instance by including a premium cap in auctions. Prior 
action 3 supports a procedure that establishes the institutional mechanisms to issue, circulate, and redeem certificates 
that guarantee the origin of electricity produced from renewable energy sources. This prior action therefore allows for a 
credible and reliable certification of renewable energy and ensures that these are issued and registered through a 
centralized registry of origin guarantees.  

35. The supported reforms are part of a wider engagement to strengthen energy market transition and competition in 
Ukraine. This reform stream builds on energy-related prior actions supported under the Relief and Recovery DPO, which 
supported an increase in transmission tariffs and, as reflected in the LDP of the Relief and Recovery DPO, has also 
contributed to the approval of the REMIT law that transposes the EU’s wholesale market regulation mechanism into 
Ukrainian law, by continuing the process of tariff optimization and enhancing Ukraine’s regulatory framework to achieve 
the EU’s renewable energy targets. Going forward, and considering the high market concentration in energy markets, 
energy transition reforms require parallel efforts to increase the liquidity, efficiency and transparency of electricity 
markets, such as: 1) a full implementation of the REMIT law to enable the regulator to impose sanctions if market abuses 
are detected and to increase market supervision (the final package of REMIT resolutions is expected to be approved by 
mid-2024); 2) efforts to strengthen the Anti-Monopoly Committee of Ukraine (as supported by other development 
partners); and 3) a reduction of regulatory, informational, and financial entry barriers. Future auctions of renewable 
energy also will be preceded by market analysis to ensure adequate participation and competition, which will be carried 
out with support by development partners, including the World Bank.  

36. Indicative triggers: The second operation will support the adoption of implementing regulations for law #3220 that 
operationalize the feed-in premium mechanism and advance the transition to an increased reliance on electricity 
produced from distributed renewable generation. Specifically, the indicative trigger envisions the adoption of a set of 
regulatory legal acts required to implement law #3220. These can include the approval of the standard form of contract 
for the provision of services under the market premium mechanism for renewable energy generation, the standard form 
of agreement on participation in the balancing group of the guaranteed buyer, amendments to the standard agreement 
for the sale and purchase of electricity at the reformed feed-in tariff, and amendments to the standard agreement on the 
provision of services to increase the share of electricity production from alternative sources. 

37. Expected results: The supported actions are expected to enable new renewable energy generation capacity awarded 
and certified under the new feed-in premium mechanism in Ukraine while at the same time enhancing the efficiency of 
clean energy subsidies to reduce their fiscal impact. The result framework targets a level of 1 Gigawatt of renewable 
energy generation awarded or contracted under law #3220.  

Prior Action 4: To improve farmers’ access to loans through digital technologies, the Borrower has introduced a new 
financial instrument that allows for the use of agrarian notes as collateral, as evidenced by Law 3586-IX dated February 
22, 2024, and published in the Official Gazette on March 7, 2024. 

38. Rationale: The absence of collateral is a critical constraint to access finance, especially for the agricultural sector. 
Agriculture is a major driver of exports and growth and has emerged as Ukraine’s main comparative advantage. The sector, 
however, continues to struggle with access to finance, which was identified as a major constraint by more than half of 
agrifood sector respondents in the 2019 Enterprise Survey. Financing constraints have substantially increased input prices, 
thus pushing up the cost of crop planting, currently estimated at UAH 30,000 per ha compared to UAH 15,000 per ha in 
2021 and reduced the share of inputs sold on credit. A reason for limited sale on credit is the absence of collateral as one 
of farmers’ key assets, expected future earnings from crop sales, are difficult to contract. While crop receipts could 
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theoretically be used as collateral, they have attracted limited credit resources, especially from foreign investors, as they 
are difficult to trade, and their issuance and settlement are subject to significant administrative costs. 

39. Substance of the prior action: Prior action 4 supports the introduction of a new digitalized crop receipt instrument 
that can be used as collateral by farmers to avail of financing. The prior action supports the approval of law #3586-IX 
which introduces agrarian notes (ANs) as a new financial instrument. These take the form of electronic securities that can 
be traded and managed using electronic signatures, reducing the cost of issuing, circulating, and terminating them. The 
circulation of ANs will be carried out in the depository system of Ukraine, digitalizing the holdings in a central repository, 
and increasing transparency as well as their availability to investors. In addition, the law facilitates the issuance of ANs by 
expanding the range of institutions allowed to issue them to agricultural cooperatives and allows for the pledging of a 
wider set of commodities as collateral, including livestock, animal products, and primary processing products.  

40. Indicative triggers: To complement the introduction of ANs, the second operation will support the integration and 
accessibility of agricultural databases by banks to overcome information frictions and enable credit expansion. 
Specifically, the indicative trigger will support a digital integration of state and financial sector support to agriculture by 
amending the State Agrarian Registry (SAR) law. The SAR electronically consolidates information from various state 
registries to create an electronic record of an agro-producer’s land, livestock, property rights, economic activity, and 
recent grant or loan applications. The amendment will grant financial institutions access to the SAR to evaluate loan 
applications. Such access will help overcome information frictions, providing banks with a comprehensive view of an 
applicant’s assets and economic activity, and thus enables an informed expansion of credit provision. This reform stream 
continues efforts to enhance transparency in agricultural markets to enable access to finance by complementing a prior 
action supported under the Relief and Recovery DPO that mandated comprehensive monitoring of public land 
transactions, which targets increased availability of land transaction prices to enhance the usability of land as collateral. 

41. Expected results: The proposed reform stream is expected to support investment-driven growth through improved 
access to finance for the agricultural sector. The results framework measures the impact of ANs directly, targeting the 
provision of at least US$75 million of financing against them (of which at least US$15 million to female farmers), and, more 
broadly, captures an increase in credit provision to the agricultural sector by targeting a 30 percent nominal increase.  

Prior Action 5: To efficiently use public funds to support the private sector’s access to finance, the Borrower, through 
its CoM, has revised the 5-7-9 Loan Program to limit eligibility to SMEs exclusively, as evidenced by Resolution #1403 
dated December 27, 2023. 

42. Rationale: Credit provision to the private sector has been suppressed as a by-product of Ukraine’s economic 
management since February 2022. Financing need monetization in 2022 and large donor inflows that were not fully 
absorbed in the current account have resulted in a substantial increase in money supply. To mitigate the inflationary 
impact of this, the NBU has maintained a restrictive interest rate policy, with the key policy rate remaining consistently 
above 15 percent. This policy stance, while justified to maintain macro stability, has adversely affected private sector 
lending: outstanding loans to corporations had decreased by a nominal 5.6 percent in November 2023 compared to the 
same month in 2022. Recognizing this impact, the authorities have devised, with World Bank support, programs that 
facilitate lending for economically critical sectors. These include the 5-7-9 interest rate compensation program, which caps 
recipient’s lending rates at 5, 7, 9, or 13 percent and compensates banks for the remaining spread to market rates. This 
program is thus designed to help sectors that are deemed critical to bypass high overall interest rates, while still 
compressing private sector demand for the remainder of the economy. To date, it has focused primarily, but not 
exclusively, on the agricultural and food sectors, which are Ukraine’s main export earners. While this program has been 
effective in channeling lending, it is also fiscally costly, with budget allocations in 2024 amounting to UAH 18 billion 
(US$500 million equivalent).  

43. Women are a critical part of the agriculture and food sector in Ukraine and although no direct exclusion is identified 
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as an issue in Ukraine, there is a gender gap in access to finance. Prior to February 2022, an estimated 20 percent of 
farms in Ukraine was headed by women. In general, compared to male-headed rural households, female-headed 
households tended to, amongst others: have a smaller proportion of arable land; sell less agricultural products; and take 
on more manual (such as cultivation, weeding and other) rather than mechanical work (such as tilling, ploughing, using 
combine harvesters and other) in crop production. Even though men tended to be more active across the entire 
agricultural crop value chain, women were engaged in production and storage management. Women are particularly 
affected by active hostilities, often being the ones that need to maintain the household and the business with men being 
engaged in the military and broader defense sectors. This is coupled with the fact that even before February 2022, both 
male and female managers identified access to finance as a “highly or somewhat” obstacle to doing business in Ukraine. 
Rural women in particular had cited, amongst others, a lack of trust in credit institutions, lack of collateral and high interest 
rates as reasons for not applying for credit.  

44. Substance of the prior action: Prior action 5 eliminates large firms’ eligibility for the 5-7-9 program, making it 
exclusively available for SMEs. To enable an optimal use of scarce fiscal resources, the 5-7-9 program needs to be adjusted 
regularly to optimally target recipients for whom credit would have the largest impact, and to avoid leakages to larger 
companies that could avail of financing in the absence of state support. This prior action supports a policy change that 
ensures that scarce program funds are reserved for SMEs (in previously targeted sectors) that would otherwise face 
challenges in accessing financing. It continues a long-standing World Bank engagement on this program that was designed 
to ensure the optimal, transparent, and accountable use of resources. This entails support to a previous reform of the 
program through the Relief and Recovery DPO that eliminated full interest rate compensation (i.e., 0 percent interest 
rates), and increased program generosity for small firms, and support through investment projects (e.g. ARISE) that 
financed financial flows while safeguarding against fiduciary risks. This prior action is part of a larger reform process of the 
institutional administration and design of business support programs which also involve (i) the development of a broader 
strategic concept note to enhance safeguards and the targeting of the 5-7-9 program (IMF structural benchmark), (ii) an 
independent assessment of the Business Development Fund, the government entity that administers the program, for 
which independent consultants are currently being tendered, with completion expected 12 months after the completion 
of tendering, and (iii) broader work on strengthening the governance and financial self-sustainability of the Business 
Development Fund. Assuming that the 2024 budget allocation for the program would generate a similar ratio of subsidy-
to-loans as the average of 2022 and 2023, the 5-7-9 program would contribute to the issuance of UAH 108 billion 
(approximately US$3 billion) in new loans.  

45. Indicative triggers: The second operation will support a reform that enables a preventive restructuring process to 
prevent bankruptcy, aligning with EU Directive 2019/1023. The EU Directive positions preventive restructuring as the 
preferred method for averting insolvency for viable firms, moving away from the traditional focus on bankruptcy 
declarations. While Ukraine’s bankruptcy regulations already allow for preventive restructuring, these are rarely used 
because they do not specify a clear process for their application, are in some cases contradictory with other provisions in 
the bankruptcy code, and do not contain clear guarantees for the creditor that ensure adherence to restructuring 
agreements. The trigger supports enactment of a draft law which aims to align the legal framework with the EU Directive. 
The draft law emphasizes communication between debtor and creditor and the development of a binding and credible 
restructuring plan. It also enables participation of an arbitration administrator at the creditor’s request and makes this 
mandatory for select cases. Overall, the draft law is designed to make the preventive restructuring process more efficient, 
creditor-friendly, and also safeguard the rights of debtors and other stakeholders. 

46. Expected results: The proposed reforms intend to improve access to finance, especially for SMEs and for women in 
agriculture, through improved targeting of state support (captured in the results framework through a target of 100 
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percent of new supported loans going to SMEs, 20 percent of which are female-headed8), and by enhancing the efficiency 
and transparency of insolvency proceedings, thereby reducing the risk of unstructured bankruptcies with low recovery 
outcomes for creditors, while also safeguarding the rights of debtors and other stakeholders (measured through the 
number of cases successfully using preventive restructuring procedures, with a target of 10). 

Prior Action 6: To facilitate export processing, the Borrower, through its CoM, has submitted to the Verkhovna Rada of 
Ukraine for approval on January 16, 2024, the draft Law #10411 amending the customs code of Ukraine and aligning it 
with the European Union customs legislation. 

47. Rationale: Facilitating trade with the EU provides an immediate opportunity to accelerate growth, but custom 
delays artificially inflate trade costs. World Bank and NBU estimates suggest that Ukraine’s output gap – the difference 
between what the economy can theoretically produce and actual output – currently stands at between 20 and 25 percent 
of actual output. Closing this gap by facilitating access to export demand is thus an immediate opportunity to accelerate 
growth. At the same time, custom processing remains a binding constraint. Ukraine ranks 92nd out of 138 countries in the 
2023 logistics performance index, partly due to inefficient customs procedures and a lack of border agency collaboration.9 
Currently, trucks exporting cargo from Ukraine to Poland must wait between 4 and 14 days (depending on the crossing 
point) before entering the processing area, and average processing then takes over 2 hours. Customs agents and the wider 
customs administration have also been anecdotally linked to corruption. 

48. Substance of the prior action: Prior action 6 supports a comprehensive update to Ukraine’s customs code that aligns 
border processing with EU regulations. To facilitate the duty and tariff free import of inputs, for instance for those inputs 
used to produce exports, the reform transposes the EU’s system of economic customs regimes into Ukrainian law. This 
includes provisions that simplify formalities to access these regimes and facilitate movements of such inputs to 
warehouses without requiring the formalities of a customs transit process. The reform also updates rules for customs 
agents by including the concept of an “indirect” customs agent that foreign firms can avail of to clear goods, facilitating 
their cross-border flows. To enhance processes, the law authorizes customs to exchange value information electronically 
with foreign customs administrations for valuation control purposes and to use electronic forms when issuing decisions 
or documents. To ensure due process, the law extends the scope of customs decisions subject to procedural discipline, 
especially with regards to applications for economic customs regimes, giving traders more opportunities to ensure fair 
application of the law. The law also includes provisions that strengthen intellectual property rights protection by 
mandating an automatic alert to a specialized unit when infringements upon import are detected. Overall, the law both 
facilitates trade and strengthens customs procedures to ensure adequate enforcement.  

49. Indicative triggers: Building on the procedural reform in the first operation, the second operation will support an 
institutional reform of the State Customs Service to ensure it can adequately fulfill its mandate. This involves, inter alia, 
the establishment of a merit-based and transparent mechanism for the selection of the Head of Customs. Second, the 
reform envisions protecting the Head of Customs from unfair dismissal by specifying an exhaustive list of grounds for 
dismissal. Third, the reform will introduce an evaluation of the service, including its staff, with a negative evaluation being 
sufficient ground for dismissal of staff members and the Head of Customs. 

50. Expected results: This reform stream is expected to support growth by enabling a trade-based output gap closure 
through trade facilitation and improved customs procedures. The results framework captures improved customs 
performance through a 0.5-point improvement in the World Bank’s Customs Logistics Performance Index.  

Pillar 2: Enhancing macro-financial stability to create a growth-conducive environment.  

 
8 Information on the baseline share of female-headed 5-7-9 recipients is not available as the Business Development Fund has only 
started collecting this information from 2024.  
9 IFC analytical work under the EUR Logistics activity (608377).  
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Prior Action 7: To strengthen the land tax base, the Borrower, through its CoM, has approved the initiation of a pilot 
mass valuation of land values, as evidenced by Resolution #1078 dated October 13, 2023. 

51. Rationale: Increasing domestic revenue is a precondition for Ukraine’s growth recovery. Additional revenue is 
needed for two reasons. First, Ukraine’s high aid dependence has necessitated a restrictive monetary policy stance to 
reign in the inflationary impacts of large donor inflows that were not fully absorbed in the current account. The resulting 
high interest rates have directly impacted firms’ incentives and ability to invest. Second, Ukraine would also benefit from 
additional revenue to sustain critical social expenditures, free fiscal space for reconstruction and capital expenditure. 
Recognizing the importance of domestic revenue, the authorities have approved a National Revenue Strategy in December 
2023 that lays out priority reforms until 2030 and have enacted corporate income tax increases on the banking sector. 

52.  Immovable property taxation has significant revenue potential, but is constrained by an inaccurate assessment of 
property values. In 2022, property taxes (incorporating land and real estate taxes) accounted for 6.6 percent of local 
revenue (including transfers), making it the second most important revenue source after personal income tax sharing. 
Land taxation is based on a normative valuation of land – the normative money value – which seeks to capture the 
property’s productive capacity and is calculated by the State Geo Cadaster. Local governments are allowed to impose land 
taxes of up to 3 percent of the normative value per year. While the normative values account for land quality, distance to 
infrastructure, parcel shape, and other environmental conditions, there is evidence that they do not accurately capture 
the market value of land. For instance, the correlation between normative values and actual land sales prices is 0.69 for 
commercial farming and only 0.28 for personal farming. In addition, mean actual market prices for personal and 
commercial land exceed normative values by 600 percent and 20 percent, respectively.10 Strengthening land taxation thus 
requires an updating of land valuations.  

53. Substance of the prior action: Prior action 7 supports a resolution that establishes the implementation mechanism 
for the pilot mass valuation and, through this, initiates a computerized valuation of land. A mass-valuation approach 
uses historical data on land transaction prices and statistical models to predict valuations based on observable 
characteristics, such as location, size, proximity to services, building features, land use, and others. The resolution 
supported under prior action 7 implements law #3065-IX, supported as a prior action under the previous Relief and 
Recovery DPO, which establishes the legal basis for such a pilot of mass valuation. It mandates that the valuation exercise 
must be completed within 11 months of approval of the resolution, outlines procedures on how valuation should be 
conducted, and assigns institutional responsibilities.  

54. Indicative triggers: The second operation will build on prior action 7 by supporting an approval and subsequent 
publication of the updated land valuations. The completion of trigger 7 requires a completion of the pilot mass valuation 
exercise and constitutes the final implementation step under the responsibility of the State Geo Cadaster. As a next step, 
the authorities plan to amend the land legislation to implement the mass valuation, subsequent to which the Ministry of 
Finance will be able to use the updated valuations to update the legal provisions in the tax code, highlighting that the tax 
base will be defined as the capital-based value rather than the normative value, and updating applicable tax rate guidance 
for regional governments to ensure an equitable and progressive land tax system.  

55. To generate additional revenue, the second operation will also support an increase in selected excise tax rates. This 
reform is identified as a priority in the National Revenue Strategy, which targets a gradual alignment of tobacco and motor 
fuel excise rates to the EU minimum rates over a five-year period. The increase in motor fuel excise rates through the 2025 
Budget will not only raise substantial revenue (full alignment of excise rates with EU minimum levels is expected to raise 
between 1.5 and 2.2 percent of GDP in additional revenue) but will also help internalize externalities from fossil fuel 
combustion.  

 
10 Deininger and Ali (2023).   
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56. Expected results: Prior action 7 and triggers 7 and 8 are jointly expected to increase domestic tax revenue, with the 
results framework targeting an increase to 35 percent of GDP in general (consolidated, including social security 
contributions) government tax revenue by 2026. 

Prior Action 8: To reduce corruption in public procurement, the Borrower, through the Ministry of Finance and the 
Ministry of Economy, has adopted a joint order initiating and outlining the steps for the update of automatic risk 
indicators for e-procurement, as evidenced by Order #66/3757 dated February 12, 2024. 

57. Rationale: Public procurement will be critical for the reconstruction of Ukraine, but will need to strike a balance 
between speed, transparency, value-for-money, and accountability. Public procurement in Ukraine accounts for nearly 
one-fifth of GDP and is likely to grow in volume as Ukraine starts rebuilding its infrastructure. The bulk of procurement in 
Ukraine is conducted using Prozorro, the country’s e-procurement system. The scope of public procurement recorded in 
Prozorro expanded since the establishment of the system in 2016, from an average of nearly one million transactions per 
year between 2016 and 2019 to more than 3 million per year from 2020 to 2022. In 2022, around 2.8 million transactions 
valued at 442 billion UAH (around US$11.6 billion) were completed via Prozorro. Electronic procurement is not only critical 
for rapid procurement but also to enhance transparency, which the authorities have consistently advanced. For instance, 
Prozorro was recently integrated with the Register of Corruption Offenses and new features were added that now require 
procuring entities to justify why they forego auctions. The last Relief and Recovery DPO supported a further strengthening 
and mandating of an improved and broadened e-procurement system which featured additional functionalities and 
enabling more procurement through an electronic catalogue. Recognizing these advances, the World Bank recently 
approved the use of Prozorro for all projects in Ukraine. Concurrently, a group of multilateral development banks, 
including the World Bank, have recently agreed to harmonize procurement practices for public sector investment in 
Ukraine. They have also agreed on a common approach in supporting the use of electronic procurement, recognizing the 
significant progress that has been made on aligning Prozorro with MDBs’ policy requirements and best international 
practices, and committing to increase their reliance on Ukraine’s e-procurement system once the upgraded system 
becomes functional, ensuring adequate transparency, fair international competition, and value for money for Ukrainian 
citizens. Ensuring transparency hinges on the availability and use of automated safeguards through risk indicators.  

58. Substance of the prior action: Prior action 8 supports a reform stream that will further strengthen transparency and 
accountability of procuring entities in Prozorro. Ukraine’s law on public procurement mandates the use of automatic risk 
indicators to monitor compliance with procurement procedures. The methodology to undertake these is regulated 
through an order by the Ministry of Finance. Risk indicators form the basis for the initiation of procurement monitoring 
by the State Audit Service, which conducts reviews and regularly publishes results of these reviews on its website. In 
practice, the risk indicators currently employed do not effectively identify risks to procurement integrity as they, for 
instance, frequently flag non-risky transactions and thus limit the ability of the State Audit Service to effectively target the 
highest risk transactions. Prior action 8 supports an order by the Ministry of Finance and the Ministry of Economy to 
update the use of an improved set of indicators. These indicators, whose updating is expected by September 2024, will 
form part of a digitized “red flag” system which automatically analyzes procurement data.  

59. Indicative triggers: The second operation will support the operationalization of the updated indicators and a more 
comprehensive update to Ukraine’s public procurement law that will align it with EU directives. DPO2 will support an 
order by the Ministry of Finance that mandates the use of updated risk indicators to detect signs of legal violations in 
procurement and to publish them as part of the State Audit Service regular reporting. DPO2 will also support a more 
comprehensive legal update of the procurement framework. Specifically, the European Commission’s 2023 staff report 
that assessed Ukraine’s readiness for EU accession highlighted that Ukraine had some level of preparation in the area of 
public procurement but that additional legal alignment with the EU acquis was needed, including on concessions and 
public-private partnerships, exclusion, selection, and the use of the most economically advantageous tender criterion. The 
second operation will support a reform to Ukraine’s law of public procurement to achieve this alignment.  
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60. Expected results: The prior action and the triggers are expected to strengthen procurement transparency and 
integrity, thus reducing incentives for the misuse of public funds, and increasing the value-for-money of public spending. 
The results framework captures, as an intermediate outcome, that the State Audit Service scrutinizes an increased 
percentage of procurement procedures that were flagged by the risk indicator system (from 11.5 percent in 2023 (using 
the old indicators) to 20 percent in 2026), subject to a maximum of 2,300 scrutinization procedures to account for capacity 
constraints in the State Audit Service. 

Policy action as effectiveness condition11: The Borrower has enacted a law strengthening the independence and 
institutional capacity of the NSSMC in accordance with the IOSCO Principles. 

61. Rationale: Ukraine’s financial sector lacks depth and diversification. The sector is dominated by banks whose lending 
to the private sector is comparatively small, with private sector credit only accounting for 23.6 percent of GDP in 2021, 
compared to an average of 53.3 percent across the ECA region (excluding high-income countries). The non-banking sector 
and capital markets are underdeveloped, in parts due to an inadequate supervisory framework, and are unable to meet 
the financing needs of the economy. The governance of the securities market regulator and capital market’s regulatory 
framework currently do not comply with the regulation, oversight and enforcement standards established by the 
International Organization of Securities Commissions (IOSCO). Specifically, IOSCO lays out 38 principles of securities 
regulation, which are based upon the objectives of (i) protecting investors, (ii) ensuring that markets are fair, efficient and 
transparent, and (iii) reducing systemic risk. Ukraine currently is not a signatory to the IOSCO memorandum as it is not 
compliant with its principles in areas related to regulatory governance and rating.   

62. Substance of the policy action: This policy action supports efforts to enhance the regulatory governance of securities 
markets. Specifically, the policy action supports the approval of an updated legal framework that strengthens the National 
Securities and Stock Market Commission’s (NSSMC) institutional set-up. The law will enhance the NSSMC’s investigative 
powers, independence and institutional capacity, its cross-border and domestic cooperation mandate, and its mandate to 
undertake risk-based supervision. It will also improve the governance structure of the NSSMC by regulating the selection 
of the commission’s governing bodies, including its head. The approval of the law will ensure Ukraine’s compliance with 
IOSCO principles on regulatory governance. 

63.  Indicative trigger: To complete the process of compliance with the IOSCO principles, the second operation will 
strengthen regulation and operational standards of rating agencies with the intention to improve the investment 
climate, revitalize investment processes, and reduce capital market risks. Specifically, the trigger will support enactment 
of a draft law which pertains to credit rating agencies that provide ratings for investors, borrowers, issuers and 
governments as part of making informed investment and financing decisions. The law regulates approval procedures for 
accredited rating agencies and sets out quality and integrity standards. It also outlines clear principles to ensure their 
independence and establishes mechanisms for conflicts of interest prevention, transparency, as well as protection of 
confidential information. The law tasks the NSSMC with regulating and authorizing credit rating agencies and outlines 
clear sanctioning mechanisms and penalties if they do not comply with their responsibilities. In addition to aligning rating 
regulations with the IOSCO principles, the law also ensures that Ukraine meets the requirements of EU Regulation No. 
1060/2009 on credit ratings.  

64. Expected results: The reforms are jointly expected to strengthen supervision of securities markets in Ukraine and 
achieve compliance with the IOSCO principles, which is captured in the results framework. To verify achievement of this 

 
11 This policy action is at an advance stage of completion. To ensure its timely completion and minimize the delays in the 
disbursement of the loan proceeds, the enactment of this law will be required as a condition of effectiveness to the loan agreement. 
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result, the signing of the IOSCO memorandum as well as a technical review by the World Bank team will be used.12 

Table 4: Analytical Underpinnings 

Prior Actions and Conditions Analytical Underpinnings 

Operation Pillar 1: Strengthening the economic policy framework to facilitate a structural shift towards sustainable growth.  

Prior Action 1: To reduce the distortionary impact of SOEs on 
competition and advance their commercialization, the Borrower has 
strengthened the accountability and independence of SOE supervisory 
boards, as evidenced through Law #3587-IX dated February 22, 2024,  
and published in the Official Gazette on March 7, 2024. 

The World Bank Ukraine Growth Study 2019 and the 
on-going Restoring Ukraine’s Economic Growth ASA 
identify distortions created by SOEs as a critical 
growth constraint.  

Prior Action 2: To promote renewable energy generation, the Borrower 
has replaced the fixed feed-in tariff with a transparent auction-based 
incentive mechanism, as evidenced by Law #3220-IX dated June 30, 
2023, and published in the Official Gazette on July 26, 2023. 

The Ukraine Country Private Sector Diagnostic 2023 
identifies the importance of distributed renewable 
energy generation to reduce emissions and improve 
energy system resilience.  

Prior Action 3: To enable the trading of renewable energy, the 
Borrower, through its CoM, has approved the institutional mechanism 
required to issue, circulate, and redeem guarantees of origin of 
electricity produced from renewable energy sources, as evidenced by 
Resolution #227 dated February 27, 2024. 

Prior Action 4: To improve farmers’ access to loans through digital 
technologies, the Borrower has introduced a new financial instrument 
that allows for the use of agrarian notes as collateral, as evidenced by 
Law #3586-IX dated February 22, 2024, and published in the Official 
Gazette on March 7, 2024. 

The Ukraine Country Private Sector Diagnostic 2023 
suggests digitizing crop receipts to ensure access to 
affordable finance.  

Prior Action 5: To efficiently use public funds to support the private 
sector’s access to finance, the Borrower, through its CoM, has revised 
the 5-7-9 Loan Program to limit eligibility to SMEs exclusively, as 
evidenced by Resolution #1403 dated December 27, 2023.  

A World Bank technical review of the 5-7-9 loan 
program suggested improving the targeting of the 
program by focusing it on smaller enterprises.  

Prior Action 6: To facilitate export processing, the Borrower, through its 
CoM, has submitted to the Verkhovna Rada of Ukraine for approval on 
January 16, 2024, the draft Law #10411 amending the customs code of 
Ukraine and aligning it with the European Union customs legislation. 

On-going work under the Restoring Ukraine’s 
Economic Growth ASA and the EUR Logistics ASA 
identify large growth potential from trade facilitation 
and constraints related to border processing.  

Operation Pillar 2: Enhancing macro-financial stability to create a growth-conducive environment. 

Prior Action 7: To strengthen the land tax base, the Borrower, through 
its CoM, has approved the initiation of a pilot mass valuation of land 
values, as evidenced by Resolution #1078 dated October 13, 2023.  

A roadmap for tax reform was produced through the 
National Revenue Strategy with World Bank and IMF 
technical assistance. Deininger and Ali (2023) show 
that there is a large discrepancy between normative 
and actual land values. A World Bank background 
note for the National Revenue Strategy suggests 
using computerized mass valuation to close this gap. 

Prior Action 8: To reduce corruption in public procurement, the 
Borrower, through the Ministry of Finance and the Ministry of Economy, 
has adopted a joint order initiating and outlining the steps for the 
update of automatic risk indicators for e-procurement, as evidenced by 
Order #66/3757 dated February 12, 2024. 

Technical assistance under the Ukraine: Procurement 
System Enhancement Project (P180126, RE) has 
identified challenges related to automatic risk 
indicators and supports their updating.  

 
12 The signature of the MoU demonstrates compliance of the law with the IOSCO principles regarding cooperation with foreign 
supervisors. A technical review by Bank staff will be undertaken to confirm alignment of the law with the other relevant IOSCO 
Principles (i.e., principles for the regulator, enforcement, credit rating agencies, and domestic cooperation). 

https://w1.c1.rada.gov.ua/pls/zweb2/webproc4_1?pf3511=72440
https://zakon.rada.gov.ua/laws/card/en/3220-20
https://itd.rada.gov.ua/billInfo/Bills/Card/41844
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Policy Action: The Borrower has enacted a law strengthening the 
independence and institutional capacity of the NSSMC in accordance 
with the IOSCO Principles. 

World Bank Review of Draft Law of Ukraine On 
Amending Certain Laws of Ukraine  
Regarding the Simplification of Attracting 
Investments and Implementing New Financial 
Instrument that identifies non-compliance of 
regulations with IOSCO principles.  

4.3. LINK TO CPF, OTHER BANK OPERATIONS AND THE WBG STRATEGY 

65. The DPO is part of the WBG effort to support the people of Ukraine which has mobilized over US$41 billion since 
February 2022. The World Bank Group engagement is guided by the Ukraine Country Program Update, submitted to the 
Board in June 2023, which identifies maintaining essential public services and relief efforts, supporting repair and 
reconstruction of core infrastructure, sustaining the private sector, and supporting key reforms for sustained economic 
growth as priorities for the period from June 2023 to June 2024. This operation focuses on the last of these objectives.  

66. This DPO forms an important building block of the World Bank Group’s broad operational engagement in Ukraine. 
On the sectoral side, the operational engagement has included framework projects in critical infrastructure sectors, 
including housing and energy, and operations in social sectors, including the INSPIRE project, approved in November 2023, 
that advances the social protection agenda. This operation complements the sectoral engagement with a focus on 
institutional reforms for growth. Other operations directly complement this DPO through support to related areas, such 
as the Ukraine ARISE project that supports the 5-7-9 program in the agricultural sector. Similarly, program-for-results 
operations are under preparation in the public financial management/fiscal and support to the private sector areas to 
support critical implementation steps that complement the reforms supported in this DPO. 

67. Consistent with World Bank Group priorities, the reforms supported in this DPO series contribute to attracting 
private investment to renewable energy and by facilitating credit flows to the private sector. Prior actions 2 and 3 
strengthen market-based incentives for renewable energy investments. Prior action 4 helps alleviate collateral constraints 
for farmers to avail of financing by enabling the use of a new type of collateral, providing them with increased 
opportunities to obtain loans. This is captured through the targeted result of US$75 million in credit provided through 
collateral based on agrarian notes. Prior action 5 improves credit provision to SMEs through the re-targeting of an interest 
rate subsidy and thus reduces their financing costs for investment. These prior actions, especially prior action 4, were 
developed in close collaboration with the IFC.  

4.4. CONSULTATIONS AND COLLABORATION WITH DEVELOPMENT PARTNERS 

68. The authorities have carried out consultations with stakeholders on the reforms supported by this operation. These 
reforms are consistent with the Government’s program which has been discussed with civil society, development partners, 
and the public through various channels. The authorities have also explained the rationale, design, and outcomes of 
supported reforms in the media. Supported legislative actions have been consulted on and widely debated in Parliament, 
which remains operational and transparent, with all laws published on the Parliament’s website, including explanatory 
notes, discussions of social, environmental, and fiscal impacts, comparative tables and expert as well as committee 
opinions. Cabinet-level legal acts are also made publicly available for feedback.  

69. Stakeholder consultations have informed the design of this operation in two ways. First, the supported reforms were 
selected among a larger set of on-going policy initiatives based on an assessment of impact and stakeholder feedback. 
Second, the legal content of most supported reforms, including on SOE corporate governance, energy, agrarian notes, the 
IOSCO law, and the 5-7-9 program, reflects multiple iterations of discussions between the authorities, domestic 
stakeholders, and Ukraine’s international partners, aimed to ensure compliance with international standards while also 
safeguarding against stakeholder risks. For instance, the law supported under prior action 4 underwent detailed 
consultations through working groups that entailed key line ministries, financial sector regulators (including NBU) and 
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potential creditors. These meetings resulted in improved electronic security provisions and enhanced verification 
procedures.  

70. The proposed operation forms an integral part of a large multilateral support program for Ukraine that 
encompasses, in addition to the World Bank, the IMF, the European Union/Commission, and bilateral partners, 
including Japan, the United States and the UK. The World Bank has coordinated the proposed DPO closely with these 
partners and has identified complementarities. In addition to collaboration with international development partners, the 
Bank’s support for policy reforms has also benefited at the national level from collaboration with the private sector, 
academia, and civil society to ensure knowledge sharing and coordination of efforts. 

5. OTHER DESIGN AND APPRAISAL ISSUES 

5.1. POVERTY AND SOCIAL IMPACT 

71. There are positive welfare effects expected from reforms promoting competition and financial inclusion under pillar 
1. Indirect positive effects are expected from employment gains from improving competition in SOE dominated markets 
(Prior Action 1). Reforms bringing legislation to enable agrarian notes (Prior Action 4) and targeting of the 5-7-9 programs 
to SMEs (Prior Action 5) have progressive welfare gains because they foster financial inclusion by expanding access to 
credit for agricultural producers and smaller firms. The other reforms under pillar 1 are distribution neutral. The prior 
action on reforms of the customs code (Prior Action 6) does not introduce tariff changes. It is largely procedural. Hence it 
is expected to be distribution neutral. Reforms to enhance the renewable energy markets supported under prior actions 
2 and 3 are also distribution neutral, as no impact on retail prices is anticipated.  

72. The prior action on the revision to the tax code under pillar 2 could have significant distributional impact. Prior 
action 7 on strengthening the land base will likely have negative welfare effects, despite it being progressive. Land tax is 
based on normative values. Statistical analysis shows that the difference between sales price and normative value is a 
relatively modest 20 percent for commercial farmland but, with mean market prices more than 6 times the normative 
value, is vast for land in personal farms (Deininger and Ali, 2023). This implies that a shift to an economic value-based 
approach can increase land taxes for personal farm plot owners unless tax rates are adjusted. These models also show 
that attributes related to land use – such as built-up area and proximity to cities – explain a considerable portion of the 
deviation between normative values and market prices. Therefore, land taxes will increase much more for plots with 
higher economic value, hence the land tax incidence will, ceteris paribus, be progressive. The increases in land taxes will 
also vary geographically, with larger increases expected in regions like Lviv and Kyiv, where the normative value of land is 
respectively, 59 and 53 percent lower than the market price on average, after controlling for land attributes. Mitigation 
measures, including a potential adjustment of tax rate guidance to account for social impact, will need to accompany 
trigger 7 when the State Geo Cadaster defines the final valuation methodology and approves the updated valuations. 

73. The remaining actions under pillar 2 will have neutral welfare impacts in the short term, but could yield progressive 
gains in the future. Strengthening security market supervision (Policy Action), will at worst do no harm, and at best, 
promote access to finance to household with intangible assets, who tend to be poorer. The prior action focused on the 
procurement system (prior action 8) will increase value for money in public procurement, which will be distribution 
neutral, but can also be progressive if these gains are translated into increasing financing service delivery which is pro-
poor. 

74. Potential adverse poverty and social impacts that could arise from the supported SOE or tax reforms can be partially 
mitigated through the support of complementary operations and through close engagement during policy design. 
Critical social assistance payments, including pensions, are financed through the World Bank’s INSPIRE and Public 
Expenditures for Administrative Capacity Endurance projects, which help to ensure that social protection mechanisms 
remain intact. The INSPIRE project also supports, through performance-based conditions, efforts to better target Ukraine’s 
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social assistance payments and prevent program overlap. Discussions on the design of reforms to land valuation and the 
excise tax system will seek to ensure that these adequately consider possible adverse poverty and social impacts.  

5.2. ENVIRONMENTAL, FORESTS, AND OTHER NATURAL RESOURCE ASPECTS 

75. The actions supported by this operation are not likely to cause any adverse environmental effect. Prior actions 2 
and 3 will likely cause a moderate positive environmental impact by supporting the transformations in the energy and 
electricity sector to increase the share of clean and renewable energy and thus decrease the fossil fuel share in the 
generation of electricity. Prior Action 6 can potentially improve environmental footprint of agricultural export operations 
by introducing EU customs legislation (and related requirements on waste management, resource efficiency and pollution 
prevention, as well as occupational and community health and safety) into the Customs Code of Ukraine. 

76. Potential adverse effects can be managed effectively through country systems. Specifically, prior action 5 supports 
a reform to the 5-7-9 program that will rely on the advanced Environmental and Social Management System that has been 
developed in line with WB ESF and will be operationalized shortly as part of the World Bank supported ARISE project. 
More broadly, any adverse impacts arising from the 5-7-9 program can be mitigated by applying Ukraine’s relevant 
environmental protection regulations, as well as applying sustainable finance principles which the Business Development 
Fund has adequate policies and expertise in.  

5.3. PFM, DISBURSEMENT AND AUDITING ASPECTS 

77. The PFM system is reliable, the government has made progress in strengthening it in recent years, and it continues 
to function. Amendments to the Budget Code (2646-VIII of 6 December 2018) established a legal basis for the introduction 
of a Mid-Term Budget Framework (MTBF). However, the Government approved a medium-term Budget Declaration only 
once – in 2021 (for 2022-2024) and has stopped this process since 2022 through the Budget Code’s amendments. The 
latest Public Expenditure and Financial Accountability (PEFA) assessment for Ukraine was undertaken in 2019. It concluded 
that the Government had made progress in: (i) implementing medium-term budget planning; (ii) increasing transparency 
in public financial management; (iii) integration of International Public Sector Accounting Standards; (iv) improving 
forecasting tools and fiscal risk management; and (v) introducing a gender-oriented approach to budgeting. Challenges 
were identified in the areas of public investment management, medium-term expenditure framework implementation 
and budgeting and reporting of the social security fund in the payroll system. To address some of these challenges, the 
authorities approved a PFM Reform Strategy covering 2022-2025 in December 2021. Based on this, in 2022, the Ministry 
of Finance approved the methodology for preparing budget unit’s proposals for the Budget Declaration. It is expected that 
in 2024 the Government will approve the Budget Declaration for 2025-2027. 

78. Public access to fiscal information is appropriate. The Chart of Accounts, which underpins budget preparation, 
execution, and reporting, is comprehensive. Government finance statistics are produced monthly but during the martial 
law period, publishing of Treasury reports has been suspended. However, the MOF and NBU continue to provide monthly 
updates on expenditures and revenue. The MoF also publishes monthly data on the collection and spending of the 
resources, public and guaranteed debt. The MOF created an e-data portal (spending.gov.ua), which provides detailed 
information on public expenditure, and a web portal of the budget for citizens (openbudget.gov.ua), which provides data 
on the implementation of state and local budgets. Ukraine also improved its position in the Open Budget Index and scored 
especially well on budget oversight, with a score of 82 out of 100. Both portals are operational. 

79. Ukraine has advanced its public procurement system, but there are areas which could be further improved. The Law 
on Public Procurement, which was adopted in December 2015, establishes legal and economic principles for procurement 
of goods and services. Starting from 2016, all public procurements are mandated to be made through the Prozorro 
centralized electronic procurement system. The tool provides for quick and thorough analysis of information on tenders, 
with easy and unlimited access granted to civil society. Despite the initial waving of the mandatory use of the e-
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procurement system in 2022, the share of competitive procurement via the Prozorro system kept growing: 40 percent in 
terms of value in 2022 reaching 65 percent in the second half of 2023. However, the share of all public procurement on a 
competitive basis could increase further. More recently the authorities have upgraded the Prozorro modules to align its 
functionality with multilateral development banks’ requirements for international procedures and have taken steps to 
train staff and consultants of the implementing agencies. It is expected that starting from March 2024, procurement under 
Bank financed operations would gradually transition to Prozorro even for international market approaches.  

80. The IMF completed safeguards assessments of the NBU in 2015, 2019, and 2023. The assessments confirmed that 
the NBU has made progress in strengthening its governance and control environment. Its legal framework was amended 
in 2015, further improving financial autonomy and governance. In addition, its institutional framework has been 
substantially strengthened and modernized, focusing on core functions, and improving its decision-making processes and 
internal controls. The NBU also adopted a new ethics code for members of its decision-making bodies and for its staff. A 
new audit committee was established under the new NBU Council and an internal audit charter has been adopted. To 
address the credit risks stemming from the financial assistance to domestic banks, the loan management process and 
related risk management processes were reformed under a new loan management department. The 2023 safeguards 
assessment found that while the NBU has maintained a broadly strong safeguards framework, governance practices need 
to be strengthened further. The financial reporting, external and internal audit mechanisms, and risk management all 
continue to have sound practices.  

81. Disbursements. The proposed Loan will be fully guaranteed by the ADVANCE Trust Fund and the Government of the 
United Kingdom. The loan proceeds will be disbursed in one single tranche to the existing treasury account at the NBU, to 
be used for budget financing, and will form part of Ukraine’s official foreign exchange reserves. The proposed loan will 
follow the WB’s procedures for development policy lending. Disbursement will be made upon declaration of loan 
effectiveness and submission of a withdrawal application to the World Bank. Within seven days of remittance of funds by 
the Bank, the Government will provide a confirmation to the World Bank that the funds have been received by the treasury 
account in the NBU and that these funds are available for financing budget expenditures. 

82. Additional fiduciary arrangements will be required for this operation, given active fighting in Ukraine which could 
affect PFM institutions and processes. Such additional arrangements will include additional assurance aimed to confirm 
receipt of the funds into government US$ account and their further exchange and transfer to the government State 
Treasury account in UAH, and onward incorporation into the government budget. Such assurance will entail either an 
independent audit of these steps in the funds flow process, or review by World Bank staff of the mentioned transactions. 
For the same reason, fiduciary risk is considered high. Given the exceptionally uncertain context, it should be noted that 
these additional fiduciary arrangements may not fully cover the risks that arise from the sudden large increase in public 
expenditure combined with martial law-induced relaxation of select PFM procedures that allow for more flexibility but 
have also resulted in reduced expenditure transparency.  

5.4. MONITORING, EVALUATION AND ACCOUNTABILITY 

83. The Ministry of Finance is responsible for the overall coordination of the proposed operation while some of the line 
ministries are responsible for implementation in their respective areas. The National Bank of Ukraine (NBU) and line 
ministries are responsible for reforms aimed at strengthening the accountability and independence of SOE supervisory 
boards. The Ministry of Energy is responsible for reforms promoting renewable energy generation. The NBU, National 
Securities and Stock Market Commission and the Ministry of Agrarian Policy and Food have responsibility for implementing 
reforms on introducing agrarian notes. Private sector financing and credit markets reforms are coordinated by the NBU. 
The Ministry of Finance is responsible for reforms aimed at facilitating customs processing (in coordination with State 
Customs Service) and strengthening measures on increasing budget tax revenues. Finally, the Ministry of Finance, the 
Ministry of Economy and state-owned enterprise Prozorro are responsible for implementing reforms to further ensure 
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procurement integrity and align it with EU standards. The specific expected results indicators, set out in Annex 1, will be 
used to monitor implementation of the operation. The Bank, in collaboration with the Ukrainian authorities, will monitor 
and evaluate the program’s achievement of these results. 

84. Grievance Redress. Communities and individuals who believe that they are adversely affected by specific country 
policies supported as Prior Actions, conditions, or tranche release conditions under a World Bank Development Policy 
Financing may submit complaints to the responsible country authorities, appropriate local/national grievance 
mechanisms, or the Bank’s Grievance Redress Service (GRS). The GRS ensures that complaints received are promptly 
reviewed in order to address pertinent concerns. Project affected communities and individuals may submit their complaint 
to the Bank’s independent Accountability Mechanism (AM). The AM houses the Inspection Panel, which determines 
whether harm occurred, or could occur, as a result of Bank non-compliance with its policies and procedures, and the 
Dispute Resolution Service, which provides communities and borrowers with the opportunity to address complaints 
through dispute resolution. Complaints may be submitted at any time after concerns have been brought directly to the 
World Bank’s attention, and Bank Management has been given an opportunity to respond. For information on how to 
submit complaints to the World Bank’s corporate Grievance Redress Service (GRS), please visit 
http://www.worldbank.org/GRS. For information on how to submit complaints to the Bank’s Accountability Mechanism, 
please visit https://accountability.worldbank.org.   

6. SUMMARY OF RISKS AND MITIGATION 

85. Owing to the unique circumstances, the overall risk of this operation is exceptionally high. The risks to achieving the 
development outcome of the proposed DPO have been assessed using the Systematic Operations Risk-Rating Tool (SORT) 
(Table 4). The achievement of the development objective of this operation depends, first and foremost, on the evolution 
of active fighting and other related factors that are outside of the authorities’ control. This results in high residual risks 
that cannot be mitigated. 

86. Political and governance risks are high. These risks arise from the deep-rooted influence of powerful vested interests 
that could derail, or even reverse reforms supported by this operation. Reforms to enhance competition, for example, 
could attract resistance from elites that benefit from market power. These risks are mitigated by the government’s 
willingness to advance major reforms, the strong voice of civil society in advocating for continued reforms, and Ukraine’s 
continued cooperation with the international community and development partners in advancing institutional 
strengthening efforts.  

87. The macroeconomic residual risk to the PDO is rated high. Ukraine’s authorities have successfully stabilized the 
economy, but the inherent macroeconomic risk remains high because of uncertainty about foreign aid inflows in 2024, 
uncertainty about planned debt treatments and the overall economic uncertainty induced by sustained attacks, with 
continued fiscal pressure risking a diversion of attention from the implementation of longer-term structural reforms. 
Mitigation measures include policy efforts, including those supported by this operation on revenue and procurement, and 
the broader international support program, but residual risks remain high given the scale of the fiscal gap.   

88. Implementation risks, including from sector strategies and policies, institutional capacity, and fiduciary aspects, are 
high. The proposed operation supports a multi-sectoral reform program that is subject to high risk related to the fragile 
security situation. Reforms in the energy sector that aim to improve renewable generation and trade may be derailed by 
renewed attacks on the electricity infrastructure. More broadly, many of the reforms supported by the proposed DPO 
require strong capacity for implementation and monitoring. These risks are mitigated in part by technical assistance 
provided by development partners (including the World Bank, the IMF and EU). Fiduciary risks arise because of increased 
expenditures combined with adjusted fiduciary requirements under martial law and are partially mitigated through efforts 
to strengthen the PFM system, including through procurement reforms supported by this operation.  

https://www.worldbank.org/en/projects-operations/products-and-services/grievance-redress-service
https://www.worldbank.org/en/programs/accountability
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89. Stakeholder risks are high. This operation supports reforms that may attract opposition from some stakeholders that 
could risk the development objective. Individuals and firms may oppose an increase of excise rates. The unbundling of the 
railway company may attract opposition from stakeholders, including employees. Mitigating factors involve strong 
preparatory work and buy-in to these reforms by the authorities and build-in consultation processes. For instance, the 
excise tax reform is anticipated in the National Revenue Strategy, will be implemented gradually and will be widely 
consulted on. Similarly, implementation of reforms related to railway unbundling are phased over an extended period and 
will be combined with adequate social measures.  

90. Other risks are high. Such risks arise from two sources. First, the security situation remains extremely fragile. Active 
fighting, while now more localized in the eastern parts of the country, continues and may spread to other regions. Attacks 
on Ukraine’s infrastructure and on civilian areas continue, imposing further unmitigable risks. Second, even if active 
fighting is contained eventually, risks emanate from uncertainty about the stability of Ukraine’s security situation. 

91. Technical design risks are substantial. Technical design risks are substantial, as the unique situation generates 
substantial uncertainty with regards to policy priorities and the authorities’ ability to implement longer-term reforms. The 
programmatic design, coupled with an active sectoral program, partially mitigates this risk.  

Table 4: Summary Risk Ratings 
 

@#&OPS~Doctype~OPS^dynamics@padrisk#doctemplate 

Risk Categories Rating 

1. Political and Governance ⚫   High 

2. Macroeconomic ⚫   High 

3. Sector Strategies and Policies ⚫   High 

4. Technical Design of Project or Program ⚫   Substantial 

5. Institutional Capacity for Implementation and Sustainability ⚫   High 

6. Fiduciary ⚫   High 

7. Environment and Social ⚫   Moderate 

8. Stakeholders ⚫   High 

9. Other ⚫   High 

Overall  ⚫   High 
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ANNEX 1: POLICY AND RESULTS MATRIX 

 

DETAILED RESULTS FRAMEWORK 

 

 Prior Actions, Conditions and Triggers Results 

 Prior Actions and Conditions under  

DPO 1 
Triggers for DPO 2 Indicator Name Baseline Target 

Objective Pillar 1: Strengthening the economic policy framework to facilitate a structural shift towards sustainable growth. 

Increasing 
productivity by 
introducing 
market-based 
incentives in 
the SOE sector.  

Prior Action 1. To reduce the 
distortionary impact of SOEs on 
competition and advance their 
commercialization, the Borrower has 
strengthened the accountability and 
independence of SOE supervisory 
boards, as evidenced through Law 
#3587-IX dated February 22, 2024,  and 
published in the Official Gazette on 
March 7, 2024. 

Trigger 1. To enhance the 
competitiveness of the 
railway market, the Borrower 
has enacted legislation on 
railway transport that 
enhances competitive entry 
opportunities into the railway 
sector and improves its 
governance. 
 
Trigger 2. To reduce the state 
footprint in the banking 
sector, the Borrower has 
enacted a law on the sale of 
shares belonging to the state 
in the authorized capital of 
banks in the capitalization of 
which the state took part that 
establishes the legal basis for 
the privatization of state-
owned banks and aligns 

Results Indicator 1. Total 
dividends paid by State-Owned 
Enterprises to the Government. 

UAH 
35.1 
billion 
(2023) 

UAH 50 
billion (2026) 

https://zakon.rada.gov.ua/laws/show/4524-17#Text
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privatization procedures with 
international practice. 

Increasing 
productivity 
through 
efficient and 
environmentally 
conscious 
energy price 
signals. 

Prior Action 2. To promote renewable 
energy generation, the Borrower has 
replaced the fixed feed-in tariff with a 
transparent auction-based incentive 
mechanism, as evidenced by Law #3220-
IX dated June 30, 2023, and published in 
the Official Gazette on July 26, 2023. 

 
Prior Action 3. To enable the trading of 
renewable energy, the Borrower, 
through its CoM, has approved the 
institutional mechanism required to 
issue, circulate, and redeem guarantees 
of origin of electricity produced from 
renewable energy sources, as evidenced 
by Resolution #227 dated February 27, 
2024.  

 

Trigger 3. To encourage green 
energy production, the NEUR 
has approved regulatory legal 
acts that implement Law 
#3220. 

 

Results Indicator 2. Total 
renewable energy capacity 
awarded or contracted under 
the Law #3220-IX. 

0 GW 
(2023) 

1 GW (2026) 

Enabling capital 
accumulation in 
the agricultural 
sector.  

Prior Action 4. To improve farmers’ 
access to loans through digital 
technologies, the Borrower has 
introduced a new financial instrument 
that allows for the use of agrarian notes 
as collateral, as evidenced by Law 
#3586-IX dated February 22, 2024,  and 
published in the Official Gazette on 
March 7, 2024. 
 

Trigger 4. To facilitate 
mortgage lending, the 
Borrower has enacted a law 
for the State Agrarian Registry 
that allows financial 
institutions to access the State 
Agrarian Registry for the 
evaluation of mortgage 
applications. 

Results Indicator 3. Value of 
financing facilitated via agrarian 
notes.  

 

 

 

 

 

 

US$0 
(2023) 

 

 

 

 

 

 

 

US$75 
million, at 
least US$15 
million of 
which 
accrues to 
female 
farmers and 
female-
headed and 
female-
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Results Indicator 4. Outstanding 
credit to the agricultural 
sector.13  

 

 

 

 

UAH 
116 
billion 
(2023) 

owned firms 
(2026) 

 

UAH 150 
billion (2026) 

 

Enabling capital 
accumulation 
by improving 
access to 
finance. 

Prior Action 5. To efficiently use public 
funds to support the private sector’s 
access to finance, the Borrower, through 
its CoM, has revised the 5-7-9 Loan 
Program to limit eligibility to SMEs 
exclusively, as evidenced by Resolution 
#1403 dated December 27, 2023. 

 

Trigger 5. To prevent 
unstructured bankruptcies, 
the Borrower has enacted a 
law on amending the code of 
Ukraine on bankruptcy 
procedures that facilitates the 
restructuring and recovery of 
businesses before they 
become insolvent. 

Results Indicator 5. Share of 
new loans supported through 
the 5-7-9 program allocated to 
SMEs. 

 
 
 
 
 
 
 

Results Indicator 6. Number of 
cases successfully using 
preventive restructuring 
procedures. 

95 
percent 
(2023) 

 

 

 

 

 

 

 

0 (2023) 

100 percent, 
20 percent of 
which accrue 
to female-
headed and 
female-
owned firms 
and female 
farmers 
(2026) 

 

10 (total up 
to 2026) 

Improving 
access to export 
markets by 
facilitating 

Prior Action 6. To facilitate export 
processing, the Borrower, through its 
CoM, has submitted to the Verkhovna 
Rada of Ukraine for approval on January 
16, 2024, the draft Law #10411 

Trigger 6. The Cabinet of 
Ministers has amended the 
selection process for the 
leadership of the State 
Customs Service to ensure a 

Results Indicator 7. Score on the 
Customs Logistics Performance 
Index. 

2.4 
(2023) 

2.9 (2026, or 
latest 
available) 

 
13 See https://bank.gov.ua/files/3.3-Loans_e.xlsx. 
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customs 
processing. 

amending the Customs Code of Ukraine 
and aligning it with EU customs 
legislation. 

transparent and merit-based 
process that includes the 
constructive participation of 
international experts. 

 Pillar 2: Enhancing macro-financial stability to create a growth-conducive environment. 

Strengthening 
domestic 
revenue. 

Prior Action 7. To strengthen the land 
tax base, the Borrower, through its CoM, 
has approved the initiation of a pilot 
mass valuation of land values, as 
evidenced by Resolution #1078 dated 
October 13, 2023.  
 
 
 

Trigger 7. To strengthen the 
land tax base, the State Geo 
Cadaster has updated land 
valuations from the pilot 
project and made them 
available at property level on 
their monitoring website. 

 

Trigger 8. To strengthen 
excise revenue generation 
and mitigate carbon 
emissions, the Borrower, 
through its Cabinet of 
Ministers, has approved the 
Budget Declaration for 2025-
27, that approximates excise 
tax rates on motor fuel more 
closely with EU minimum 
levels.  

Results Indicator 8. General 
government (consolidated, 
including social security 
contributions) tax revenue (% of 
GDP) 

33.3 
(2023) 

 

35  
(2026) 

Ensuring 
procurement 
integrity and 
alignment with 
EU standards. 

Prior Action 8. To reduce corruption in 
public procurement, the Borrower, 
through the Ministry of Finance and the 
Ministry of Economy, has adopted a 
joint order initiating and outlining the 
steps for the update of automatic risk 
indicators for e-procurement, as 

Trigger 9. To prevent 
corruption in public 
procurement, the Ministry of 
Finance has issued an order 
that mandates the use of 
updated automatic risk 
indicators and their 

Results Indicator 9. Percentage 
of procurement procedures 
scrutinized by the State Audit 
Services (SAS) from the 
procedures identified with red 
flags.  

11.5 
(2023) 

20, subject 
to a 
maximum of 
2,300 
scrutinization 
procedures 
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evidenced by Order #66/3757 dated 
February 12, 2024. 

publication as part of the 
State Audit Service’s regular 
reporting. 

Trigger 10. To align 
procurement rules with EU 
standards, the Borrower has 
amended the public 
procurement law that 
includes provisions that 
substantially put it in 
alignment with EU directives. 

per year 
(2026) 

Enhancing 
capital market 
supervision. 

Policy Action. The Borrower has enacted 
a law strengthening the independence 
and institutional capacity of the NSSMC 
in accordance with the IOSCO Principles. 

Trigger 11. To reduce 
information distortions in 
debt markets, the Borrower 
has enacted a law that 
establishes standards and 
regulates rating agencies. 

Results Indicator 10. NSSMC's 
governance, powers, and 
oversight framework for credit 
rating agencies in compliance 
with IOSCO principles  

No 
(2023) 

 

 

 

 

 

Yes (2026) 
 
 
 
 

 

 

 

@#&OPS~Doctype~OPS^dynamics@paddpfannexpolicyandresult#doctemplate 

RESULTS INDICATORS BY PILLAR 

 

Baseline Closing Period 
Increasing growth potential by enhancing productivity, capital accumulation, and access to export ma  

Total dividends paid by State-Owned Enterprises to the Government (Number)  
Dec/2023 Dec/2026 
UAH 35.1 billion UAH 50 billion 

https://w1.c1.rada.gov.ua/pls/zweb2/webproc4_1?pf3511=72591
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Total renewable energy capacity awarded or contracted under the law #3220-IX (Gigawatt)  
Dec/2023 Dec/2026 
0 1 
Value of financing facilitated via agrarian notes (Amount(USD))  
Dec/2023 Dec/2026 
0 75 million, at least 15 million of which accrues to female farmers and female-headed and 

female-owned firms  
Outstanding credit to the agricultural sector (Number)  
Dec/2023 Dec/2026 
UAH 116 billion UAH 150 billion 
Share of new loans supported through the 5-7-9 program allocated to SMEs (Percentage)  
Dec/2023 Dec/2026 
95 percent 100, 20 percent of which accrue to female-headed and female-owned firms and female 

farmers  
Number of cases successfully using preventive restructuring procedures (Number)  
Dec/2023 Dec/2026 
0 10 (cumulative) 
Score on the Customs Logistics Performance Index (Number)  
Dec/2023 Dec/2026 
2.4 2.9 

Enabling a growth-inducive macro-financial policy framework  
General government tax revenue (% of GDP) (Percentage)  
Dec/2023 Dec/2026 
33.3 35 
Percentage of procurement procedures scrutinized by the State Audit Services (SAS) from the procedures identified with red flags (Percentage)  
Dec/2023 Dec/2026 
11.5 20, subject to a maximum of 2,300 scrutinization procedures per year  
Capital market supervision complies with international principles established by IOSCO (Yes/No)  
Dec/2023 Dec/2026 
No Yes 

 

 



 
The World Bank  
Growth Foundations DPO (P502032) 

 
 

 
Mar 08, 2024 Page 33 of 54 

 

ANNEX 2: FUND RELATIONS ANNEX 
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ANNEX 3: LETTER OF DEVELOPMENT POLICY 
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Unofficial Translation 
 

 
 

March 2024, Kyiv 

No. 5971/0/2-24 of March 08, 2024 

Dear Mr. Banga, 

On behalf of the Government of Ukraine, we take this opportunity to express our warm regards 

and gratitude to the World Bank and personally to you, Mr. Banga, for your support and assistance 

to Ukraine after the start of the Russian invasion of Ukraine’s territory. 

Over the past two years, the World Bank has consistently supported Ukraine through a range 

of projects/programs. The Public Expenditures for Administrative Capacity Endurance in Ukraine 

(PEACE in Ukraine) program has provided support to the Government of Ukraine in performing 

core public functions at the national and subnational levels for the administrative capacity 

endurance in Ukraine. The Ukraine Relief, Recovery, Reconstruction and Reform Trust Fund 

(URTF) has financed projects that have helped the Government of Ukraine sustain its 

administrative capacity, deliver services, and conduct relief efforts, while planning and 

implementing Ukraine’s recovery, reconstruction, and reform agenda. The Relief and Recovery 

Development Policy Operation and the Investing in Social Protection for Inclusion, Resilience, 

and Efficiency (INSPIRE) project have supported our efforts to provide social relief, foster 

economic recovery, and prepare Ukraine for reconstruction. The Ukraine Agriculture Recovery 

Inclusive Support Emergency (ARISE) project offered small farmers and agricultural producers 

to obtain affordable loans and grants to support agricultural production. The Health Enhancement 

and Lifesaving (HEAL) and the Housing Repair for People's Empowerment (HOPE) projects 

have provided critical support to our health and housing sectors, respectively, whereas the energy 

and transport sectors have benefited from the Restoration Project of Winterization and Energy 

Resources (REPOWER) and the Repairing Essential Logistics Infrastructure and Network 

Connectivity (RELINC) projects. 

To: Mr. Ajay BANGA, 

President of the World Bank, 

Washington, D.C., the USA  
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To complement these efforts, the current Development Policy Operation (“Program”) focuses 

on the structural agenda that will allow Ukraine to achieve its ambition of EU accession and 

income convergence. The program supports policies that lift the economy’s growth potential and 

enable a growth-inducive macro-financial policy framework. 

Through persistent effort and with the continued support of our international partners, the 

national economy is showing the first signs of recovery. After a sharp contraction in 2022, the 

economy has returned to a positive growth rate in 2023. Yet, Russian Federation’s invasion has 

generated substantial demands on the budget, which are reflected in the fiscal deficit of UAH 

1.33 trillion as of end-2023. We are grateful for the invaluable support that our international 

partners, including the World Bank, the International Monetary Fund (IMF), the United States of 

America, the European Union, the Government of Japan, and His Majesty’s Government of the 

United Kingdom of Great Britain and Northern Ireland have provided us. Given that large fiscal 

pressures are expected to persist, Ukraine counts on the support that its international partners will 

provide in the future. 

In the face of the unprecedented challenges that Russian Federation’s invasion has presented, 

Ukraine has prioritized expenditure on defense, social protection, and reconstruction of critical 

infrastructure, while managing the economy and maintaining macroeconomic and financial 

stability. These pressures have not prevented us from developing our longer-term structural 

reform agenda. The progress made on Ukraine’s accession to the European Union, including the 

European Council’s decision on the 14 December 2023 to open the accession negotiations, 

encourages us to continue pursuing this agenda. 

Despite the extreme challenges and uncertainty that Russian Federation’s invasion has 

brought, we have remained committed to macroeconomic and financial stability and have 

demonstrated our ability to maintain stable macroeconomics aggregates. Inflation has been kept 

under control, with year-on-year CPI growth being at only 5.1 percent at the end of 2023, foreign 

exchange reserves reached a historic peak of US$ 41.7 billion in July, and the exchange rate has 

remained relatively stable during the transition to a regime of managed flexibility. Furthermore, 

we have established an agenda for accession to the European Union and an on-track IMF program 

– which passed its second review on 11 December 2023 – as anchors for macroeconomic and 

financial stability. The approval of the National Revenue Strategy 2030 highlights our 

commitment to strengthening our fiscal capacity. We have also approved a Public Investment 

Management roadmap to shape the context, vision, core principles, and focus areas for building 

an integral, sustainable, and efficient public investment management system that supports the 

planning of investment projects on the basis of strategic priorities and the medium-term budgetary 

framework, selecting them on the basis of unified and transparent procedures using clear-cut 

criteria, and implementing them within the planned timeframes and financing. 

The Program is designed to support our efforts to lift the growth potential of the national 

economy. It focuses on two priority areas for policy action: increasing potential growth through 
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reforms that enable productivity growth, capital accumulation, and access to export markets, and 

enabling growth-conducive conditions for the macro-financial policy framework. 

The reforms under the first pillar of the Program increase the economy’s growth potential by 

promoting productivity, capital accumulation, and access to export market. 

First, we have adopted Law of Ukraine No. 3587-IX of February 22, 2024, “On Amending 

Some Legislative Acts of Ukraine to Improve Corporate Governance” which reforms the 

governance framework of the state-owned enterprises to embed competition considerations in 

their management and to advance the commercial orientation of state-owned enterprises. This 

Law transfers the power of appointing and dismissing CEOs and approving strategic and financial 

plans to the supervisory boards, protects board members from unreasonable dismissal, introduces 

mandatory independent audits and evaluations of board members, and enshrines a competitive 

and transparent selection process for board members. It also promotes market-orientation and 

limits adverse fiscal impacts of state-owned enterprises by empowering the Ministry of Finance 

to approve key financial targets for state-owned enterprises and establishing, for a limited time, 

a minimum dividend of state-owned enterprises. 

We plant to complement this reform with interventions that reduce the anti-competitive impact 

of SOEs in two growth-critical sectors: railways and banking. Specifically, over the medium-term 

we plan to split the vertically integrated national railway company into four independent and 

commercially oriented operators. To prepare this reform, we plan to: (i) within 12 months after 

the Law of Ukraine “On Railway Transport in Ukraine” is adopted, define a tailored approach for 

the management, access and setting of access tariffs for infrastructure of regional importance; and 

(ii) within 18 months after that Law is adopted, firstly, adopt the methodology for assets and 

accounting separation between the infrastructure management functions and train operations, and, 

secondly, define the methodology for infrastructure access charges aiming as much as possible 

for full cost recovery. We also plan to gradually privatize state-owned banks in the medium-term. 

Second, we recognize that growth going forward will not only need to accelerate but will also 

have to be environmentally sustainable. To this end, we have carried out reforms that will 

incentivize an accelerated transition to a distributed renewable generation system. Specifically, 

we have adopted Law of Ukraine No. 3220-IX dated June 30, 2023 “On Amending Some Laws 

of Ukraine Aimed at Restoration and Green Transformation of Ukraine’s Energy System” which 

establishes an auction-based feed-in-premium mechanism, in which the right to supply renewable 

energy is granted to the bidder who proposes the lowest cost, and where the difference between 

the winning bid and the market tariff is paid as a premium to the winning bidder. That Law also 

sets out the operational framework of “active consumers” which are entities that consume from, 

but also supply renewable energy to the grid. It specifies the preconditions for becoming an active 

consumer and establishes new market participants (the aggregator and small distribution system 

operator) to manage and enable the participation of distributed energy generation facilities. 

Therefore, that Law enhances the incentives for loss-reduction investments in renewable 
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generation and ensures competitive access to supply rights. In addition, the Cabinet of Ministers 

of Ukraine has approved a procedure required for issuing, circulating, and redeeming guarantees 

of origin of electricity produced from renewable energy sources. These policies highlight our 

commitment to sustainable growth through an accelerated transition to a distributed renewable 

generation system. 

Third, we have adopted Law of Ukraine No. 3586-IX of February 22, 2024, “On Agrarian 

Notes”, which introduces agrarian notes as a new financial instrument that can be used as 

collateral by farmers to access financing. This digital version of these agrarian notes can be traded 

and managed using signatures, reducing the cost of issuing, circulating, and terminating them. In 

addition, that Law facilitates the issuance of agrarian notes by expanding the range of institutions 

allowed to issue them to agricultural cooperatives and allows for the pledging of a wider set of 

commodities as collateral, including livestock, animal products, and primary processing products. 

To further support farmers’ access to finance, we envision to grant financial institutions access to 

the State Agrarian Registry for evaluating loan applications. Such access will help overcome 

information frictions, providing banks with a comprehensive view of an applicant’s assets and 

economic activity, and thus enable an informed credit expansion. 

Fourth, our efforts to strengthen the financial sector focus on improving access to finance for 

small and medium-sized enterprises and ensuring continued financial stability. To this end, the 

Cabinet of Ministers has updated the Procedure for Granting State Financial Aid to Business 

Entities (Affordable Loans 5-7-9%) so that it delivers the highest growth impact at the lowest 

fiscal cost. Specifically, we have excluded big enterprises from the State Program. Recognizing 

that it has become the main engine of private sector lending since Russian Federation’s invasion, 

we have also extended the maximum term of investment lending under that Program to 10 years. 

In an effort to prevent disruptive firm bankruptcies, we are also working on introducing 

preventive restructuring procedures, in line with EU regulations. 

Fifth, the Cabinet of Ministers has approved and submitted to the Verkhovna Rada a draft Law 

of Ukraine aimed at updating the Customs Code of Ukraine comprehensively, implementing the 

European best customs practices in Ukraine, and further aligning Ukraine’s customs laws with 

the EU law. To facilitate the import of inputs that are used to produce exports (and are thus not 

subject to duties), the draft law transposes the EU’s system of economic customs regimes, 

including provisions for warehouses, temporary admission, and inward and outward processing, 

into Ukrainian law. The draft law also introduces new rules for customs agents, simplifies the 

document checks by customs, and improves the post-clearance audit application procedure. The 

draft law also provides for authorizing Ukraine’s customs bodies to exchange value information 

electronically with foreign customs bodies for customs control purposes and to use electronic 

forms when issuing decisions or documents. Overall, implementing that draft law will be 

conducive to international trade and will create conditions for strengthening customs procedures 

to ensure their adequate enforcement. Building upon this reform and results of the implementation 
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of prior actions aimed at aligning Ukraine’s customs laws with the EU legislation, we plan to 

strengthen the institutional capacity of the State Customs Service, for instance, by improving the 

process for selecting the leadership of the State Customs Service to ensure it is merit-based and 

transparent, and provides for the constructive involvement of international experts. 

The reforms under the second pillar of the Program enable a growth-conducive macro-

financial policy framework. 

First, broadening our local budgets’ revenue base will be critical to meet our fiscal needs and 

to provide adequate support to the national economy. To advance on this agenda, the Cabinet of 

Ministers of Ukraine has approved Resolution No. 1078 of October 13, 2023, “Some Issues of 

Implementing a Mass Land Valuation Pilot Project” which implements a nationwide assessment 

of land values. This resolution implements Law of Ukraine #3065-IX of May 2, 2023, “On 

Amending Some Legislative Acts of Ukraine to Improve Legal Regulation of Notarization and 

Registration Actions While Acquiring Interests in Land Plots” which was supported by the World 

Bank under its previous Relief and Recovery Development Policy Loan program and established 

the legal basis for such mass valuation of land. 

We intend to pursue further this steam of reforms through the approval and subsequent 

publication of the updated land valuations. Furthermore, once the Ministry of the Agrarian Policy 

and the State Geodesy, Cartography and Cadaster Service put into operation the mass land 

valuation geographic information system as a part of the State Land Cadaster, the Ministry of 

Finance of Ukraine will develop a draft law to amend the Tax Code of Ukraine with regard to 

setting the rate of the land charge (the land tax and the rent for state-owned and municipally 

owned land plots) on the basis of indicators of the mass land valuation. This reform stream 

demonstrates our continued commitment to the opening and operationalization of land markets, 

which was supported by the Economic Recovery Program. Going forward, we are committed to 

comprehensively strengthen the functioning, transparency, and efficiency of the land market over 

the next years. 

To generate additional domestic revenue, we also plan to increase the excise tax rates for some 

excisable goods, which has been identified as a priority in the National Revenue Strategy until 

2030. In this context, we aim to gradually increase excise tax rates on alcoholic beverages, 

tobaccos, and fuel to the minimum level set by the EU Directives. 

Second, we recognize that private financing will be fundamental to enable Ukraine’s 

reconstruction and that its efficient intermediation requires effective financial market institutions. 

To come closer to this goal, we have adopted Law of Ukraine 3585-IX of February 22, 2024, “On 

Amending the Law of Ukraine “On State Regulation of Capital Markets and Organized 

Commodity Markets” and Some Other Legislative Acts of Ukraine to Improve State Regulation 

and Oversight of Capital Markets and Organized Commodity Markets” that improves the 

oversight of capital markets. Specifically, that Law enhances the NSSMC’s investigative powers, 
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independence and institutional capacity, its cross-border domestic cooperation mandate, and its 

mandate to undertake risk-based supervision. Going forward, we plan to update the regulations 

for rating agencies to ensure compliance with the principles established by the International 

Organization of Securities Commissions (IOSCO) and the requirements of EU Regulation No. 

1060/2009. Taken together, these laws will allow us to comply with the international standards 

established by IOSCO, certifying that capital market supervision in Ukraine meets international 

best practice, and ultimately contributing to a stable financial sector that can adequately support 

growth. 

Third, we have initiated a reform stream that will further strengthen the transparency and 

accountability of procuring entities in the e-procurement system. This involves updating the 

automatic risk indicators monitoring compliance with procurement procedure using the 

functionality available in the Auditor’s Office in the e-procurement system. We plan to 

complement this reform with amendments to the Law of Ukraine “On Public Procurement” that 

align it with EU directives. 

More broadly, we are committed to a comprehensive program to strengthen our domestic 

revenue base, following the Roadmap of the National Revenue Strategy 2030. Adopting Law of 

Ukraine No. 3474-IX of November 21, 2023, “On Amending the Tax Code of Ukraine with 

Regard to Specifics of the Taxation of Banks and Other Tax Payers” that irrevocably increases 

the rate of the corporate income tax for the banking sector was the first step in spite of its absence 

from the Framework. This reform increases domestic revenue in a progressive manner without 

inducing distortions. We intend to extend the increase in the corporate income tax rate to all 

sectors that generate significant profits. We also plan to take measures outlined in the National 

Revenue Strategy, including moving towards progressive income taxation, reforming the 

simplified tax system, and bringing value added tax into compliance with EU legislation while 

canceling reduced rates and benefits that are not provided for by the EU Value Added Tax 

Directive. Thus, revenue reforms supported by the Program are the first step toward implementing 

the presented agenda. 

Russian Federation’s invasion has imposed an unspeakable harm on our country. While 

managing its immediate economic and social impact, we have remained committed to designing 

and implementing a longer-term structural reform agenda that will lay the foundations for 

sustained economic growth and development of Ukraine. 

Respectfully, 

 

Denys SHMYHAL 

Signature 

Prime Minister of Ukraine 
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ANNEX 4: ENVIRONMENT AND POVERTY/SOCIAL ANALYSIS TABLE 

 

Prior Actions/Conditions 
Significant positive or negative 

environment effects 

Significant poverty, social or 
distributional effects positive or 

negative 

Operation Pillar 1: Strengthening the economic policy framework to facilitate a structural shift towards sustainable 
growth. 

Prior Action 1: To reduce the 
distortionary impact of SOEs on 
competition and advance their 
commercialization, the Borrower has 
strengthened the accountability and 
independence of SOE supervisory 
boards, as evidenced through Law 
#3587-IX dated February 22, 2024,  
and published in the Official Gazette 
on March 7, 2024. 

This PA is not likely to cause any 
adverse environmental effects. 

Yes, positive.  

Prior Action 2: To promote 
renewable energy generation, the 
Borrower has replaced the fixed feed-
in tariff with a transparent auction-
based incentive mechanism, as 
evidenced by Law #3220-IX dated 
June 30, 2023, and published in the 
Official Gazette on July 26, 2023. 

This PA is not likely to cause any 
adverse environmental effects. 

No. 

Prior Action 3: To enable the trading 
of renewable energy, the Borrower, 
through its CoM, has approved the 
institutional mechanism required to 
issue, circulate, and redeem 
guarantees of origin of electricity 
produced from renewable energy 
sources, as evidenced by Resolution 
#227 dated February 27, 2024. 

This PA is not likely to cause any 
adverse environmental effects. 

No. 

Prior Action 4: To improve farmers’ 
access to loans through digital 
technologies, the Borrower has 
introduced a new financial 
instrument that allows for the use of 
agrarian notes as collateral, as 
evidenced by Law #3586-IX dated 
February 22, 2024, and published in 
the Official Gazette on March 7, 2024. 

This PA is not likely to cause any 
adverse environmental effects. 

Yes, positive.  

Prior Action 5: To efficiently use 
public funds to support the private 

This PA is not likely to cause any 
adverse environmental effects. 

Yes, positive.  
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sector’s access to finance, the 
Borrower, through its CoM, has 
revised the 5-7-9 Loan Program to 
limit eligibility to SMEs exclusively, as 
evidenced by Resolution #1403 dated 
December 27, 2023.  

Prior Action 6: To facilitate export 
processing, the Borrower, through its 
CoM, has submitted to the Verkhovna 
Rada of Ukraine for approval on 
January 16, 2024, the draft Law 
#10411 amending the customs code 
of Ukraine and aligning it with the 
European Union customs legislation. 

This PA is not likely to cause any 
adverse environmental effects. 

No. 

                                                              Operation Pillar 2: Enhancing macro-financial stability to create a growth-
conducive environment. 

Prior Action 7: To strengthen the land 
tax base, the Borrower, through its 
CoM, has approved the initiation of a 
pilot mass valuation of land values, as 
evidenced by Resolution #1078 dated 
October 13, 2023.  

This PA is not likely to cause any 
adverse environmental effects. 

No. 

Prior Action 8: To reduce corruption 
in public procurement, the Borrower, 
through the Ministry of Finance and 
the Ministry of Economy, has adopted 
a joint order initiating and outlining 
the steps for the update of automatic 
risk indicators for e-procurement, as 
evidenced by Order #66/3757 dated 
February 12, 2024. 

This PA is not likely to cause any 
adverse environmental effects. 

No. 

Policy Action: The Borrower has 
enacted a law strengthening the 
independence and institutional 
capacity of the NSSMC in accordance 
with the IOSCO Principles. 

This PA is not likely to cause any 
adverse environmental effects. 

No. 
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ANNEX 5: PARIS ALIGNMENT ASSESSMENT 

 

Program Development Objective(s): The objectives of the operation are to (i) strengthen the 
economic policy framework to facilitate a structural shift towards sustainable growth; and (ii) enhance 
macro-financial stability to create a growth-conducive environment. 

Step 1: Taking into account 
our climate analysis (e.g., 
Country Climate and 
Development Reports or 
CCDRs), is the operation 
consistent with the country 
climate commitments, 
including for instance, the 
NDC, NAP, LTS, and other 
relevant strategies? 

Yes.  The program is fully consistent with Ukraine’s climate 
commitments, namely the NDC, Long-term Strategy (LTS) and Strategy 
for Environmental Security and Adaptation to Climate Change for the 
period up to 2030. 
The Ukrainian NDC target corresponds to an economywide absolute 
GHG reduction of 65% by 2030, compared to 1990 GHG emissions 
level. Prior Action 2 and 3 are directly contributing to the target in the 
Energy sector.  
Prior Actions 4 and 5 are supporting growth in potentially emission-
intense sectors. However, in the specific development context of 
Ukraine, reforms to sustain economic development are crucial, such as 
the access to finance for SMEs and farmers. Therefore, in the specific 
context of Ukraine, the program is consistent with the commitments. 
 
The other prior actions are public administration reforms that do not 
hinder the achievement of Ukraine’s climate commitments. Therefore, 
the reforms supported by the DPO are consistent with the country’s 
national climate action plans. 

 

 

Mitigation goals: assessing and reducing the risks 

Pillar 1  

Prior Actions 1, 2, 3, 4, 5 and 6 

Prior Action 1 To reduce the distortionary impact of SOEs on competition and advance 
their commercialization, the Borrower has strengthened the 
accountability and independence of SOE supervisory boards, as 
evidenced through Law #3587-IX dated February 22, 2024,  and 
published in the Official Gazette on March 7, 2024. 

Step M2.1: Is the prior 
action likely to cause a 
significant increase in GHG 
emissions? 

No. Prior Action 1 is a public administration reform and is not likely to 
have an impact on Ukraine’s GHG emissions or create persistent barriers 
to a low-carbon development and can therefore be considered 
universally aligned with the goals of the Paris agreement. 

Prior Action 2 To promote renewable energy generation, the Borrower has replaced 
the fixed feed-in tariff with a transparent auction-based incentive 
mechanism, as evidenced by Law #3220-IX dated June 30, 2023, and 
published in the Official Gazette on July 26, 2023. 

Prior Action 3 To enable the trading of renewable energy, the Borrower, through its 
CoM, has approved the institutional mechanism required to issue, 
circulate, and redeem guarantees of origin of electricity produced from 
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renewable energy sources, as evidenced by Resolution #227 dated 
February 27, 2024. 

Step M2.1: Is the prior 
action likely to cause a 
significant increase in GHG 
emissions? 

No. Prior Actions 2 and 3 will not cause significant increase of GHG 
emissions. They will directly contribute to GHG emission reductions by 
promoting renewable energy generation and trade and can therefore be 
considered universally aligned with the goals of the Paris agreement. 

Prior Action 4 To improve farmers’ access to loans through digital technologies, the 
Borrower has introduced a new financial instrument that allows for the 
use of agrarian notes as collateral, as evidenced by Law #3586-IX dated 
February 22, 2024, and published in the Official Gazette on March 7, 
2024. 

Prior Action 5 To efficiently use public funds to support the private sector’s access to 
finance, the Borrower, through its CoM, has revised the 5-7-9 Loan 
Program to limit eligibility to SMEs exclusively, as evidenced by 
Resolution #1403 dated December 27, 2023. 

Step M2.1: Is the prior 
action likely to cause a 
significant increase in GHG 
emissions? 

No. Prior Actions 4 and 5 will support access to financing for agricultural 
companies and SMEs. The support programs will not promote GHG-
emissive infrastructure specifically but may increase GHG emissions as a 
result of increased activity. However, considering that only SMEs are 
eligible and the emission-intensive activities are not specifically 
supported, the overall increase in GHG emissions resulting from these 
reforms is estimated to be low and therefore the reforms will not cause 
a significant increase of GHG emissions.   

Prior Action 6 To facilitate export processing, the Borrower, through its CoM, has 
submitted to the Verkhovna Rada of Ukraine for approval on January 16, 
2024, the draft Law #10411 amending the customs code of Ukraine and 
aligning it with the European Union customs legislation. 

Step M2.1: Is the prior 
action likely to cause a 
significant increase in GHG 
emissions? 

No. Prior Action 6 is a public administration reform and is not likely to 
have an impact on Ukraine’s GHG emissions or create persistent barriers 
to a low-carbon development and can therefore be considered 
universally aligned with the goals of the Paris agreement. 

Conclusion Pillar 1 (Prior Actions 1,2,3,4,5,6): All six Prior Actions from Pillar 1 are aligned with the 
mitigation goals of the Paris Agreement. 

Pillar 2 

Prior Action 7, Prior Action 8, Policy Action 

Prior Action 7 To strengthen the land tax base, the Borrower, through its CoM, has 
approved the initiation of a pilot mass valuation of land values, as 
evidenced by Resolution #1078 dated October 13, 2023. 

Prior Action 8 To reduce corruption in public procurement, the Borrower, through the 
Ministry of Finance and the Ministry of Economy, has adopted a joint 
order initiating and outlining the steps for the update of automatic risk 
indicators for e-procurement, as evidenced by Order #66/3757 dated 
February 12, 2024. 
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Policy Action To improve supervision of securities markets, the Borrower has issued a 
law strengthening the independence and institutional capacity of the 
NSSMC in accordance with the IOSCO Principles 

Step M2.1: Is the prior 
action likely to cause a 
significant increase in GHG 
emissions? 

No. All prior actions of Pillar 2 are reforms in the public administration 
sector and are not expected to cause significant increase of Ukraine’s 
GHG emissions or create persistent barriers to a low-carbon 
development and can be therefore considered universally aligned.  

Conclusion Pillar 2 (Prior Action 7, Prior Action 8, Policy Action):  All two Prior Actions and the Policy 
Action from Pillar 2 are aligned with the mitigation goals of the Paris Agreement. 

Conclusion Mitigation Goals for the DPO: The operation is aligned with the mitigation goals of the 
Paris Agreement.  

Adaptation and resilience goals: assessing and managing the risks 

The program has been screened for climate and disaster risks, with an emphasis on the two priority 
sectors energy and public administration, law and justice.  
Ukraine is at risk of hydrometeorological hazards and natural disasters such as droughts, elevated 
temperatures, heat waves, wildfires, soil erosion, mudflows, extreme precipitation and flooding, 
which primarily affect agriculture, water resources, energy, transportation, health, the urban 
environment and forests. Due to climate change, Ukraine has experienced increased frequency and 
severity of natural disasters (such as droughts and floods) - causing in many cases, fatalities and 
leading to significant economic losses. While currently the risks from climate hazards on the sectors 
are assessed as low, rising temperatures, shifts in precipitation and flooding, droughts and water 
scarcity, and wildfires may have low impacts in the future. Annual average temperatures are 
projected to further increase, and heatwaves to become more frequent. Variability in precipitation is 
projected to increase throughout the country, potentially leading to higher risks of floodings and 
droughts. This might also influence the risks of wildfires in certain oblasts that are already frequent in 
Ukraine.  
Overall, the risk rating from future potential impacts of climate and geophysical hazards to these 
priority sectors and therefore the program is low as climate and geophysical hazards are unlikely to 
affect the achievement of the development goals and the outcome of this operation. 

Pillar 1: Strengthening the 
economic policy 
framework to facilitate a 
structural shift towards 
sustainable growth. 

Prior Actions 1, 2, 3, 4, 5, 6 

Step A2: Are risks from 
climate hazards likely to 
have an adverse effect on 
the prior action’s 
contribution to the 
Development Objective(s)?  

No. Based on the climate and disaster risk screening conducted for this 
DPO, the anticipated risks from climate hazards in Ukraine to reforms 
adopted under this Pillar were found to be low. The climate-related 
hazards as mentioned above are not expected to significantly impact the 
effectiveness of the prior actions in Pillar 1.  
The aimed outcomes of the proposed reforms in energy and public 
administration are not expected to be affected by risks from climate 
hazards.  

Conclusion Pillar 1 (Prior Actions 1, 2, 3, 4, 5 and 6): All six Prior Actions from Pillar 1 are aligned 
with the adaptation and resilience goals of the Paris Agreement.   
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Pillar 2: Enhancing macro-
financial stability to create 
a growth-conducive 
environment. 

Prior Action 7, Prior Action 8, Policy Action. 

Step A2: Are risks from 
climate hazards likely to 
have an adverse effect on 
the prior action’s 
contribution to the 
Development Objective(s)?  

No. Based on the climate and disaster risk screening conducted for this 
DPO, the anticipated risks from climate hazards in Ukraine to reforms 
adopted under this Pillar were found to be low. The climate-related 
hazards such as extreme precipitation, heatwaves, droughts, and 
geophysical hazards (e.g., earthquake) are not expected to significantly 
impact the effectiveness of the prior actions in Pillar 2.  
The aimed outcomes of the proposed reforms in public administration 
are not expected to be affected by risks from climate hazards. 

Conclusion Pillar 2: All two Prior Actions and the Policy Action from Pillar 2 are aligned with the 
adaptation and resilience goals of the Paris Agreement. 

Conclusion Adaptation and Resilience Goals for the DPO: The operation is aligned with the 
adaptation and resilience goals of the Paris Agreement 

OVERALL CONCLUSION OF PARIS ALIGNMENT ASSESSEMENT: The operation is aligned with the 
goals of the Paris Agreement  

 

 


