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SUMMARY OF PROPOSED FINANCING AND PROGRAM

BASIC INFORMATION

Project ID Programmatic If programmatic, position in series

P172597 Yes 1st in a series of 2

Proposed Development Objective(s)

The proposed program development objectives are to: (i) foster de-monopolization and anti-corruption institutions;
(ii) strengthen land and credit markets; and (iii) bolster the social safety net.

Organizations
Borrower: MINISTRY OF FINANCE

Implementing Agency: MINISTRY OF FINANCE

PROJECT FINANCING DATA (USS, Millions)

SUMMARY
Total Financing 350.00
DETAILS

International Bank for Reconstruction and Development (IBRD) 350.00

INSTITUTIONAL DATA
Climate Change and Disaster Screening

This operation has been screened for short and long-term climate change and disaster risks
Overall Risk Rating
Substantial
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Results

Indicator Name

The share of gas transit revenues flowing in a transparent
manner from Naftogaz to the new independent Gas TSO,
based on the tariff set by the NEURC.

Number of concession projects signed with private
investment mobilized through project financing by lenders.

Number of full verifications of high-risk declarations
selected using prioritization criteria, assigned automatically
to staff, and implemented using an improved methodology.

Area of agricultural land previously under moratorium
transacted by eligible individuals

Loans to small farmers issued backed by Partial Credit
Guarantee (PCG) facility

Gross Pre-2020 NPL Portfolio of State-Owned Banks

NBU and NSSMC adopt action plan on reshuffling
supervisory regimes for insurance, credit unions, pension
funds, and other NBFIs

Pension benefits increase in line with the indexation formula
within the first half of each calendar year, allowing adequate
support for pensioners, of which at least 65 percent are
women.

Baseline (2019)

0 percent

No

UAH 397 billion

No

No

Target (2021)

100 percent

1,000

100,000 hectares

Yes

Under UAH 300
billion

Yes

Yes
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IBRD PROGRAM DOCUMENT FOR A PROPOSED
FIRST ECONOMIC RECOVERY DEVELOPMENT POLICY LOAN
TO UKRAINE

1. INTRODUCTION AND COUNTRY CONTEXT

1.  This proposed First Economic Recovery Development Policy Loan (DPL) supports reforms to
address impediments to Ukraine’s economic recovery, in the context of the on-going COVID-19
pandemic. The proposed DPL in the amount of $350 million—the first in a programmatic series of two
operations—supports reforms to enable a recovery of investment and economic activity once the COVID-19
health crisis subsides as well as to bolster the social safety net with a focus on the elderly. It complements the
recently approved additional financing for Health and Social Protection operations ($135 million and $150
million, respectively) to support the immediate response to COVID-19.* As in all countries, the pandemic is
resulting in a sharp decline in economic activity in Ukraine. A key factor in the ability of the economy to
rebound once the health crisis subsides will be progress on reforms that address long-standing structural
bottlenecks to private investment and to support the vulnerable population.

2. Ukraine has undertaken considerable reforms over the last 5 years to reinforce macroeconomic
stability and bolster the foundations of economic growth, but the COVID-19 pandemic is resulting in
a sharp economic contraction in 2020. As a result of the reforms of the last five years, Ukraine entered the
current crisis with stronger macroeconomic and financial sector conditions than during the 2014-2015 crisis.
The economy grew by 3.3 percent in 2018-2019 and public and publicly guaranteed debt declined to 50
percent of GDP in 2019. Despite this, many structural bottlenecks remain that hold back investment and
productivity. Fixed investment is at 17 percent of GDP, FDI at 2 percent of GDP, and the export structure has
remained concentrated in basic commodities. If the health crisis subsides in second half of year and key
reforms supported by the DPL are completed to support a recovery of investment, the economy is projected
to rebound modestly in 2021 after contracting by 5-7 percent in 2020. With moderate poverty projected to
rise from 18 percent in 2019 to 24 percent in 2020, the DPL also supports measures to bolster the social safety
net and cushion the impact of the COVID-19 pandemic.

3. As part of the government’s effort to support economic recovery, the program development
objectives of the proposed DPL are to (i) foster de-monopolization and anti-corruption institutions; (ii)
strengthen land and credit markets; and (iii) bolster the social safety net. Major impediments to
investment and productivity were identified by the Ukraine Growth Study completed in 2019.% First, an
anticompetitive environment and regulatory weaknesses in key sectors distort markets and serve as a barrier
to entry and investment. In this context, the unbundling of the gas sector, with a large footprint of a state-
owned monopoly, and clarifying the legislative framework for private investment in infrastructure through
concessions can help promote competition and attract investment in important parts of the economy. Second,
state capture by oligarchs and high levels of corruption undermine investor confidence. Addressing gaps in

1 As part of the immediate response to the COVID-19 pandemic, the authorities have taken significant measures to
finance urgent medical procurement and cushion the impact on households and firms. These measures include higher
wages to medical staff and social workers, tax payment deferrals during the lockdown, one-off top ups for pensioners,
and bringing forward the date for pension indexation.

2 “Ukraine Growth: Faster, Lasting, Kinder,” World Bank, 2019.
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the nascent anti-corruption architecture will help Ukraine’s progress toward establishing accountability and
a level playing field. Third, the absence of an agricultural land market reduces the security of land tenure,
investment, and credit in the agricultural sector. In this context, it is important to establish a transparent and
efficient market for agricultural land, with adequate safeguards and financing for small, credit-constrained
producers. Fourth, the dominant position of state-owned banks (SOBs, accounting for 55 percent of banking
sector assets) undermines the efficiency of credit allocation, while the high share of NPLs (49 percent overall,
and 65 percent in SOBSs) constrains credit growth and equity investment in SOBs. As such, it is important to
provide the full suite of NPL resolution tools to SOBs. Finally, the economic and social fallout of the
pandemic puts at risk these important and tough reforms. While pension and social assistance expenditures
in Ukraine have a significant poverty mitigating impact, they are not designed to mitigate the impact on the
most vulnerable population during a sharp economic downturn. It is thus important to scale up social
protection spending to cushion the impact on the population during the COVID-19 pandemic, including
increasing the predictability of pension benefits. The reforms supported by the DPL have been selected based
on their criticality for achieving the development objectives under each pillar; the new government’s priority
to move forward with the reforms during the COVID-19 pandemic; and the World Bank’s comparative
advantage in contributing to their design and implementation.

4.  The political transition in 2019 has provided the Ukrainian authorities an unprecedented
mandate and opportunity to address longstanding obstacles to economic growth and advance major
economic reforms. President Zelenskyy was elected in April 2019 with 73 percent of the vote. Subsequently,
his party won the parliamentary elections in July 2019, obtaining 254 out of a total 424 seats in the Ukrainian
Parliament (the Rada). The Government that took office at the end of August 2019 presented its 5-year
program to Parliament in October setting ambitious and aspirational goals, including 5-7 percent annual GDP
growth over five years; attracting US$50 billion in foreign direct investment (FDI); the development of
infrastructure; the creation of 1 million new jobs; and significant poverty reduction and better public services
for the population. The program also outlined key reform priorities including opening the agricultural land
market, de-monopolization by unbundling the state-owned monopoly, Naftogaz, and making further progress
in strengthening nascent anticorruption institutions. Meaningful reforms were advanced through February
2020, including those supported by this proposed DPL. A new government was appointed on March 4, 2020
and pledged to continue advancing the reform efforts, in addition to addressing the fallout from the COVID-
19 crisis. The authorities have also indicated strong support for the National Bank of Ukraine (NBU) to
continue its role in the oversight of the financial sector.

5.  Coordinated support from development partners has been critical in advancing the ambitious
reforms supported by this proposed DPL. With powerful vested interests standing in the way of reforms,
building a coalition among reformers in government, Ukrainian civil society, and international development
partners around key reforms has been critical to their progress. Financing and technical support from the
World Bank, as envisioned by the FY17-21 CPF, in close coordination with the International Monetary Fund
(IMF), the European Union (EU), the United States (US) Treasury, United States Agency for International
Development (USAID), the United Kingdom (UK), and other bilateral partners, has been central to this effort.
This proposed DPL follows the Development Policy Financing (DPF) approved in December 2018 in support
of reforms completed in 2017-2018 to address the structural underpinnings of the weak growth recovery and
fiscal vulnerabilities.®> Support for reforms through the proposed DPL, complements the World Bank’s

3 This proposed DPL deepens and expands upon the growth-related reforms supported by the 2018 Policy Based
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COVID-19 related financing for health and social protection, and has been coordinated with discussions on
the new 18-month IMF Stand-by Arrangement (SBA) expected to be presented to the IMF Board in early
June 2020. The Bank has led the discussions on land reform, which is also supported by the IMF SBA. The
Bank and the IMF coordinate on the design and advocacy for financial sector reforms. The preparation of the
proposed operation has also been coordinated with the EU Macro-Financial Assistance (MFA) program for
Ukraine.

6.  Ukraine has made progress in recent years in strengthening its macroeconomic framework but
faces significant financing needs in 2020-2022 and major vulnerabilities from the COVID-19 crisis.
Public and publicly guaranteed debt declined from 81 percent of GDP in 2016 to 50 percent of GDP in 2019.
The fiscal deficit has been maintained at under 2.5 percent of GDP four years in a row (2016-2019), while
public current expenditures have declined from 46 percent of GDP in 2013 to 38 percent in 2019. Despite
this, Ukraine faces sizable public debt repayments in 2020-2022 of about 7 percent of GDP (US$10 billion)
per year. In addition, in the context of the COVID-19 crisis, revenues are projected to decline by 3 percent of
GDP (relative to earlier projections) and additional spending on health and social protection is projected at
1.7 percent of GDP. A budget amendment for 2020 was approved in April with the fiscal deficit revised to
7.6 percent of GDP from 2.5 percent. With limited access to international capital markets, the authorities need
considerable budget support from official creditors. Going forward, in order to raise the necessary external
financing on affordable terms when conditions in international capital markets ease, it will be even more
important to deliver on the reform agenda to bolster investor confidence, maintain prudent macroeconomic
management, and secure financing from international development partners.

7.  The proposed operation is subject to substantial risk. Political and governance risks arise from the
deep-rooted influence of powerful vested interests that could derail the reforms supported by this operation
or reverse reforms in other important areas. In addition, progress on critical reforms could be undermined by
the economic downturn resulting from the COVID-19 crisis. The risks associated with the agricultural land
reform are particularly significant. Specifically, while initial legislative steps have been taken, expeditious
approval and implementation of additional legislation is critical to ensure that the agricultural land market
will be transparent and efficient, safeguard the rights of Ukrainian landowners, and provide adequate access
to finance for small farmers. Uncertainty about the approval of the pending land laws which are triggers for
the second DPL is a major risk associated with the overall land reform package. Macroeconomic risks come
from the COVID-19 induced contraction of the economy, associated pressures on public finances, and large
financing needs in 2020-2022. The economic recovery could be undermined by the duration of the pandemic,
sensitivity of investor confidence to political and security developments, anemic credit to the private sector,
and limited export diversification and foreign direct investment. Furthermore, the conflict in eastern Ukraine
continues and could adversely impact economic prospects through weaker investor confidence. Risks of
reform implementation come from weaknesses in institutional capacity and delays in decision making. These
risks are mitigated by the government’s efforts to advance reforms and safeguard macroeconomic stability,
as well as the strong voice of Ukrainian civil society in advocating for continued reforms and Ukraine’s strong
cooperation with the international community and development partners.

Guarantee. The implementation and follow-up on the reforms to enhance the fiscal sustainability and effectiveness of
social services are being supported through investment operations.
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2. MACROECONOMIC POLICY FRAMEWORK

2.1. RECENT ECONOMIC DEVELOPMENTS

8.  While economic growth picked up in 2018-2019, weak investment and productivity continued to
undermine strong and sustainable economic expansion. Real GDP grew by 3.4 percent in 2018 and 3.2
percent in 2019, up from 2.5 percent in 2016-2017. At the same time, the pickup in growth was driven by
sectors dependent on consumption. Household consumption grew by 9.3 percent in 2018 and 11.9 percent in
2019, supported by: (i) significant hikes in public sector wages and pensions in 2017-2018, and more modest
increases in 2019; (ii) sizable remittance inflows due to labor migration to the EU countries;* and (iii) the
resumption of growth in consumer lending in 2019. As a result, value added in wholesale and retail trade
(comprising 15 percent of GDP) grew by 4.6 percent in 2018 and 3.6 percent in 2019, real estate services
(comprising 7 percent of GDP) grew by 8.7 percent in 2018 and 7.5 percent in 2019, and the financial sector
(comprising 3.5 percent of GDP) grew by 10.1 percent in 2018 and 3.7 percent 2019. At the same time, the
growth in agriculture slowed to 1.3 percent in 2019 from 8 percent in 2018 and manufacturing growth
remained weak at about 1 percent for the last two years. Sustainable growth in manufacturing and agriculture
remain constrained by the lack of fixed investment. The level of fixed investment, at only 17.6 percent of
GDP (average for the last five years) remains too low for strong and sustained economic growth. Investment
was limited by (i) low foreign direct investment (FDI) of about 2 percent of GDP for the last three years; (ii)
structural weaknesses in the financial sector (with limited progress made in resolving non-performing
loans(NPLs)); and (iii) market distortions from the lack of an agricultural land market, an anticompetitive
environment, and large numbers of SOEs. Fixed investment growth slowed to 14.2 percent in 2019, down
from 16.6 percent in 2018.

Figure 1 GDP Growth, Figure 2 Poverty Rate, 2011-19
Fiscal and Current Account Balance 2011-19

30 Moderate poverty (percent)

25
20
15

10

2011 2012 2013 2014 2015 2016 2017 2018 2019

mm Fizcal Bal. + Nigs, percent GDP
CAB, percent GDP
e GO Growth, percent

Source: Ukrainian authorities and World Bank estimates

2011
2012
2013
2014
2015
2016
2017
2018

2019p

9.  The COVID-19 outbreak in 2020 has hit the economy hard. Ukraine faced initial consequences of
the COVID-19 outbreak in January-February 2020 (even before the first case was diagnosed in Ukraine)

4 After Poland simplified work permit procedures for Ukraine in 2017, remittance inflows increased further from 7.6
percent of GDP in 2016 to 8.2 percent in 2018.
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through sluggish external demand and a decline in global steel prices. Preliminary figures indicate that the
economy contracted by 1.5 percent in the first quarter of 2020, due to a slowdown in industrial production (in
particular, metals and mining). The lockdown that was announced in mid-March and expected to last through
May has compounded the downturn, negatively impacting face-to-face services including passenger
transport, restaurants, entertainment, and domestic trade beyond food retail. At the same time, in contrast to
other countries in the region, there were fewer disruptions in manufacturing, the financial sector, and
agriculture in Ukraine. On the whole, the lockdown has resulted in a sharp decline in consumption and
purchasing power due to widespread layoffs and a fall in remittances. Since March, workers have filed
120,000 new unemployment claims, translating into an estimated 28 percent increase in the total number of
unemployed. About 10 percent of the 2 million Ukrainian temporary workers in Poland have had to return to
Ukraine, with the rest facing difficulties due to the economic slowdown in the EU.

Table 1: Key Economic Indicators
2017 2018 2019 2020p 2021p 2022p 2023p

Nominal GDP, UAH billion 2,984 3561 3975 3,943 4317 4,706 5143.6
GDP per capita, US$ 2,646 3,102 3,673 3129 3545 4,150 4,536
Unemployment Rate (ILO defn), percent 9.5 8.8 8.2 12.0 11.0 9.0 8.5
Real GDP, percent change 25 34 3.2 -7.8 15 4.0 4.3
Consumption, percent change 8.4 7.1 8.1 -8.2 3.0 3.7 3.0
Investment, percent change 16.1 16.6 14.2 -5.1 2.7 6.5 11.7
Exports, percent change 3.8 -1.3 6.7 -3.7 1.8 3.8 4.8
Imports, percent change 12.6 3.0 6.3 -3.5 4.1 35 4.0
Monetary and External
GDP deflator, percent change 221 154 8.1 7.0 8.0 5.0 5.0
CPI (eop), percent change 13.7 9.8 4.1 75 6.0 55 4.0
Credit to private sector (ER adj.) percent change -15 6.3 -4.5 -8.0 10.0 8.0 11.0
Current Account Balance, percent GDP 2.2 3.3 -0.9 2.0 2.0 -1.8 -1.6
Exports of G&S, percent GDP 48.0 45.1 41.0 42.4 412 38.2 37.9
Imports of G&S, percent GDP 55.7 53.7 48.8 48.3 49.0 45.6 44.6
Foreign Direct Investment, percent GDP 2.3 1.8 1.6 0.8 2.0 2.3 2.6
Gross Reserves, billion US$, eop 18.8 20.8 25.3 20.8 24.8 27.3 28.9
In months of next year’s imports 3.2 3.3 4.8 34 3.7 3.9 3.8
External Debt, percent GDP 102.8 87.8 78.7 90.0 81.4 69.9 65.6
Fiscal
Revenues, percent GDP 39.3 40.0 39.7 39.7 39.8 40.5 40.5
Expenditures, percent GDP 415 42.0 41.8 44.8 44.3 43.6 425
Fiscal Balance, percent GDP -2.2 -2.0 -2.1 -5.1 -4.5 -3.1 -2.0
Fiscal Bal. incl Naftogaz, percent GDP -2.2 -2.0 -2.1 -5.1 -4.5 -3.1 -2.0
PPG debt (eop), percent GDP 71.9 60.6 50.4 62.3 59.6 57.0 56.1

Source: Ukrainian authorities and World Bank estimates
Note: Projections for 2020-2022 are based on the reform scenario (discussed in this section)

10.  While poverty declined significantly in recent years, this trend will be reversed as a result of the
economic contraction resulting from the COVID-19 pandemic. The recovery of consumption over the last
three years helped reduce poverty. In 2017-2018, consumption growth was supported mostly by the
significant increases in public sector wages and pensions, while in 2019 the growth in real wages was mostly
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driven by the private sector due to the labor market pressures associated with outmigration. Real wages grew
9.8 percent in 2019, while remittances, which have also played a major role in supporting consumption
growth, increased by 12 percent. The unemployment rate gradually declined from 9.5 percent in 2017 to 8.2
percent in 2019. As a result, moderate poverty (World Bank’s national methodology for Ukraine) declined
from a peak of 27 percent during the crisis in 2015 to 19.9 percent in 2018 and an estimated 18 percent in
2019.° With labor incomes, employment, and remittances impacted sharply by the COVID-19 crisis, poverty
is projected to increase sharply in 2020.

Table 2: Fiscal Framework

2017 2018 2019  2020p 2021p 2022p  2023p

Revenues 39.3 40.0 39.7 39.7 39.8 40.5 40.5
Tax revenues 34.2 34.6 34.4 34.4 34.6 355 35.5
Personal Income tax 6.2 6.5 7.0 7.3 7.3 7.3 7.4
Corporate profit tax 2.5 3.0 3.0 2.7 2.8 3.3 3.4
Payroll tax 6.2 6.9 7.1 7.5 7.6 7.7 7.7
Property tax 1.0 0.9 1.0 0.9 0.9 1.0 11
VAT 10.5 10.5 9.6 9.5 9.5 9.8 9.8
Excise tax 4.1 3.7 35 35 35 34 3.4
Taxes on international trade 0.8 0.8 1.0 0.8 0.8 0.8 0.7
Other taxes 2.9 24 2.3 2.2 2.2 2.2 2.0
Non-tax revenues 4.2 5.4 5.3 5.3 5.2 5.0 5.0
Expenditures 415 42.0 41.8 44.8 44.3 43.6 425
Current expenditures 38.1 37.8 37.7 42.1 39.5 38.3 37.2
Wages and compensation 10.6 11.0 11.0 12.0 11.0 105 10.3
Goods and services 6.7 6.7 7.1 8.6 7.0 6.5 6.2
Interest payments 3.7 3.3 3.2 3.7 3.7 3.8 3.6
Subsidies to corporations 15 15 1.2 1.2 15 13 1.1
Social benefits 15.5 15.2 15.3 16.6 16.3 16.2 16.0
Pensions 9.8 10.1 10.7 12.1 12.0 12.0 11.9
il;zz:zﬁlcc;yment, disability and accident 0.8 0.9 10 12 11 11 11
Social programs 4.9 4.2 3.6 3.3 3.2 3.1 3.0

Other expenditures 0.2 0.2 0.1 0.0 0.0 0.0 0.0
Capital expenditures 3.3 4.1 4.1 2.7 4.8 5.3 5.3
Primary Balance 1.6 1.3 1.1 -14 -0.8 0.7 1.6
Gen. Govt Balance -2.2 -2.0 -2.1 -5.1 -4.5 -3.1 -2.0

Source: Ukrainian authorities and World Bank estimates
Note: Projections for 2020-2022 are based on the reform scenario (discussed in this section)

11. Key structural reforms in the social sectors helped reduce current expenditures and public debt,
with pressures from public sector wages easing somewhat in 2019. To promote fiscal sustainability,
structural reforms were introduced in the social sectors (pensions, housing utility subsidies, and health) in

2017-2018.% As a result, spending on social benefits declined from 16.3 percent of GDP in 2016 to 15.3
percent in 2019, benefiting from the pension reform and better targeting of social assistance. While health

5 Figures for 2018-19 are projected based on HLCS-2016 data, assuming equal growth for all parts of the
distribution.
& With the support of the World Bank’s policy lending operation, these reforms included: (i) pension reform which
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and education reforms have begun to overhaul inefficient financing mechanisms (although not yet in higher
education), less progress was made on rightsizing the overstaffed networks. Public sector wages were also
increased significantly in 2017-2018. As a result, the public sector wage bill grew from 9.3 percent of GDP
in 2016 to 11 percent in 2018. In 2019, pressures on the wage bill eased with a more prudent than earlier
increases in the minimum wage.” With increased spending on social protection and social sector workers in
the context of the COVID-19 response, current expenditure pressures will remain significant. The COVID-19
package approved amounts to UAH 66 billion and includes medical procurement, wage top-ups for medical
personnel, and increased spending on pensions. On the revenue side, performance improved modestly with
tax revenues increasing from 33 percent of GDP in 2016 to 34.4 percent in 2019. The fiscal deficit was
maintained below 2.5 percent of GDP in the last four years, with a primary surplus of 1.1 percent of GDP in
2019. Public and publicly guaranteed debt declined from 81 percent in 2016 to an estimated 50 percent in
2019, but will increase in 2020 to accommodate the COVID-19 pressures.

12.  Ukraine enters COVID-19 crisis in better macroeconomic condition than previous crises due to
prudent macroeconomic management over the past several years that helped reduce inflation and
interest rates. To manage domestic demand pressures arising from higher wages and remittances, the NBU
increased the policy rate to 18 percent in 2018, which helped reduce inflation from 13.7 percent at end-2017
to 9.8 percent at end-2018. In 2019, tight monetary policy, together with the efforts to control public sector
wages and current fiscal expenditures helped reduce inflation, with CPI inflation declining to 4.1 at end-2019
and further to 2.1 percent in April 2020. This allowed NBU to reduce the key rate from 17 percent in July
2019 to 11 percent in January 2020, and further to 8 percent in April 2020, with forward guidance on further
reductions in 2020.

13.  Improved investor sentiment following the 2019 elections, coupled with attractive interest rates
on financial instruments, attracted significant portfolio inflows to local currency government bonds
and led to appreciation of the Hryvnia. As uncertainty associated with the 2019 elections subsided, foreign
portfolio flows attracted by high yields on local currency government bonds increased markedly to reach
US$4.5 billion (3.2 percent of GDP) in 2019. The share of Hryvnia bonds held by non-resident investors
increased to 15 percent, from near zero at the beginning of 2019. As a result, for the first time since the 2014-
2015 crisis, the Hryvnia appreciated significantly by 15 percent in nominal terms to UAH 23.3 per dollar at
end-2019 before stabilizing at UAH 24.2 per dollar in January-February 2020. The COVID-19 outbreak in
March 2020 triggered some volatility in the currency market, but the exchange rate has stabilized at UAH
26.6 per dollar. Foreign investors holding domestic bonds have not actively pursued their sale during the
crisis.

14. The trade deficit remained elevated in 2019 due to strong domestic demand and remittances, and
continued dependence on commodity exports. Ukraine’s exports continue to be dependent on commodities,
limiting export growth. In fact, merchandise exports declined from 36 percent of GDP in 2016 to 30 percent

stabilized pension spending at 10-11 percent of GDP (and the pension replacement rate at 30 percent), instead of a no-
reform scenario of spending rising to 14 percent of GDP (and the replacement rate falling under 20 percent); (ii)
improved targeting of Housing Utility Subsidies (HUS) which reduced the number of beneficiary households from 8
million to 3.8 million, with spending on HUS down from 2.1 percent of GDP in 2017 to 1.4 percent GDP in 2019;
and (iii) historic health reform that changed the financing formula and created incentives for more efficient spending.
" The minimum wage more than doubled in 2017-2018, while the increase in 2019 was 12 percent in nominal terms.
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in 2019 as metal prices softened, despite the growth of agricultural exports in this period. At the same time,
strong domestic demand and remittances in 2019 bolstered imports, with merchandise imports remaining
steady at about 43 percent of GDP during 2016-2018. In 2019, despite the appreciation of the Hryvnia,
merchandise imports grew by 8 percent (in dollar terms), with the merchandise trade deficit growing 12.7
percent (in dollar terms) but narrowing slightly as a share of GDP to 9.2 percent (form 9.8 percent in 2018).
Continued growth of remittances (at 12.2 percent in dollar terms, to reach 9 percent of GDP) in 2019 together
with the surplus of services trade helped fully cover the merchandise trade deficit. Overall, the current account
deficit narrowed to 0.9 percent of GDP (vs 2.5 percent expected) due to one-off Naftogaz receipts of $2.9bn
at end-December 2019 from the settlement on Stockholm Arbitration accounted as secondary income.
However, with a decline in exports and remittances, triggered by the COVID-19 crisis, the current account
pressures are likely to reemerge in 2020.

15.  The composition of current account financing is tilted toward public sector borrowing (external
and domestic), while FDI remains low. During 2016-2018, cooperation with the IMF and other
development partners as well as the return to the Eurobond market helped international reserves strengthen
to $20.8 billion (equal to 3.3 months of imports) at end-2018 from $13.3 billion (equal to 3 months of imports)
at end-2015. In 2019, reserves continued to grow further and reached US$25.3 billion due to two factors: (i)
the inflows of foreign portfolio investments and (ii) the renewed access to the international financial markets
for the government and quasi-sovereign borrowers. FDI has, however, remained low at about 2 percent of
GDP. Despite some temporary pressures in the currency market in March 2020, international reserves
remained practically unchanged at US$25.7 (4.8 months of imports cover) at the end of April, safeguarding
macroeconomic stability.

16. The banking sector has been stabilized and supervision has been strengthened but SOBs now
account for half of assets and credit to the enterprise sector remains anemic. In response to the financial
sector crisis of 2014-2015, the authorities put in place a framework to resolve and recapitalize banks and
strengthen supervision. As a result, 96 out of 182 banks were resolved with the largest and systemic bank
(Privatbank) nationalized at end-2016 due to the failure of its former owners to deliver on agreed
recapitalization plans. This significantly changed the financial landscape, with the share of SOBs rising to
55.2 percent in December 2019 from 18 percent in 2013. All banks have now undergone multiple rounds of
asset quality reviews and stress testing as well as related party diagnostic, and all surviving banks have
returned to compliance with minimum capital adequacy requirements. Regulatory capital in the banking
system grew by 37 percent since the end of 2016 and the capital adequacy ratio increased to 19.7 percent in
December 2019 (from 12.7 percent in December 2016). Deposits grew strongly in recent years: UAH retail
deposits grew 59 percent over 2017-2019, but only a third is longer than 6 months. Deposit rates in local
currency have declined significantly from 13.4 percent in January 2019 to 10 percent in January 2020 and 7.4
percent in February 2020, while rates for FX deposits declined from 3 percent to 2 percent during this period.
Lending rates have declined but remain elevated: 16.3 percent overall in national currency in 2020 (13 percent
to businesses and 34 percent for households). The high cost of funds and unresolved NPLs (49 percent of
total loan portfolio at the end of 2019) remain the key impediments for credit growth to the private sector.
During 2019, retail loans in Hryvnia grew by 25 percent (mostly driven by consumer lending), while loans to
enterprises declined by 8 percent in general or by 4 percent in solvent banks, which is one of the key factors
constraining stronger and sustainable economic growth.
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2.2. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

17.  The economy has been hit by the COVID-19 pandemic and its recovery depends not only on the
duration of the lockdown, but also on reforms to address bottlenecks to investment and safeguard
macroeconomic sustainability. The COVID-19 outbreak has hit the economy through both supply and
demand shocks, with consumption and purchasing declining from a loss of labor incomes and remittances.
Unemployment is expected to rise to 12 percent in 2020 (from 8.2 percent in 2019) and remittances are
expected to decline to 5.4 percent of GDP in 2020 (from 8.4 percent in 2019). Given low level of domestic
savings (15 percent of GDP) and limited fiscal space to provide large scale support to the private sector and
households, economic recovery will require establishing the conditions for private investment to recover once
the lockdown eases. Under the scenario where the health crisis gradually subsides in the second half of the
year, the economy is projected to contract by 7.8 percent in 2020, with moderate poverty projected to rise to
24 percent in 2020 (from 18 percent in 2019). At the same time, if progress is made on key pending reforms,
the economy is expected to rebound by 1.5 percent in 2021 and 4 percent in 2022. Addressing structural
impediments to a recovery in investment and productivity will require reforms in the following areas: (i)
attracting private investment into tradable sectors by establishing a transparent market for agricultural land,
demonopolizing key sectors to strengthen competition, privatizing state-owned enterprises, and tackling
corruption; (ii) increasing the efficiency and growth of bank lending to the enterprise sector by completing
the reform of state-owned banks and reducing NPLs; and (iii) safeguarding macroeconomic stability. These
reforms will help restore investor confidence and support markets resulting in a recovery of fixed investment
in 2021-2022 after 5 percent decline projected in 2020. Domestic consumption is also expected to recover
gradually to 4 percent in 2022 from an 8 percent contraction this year. Inflation is projected to stabilize around
6 percent by 2021 on the back of low energy prices and suppressed domestic demand, thus allowing the key
policy rate to continue declining by the end of 2020. This, together with the resolution of NPLs, should enable
a pickup in bank lending to the private sector and a lower cost of funds, supporting the gradual recovery of
the private sector from the COVID-19 crises.

18. Ukraine faces major fiscal pressures in 2020 from declining revenues, additional spending related
to the COVID-19 response, and large debt repayments. The 2020 Budget was revised with a deficit of 7.6
percent of GDP (from 2.5 percent of GDP). However, given limited financing options, it is expected that
budget savings will need to be identified, with the fiscal deficit projected at 5 percent of GDP in 2020. Fiscal
revenues are expected to decline by 3 percent of GDP in 2020 (relative to the earlier budget) due to the
economic contraction and tax deferrals introduced during the lockdown. Additional COVID-related
expenditures that include medical procurement, higher wages to health workers, and pension top-ups are
estimated at 1.7 percent of GDP. Public debt repayment needs amount to 7.7 percent of GDP in 2020 (of
which 5.9 percent of GDP is denominated in foreign currency). Financing the fiscal deficit and repaying
public debt will require mobilizing adequate domestic and international financing. Given the current situation
in international capital markets and reduced foreign investor interest globally, support from developing
partners is expected to be the key source of funding. In 2020, Ukraine expects to receive about 4.3 percent of
GDP in official budget financing, from the IMF, the EU and the World Bank. The remaining financing needs
are expected to be covered via domestic borrowings. Going forward, debt repayment needs will remain
significant at about 7 percent of GDP in 2021 and 2022, and the efficient use of the limited fiscal resources
will be critical. This will require: (i) further implementation of health and education reforms, to improve
productivity in the sectors while managing wage bill pressures; (ii) resisting further populist pressures to
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tinker with the newly established pension indexation; and (iii) better targeting of social assistance programs
to ensure adequate support of the vulnerable through the pandemic. These measures will allow the fiscal
deficit to decline to 3 percent of GDP by 2022 to safeguard fiscal sustainability.

Table 3: Balance of Payments Financing Requirements and Sources (US$ billions)

2017 2018 2019  2020p 2021p 2022p 2023p

Financing requirements (US$ Bn) 31.0 33.8 314 29.7 26.9 27.5 26.1
Current account deficit 2.4 44 13 2.6 2.9 31 3.0
Public redemptions (incl. IMF) 3.3 4.3 5.7 4.9 4.6 4.6 4.7
Govt redemptions 24 22 4.1 3.8 3.3 2.5 25
IMF repayment 0.9 21 16 11 13 2.1 2.2
LT private debt amortization (incl. portfolio) 5.2 4.3 5.4 6.9 5.2 5.1 55
ST private debt and trade credit 20.1 20.8 19.0 15.3 14.2 14.7 12.8
Financing Sources (US$ Bn) 39.4 33.8 31.4 29.7 26.9 275 26.1
FDI 2.6 2.4 24 1.0 3.0 4.0 5.0
Privat portfolio investment 0.4 0.7 4.7 0.5 1.0 1.0 1.0
Public borrowing (incl. IMF) 6.2 6.1 8.9 5.6 6.0 6.4 6.5
Govt borrowing 5.2 4.7 8.9 2.1 45 6.4 6.5
IMF disburesement 1.0 14 0.0 35 15 0.0 0.0
LT private debt disbursement (incl. portfolio) 8.4 7.6 45 3.9 6.2 5.8 4.8
ST private debt disbursements 26.2 19.0 15.3 14.2 14.7 12.8 10.4
Drawdown in reserves -4.4 -2.0 -4.5 45 -4.0 -2.5 -1.6

Source: Ukrainian authorities and World Bank estimates
Note: Projections for 2020-2022 are based on the reform scenario (discussed in this section)

19. Managing external vulnerabilities stemming from the global pandemic will require maintaining
cooperation with the IMF and other official creditors and gradual recovery of exports and FDI. The
current account deficit is projected to widen to US$2.6bn (or 2 percent of GDP) in 2020 as the reduction of
exports and remittances will be partially balanced by lower imports from lower domestic demand and gas
import prices. Government debt redemptions on Eurobonds and other debt will remain high in the medium
term, while FDI is projected to remain low and portfolio inflows are expected to moderate during the crisis.
In this context, financing the current account and external debt amortization will require higher official
financing. Going forward, reforms to bolster investor confidence and continued cooperation with official
creditors are critical to enable a gradual increase in FDI and development of nontraditional and higher value-
added exports. These conditions would allow rebuilding international reserves after the crisis to 3.8 months
of imports by 2022 to safeguard against external shocks.

20. Ukraine has managed to reduce its debt burden in recent years, but the Debt Sustainability
Analysis (DSA) shows that public and external debt are vulnerable to shocks. Public and publicly
guaranteed debt declined to 50.4 percent of GDP in 2019 due to solid economic growth, Hryvnia appreciation,
and large repayments. The repayment on public external debt also resulted in the external debt ratio declining
to 79 percent of GDP. The baseline DSA projections under the reform scenario are consistent with the overall
macroeconomic framework, including: a gradual recovery of economic growth; successful implementation
of the fiscal program to meet deficit targets; a stable exchange rate; and continued official financing inflows,
along with a recovery of FDI and portfolio investment.
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Figure 3: Public and Publicly Guaranteed Debt Figure 4: External Debt
(percent of GDP) (percent of GDP)
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Source: World Bank staff estimates.
Note: Projections for 2020-2025 are based on the reform scenario

e Public Sector DSA: In the baseline scenario, public and publicly guaranteed (PPG) debt is projected
to pick up to 62.3 percent of GDP in 2020 due to higher fiscal deficit and some currency depreciation,
but is expected to gradually decline to 48 percent GDP by 2025 due to a recovery of economic growth
and return to primary surplus of the general government balance. Risks to the base case are substantial.
Exchange rate risks are particularly critical given the large share of FX denominated debt (about 67
percent of total PPG). A real exchange rate shock® could push the PPG debt level to 103 percent of
GDP in 2021 (Figure 3), while a combined macro-fiscal shock® would keep PPG debt at over 100
percent of GDP during the next 5 years. Macroeconomic stability is thus critical to maintaining public
debt sustainability.

e External DSA: In the baseline scenario, total external debt is projected to decline from 79 percent in
2019 to 90 percent in 2020 and will gradually return to the current levels by 2022 as reforms are
implemented and FDI inflows gradually pick up. As with public debt, the external debt trajectory is
subject to high risks. The external debt adjustment path is also particularly sensitive to exchange rate
shocks. A 30 percent real depreciation shock in 2020 would drive debt to about 134 percent of GDP in
2021. Lower GDP growth (by half a historical standard deviation or 2.5 percentage points) and a non-
interest current account shock (one percentage point above the baseline) would keep the external debt
to GDP ratio around 80 percent in the next two years (Figure 4).

21. Ukraine’s overall macroeconomic policy framework is adequate for policy lending. The COVID-
19 intervention package, while increasing pressures on public debt and fiscal deficit, is appropriate to cushion
the COVID-19 shock and is temporary in nature. The authorities are committed to reducing public debt in the
medium term. While the size of the COVID-19 package and the economic downturn will generate a rise in
public debt, it is expected that debt will begin to decline in 2021 as growth resumes. The monetary authorities
have also taken necessary steps to keep the exchange rate flexible and stable. Furthermore, key pillars

8 Maximum historical movement of the exchange rate and pass-through to inflation with elasticity of 0.3.
9 Shock size and duration based on all macro-fiscal shocks (constant primary balance shock, real GDP growth shock,
interest rate shock and real exchange rate shock).
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underpinning the adequacy of the macroeconomic framework include a commitment to implementing the
reforms supported by this proposed programmatic operation and the new IMF SBA under preparation. This
would help: (i) support economic recovery in 2021 and onward by bolstering investment and productivity;
(ii) gradually reduce fiscal deficit and public debt after the crisis; (iii) raise exports and attract FDI to support
external sustainability; and (iv) support credit growth to the private sector by strengthening the governance
of state-owned banks and reducing NPLs.

2.3. IMF RELATIONS

22. This proposed DPL is closely coordinated with the IMF, including in supporting the design and
implementation of key reforms, and in monitoring the macroeconomic and fiscal program. The IMF
Board of Executive Directors approved a one-year, $3.7 billion SBA for Ukraine in December 2018. The
IMF reached staff level agreement with the authorities in December 2019 on a new 3-year, $5.5 billion, EFF
program that would support major structural reforms on anticorruption and the rule of law, the financial
sector, and establishing the agriculture land market. In the context of the COVID-19 crisis, with
unprecedented uncertainty surrounding the economic and financial outlook and the need to focus policy
priorities on near term containment and stabilization, discussions have shifted to a $5 billion SBA through
end-2021. The expected Board date is in early June 2020.

3. GOVERNMENT PROGRAM

23. The Government that took office in August 2019 highlighted higher economic growth and poverty
reduction as key priorities of its program. The Government’s Action Program for 2019-2024 was presented
to Parliament and adopted on October 4, 2019. The Program set ambitious and aspirational goals, including:
5-7 percent annual GDP growth over the next five years; attracting US$50 billion in foreign direct investment
(FDI); the development of infrastructure, including renovation of 24,000 km of main roads and construction
of 5 new deep-water sea ports and 15 new airports; the creation of 1 million new jobs; and significant poverty
reduction and better public services for the population.

24. To respond to the COVID-19 pandemic in early 2020 and limit its social and economic impact,
the new Government that took office in March 2020 launched a comprehensive relief and stimulus
package. On March 26, 2020, the parliament adopted the Law on COVID-19 responses, followed by the
adoption of the 2020 Budget amendment. The introduction of the measures was swift, time-bound, and
transparent. The measures aimed at dealing with the health emergency, while supporting household incomes
and firms. The legislation provided for direct support to the health sector and introduced social and economic
measures (Box 2). The Government allocated US$1.4 billion to direct COVID-19 related expenditures that
included additional wages for medical workers and procurement of medical supplies. At the same time,
effectively supporting the economic recovery and ensuring the adequate protection of the vulnerable requires
implementation of additional reforms, including those supported by this DPL.
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Box 1: Ukraine’s Measures to Mitigate the Impact of COVID-19

Key measures introduced in March 2020 by the Ukrainian authorities in response to COVID-19 include:

» Medical procurement and personnel. Special procedures were introduced for urgent specialize
medical procurement. In addition, wages for medical personnel (medical and other workers directly
dealing with COVID-19) were increased with weekly wage supplements of up to 200 percent of wage
for the period of the outbreak.

« Social protection. The annual indexation of pensions (envisaged by the recent Pension Reform) wa
brought forward from December to May to ensure a better protection of the most vulnerable (whic
is supported directly by this operation). In addition, a one-time top-up of UAH 1,000 was paid to thos
with pensions of less than Hryvnias 5,000.

« Taxation. Simplified tax audits (with current tax audits were suspended till May 31), simplified fines
and penalty accruals for the period of the lockdown were introduced. In addition, land and propert)
taxes payments were deferred from March to end-June 2020. The eligibility criteria for the simplifie
tax regime was eased.

» Employment support. On March 30, a special legislation was approved to introduce the concept o
remote work and compensation to the employees who lost their jobs due to the COVID-19 outbreak
with additional support for employees in SMEs.

 Liquidity and credit. The NBU introduced 5-year refinancing loans for banks, intended to suppor
liquidity in the banking system and lending to the private sector. The Government is also introducin
a program to provide loans to SMEs on relaxed terms, and has banned banks from charging penaltie
or increase interest rates on existing consumer loans.

25. As part of the Government’s effort to establish the conditions for economic recovery, the
proposed DPL supports key structural reform priorities of the government. These reform priorities
include: establishing a transparent and effective agricultural land market; de-monopolization by unbundling
of Naftogaz, and making further progress in strengthening anticorruption institutions. The Program motivates
the opening of the agricultural land market as an instrument to increase investment and productivity in
agriculture and stipulates measures to clean up the cadaster, strengthen land governance and ensure financial
support to farmers. These measures were developed in close cooperation with the World Bank and are
supported by the proposed operation. In addition to the reform priorities supported by the proposed DPL, the
government program targets a significant reduction in market concentration in the 5 largest markets;
development of an effective instrument for structural divestiture of monopolies; large-scale privatization of
SOEs and strengthening the governance of the strategic SOEs, that will remain in state ownership.

26. The Government Program also targets further progress in the effectiveness and sustainability of
social services, which were supported by the World Bank’s DPF in 2018, as well as ongoing technical
assistance and investment lending. In particular, the Program confirms the government’s intention to
continue implementing the health, education and social assistance reforms started earlier. Both the education
and health reforms described in the Program intend to further improve the financing formula in high education
and tertiary healthcare, respectively. This will allow a more efficient use of public resources, while
simultaneously improving the quality of services. The Program also aims to further rationalize social
assistance, including better targeting of HUS and scaling-up the Guaranteed Minimum Income program to
increase support to the most vulnerable households and poor families with children (covered as a
disbursement linked indicator for the Bank’s Additional Financing for the Social Assistance Project).
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4. PROPOSED OPERATION

4.1. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS

27. The proposed operation backs reforms that are critical to address impediments to Ukraine’s
economic recovery and mitigate the impact of the COVID-19 pandemic on the population. With
expectations that the health crisis will begin to subside in the second half of 2020, the authorities are pursuing
reforms to support a recovery of investment and economic activity, while bolstering support to vulnerable
households and firms. To support an inclusive and sustainable recovery, Ukraine needs to overcome the
impediments to low investment rate and lagging productivity. Fixed investment remained at 17 percent of
GDP in 2018-2019, while FDI remained at 2 percent. An average worker in Ukraine produces in one year
what an average worker in Germany produces in 17 days. The export structure also remains concentrated in
basic commodities rather than higher value-added products integrated with global value chains. An
anticompetitive environment and regulatory weaknesses distort key markets, while state capture by oligarchs
and high levels of corruption lead to low investor confidence. The absence of an agricultural land market is a
bottleneck for investment and credit flow to the agricultural sector. Overall, credit growth remains
constrained, with the dominant position of SOBs (55 percent of the banking sector) reducing the efficiency
of allocation of credit across the economy. Furthermore, the high share of NPLs constrains private equity
investment in the SOBs and the prospects for improving efficiency and credit growth going forward. In
addition, the social safety net has proven inadequate in previous crises to cushion the impact of sharp
economic downturns. In particular, the elderly are most vulnerable both to the health shock and to income
volatility during the COVID-19 pandemic. In this context, the program development objectives of the
proposed DPL are to: (i) foster de-monopolization and anti-corruption institutions; (ii) strengthen land and
credit markets; and (iii) bolster the social safety net to cushion the impact of the crisis on the vulnerable
elderly population.

Pillar 1: Fostering De-monopolization and Anti-Corruption Institutions

28. The reforms under the first pillar help demonopolize key sectors of the economy and strengthen
anticorruption institutions to bolster investor confidence. The unbundling of the gas sector, with a large
footprint of a state-owned monopoly, and clarifying the legal framework for private investment in
infrastructure through concessions are intended to promote competition and attract investment in important
parts of the economy. The unbundling of Naftogaz is also important to preserve Ukraine’s role as a long-term
gas transit partner for Europe after 2019. Clarifying the legal framework for concessions would help increase
private participation in infrastructure development and facilitate much-needed investment in a key area.
Strengthening anticorruption institutions addresses investor concerns about the lack of a level playing field
and weak trust in the rule of law. Overall, these reforms should help attract investment and increase
productivity in key sectors of the economy as well as across the board.

Demonopolize and unbundle ownership of the gas sector

29. Ownership unbundling of gas transmission from Naftogaz and certification of the new
Transmission System Operator (TSO) are critical for the liberalization of the gas market in line with
the EU Association Agreement and the 2015 Gas Market Law. Unbundling is also critical to ensure that
Ukraine remains an important long-term gas transit route for supply of gas to Europe, after the 2009 contract
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with Gazprom expired at end-2019, and to prevent the risk of the “zero gas transit revenue scenario”. Both
Gazprom and the EC publicly had stated that a new agreement would not be possible without unbundling of
the TSO in line with EU rules. Furthermore, unbundling is critical for attracting investment to maintain and
modernize the gas transport network. The vertically integrated structure of gas transit and production, with
gas transmission assets and transit revenues (about US$2.5 billion in 2018) within Naftogaz, had been a
significant roadblock in advancing negotiations on the new long-term gas transit agreement and in attracting
investment in the transport network. Due to the Stockholm Arbitration (SA) decision of February 2018, the
core transport assets (Gas Transport System, GTS—operated by UTG, UkrTransGaz) could be transferred
from Naftogaz to an independent Gas TSO (fully owned by MGU, Mahistralni Gazoprovody Ukrainy) only
after the previous transit contract with Gazprom expired on December 31, 2019.

30. The unbundling of the Gas TSO from Naftogaz was completed on January 1, 2020, leading to a
new 5-year gas transit agreement. The transfer of gas transmission assets from UTG (fully owned by
Naftogaz) to Gas TSO LLC (fully owned by MGU) took place on January 1, 2020. This final step of
unbundling followed a chain of important steps taken since September 2019. The new government approved
Cabinet Resolution #840 in September 2019 with an agreed action plan on unbundling. On October 31, the
Law No. 264-1X on Unbundling was approved by the Rada with 341 votes (a strong majority representing all
factions), with the law enacted on November 29, 2019. This was followed by the signing of Sales and
Purchase Agreement (SPA) between Naftogaz/UTG and MGU, and the Economic Management Rights
Transfer Agreement which allowed for the transfer of state-owned GTS assets from UTG to Gas TSO. On
November 22, the Energy Regulator (NEURC) issued a preliminary certification for the new Gas
Transmission System Operator (TSO) and on December 17, the Energy Community Secretariat (ECS) issued
its certification which recognizes the Gas TSO as an independent TSO in line with the EU 3rd Energy Package
and the Gas Market Law of Ukraine. This enabled the signing of a new 5-year gas transit agreement between
Naftogaz and Gazprom under which: (i) Gazprom paid $2.92 billion to Naftogaz as part of the Stockholm
Avrbitration settlement and both parties agreed to drop any future claims from the contract signed in 2009; (ii)
the minimum transit volume will be 65 bcm in 2020 and 40 bem in 2021-2024; and (iii) transit revenues will
flow in a transparent manner from Naftogaz to the Gas TSO, based on the tariff set by the Energy Regulator
(NEURC).

Prior Action 1: Completed the unbundling of the state-owned gas transport system from Naftogaz on January
1, 2020 through: (i) the enactment of Law #264-1X on Unbundling; and (ii) the transfer of state-owned gas
transport system’s assets from the balance sheet of UTG to Gas TSO LLC.

Expected Result: The share of gas transit revenues flowing in a transparent manner from Naftogaz to the new
independent Gas TSO, based on the tariff set by the NEURC, increases from 0 percent in 2019 to 100 percent
in 2021. This major milestone to demonopolize and increase transparency in the gas market in Ukraine will
help Naftogaz and the new Gas TSO focus on improving efficiency and investment in their respective
business areas of production and transmission. It should provide better incentives for Naftogaz to address the
stagnation of gas production and for the Gas TSO to address unauthorized gas offtakes and invest in
maintenance and modernization of the transmission network. The elimination of unauthorized gas offtakes
(estimated at UAH 10 billion in 2020) will require continued reforms in the gas sector, including tariff
adjustments for gas distribution and district heating companies.

Improving the legal framework for investment through concessions
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31. Weaknesses in the legal framework for private investment have hindered infrastructure
development in Ukraine. Transport, energy and social infrastructure remain inadequate. Ukraine ranked
119th among 160 countries on the quality of trade and transport infrastructure in the World Bank’s Logistics
Performance Index (LPI) for 2018. It also remains one of the most energy-intensive economies in the world
and is burdened by a medical system with an oversized and outdated hospital network. Infrastructure
investment has been very reliant on the public sector, but the government has had limited fiscal space for
public investment. Increasing private sector participation in infrastructure investment, including through
concessions, is thus an important priority. The authorities have overhauled the Law on Concessions to
catalyze private and foreign direct investment in infrastructure development.

32. The new Law on Concessions establishes a framework based on international best practice to
attract private investment in infrastructure and is in compliance with EU standards and regulations
pertaining to concessions. Key enhancements of the new Law include: (i) a transparent procedure for
selection of the concessionaire on a competitive basis; (ii) clear ownership control; (iii) provisions to enable
bankability such as compensation in case of early termination, step-in rights, and direct agreement between
project lenders, concessionaires, and grantors; (iv) simplified procedures for licenses and permits and for
allocating land plots; (v) the possibility of dispute resolution by international commercial or investment
arbitration; and (vi) a clear mechanism for monitoring fulfillment of the concession agreement. In addition,
the new Law on Concessions is aligned with the PPP Law, including provisions for rigorous economic
appraisal of project proposals. The authorities have been developing regulations that will enable effective
implementation of the new Concessions Law. As a result of the new Concessions Law, two pilot port
concession projects (Olvia port and Kherson port) are expected to be signed in 2020, with initial private
investment of $140 million in Olvia and $11 million in Kherson. Although both tenders were implemented
under the old concessions law, the new law has made commercial and financial closing possible by creating
necessary conditions for project financing by lenders.

Prior Action 2: Enacted Law # 155-1X on Concession to enhance the legal framework for attracting private
investment in infrastructure and ensuring transparency in concession projects.

Expected Result: The number of concession projects signed with private investment mobilized through project
financing by lenders increases from 0 in 2019 to 2 in 2021. A key improvement in the new Concessions Law
is that concessional projects will be “bankable” and can take advantage of project financing. Such
improvements in the bankability of concession projects, together with the broader improvements in
transparency and clarity, should help increase private investor participation in infrastructure development in
Ukraine.

Strengthen anticorruption institutions

33. Strengthening the governance of the asset declaration system, restoring liability for illicit
enrichment, and providing a civil forfeiture remedy are important to address key weaknesses that have
emerged in the new anti-corruption architecture established after 2014. Ukraine’s economy has for long
faced an anticompetitive environment arising from rent-seeking, weak rule of law, and state capture by
powerful vested interests. Since 2014-2015, in response to popular demand, a set of key anti-corruption
institutions were established, including the National Agency for Corruption Prevention (NACP, responsible
for asset declarations), the National Anti-Corruption Bureau (NABU, with investigative functions), and the
Special Anti-Corruption Prosecutor Office (SAPO). However, at end-2018, despite widespread suspicions of
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illicit enrichment based on asset declarations and officials’ lifestyles inconsistent with legal sources of
income, and despite hundreds of cases investigated by NABU and sent to the courts, no major corruption
convictions had taken place. The resulting public outcry lead to the creation of the new High Anti-Corruption
Court (HACC), which began functioning on September 5, 2019, with judges selected with the support of
international partners. The HACC is expected to play a significant role in ending this impunity and
establishing accountability. Despite this institutional progress, two important weaknesses in the nascent
architecture have emerged. First, the governance of NACP was compromised at an early stage through
political interference and ineffective leadership, which has undermined the verification of asset declarations
and the creation of an effective conflict of interest system. Second, in March 2019, the Constitutional Court
rejected the provisions criminalizing illicit enrichment, creating a hole in the nascent anticorruption
architecture.

34. In order to address the weaknesses in the system, legislation to strengthen the governance of
NACP and restore liability for illicit enrichment were enacted in the fall of 2019. The law to strengthen
the governance of NACP with a decisive role for international experts in the selection process of a single
director, was approved by the Rada and enacted by the President in October 2019. This is expected to
strengthen and depoliticize the management of the NACP, with the new NACP head appointed in January
2020. The NACP legislation also provides for true risk-based and non-discretionary electronic verification
process. Under a revised verification regulation agreed in late April 2020, prioritization criteria adopted in
May 2020, and changes to the risk indicators underpinning the e-verification system, NACP will be able to
strengthen the verification process with stronger automatic risk analysis, an increased role for cross-checking
information in all declarations and random assignment of high risk declarations for full verification by NACP
staff. These changes will allow for a more coherent, comprehensive and, eventually a more expedited e-
verification of all submitted asset declarations. Second, legislation to restore criminal liability for illicit
enrichment was approved by the Rada at the end of October 2019 and enacted by the President in November
2019. The legislation also introduced a new remedy for the civil forfeiture of assets that cannot be explained
by an official’s legitimate wealth, which would be limited to cover officials under NABU’s jurisdiction and
with cases to be adjudicated by the HACC. The draft legislation underwent broad consultations with domestic
and international experts as well as civil society, and the drafting of the new provision took into consideration
the Constitutional Court’s analysis of the previous illicit enrichment law. The World Bank and the EU also
commissioned expert analyses of the civil confiscation provisions, which confirmed that the draft legislation
included the principles of legal clarity, right to a fair trial, and protection of property rights. With these two
important weaknesses addressed, and the operation of the HACC since September 2019, it is expected that
Ukraine’s anti-corruption architecture is better prepared to deliver the results promised by the Government.
As of May 8, 2020, the HACC had issued 70 criminal decisions with six convictions, including one for money
laundering, while its investigative judges handled over 7,000 motions and actions.

Prior Action 3: Enacted Law # 140-1X to strengthen the governance of the National Agency of Corruption
Prevention (NACP) and Law # 263-IX to restore liability for illicit enrichment and enable civil forfeiture of
unjustified assets.

Expected Result: Number of full verifications of high-risk declarations selected using prioritization criteria,
assigned automatically to staff, and implemented using an improved methodology increases from 0 in 2019
to 1,000 in 2021. Carrying out a significant number of detailed verifications of asset declarations based on a
more risk-sensitive approach with reduced discretion should help increase accountability and bolster
investor’s confidence in Ukraine’s nascent efforts to establish a level playing field.
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Pillar 2: Strengthening Land and Credit Markets

35. The reforms under the second pillar will support the economic recovery and increase the
efficiency of allocation of resources by establishing an agricultural land market, resolving NPLs in
SOBs, and strengthening the supervision of NBFIs. Establishing a market for agricultural land with
adequate safeguards for transparency and efficiency, as well as improved access to credit, would help attract
investment and increase productivity by enabling more productive farmers to expand and providing incentives
for less productive farmers to upgrade their productivity or exit. Strengthening the NPL resolution framework
for SOBs and more broadly strengthening the governance of SOBs would help attract private equity
investment to SOBs, improve the efficiency of allocation of credit across the economy, and enable higher
credit growth to the enterprise sector. Strengthening the supervision of NBFIs would help address a major
source of fraud and vulnerability in a rapidly growing part of the financial sector.

Establish a transparent market for agricultural land with adequate safequards

36. Ending the moratorium on agricultural land sales is critical to improve the security of land
tenure, increase investment in higher value-added agriculture, and enable the use of land as collateral
to access credit. Ukraine has the largest endowment of arable land in Europe—33m hectares, compared to
18m hectares in France and 11m hectares in Poland. However, agricultural productivity in Ukraine is much
less: US$440 per hectare in 2018, compared to US$1,100 in Poland and US$2,450 in France, in part because
Ukraine focuses on lower value-added products (such as grains). The moratorium on agricultural land sales
undermined the security of land tenure and incentives to undertake productivity enhancing investments such
as irrigation and manage the land in a sustainable manner, including perennials, and crop rotation. The
moratorium also undermines the flow of financing to small and medium producers because land cannot be
used as collateral. Estimates show that establishing a transparent and efficient market for agricultural land,
with adequate safeguards and access to finance would have a positive impact on economic growth.'® The
impact would be at the higher end of the range with fewer restrictions on size or foreigners, and with effective
and sustainable access to financing for small, credit constrained farmers, to enable them to participate in the
market and enhance their productivity.

37. The land turnover law (LTO) approved by Rada with a market opening date of July 1, 2021 is
an important first step toward establishing a transparent and efficient agricultural land market. The
approved law lifts the 20-year old moratorium on agricultural land sales and allows purchases by individuals
up to 100 hectares from July 1, 2021 and purchases by legal entities from 2024. The right to buy agricultural
land would initially be limited to Ukrainian citizens. With polls showing opposition to foreign purchases of
agricultural land at 70-80 percent, the approved law also temporarily excludes foreigners until a referendum
on the issue is held.!* Going forward, to increase the impact of the reform, it will be important to explore the

10 The main channel of impact would be the expansion of producers with higher productivity and incentives for lower
productivity producers to improve or exit, as the price of land rises. These estimates are reported in Deininger and
Nivievskyi (2019) “Economic and distributional impact from lifting the farmland sales moratorium in Ukraine”, based
on accounting data for agricultural producers in Ukraine in 2013-2015.

1 The law does contain a provision that would enable foreign participation without purchases: specifically, it enables
the transfer of the pre-emptive right of the current lessee to purchase land. This would enable existing foreign farmers
(cultivating some 3 percent of agricultural land) to enter into unincorporated joint venture agreements with their
preferred Ukrainian partners who would own the land.
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possibility of expanding participation and competition in the market by bringing forward the participation of
legal entities, relaxing restrictions on the size of land purchases, and enabling the sale of state land.
Importantly, the LTO allows for the use of land as collateral, with banks able to assume ownership of land
with the requirement to sell it within two years. This is an important provision for unlocking credit to the
agricultural sector.

38. In order to safeguard the transparency and efficiency of the market once it is opened, and to
prevent monopolization, it is also critical to expeditiously enact a set of complementary legislation. This
set of complementary legislation includes: (i) providing free and open access to the cadaster data and to
mandate interoperability between the cadaster and registry, which is important to reduce manipulation of
ownership records and opportunities for corruption (Law #554-1X, approved April 13, 2020); (ii) streamlining
land transfer procedures and decentralizing land management, which streamlines procedures to create,
transfer, and use land parcels; and transfers the ownership and administration of state land from the
Geocadaster to local authorities (Draft Law #2194); (iii) regulating local state land use, mandating electronic
auctions for state land sales; and restricting discretionary handouts of state land by local authorities (Draft
Law #2195); and (iv) preventing multiple registrations and raider attacks by fully automating exchange of
information between the registry and cadaster, mandating digitization of all paper records to registry, and
requiring registration of all transaction prices for sales and leases (Law #340-1X, approved December 5,
2019). Laws 554-1X and 340-1X have been enacted. Prompt enactment of the pending Draft Laws # 2194 and
2195 is essential to allow enough time for implementation prior to the land market opening on July 1, 2021.
Furthermore, expeditious implementation of all four complementary laws is critical to ensure that the land
market will be transparent, efficient, and safeguard the rights of million landowners.

Prior Action 4: Enacted Law # 552-1X to enable the sale of agricultural land and the use of land as collateral
and Law # 554-1X to strengthen transparency by improving access to cadastral data and links between the
cadaster and registry.

Trigger 1 (DPL-2): Enact legislation to strengthen land management, streamline land transfer and
registration procedures, and make emphyteusis rights transferable and mortgageable.

Trigger 2 (DPL-2): Enact legislation to introduce electronic auctions and restrict discretionary handouts of
state land via free privatization.

Expected Result: Area of agricultural land (previously under moratorium) transacted by eligible individuals
increases from 0 hectares in 2019 to 100,000 hectares in 2021. The establishment of a record of transparent
agricultural land transfer transactions, with registered prices, would help increase the security of land tenure
and facilitate investment in higher value-added agriculture. It would also boost financing for agriculture,
particularly to small farmers, by enabling the use of land as collateral.

39. Access to financing for small, credit-constrained farmers through sustainable and effective
financing instruments will allow them to effectively participate in the land market. Small farmers in
Ukraine (i.e. those cultivating less than 500 hectares) are significantly credit constrained because banks
consider them high risk. With no performance data on loans to this cohort, perceived risk is higher than actual
risk. To address this market failure, a partial credit guarantee (PCG) facility can help reduce credit risk and
enable lending to small farmers. The authorities are working on a draft legislation to establish a small agency
with an independent governance structure to administer the PCG on a commercial basis. In order to be
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effective and sustainable, the PCG facility needs to have a professional and independent supervisory board,
free from political influence. While it would initially need to be capitalized by the state, it should be run on a
self-sufficient basis in line with international best practice, with guarantee fees covering operational expenses
of the fund. Allowing private sector participation would also facilitate contributions from international
development partners to the capital of the facility. Expeditious approval and implementation of this legislation
is critical to make the facility operational prior to the land market opening in July 2021. In addition, access
to financing for small farmers can benefit from improving the targeting agricultural subsidies. While fiscal
support to agriculture has declined in the last 5 years (due to reduced tax expenditures), direct subsidies still
amounted to $250 million (0.15 percent of GDP) in 2019, with most of this benefiting large and influential
producers. International experience suggests that the support should be: (i) targeted to small farmers (under
500 hectares) who are most credit constrained; and (ii) provided through upfront matching grants (rather than
interest rate subsidies) to defray interest and fixed costs during the initial years, provide incentives to increase
profitability, and involve stable fiscal costs. Action can be taken to further specify the allocation of
agricultural subsidies for 2021 and improve their targeting to predominantly small farmers (under 500
hectares) in the form of matching grants rather than interest rate subsidies. In the absence of an effective PCG
facility and improved targeting of agricultural subsidies, small farmers could face exclusion from the
agricultural land market, with increased concentration of land and lost opportunity for small farmers to
contribute to increased productivity and diversification into higher value-added products.

Trigger 3 (DPL-2): Establish affordable and effective financing instruments for small farmers by: (i) enacting
legislation to create a partial credit guarantee facility; and (ii) approving a Cabinet resolution to improve
the targeting of agricultural subsidies.

Expected Result: Loans to small farmers issued backed by Partial Credit Guarantee (PCG) facility initiated
in 2021. Improved access to finance for small, credit constrained farmers would allow them to participate in
the land market and expand opportunities for agriculture to move into higher value-added products in Ukraine.
Supporting small farmers to participate in the land market would also help support the economic recovery
from the COVID-19 crisis. It would also help prevent the concentration of land ownership once the market
opens.

Strengthen the NPL Resolution Framework

40. Resolving NPLs and strengthening governance of SOBs in Ukraine is critical to improve the
efficiency of credit allocation and increase credit to the private sector, particularly in the context of the
COVID-19 crisis. The banking system in Ukraine, with a history of related party lending, came under
considerable stress following the 2014-2015 economic crisis. The authorities responded with major reforms
to resolve and recapitalize banks and strengthen supervision. As a result, a total of 96 out of 182 banks were
resolved since 2014; and PrivatBank, the largest systemic bank in Ukraine with a large related party portfolio,
was nationalized in December 2016 after the former owners failed to implement agreed recapitalization and
restructuring plans. While these reforms helped strengthen financial sector stability, a large share of SOBs
(55 percent of banking sector assets) and a high share of NPLs (49 percent overall and 65 percent in SOBs as
of April 2020) continue to undermine the efficiency of financial intermediation and credit growth to the
private sector.’> The COVID-19 crisis is expected to again impact the quality of bank assets, further

12 The NPL ratios in UkrEximBank and OshchadBank were 58.3 percent and 56.8 percent as of end-2019, respectively.
The ratio in PrivatBank was 80.3 percent, as these are mostly loans related to the former owners. UkrGasBank had
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underscoring the need to put in place a framework for resolving NPLs. A pre-requisite for achieving this in
SOBs has been to strengthen corporate governance. SOBs in Ukraine have long operated under the political
influence of vested interests that have distorted the allocation of capital. An opportunity to address this
challenge has been created by the enactment in 2018 of the SOB Law intended to establish independent
supervisory boards. While the supervisory boards were selected by November 2019, the process proved
challenging, underscoring the need to continue monitoring threats to their independence.

41. Moving forward, the priority is to establish an enabling framework for NPL resolution in SOBs.
The authorities also took initial steps toward this objective, including strengthening creditor rights, issuing
regulations on the tax treatment of write-offs, and approving a new Insolvency Code. Going forward, with
independent supervisory boards in place, the resolution of NPLs in SOBs has been expected to come from
three sources: (i) write-offs of fully provisioned NPLs (through NBU prudential regulation); (ii) restructuring
and sale of NPLs with haircuts on principal without threat of prosecution; and (iii) resolving complex, multi-
creditor NPLs involving powerful business groups, which will require a special approach combining technical
resolutions tools with strong political will. A major challenge in restructuring and sale of NPLs has been that
legislation on criminal penalties for misappropriation of state funds leads to a high risk for SOB supervisory
boards and management when the recoveries on NPLs are below the outstanding principal. SOBs are thus
reluctant to take difficult decisions on haircuts when restructuring and selling NPLs below book value. In
order to address this challenge, a Cabinet Resolution has been approved in April 2020 enabling SOBs to make
use of all conventional NPL resolution tools, including those involving haircuts on principle, without threat
of prosecution. In addition, NBU prudential regulations were approved in February and April 2020 to
facilitate write-offs of fully provisioned NPLs. Going forward, it will be important to expeditiously implement
the new NPL resolution framework. This will involve preparation of NPL resolution plans by the SOBs.

Prior Action 5: Issued NBU prudential regulations #49 and #52 on write-offs for fully provisioned NPLs and
approved Cabinet Resolution # 281 to enable state-owned banks NPL resolution through conventional tools
including restructuring and sale with haircut on principal, as well as write-offs.

Expected Result: Value of gross Pre-2020 Non-Performing Loan (NPL) portfolio in State-Owned Banks
(SOBs) declines from UAH 397 billion in (end) 2019 to under UAH 300 billion in 2021. This significant
reduction in the NPL portfolio would enable the SOBs to focus their staff resources on identifying and
assessing new lending opportunities, thus improving prospects for greater credit to the private sector. The
reduction in NPLs would also help increase interest from private investors in taking an equity position in
these state-owned banks, which is one of the major medium-term objectives of the government’s strategy for
state-owned banks.

Strengthen supervision of non-banking financial institutions

42. Strengthening the supervision of NBFIs is expected to address a major source of fraud and
vulnerability in a rapidly growing part of the financial sector. The regulation of NBFIs, including
insurance, pension funds, non-bank lenders, and credit unions is very weak, leading to significant fraud and
money laundering, especially in the insurance industry. This is impeding the NBFI sector from playing a
productive role in supporting economic growth and is also a vulnerability for the economy. Many insurance
companies (including the largest in the system) collect substantial premiums that are transferred fully to

relatively low NPL ratio of 19.3 percent.
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obscure local re-insurance schemes without paying claims, while the effective loans rates of non-bank lenders
are often hundreds of percent. While the banking sector was contracting in 2014-2017, some segments of
NBFI sector (financial companies) experienced unprecedented growth, almost doubling their total assets,
including by acquiring low-quality assets of failed banks. The current financial sector regulation is fragmented
between three regulators with the NBFI regulator being the weakest, non-functional, lacking both
independence and capacity, while being tasked with “supervising” about 2200 institutions. The solution is to
abolish the NBFI regulator and split its functions between the National Bank of Ukraine and the National
Commission for Securities and Stock Market (NCSSM), which are two institutions with much more
credibility and capacity. This would be accomplished by the recently approved Law also referred to as the
“Split Law”.

Prior Action 6: Enacted Law # 79-1X to enhance the regulatory framework for non-bank financial institutions
by abolishing the National Financial Services Commission and assigning the regulatory functions to the
National Bank of Ukraine and National Securities and Stock Market Commission.

Expected Result: NBU and NSSMC adopt action plan on reshuffling supervisory regimes for insurance, credit
unions, pension funds, and other NBFIs. This would help significantly improve supervision and confidence
in the non-banking financial sector in Ukraine. It would also help the development of a more diverse set of
financial assets, which is important to establish the pre-conditions for Ukraine’s aspirations promote the
development of individual retirement accounts, and thus longer-term savings and investment opportunities.

Pillar 3: Bolstering the Social Safety Net

43. Bolstering the social safety net, with a focus on the elderly population, is important to cushion the
impact of the COVID-19 crisis. The welfare of poor and vulnerable households is being affected by the
pandemic due to several factors, including the loss of labor income, lower remittances, and higher
expenditures on key services including health, transportation, and other necessities. The elderly population is
among the most vulnerable both to the health shock and to income volatility resulting from the pandemic.
The largest part of the social safety net in Ukraine is pensions, with spending on pension benefits amounting
to about 11 percent of GDP. Pensions also account for a significant part of household incomes, particularly
for those in the bottom 40 percent of the population. In this context, bolstering pension benefits, especially
for the elderly in the bottom part of the income distribution, is an important instrument to cushion the impact
of the crisis on the elderly population.

Bolster pension benefits

44. Indexation of pensions is a key tool for preserving the real incomes of the elderly. Prior to the
Pension Reform adopted in 2017, no clear rules of indexation existed for existing pensioners. Pension
indexation was done in an ad-hoc basis and in a pro-cyclical manner. During 2014-2015 crisis, pensions were
not indexed, eroding the real income of the old-age population relying almost exclusively on pensions. As a
result, the relative position of pensioners in the income distribution worsened, with 15 percent of them falling
into the bottom quintile (compared to 10 percent before the crisis) and accounting for 33 percent of the bottom
40 percent in 2016 (compared to 29 percent in 2014). One of the key features of the pension reform law
approved in 2017 was the introduction of systematic rules for annual indexation of the pension benefit, to
safeguard the income of pensioners in real terms, including during downtowns. However, the law provided
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flexibility on the date of the statutory pension indexation each year, thus undermining the predictability of
the pension benefit each year and resulted in some volatility of purchasing power.

44. In response to the COVID-19 pandemic, the Government has brought forward the date of
pension indexation in 2020, which has introduced greater predictability in pension benefits for the year.
The initial budget allocation for pensions in 2020 would have allowed for the indexation this year to only
kick in toward the end of the calendar year. The Cabinet Resolution # 251, adopted on April 1, 2020, stipulated
an 11 percent increase in the pension benefit for most beneficiaries, applying to the pension benefits starting
from May 1, 2020. The decision to proceed with the statutory indexation in May required an additional
allocation of UAH 12.4 billion to the Pension Fund of Ukraine, which was part of the budget amendment
approved in April 2020. To further protect the elderly, the government also introduced a one-time top-up of
UAH 1,000 for those who receive less than UAH 5,000 per month, which is expected to cover 10.6 million
pensioners. In addition, the government introduced a temporary top-up of UAH 500 per month for pensioners
above 80 years of age, covering 1.5 million people. These measures are expected to have a significant positive
impact in bolstering pension benefits during the COVID-19 crisis. Going forward, it will be important to take
measures to improve the predictability on a permanent basis, including timely indexation and clear rules for
supplementary benefits for those over 80 years of age.

Prior Action 7: Approved Cabinet Resolution # 251 to set the date and rate for the statutory pension
indexation in 2020 and bolster the purchasing power of the pension benefit.

Trigger 4 (DPL-2): Improve predictability and sustainability of pension benefits, including timely indexation
and clear rules for supplementary benefits for those over age 80.

Expected Result: Pension benefits increase in line with the indexation formula within the first half of each
calendar year, allowing adequate support for pensioners, of which at least 65 percent are women. Reducing
discretion in the date of pension indexation each year will provide greater predictability in the purchasing
power of the pension benefit each year, which is particularly important during a sharp economic downturn.
With incomes of elderly women relying more on pension benefits, greater predictability in the benefit
addresses an important gender related disparity.

45.  The prior actions supported by the proposed operation are based on thorough analytical and
advisory work. The key pieces of analytical work and technical assistance carried out by the World Bank
and other partners are summarized in Table 4 below.

Table 4. DPL Prior Actions and Analytical Underpinnings
Prior actions Analytical Underpinnings

Pillar 1: Fostering De-monopolization and Anti-Corruption Institutions

Prior action 1: Unbundling Gas | WB Energy Sector Technical Assistance (2018-2020)
Sector

Prior action 2: Concessions Law | IFC and WB Technical Assistance on Concessions and PPPs

Prior action 3: Anti-Corruption WB Technical Assistance on Anticorruption (2018-2020).

Pillar 2: Strengthening Land and Credit Markets
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Prior actions 4: Agricultural land | WB, “Special Focus Note on Reforming land markets for agricultural
market growth”, 2019; WB ASA, “Supporting transparent land governance in
Ukraine” (2017); Kyiv School of Economics, “Restrictions on
farmland sales markets: a survey of international experience and
lessons for Ukraine” (2016)

Prior action 5: NPLs in SOBs WB “Assessment of NPL resolution framework and policy options in
Ukraine” (2019); WB Financial Sector Technical Assistance (2018-2019)

Prior action 6: NBFI Supervision | WB Financial Sector Technical Assistance (2018-2019)

Pillar 3: Bolster the Social Safety Net
Prior action 7: Pensions WB Technical Assistance on Pensions (2019-2020)

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

46. The proposed DPL is closely aligned with the objectives of the Ukraine Country Partnership
Framework (CPF) for FY17-21. The objective of the CPF (Report # 114516-UA discussed at the Board
on June 20, 2017) is to promote sustained and inclusive economic recovery through a program focusing on
four areas including: (i) making markets work; (ii) fiscal and financial sustainability; (iii) efficient,
effective, and inclusive service delivery; and (iv) better governance, anticorruption, and citizen
engagement. The proposed DPL is a central component of the CPF’s strategy to prioritize support for
critical reforms. The CPF recognizes that the achievement of results will depend on reforms that face
opposition from vested interests and thus require deep engagement by the Government and other
stakeholders. The reforms supported by the DPL are closely tied to the priorities identified in the 2017
Ukraine Systematic Country Diagnostic on “Toward Sustainable Recovery and Shared Prosperity” and the
2019 study on “Ukraine Growth: Faster, Lasting, Kinder.” The SCD and the Growth Study provides the
analytical underpinnings for many of the reform areas supported by the DPL. The reform areas supported
by the DPL are also closely aligned with World Bank investment projects and technical assistance in energy,
agriculture, transport, financial sector, and anti-corruption. Importantly, this operation complements the
COVID-19 support by the World Bank, including the recently approved Additional Financing for the Social
Safety Net Project and Additional Financing for the Health Project.

4.3. CONSULTATIONS AND COLLABORATION WITH DEVELOPMENT PARTNERS

47. The authorities have carried out consultations with stakeholders on the reforms supported by
this proposed operation. The reforms supported by this operation are consistent with the Government’s
program approved by the Parliament in October 2019, which has been discussed with civil society,
development partners, and the public through various channels. More specific consultations have been held
on the different reform areas. On land reform, for instance, the authorities have held consultations through a
variety of channels, including events with a wide variety of farmers, farmer associations, landowners, and the
general public. A parliamentary working group with support from the World Bank and other development
partners has been working on the legislative framework. The President and the Prime Minister have publicly
advocated for the reform. On the anti-corruption reforms, extensive discussions and debate has taken place
including the government, members of parliament, and civil society representatives in the media. On the
financial sector reforms, discussions have taken place with banking sector representatives and the private
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sector. Across various reform areas, government representatives have appeared on media programs to explain
the rationale, design, and outcomes of the reforms.

48. Collaboration among development partners has been a cornerstone in the effort to support policy
reforms in Ukraine. The World Bank has coordinated the proposed DPL’s support for reforms closely with
the IMF, the European Union/Commission, the European Bank for Reconstruction and Development
(EBRD), the United States/lUSAID, UK/DFID, Switzerland, Canada, Japan, Sweden, and other development
partners. In addition to collaboration with international development partners, the Bank’s support for policy
reforms has also collaborated closely at the national and subnational level with the private sector, academia,
and civil society to organizations to ensure knowledge sharing and coordination of efforts.

5. OTHER DESIGN AND APPRAISAL ISSUES

5.1. POVERTY AND SOCIAL IMPACT

49. The prior actions under this proposed DPL are expected to have positive or neutral poverty and
social impacts in the context of the COVID-19 crisis. Several prior actions are institutional in nature, aimed
at addressing the bottlenecks to investment, such as strengthening credit markets and anti-corruption
institutions. While these reforms are not expected to have direct welfare or distributional impact on
households, their impact on households, including the poorest households, are expected to be felt through
economic recovery. A faster economic recovery from the on-going COVID-19 crisis will help in the recovery
of incomes and consumption of vulnerable households. Going forward, more sustainable economic growth
would help to support incomes and consumption in the medium term. For instance, the de-monopolization
and unbundling of ownership of the gas sector (prior action 1) may not have a direct impact on energy tariffs
but is important for attracting investment to maintain and modernize the gas transport network, which
supports macroeconomic stability and economic recovery. The reforms supporting the strengthening the NPL
resolution framework (prior action 5) aim at removing the constraints to credit growth to the private sector,
where small- and medium-sized borrowers are the most credit constrained.

50. While growth has been crucial for poverty reduction in Ukraine, it is important to ensure that
the recovery remains inclusive and that safety nets are in place to protect vulnerable households.
Incomes of the bottom 40 percent grew at a higher rate prior to the economic contraction of 2014-2015, and
even though incomes fell throughout the distribution in 2014-2015, their contractions were smaller in
magnitude at the bottom of the income distribution. The recent Commitment to Equity (CEQ) analysis,
conducted using the 2016 household survey data, finds that the fiscal system in Ukraine has a notable
redistributive and poverty reducing effect, primarily on account of pensions and direct transfers, with the
latter being the most cost-efficient in terms of their effect per Hryvnia of budget allocated to the programs.
However, there is room for improvement in terms of targeting, as many programs designed to support low-
income groups transfer non-negligible shares of their budgets to higher-income deciles. Improved targeting
of Housing Utility Subsidies (HUS) was a key reform supported by the World Bank’s DPF approved in
December 2018. Going forward, the Bank is working closely with the new Government (through technical
assistance and the planned Additional Financing for the Social Safety Net project) on a vision to further
improve the effectiveness and fiscal sustainability of the overall social safety net package. The aim is to
expand the means-tested Guaranteed Minimum Income (GMI) program, while further consolidating the HUS
program. Preliminary simulations suggest that the reforms would double the coverage of households eligible
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for the GMI program, with a higher share (from 30 to 55 percent) of the combined HUS and GMI budget
reaching the bottom 20 percent of the distribution.

51. The prior action to bolster pension benefits for the elderly is expected to benefit some of the most
vulnerable members of society. The results of the recent CEQ analysis suggest that pensions play a major
role in fighting poverty and inequality in Ukraine. The poorest decile almost completely depends on transfers
and other benefits, of which pensions is the largest. According to the most recent HBS data available, the big
share of pensioners is concentrated at the bottom of the distribution-- more than 35 percent of the pensioners
are located in the bottom 40 percent of the welfare distribution. For the households with pensioners this share
is even higher—42 percent of them are located in bottom 40 percent of the distribution. The poverty rate among
pensioners is considerable at 19.4 percent. For the pensioners that do not work, the poverty rate is even higher
at 21.6 percent. Timely indexation of pensions, especially under the current economic circumstances, can
therefore be expected to impact positively the households with pensioners and be particularly beneficial for
the pensioners in the bottom quintiles.

52.  The measures supporting the establishment of a market for agricultural land, are expected to
have an overall positive distributional effect in the medium term, although significant risks remain in
completing and implementing the legislative package on land reform. An estimated 5 million small
landowners (2 million households) who often rent out their land, currently do so for a fraction of its economic
return; furthermore, for them land rights are often undermined by weaknesses in the cadastre and registry.
Allowing market-based land valuation would help boost their incomes. This is the most direct pathway
through which the prior actions supporting land reform would affect household welfare. Simulations based
on household budget survey data suggest that an increase in the land rental price of 147 percent'® would result
in a 1.3 percent increase in household incomes in the bottom 40 percent and would be associated with a 0.6
percentage point reduction in moderate poverty. The ability of using land as collateral would provide small
landowners with improved access to credit that can be used as for investment, including in self-employment
and non-agricultural businesses. Finally, improved agricultural productivity would also be expected to have
a positive effect on incomes of agricultural workers. While it is not possible to simulate the magnitude of this
effect, it would be particularly beneficial to households in the lower end of the income distribution. According
to HBS data, households from the bottom 40 group are more likely to be engaged in, and derive income from,
agricultural activity — thus, share of employed in agriculture among bottom 40 (10.7 percent among all
employed) is higher than for the rest of population (8 percent).

53. The prior actions on pensions, agricultural land market opening, land financing, and supervision
of non-banking financial institutions are expected to address gender-related disparities in Ukraine.
More than 70 percent of pensioners are women, primarily due to higher female life expectancy. Bolstering
pension benefits and strengthening their predictability and purchasing power would address a major gender
related disparity in the impact of the pandemic. Older women account for a large share of the 4.5 million
landowners in Ukraine. With most landowners renting out their land and with rental prices depressed below
their real economic returns, the lack of an agricultural land market depresses the rental incomes of women.
The opening of the agricultural land market is thus expected to address this gender related disparity. Second,
women are more likely to face constraints in access to finance. In agriculture, a greater share of small
agricultural farmers, who are most credit constrained, are likely to be women. The trigger on land financing,
which improves access to finance for small, credit-constrained farmers, is likely to address this gender related

13 This is equal to the historical growth of rental prices between 2015 and 2018.
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disparity. Third, women are more likely to face predatory pricing and fraud in the non-banking financing
sector. The prior action to strengthen supervision of NBFlIs is likely to address this gender related disparity.

5.2. ENVIRONMENTAL ASPECTS

54. Potential environmental impacts. The proposed prior actions are assessed as having either beneficial
or no adverse environmental effects (see Annex 4 with the Environmental and Poverty/Social analysis table).
At the same time, actions under Pillar 1 and 2 will require careful integration of environmental issues to
effectively mitigate any potential adverse environmental impacts. The prior actions on gas and concessions
can reduce unauthorized gas offtakes and facilitate private investment in gas supply and infrastructure,
including new technologies with better environmental performance. Efforts should be dedicated to avoiding
any risks that might emerge from civil works (e.g., solid waste, air and water pollution, occupational health),
supported by the regulatory framework governing these issues. Similarly, the prior action on agricultural land
can increase private investment, including in better natural resource management, energy efficiency, and
climate adaptation technologies. Increased investment in agriculture should safeguard against land
degradation, soil and water pollution, and increased pesticide use in agriculture.

55. Country environmental policy framework. Ukraine has environment policies and regulations aimed
to mitigate and manage potential impacts of economic activities and is in the process of further aligning those
with the EU. The existing Environmental and Social Assessment (ESA) legal and administrative system,
critical to mitigate any potential adverse impacts of new investments, in particular, for infrastructure and
agricultural sectors, is overall well developed. Technical assistance from development partners is helping the
authorities to further harmonize with international practices and build capacity for better enforcement and
compliance.

56. Climate and Environmental benefits. The proposed operation promotes climate and environmental
benefits in the most important areas of climate related challenges for Ukraine, namely its large agricultural
sector which is a source of GHG emissions, and the energy intensive infrastructure. Three out of the seven
prior actions supported by the operation can yield environmental and climate benefits First, the prior action
to establish an agricultural land market can strengthen the security of land tenure and provide incentives for
landowners and land users to more sustainably manage land assets and undertake investments to manage
climate impacts. Second, the prior action to unbundle Naftogaz is expected to stimulate energy efficiency
investments and measures to reduce gas transmission system losses, which should cut help cut GHG
emissions. Third, the prior action on improving the legislative framework for private investment in
infrastructure through Concessions should help in attracting greater private investment toward less energy-
intensive infrastructure.

57. Climate and environmental implications of the gas sector unbundling prior action. This reform to
unbundle the gas sector is expected to bring significant positive climate change mitigation benefits by
reducing greenhouse gas (GHG) emissions related to the consumption and transmission of natural gas.
Ukraine is ranked fifth in the world for energy intensity and is also one of Europe’s largest energy consumers.
It is also a major source of energy transmission from Russia to Europe. In 2015 and 2016, the authorities
embarked upon a historic energy tariff adjustment program which raised heating and gas tariffs between 250
to 500 percent. The successive adjustments in energy tariffs progressively incentivized greater energy
efficiency in the residential sector. In 2017, Ukraine’s total natural gas consumption has decreased by 4
percent compared to 2016 (from 33.2 to 31.9 bcm). Out of this total, household consumers used 11.2 bcm of
gas in 2017, which is 6 percent or 0.7 bcm less than in 2016. The unbundling of the gas TSO from the

Page 30



The World Bank
First Economic Recovery Development Policy Loan (P172597)

vertically integrated Naftogaz will further stimulate efficiency improvements, including the elimination of
“unauthorized gas offtakes” estimated at 1.5bcm (worth about UAH 10 billion) in 2019. Also, the newly
established independent TSO will prioritize investments in modernization of gas transmission infrastructure
including digitalization of metering, billing and balancing system, as well as efficiency improvements of
outdated compressor stations. Such measures will significantly reduce gas consumption and losses in the gas
transmission system of Ukraine and, therefore, cut GHG emissions.

58. Climate and environmental implications of the Concessions prior action. This reform is expected
to contribute to positive climate mitigation and adaptation impacts. Transport, energy and social infrastructure
in Ukraine remain inadequate requiring significant investment. Infrastructure investment has been dominated
by the public sector and has not benefitted from the efficiency, innovation, and green orientation that the
private sector brings today. The new Law on Concessions establishes a clear and sound framework based on
international best practice to catalyze private and foreign direct investment in infrastructure development.
The Law, in compliance with EU standards and regulations pertaining to concessions, will enable Ukraine to
continue to shift its infrastructure investment toward a more climate friendly and greener path, in line with its
commitments to the EU as outlined in its Association Agreement. The new law includes specific provisions
that incentivize energy efficiency in concession investments. In particular, Article 8 of the law specifies limits
on the amount of losses and thermal energy per unit of service provided for heating, water supply and
wastewater disposal facilities, which must be part of the terms of the concessions’ agreement. With
appropriate strengthening of the environmental assessment system and enforcement mechanisms, foreign and
private investors will be expected to increase social responsibility awareness and introduce climate-friendly
and environmentally sound technologies and practices that support climate adaptation and mitigation.

59. Climate and environmental implications of the land market prior action. Ukraine is one of the
largest agricultural producers in the world and a significant portion of the population relies on the agriculture
sector for livelihood. However, this sector is highly vulnerable to climate change, which threatens this major
source of economic growth and household incomes. Higher temperatures could cause shifts in agricultural
zones across Ukraine, and floods and water deficiencies have had a significant impact on agricultural output
and household incomes over the last 20 years. An exacerbation of these vulnerabilities through the anticipated
impacts of climate change could undermine Ukraine’s overall development objectives, as well as the
objectives of this operation. By undermining incentives to sustainably manage land and undertake adaptation
investments, the insecurity of land tenure and limited access to finance for small farmers leaves Ukraine’s
agricultural sector and associated household livelihoods even more vulnerable to climate change. The prior
action to establish a transparent and efficient market for agricultural land would provide better incentives for
landowners and land users to sustainably manage land and undertake investments in strengthening climate
resilience. This prior action thus has both climate change mitigation and adaptation benefits. In this context,
Draft Law #2194 (on land management and streamlining land transfer procedures) is intended to include
safeguards provisions to identify environmentally sensitive lands, while Draft Law #2195 is intended to
prevent discretionary handouts of environmentally sensitive state-owned land.

60. Improved security of land tenure is critical to mitigate climate change. The academic literature
(e.g. Nizalov et al. 2016) as well as case studies document that inability of Ukrainian farmers to acquire secure
land ownership rights has led to short-term profit maximization without regard to long-term environmental
costs. This has led to a failure to adopt climate smart agriculture and sustainable land management practices
such as zero tillage, and is contributing to ongoing irreversible degradation of Ukraine’s soil due to soil
mining, failure to capture carbon via perennials, GHG emission through large-scale peatland conversion, and
inefficient use of other resources such as water. By allowing farmers to own the land they cultivate, the land-
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related actions in the DPL will help reverse this trend and provide the basis for adoption of more sustainable
practices in agriculture.

61. With small farmers in Ukraine particularly vulnerable to climate change, improving the security
of land tenure and enhancing access to credit will help build resilience to these impacts. Available data
shows that Ukraine’s climate has already started changing. Climate modeling indicates that air temperature
will continue to rise, and the precipitation region will alter through the year. Anticipated impacts include
change in climatic seasons and growing season duration, reduced stable snow cover, changes in water
resources availability (with likely down trend), increased frequency and magnitude of extreme weather
events, shifts in ago-ecological zones, and increases in diseases and pests. All these factors will directly
impact agricultural production. Assessments by experts show that about 60-70 percent of losses caused by
extreme climate events fall to agriculture and crops losses (mostly due to droughts) fall in the range of 10-70
percent. In this context, improving the security of land tenure and access to credit will allow small farmers to
implement necessary adaptive measures to cope with the changing climatic conditions, and bounce back from
potential adverse impacts of extreme whether events and climate-related disasters.

5.3. PFM, DISBURSEMENT AND AUDITING ASPECTS

62. The government has made progress in strengthening the PFM system in recent years. The PFM
Reform Strategy approved in 2017 aimed at establishing a modern and efficient PFM system that provides
quality public services by allocating spending in line with medium- and long-term development priorities.
The latest Public Expenditure and Financial accountability (PEFA) assessment for Ukraine was undertaken
in 2019. It concluded that since the previous assessment in 2016, the Government has made progress in: (i)
implementing medium-term budget planning; (ii) increasing transparency in public financial management
through the introduction of an open budget portal; (iii) integration of International Public Sector Accounting
Standards (IPSAS) into Ukraine’s statutory framework and the adoption of the 2025 public sector accounting
(PSA) strategy; (iv) improving macroeconomic and budget forecasting tools; (v) fiscal risk management, and
(vi) gradually introducing a gender-oriented approach to budgeting. At the same time, some challenges remain
in: (i) the lack of strategy and transparency in public investment management, as the clear criteria for project
selection are not used beyond the state budget; (ii) limited progress toward a comprehensive medium-term
expenditure framework, including absence of reporting against outcomes and focus of the overall fiscal
strategy only on the budget year; and (iii) weak payroll system, as information on employees and
remuneration is not reconciled across budgetary agencies.

63. Public access to fiscal information is strong. The Chart of Accounts, which underpins budget
preparation, execution and reporting, is comprehensive. Government finance statistics are produced monthly
and are available on the MoF website and the State Treasury website. In addition, the MoF recently created a
new e-data portal (spending.gov.ua), which provides detailed information on public expenditure. Ukraine’s
rank on the Global Open Data Index was 31st out of 94 countries in 2017.

64. Ukraine has also advanced its public procurement system, but the share of contracts based on
competitive bidding could increase further. A new Law on Public Procurement (LPP) was adopted in
December 2015 that establishes legal and economic principles for procurement of goods and services. During
2016-2018, the LPP was strengthened further to introduce a new framework on online monitoring of
procurement by the State Audit Service using automatic risk indicators. Starting from 2016, all public
procurements are 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

Page 32



The World Bank
First Economic Recovery Development Policy Loan (P172597)

society. The ProZorro system has been recognized internationally and received several awards. However, the
share of competitive procurement via ProZorro system could be increased. In 2018, the total cost of all public
procurement on a competitive basis using electronic auctions was 78 percent.

65. The IMF conducted safeguards assessments of the NBU in 2014, 2015, and 2019. The assessments
confirmed that the NBU has made progress in strengthening its governance and control environment. The
NBU legal framework was amended in 2015, further improving financial autonomy and governance. In
addition, the NBU’s 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.

66. Disbursements. 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. No additional fiduciary arrangements, including audit, are required for the operation, given the progress
in public financial management reforms.

5.4. MONITORING, EVALUATION AND ACCOUNTABILITY

67. The Ministry of Finance is responsible for the overall coordination of the proposed operation.
While the Ministry of Finance is the primary coordinating counterpart, some of the line ministries are
responsible for implementation in their respective areas. The Ministry of Economic Development, Trade and
Agriculture, the Ministry of Finance and the Ministry of Justice have the responsibility for implementing the
land reform, including safeguards and land financing, the Ministry of Finance in coordination with the
National Bank of Ukraine has the responsibility for implementing the banking sector reforms, the Cabinet of
Ministers and the Ministry of Energy have the responsibility for implementing Naftogaz unbundling. The
Ministry of Economic Development and Trade has responsibility for implementing the Concessions law.

68. 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.

69. Grievance Redress. Communities and individuals who believe that they are adversely affected by
specific country policies supported as prior actions or tranche release conditions under a World Bank
Development Policy Operation may submit complaints to the responsible country authorities, appropriate
local/national grievance redress mechanisms, or the WB’s Grievance Redress Service (GRS). The GRS
ensures that complaints received are promptly reviewed in order to address pertinent concerns. Affected
communities and individuals may submit their complaint to the WB’s independent Inspection Panel which
determines whether harm occurred, or could occur, as a result of WB non-compliance with its policies and
procedures. 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
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http://www.worldbank.org/GRS. For information on how to submit complaints to the World Bank Inspection
Panel, please visit www.inspectionpanel.org.

6. SUMMARY OF RISKS AND MITIGATION

70. The overall risk to the proposed operation is substantial. The risks to the proposed DPL have been
assessed using the Standardized Operations Risk-rating Tool (SORT), as summarized in Table 5. The main
risks to the proposed operation that are rated Substantial are political (including security) and governance
risks; macroeconomic risks; sector strategies and policies; and institutional capacity for implementation. The
achievement of the development objective of this operation crucially depends on the containment of the
COVID-19 pandemic, the associated length and depth of the economic downturn in 2020, and the ability of
the authorities to address the health crisis, while maintaining the momentum on advancing reforms and
moving forward with their implementation.

71. Political and governance: Substantial political and governance risks arise from the deep-rooted
influence of powerful vested interests that could derail or even reverse reforms supported by this operation.
The reform of state-owned banks, for example, requires safeguarding majority independent and competent
supervisory boards, while the anti-corruption reforms require safeguarding the independence of key
anticorruption institutions. The reform to establish an agricultural land market faces opposition from vested
interests who benefit from the status quo of low rents, nontransparent access to state agricultural land, and
preferential access to financing. 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 strong
cooperation with the international community and development partners. Another dimension of political and
security risk is the conflict in eastern Ukraine which could intensify and adversely impact economic prospects
through weaker investor confidence.

72.  Macroeconomic: While the macroeconomic framework remains satisfactory, with sound exchange
rate management and prudent fiscal policies, the country’s exposure to shocks is substantial. Key
macroeconomic risk factors include the sharp economic contraction resulting from the COVID-19 pandemic,
lower revenues from the economic contraction, expenditure pressures from a large public-sector wage bill,
COVID-related spending, and large debt repayment needs in 2020-2022. A prolongation of the COVID-19
crisis, combined with potential further deterioration of the economic outlook of key trading partners, could
result in an even stronger economic contraction, exchange rate pressures, and widening of fiscal imbalances.
Economic recovery could be undermined by the sensitivity of investor confidence to political and security
developments, anemic credit to the private sector, and limited export diversification and foreign direct
investment. The proposed operation contributes to mitigating macroeconomic risks by supporting reforms to
bolster investor confidence, while cushioning the impact of COVID-19. The close engagement of the
authorities with the World Bank, IMF and the EU on reviewing the macroeconomic policy framework, as
well as in design and implementing key reform measures is another key mitigating factor.

73. Implementation risks (including sector policies and institutional capacity). The risks pertaining to
sector strategies are closely intertwined with the risk pertaining to the institutional capacity for
implementation. Reforms in key sectors require follow up actions to yield results. The risks associated with
the agricultural land reform are particularly significant, given the complex and politically charged nature of
the reform, with significant vested interests. Specifically, while initial legislative steps have been taken,
expeditious approval and implementation of additional legislation is critical to ensure that the agricultural
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land market will be transparent and efficient, safeguard the rights of Ukrainian landowners, and provide
adequate access to finance for small farmers. Uncertainty about the approval of the pending land laws which
are triggers for the second DPL, as well as uncertainty about the expeditious implementation of the full set of
land legislation is a major risk associated with the overall land reform package. This risk is mitigated by the
government’s commitment to pursue enactment and implementation of the pending land legislation, as well
as policy advocacy and technical assistance from international development partners on land reform. Many
of the reforms supported by the proposed DPL also require strong capacity for implementation and
monitoring. In establishing the agricultural land market by July 2021, it will be critical to expeditiously
implement the complementary legislation on transparency, efficiency, and small farmer financing. The
Concessions Law will require putting in place the new regulatory framework and attracting private investment
will take time. Implementation could be undermined by a number of factors including weaknesses in
institutional capacity, delays in decision making, and opposition from vested interests. These risks are
mitigated in part by technical assistance provided by development partners and by close engagement of civil
society organization to resist vested interests.

Table 5: Summary Risk Ratings

Risk Categories Rating

1. Political and Governance Substantial
2. Macroeconomic Substantial
3. Sector Strategies and Policies Substantial
4. Technical Design of Project or Program Moderate
5. Institutional Capacity for Implementation and Sustainability Substantial
6. Fiduciary Moderate
7. Environment and Social Moderate
8. Stakeholders Moderate
9. Other

Overall Substantial

Page 35



The World Bank

First Economic Recovery Development Policy Loan (P172597)

ANNEX 1: POLICY AND RESULTS MATRIX

Objectives

Prior Actions (DPO 1)

Triggers (DPO 2)

Results

PILLAR 1: FOSTER DEMONOPOLIZATION AND ANTICORRUPTION INSTITUTIONS

Demonopolize and
unbundle ownership
of the gas sector

Prior Action 1:

Completed the unbundling of the state-
owned gas transport system from Naftogaz
on January 1, 2020 through: (i) the
enactment of Law #264-1X on Unbundling;
and (ii) the transfer of state-owned gas
transport system’s assets from the balance
sheet of UTG to Gas TSO LLC.

The share of gas transit revenues
flowing in a transparent manner from
Naftogaz to the new independent Gas
TSO, based on the tariff set by the
NEURC.

Baseline (2019): 0 percent

Target (2021): 100 percent

Improve the legal
framework for
concessions

Prior Action 2:

Enacted Law #155-1X on Concession to
enhance the legal framework for attracting
private investment in infrastructure and
ensuring transparency in concession
projects.

Number of concession projects
signed with private investment
mobilized through project financing
by lenders.

Baseline (2019): 0

Target (2021): 2

Strengthen
anticorruption
institutions

Prior Action #3: Enacted Law # 140-1X to
strengthen the governance of the National
Agency of Corruption Prevention (NACP)
and Law # 263-1X to restore liability for
illicit enrichment and enable civil forfeiture
of unjustified assets.

Number of full verifications of high-
risk declarations selected using
prioritization criteria, assigned
automatically to staff, and
implemented using an improved
methodology.

Baseline (2019): 0

Target (2021): 1,000
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Objectives

Prior Actions (DPO 1)

Triggers (DPO 2)

Results

PILLAR 2: STRENGTHEN LAND AND CREDIT MARKETS

Establish a
transparent market
for agricultural land
with adequate
safeguards

Enhance access to
finance for small
farmers

Prior Action 4: Enacted Law # 552-1X to
enable the sale of agricultural land and the
use of land as collateral and Law # 554-1X
to strengthen transparency by improving
access to cadastral data and links between
the cadaster and registry.

Trigger 1: Enact legislation to
strengthen land management,
streamline land transfer and
registration procedures, and
make emphyteusis rights
transferable and mortgageable.

Trigger 2: Enact legislation to
introduce electronic auctions
and restrict discretionary
handouts of state land via free
privatization

Trigger 3: Establish affordable
and effective financing
instruments for small farmers
by: (i) enacting legislation to
create a partial credit guarantee
facility; and (ii) approving a
Cabinet resolution to improve
the targeting of agricultural
subsidies.

Area of agricultural land previously
under moratorium transacted by
eligible individuals

Baseline (2019): 0 hectares

Target (2021): 100,000 hectares

Loans to small farmers issued backed
by Partial Credit Guarantee (PCG)
facility

Baseline (2019): No

Target (2021): Yes
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Objectives

Prior Actions (DPO 1)

Triggers (DPO 2)

Results

Strengthen the NPL

Prior Action #5: Issued NBU prudential

Gross Pre-2020 NPL Portfolio of

supervision of non-
banking financial
institutions

enhance the regulatory framework for non-
bank financial institutions by abolishing the
National Financial Services Commission
and assigning the regulatory functions to the
National Bank of Ukraine and National
Securities and Stock Market Commission.

Resolution regulations #49 and #52 on write-offs for State-Owned Banks
Framework fully provisioned NPLs and approved Baseline (2019): UAH 397 billion
Cabinet of Ministers of Ukraine Resolution Target (2021): Under UAH 300
# 281 to enable state-owned banks NPL billion
resolution through conventional tools
including restructuring and sale with haircut
on principal, as well as write-offs.
Strengthen Prior Action #6: Enacted Law # 79-1X to NBU and NSSMC adopt action plan

on reshuffling supervisory regimes
for insurance, credit unions, pension
funds, and other NBFls.

Baseline (2019): No

Target (2021): Yes

PILLAR 3: BOLSTER SOCIAL SAFETY NET

Bolster pension
benefits

Prior Action 7: Approved Cabinet
Resolution # 251 to set the date and rate for
the statutory pension indexation in 2020 and
bolster the purchasing power of the pension
benefit.

Trigger 4: Improve
predictability and sustainability

of pension benefits, including
timely indexation and clear rules
for supplementary benefits for
those over age 80.

Pension benefits increase in line with
the indexation formula within the
first half of each calendar year,
allowing adequate support for
pensioners, of which at least 65
percent are women.

Baseline (2019): No

Target (2021): Yes
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ANNEX 2: FUND RELATIONS ANNEX

The IMF Assessment Letter dated June 4, 2020 is appended below. The presentation of the SBA program to
the IMF Board is expected on June 9, 2020.

Ukraine—Assessment Letter for the World Bank
June 4, 2020

1. Ukraine’s track record in macro-stabilization over the last 5 years and under successive Fund-
supported programs has been strong. Growth had gradually picked up pace to 3V percent in 2019. Fiscal
consolidation had been impressive, with the overall fiscal deficit limited to just above 2 percent of GDP
in the last three years, and public debt down from its peak of 85 percent of GDP in 2014 to 50 percent
of GDP by end 2019 (aided by the 2015 debt restructuring). Inflation had gradually come down to just
over 4 percent by end-2019, within the central bank’s (NBU) target range of 5+1 percent, before
declining further in the first quarter of 2020. The current account deficit narrowed, while strong foreign
exchange inflows allowed the NBU to continue to build reserves, to just over US$25 billion (3'2 months
of import coverage or about 80 percent of the Fund’s reserve adequacy metric), while lifting exchange
restrictions and easing capital controls. Ukraine’s external position at end-2019 was broadly in line with
fundamentals and desirable policy settings. Following the banking crisis of 2014-16, the soundness of
the banking sector has been successfully restored, although the fiscal cost of bank recapitalization
amounted to around 15 percent of GDP.

2. Despite prudent macroeconomic policies which delivered stabilization, the goal of robust and
inclusive growth remains elusive in the absence of sustained and comprehensive structural reform. After
some initial successes under recent IMF-supported programs reform efforts were hindered by increasing
resistance from vested interests and adverse court rulings, especially in tackling corruption and financial
sector reforms. Growth was undermined by lack of private investment that was held back by a difficult
business environment. In the fall of 2019, political circumstances were auspicious to address this long-
standing challenge, with the President’s anti-corruption platform supported by an unprecedented
absolute majority in parliament. However, the outbreak of the COVID-19 pandemic has significantly
worsened the outlook and has refocused government policies on containment and crisis response.

3. Uncertainty is large, and the economy is projected to contract sharply, by 8.2 percent in 2020, as
strict containment measures—in Ukraine and globally—Iled to sizable falls in domestic and external
demand. The budget is expected to be hit hard, with a sharp decline in revenues and large emergency
spending needs to address the crisis, widening from 2" percent of GDP in the original budget to almost
8 percent of GDP in the approved revised budget. Inflation is expected to increase in 2020 driven by
adverse supply shocks and depreciation of the exchange rate, but weak demand pressures and
stabilization of the exchange rate are projected to return inflation to within the NBU's target band over
the course of 2021.
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4. The external position is projected to deteriorate. The exchange rate has depreciated by about 15
percent since the end of 2019, although it has recently stabilized. Both imports and exports are expected
to fall significantly, although exports by somewhat less as they include food staples such as grains.
Remittances will also decline, by up to 25 percent, as Ukrainian workers abroad are laid-off. Against large
gross external financing needs, and despite a successful 10-year US$1.4 billion Eurobond issuance in
January, gross international reserves are projected to fall to about US$19 billion by end-2020, or 3
months of import coverage (70 percent of the ARA metric).

5. The Ukrainian authorities have requested a new 18-month Stand-By Arrangement (SBA). The
new SBA, with a requested access of SDR 3.6 billion (equivalent to US$5 billion), aims to provide balance
of payments and budget support to help the authorities address the effects of the COVID-19 shock,
while consolidating achievements to date, and moving forward on important structural reforms to
reduce key vulnerabilities. This will ensure that Ukraine is well-poised to return to growth and resume
broader reform efforts when the crisis ends. The arrangement is also expected to catalyze additional
bilateral and multilateral financial support, including from the World Bank (via a new Development Policy
Loan) and the EU, with the release of the second €0.5 billion tranche under its existing Macro-Financial
Assistance (MFA) operation and a new €1.2 billion MFA operation in response to the crisis. With
appropriate fiscal and monetary policies, and assuming the financing from other IFls and bilateral
creditors materializes as projected, this would be adequate to help Ukraine meet its financing needs,
while rebuilding reserve buffers to 32 months of imports (nearly 80 percent of the ARA metric) by the
end of the program.

6. Policies under the new arrangement will focus on four priorities: (i) mitigating the economic
impact of the crisis, including by supporting households and businesses, while safeguarding medium-
term fiscal sustainability; (ii) ensuring continued central bank independence and a flexible exchange rate,
with the central bank's inflation target as a nominal anchor; (iii) safeguarding financial stability while
recovering the costs from bank resolutions; and (iv) moving forward with key governance and anti-
corruption measures to preserve and deepen recent gains. The authorities have already taken a number
of prior actions which mitigate vulnerabilities in the financial sector, in the anti-corruption framework, in
tax administration, and in energy policy.

7. Fiscal policies under the program will be directed at addressing the impact of the crisis, while
ensuring medium-term fiscal sustainability. The widening of the general government deficit this year to
almost 8 percent of GDP in the supplementary budget is an appropriate response to the crisis. Public
debt, which is expected to rise to 65 percent of GDP by end-2020, will be kept at manageable levels,
although up considerably from 50 percent of GDP at end-2019. As the recovery sets in, fiscal policy will
need to be tightened to place public debt back on a downward path. Fiscal consolidation will need to
be supported by broadening the tax base, strengthening revenue administration, and rationalizing
current expenditures. Public debt is assessed to be sustainable, although risks remain very high—
especially in case of further unexpected shocks to the exchange rate and/or GDP.

8. Monetary policy will remain focused on price stability in a flexible exchange rate framework. A
credible, flexible IT regime should continue to anchor inflation expectations, allowing the NBU room to
smooth economic cycles and mitigate liquidity stress. The NBU has eased monetary policy to support
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the economy, reducing its policy rate by 550 basis points in 2020, and is committed to ensuring sufficient
financial system liquidity, allowing banks to function normally and finance the private sector and
government.

9. The NBU is utilizing the flexibility within the regulatory framework to enable banks to absorb the
impact of the crisis. Looking forward, financial sector policies focus on improving the banking system’s
health and governance and enhancing financial intermediation. Efforts to recover assets from failed
banks and hold former bank owners accountable will continue.

10. More generally, the SBA envisages moving forward on a streamlined set of critical structural
reforms, some already delivered as prior actions, focusing on fiscal, financial, and energy sector policies
to safeguard sustainability and reduce vulnerabilities, and on governance, given its criticality to achieving
program objectives. The authorities have already taken a number of prior actions which mitigate
vulnerabilities in the financial sector, in the anti-corruption framework, in tax administration, and in

energy policy.

11. The IMF staff level agreement is still subject to approval by the IMF Executive Board. Board
consideration is expected in early June, as all prior actions have been completed. Risks are very large.
The policy responses supported under the program are appropriate, with existing policy space
augmented by a sizable (about $8 billion in total) increase in external financing. However, the uncertainty
about the severity and length of the global downturn is exceptionally high, as are estimates about the
magnitude of the cyclical and structural impact of the crisis, including with respect to balance sheet
damage. In addition, in the current stressed political environment sound policy responses could lose
out to populism, and, in the absence of a strong focus on sustaining an anti-corruption agenda, the
power of the state to insulate resources from the control of vested interests may weaken. The conflict in
the eastern part of Ukraine continues to weigh on the outlook.
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Ukraine: Selected Economic Indicators, 2019-2021
2019 2020 2021
Act. Proj. Proj.
Output
Real GDP growth (percent) 3.2 -8.2 1.1
Labor market
Unemployment rate (ILO definition; percent) 8.5 12.6 12.0
Nominal wage growth 185 36 114
Prices
Consumer prices (period average) 79 45 7.2
Consumer prices (end of period) 4.1 1.7 59
Public finance (percent of GDP)
Revenue 394 39.7 40.0
Expenditure 414 474 453
General government balance 1/ -2.0 -7.7 -5.3
Public debt {end of period) 504 654 62.7
Money and credit (end of period, percent change)
Broad money 12.6 40 11.0
Credit to non-government -9.8 -7.3 -124
Balance of payments (percent of GDP)
Current account balance -0.7 -1.7 -2.0
Foreign direct investment 1.6 08 21
Gross reserves (end of period, billions of U.S. dollars) 253 19.3 23.4
Reserves in months of next year's imports of goods and services 4.8 31 34
Reservesin percent of short term debt (remaining maturity) 68.5 63.6 70.7
External debt (percent of GDP) 788 93.0 846
Sources: State Statistics Committee of Ukraine; Ministry of Finance; National Bank of Ukraine; World Bank; World
Development Indicators; and IMF staff estimates and projections.
1/ The general government includes the central and local governments and social funds.
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IMF PRESS RELEASE NO. 20/223

IMF and Ukrainian Authorities Reach Staff Level Agreement on a New Stand-By Arrangement to
Help to Address COVID-19 Pandemic

May 21, 2020

Washington, DC — An International Monetary Fund staff team led by Ms. Ivanna Vladkova Hollar
concluded remote discussions with the Ukrainian authorities on May 21 and reached a staff-level
agreement on economic policies for a new 18-month Stand-By Arrangement (SBA).

At the conclusion of the discussion, Ms. Vladkova Hollar made the following statement:

“The International Monetary Fund (IMF) staff and the Ukrainian authorities have reached staff-level
agreement on economic policies for a new 18-month Stand-By Arrangement (SBA). The new SBA,
with a requested access of SDR 3.6 billion (equivalent to US$5 billion), aims to provide balance of
payments and budget support to help the authorities address the effects of the COVID-19 shock,
while consolidating achievements to date, and moving forward on important structural reforms to
reduce key vulnerabilities. This will ensure that Ukraine is well-poised to return to growth and
resume broader reform efforts when the crisis ends. The arrangement is also expected to catalyze
additional bilateral and multilateral financial support.

“The agreement is subject to approval by Fund Management and the IMF Executive Board. Board
consideration is expected in the coming weeks.”
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ANNEX 3: LETTER OF DEVELOPMENT POLICY

KABIHET MIHICTPIB YKPATHU

Byn. Mpywescskoro, 12/2, Kuis, 01008, Ten. (044) 256 7624, Tenedakc (044) 254 0584, www.kmu.gov.ua

VKPATHA: }
Hepua mo3uKa HA MOJTUKY PO3BUTKY
17624/0/2-20 Bix 28.05.2020 y cdepi eKoHOMIYHOTO BiTHOBIEHHS

JIACT IIOAO IOJITHKHA PO3BUTKY
[Hanosawii mane IIpesuznente!

1. Big imeni Vpsiny Ykpainu s 6 XOTiB CKOPHCTATUCH II€I0 MOMIMBICTIO -
BHUCJIOBATH CBOI Tl HOYyTTs Ta BAsuHicTH CBiTOBOMY GaHky 1 Bam ocobucto
3a MATPUMKY B JZOCSTHEHHI YKpalHOIO HaiOimbuI KPUTHYHUX IiIeHd PO3BUTKY.
Hamie ycrrinse mapTHEPCTBO JOMOMOINIO PEeali3yBaTH PsJl OCHOBHHX pedopm,
IO TATPHMaHI 3anpornoHOBaHoO IIepInoio MO3HKOI0 Ha MOMITHKY PO3BUTKY Y
cepi exonomigHOrO BinHOBIeHHS (Hani — Ilosmuka). 3apa3 Ykpaina nepesxusac
GesNpeIeieHTHY KPH3Y y 3B’S3Ky 3 IIOIIMPEHHAM Ha TepHTopii YKpaiHu rocrpoi
pecniparopsoi xsopoou COVID-19, cnprauseHoi xoponasipycom SARS-CoV-2
(mani — COVID-19). Mu niayemo Gaxamus CBiTOBOTO 6aHKy NiATPUMATH
Halli HEBINKIAIHI 3aXOIK MPOTH KPU3H i CTBOPHTH YMOBH I €KOHOMIUHOTO
Bi/IHOBJICHHS IICIA TOTO, SK Kpu3a y cdepi OXOPOHH 3/10pOB’sS IPHUITMHHTBCS.
Mu BipuMO, 1O OCHOBHI pedopmu, ski uHinTpEMyioThes Ilosmkoro, €
BUPIDAIBHMMA  JUIST  3YCHIb  YKpaiHM IMONO MiACHICHHSA  IiJBaaMH
€KOHOMIYHOTO  BIIHOBJICHHS IMIAXOM IOCHICHHS JeMoHonomisamii i
AHTHKOPYIIIHHNX 1HCTHTYTIB, 3MIIHEHHS PHHKY 3eMIi 1 KPEIUTHOIO DHHKY,
I IKPITUICHHS CHCTEMH COIIaIbHOT I ATPUMKH.

2. Vkpaina 3uificHioe majexocsokui peopMu HPOTIArOM II'STH OCTaHHIX
pokiB y pamkax (inancypamHa CBiToBOro GaHKY Ha HiITPHMKY IONITHKH
poseutky y 2014—2015 Ta 2018 pokax. 1li pedopmu HOIOMOININ BiJHOBHUTH
CTabUILHICTE MaKpOCKOHOMIKH 1 ()iHAHCOBOTO CEKTOpPY Ta IIOHOBHTH
€KOHOMigHe 3pOCTaHHA. SIK pesynbraT, eKOHOMika 3pocia Ha 3,4 BifcoTKa B
2018 poui i Ha 3,2 Bincotka — y 2019 poui. Hedimur nepxaBHOro Oromxery
migrpuMyBaBcsl Ha pPiBHI He Bumie 2,5 BiJICOTKa BajJOBOTO BHYTPIIIHBOIO
OpOAYKTY doTupu poku mocmins (y 2016—2019 poxax), a xepxkaBHHH i
rapaHTOBaHMU JepKapolo OOpr 3HM3MBCA 3 MakcumansHOro 81 BimcoTka
BaJIOBOT'O BHYTPIlIHEOTO mpoaykty B 2016 pomi mo mpubnusao 50 BigcoTkis
BaJIOBOT0 BHYTPIIIHBOTO Ipoxykry B 2019 pori. JorpumanHs MOHETapHOL
moituky HanionaneHoro 6anky YipaiHu OO0 CepeIHBOTEPMIHOBOI LiHOBOI

TIpe3nnentoBi CBiToBOro 6aHKy
nadoBi leBiny Maanaccy
M. Bamnnarron, oxpyr Koxymois
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CTabibHOCTI JOMOMOTIIA 3HU3UTH iHQUIL{I0 3 MakcUMabHOTO 61 BincoTka B
kBitai 2015 poky mo 4 Bimcorka Hampmkinmi 2019 poky. Ili mocsraeHms
goromorny YkpaiHi B3ATH Kypc Ha pedopMH i HOCATHEHHS pe3ylIbTaTiB
PO3BUTKY.

3. Bogmouac MM yCBIIOMIIIOEMO, IT[0 CTOIMO IEpPE BETMKAMY BUKIUKAMHU
PO3BHTKY, sIKi HOCHJIMIIACH HACHiKAMM, CHPHYMHEHUMH IOUNIMPEHHAM Ha
reputopii VYkpaimu COVID-19. Vpsan Vkpaigu pimyde HagamiToOBaHWI
BIIOPATHCHh 3 MUMH BUKIMKAaMHU, 00 JOCATTH BUINUX CTAHAAPTIB JKUTTA LI
VKpalHCBKOTO Hapoay. 30KpeMa, HE3BaXKAl04M Ha HpOrpec OCTaHHIX POKiB,
Garato CTPYKTYPHHX BHKIMKIB CTPUMYIOTH IIOTCHI[ial  HalliOHAJIBHOI
CKOHOMIKHM. Mu pimyde wHamamroBani Ha pedopMH [ BHUPIMEHHS X
JOBTOTPUBAINX BUKITMKIB CTOCOBHO NPHUBATHHX iHBECTHINH i MPOJYKTHBHOCTI,
mo6 eKOHOMiKa 3MOIJIa BiJIHOBHTHCEH Biqpasy, KOJH KpHU3a B OXOPOHI 370pOB’sS
3akiHguThCca. OUiKyeThCs, M0 €KOHOMiKa CKOPOTHThCS Ha 5—7 BIJCOTKIB y
2020 pomi, a momiprHa Oimmicte 3pocre 3 18 Bimcorkis y 2019 poui no
24 pigcotkiB B 2020 pomi. Mu crmoniBaemoch, mo KpHu3a B OXOPOHI 3J0POB’s
BIIyXHE B JpYriffi IMOJOBHHI pPOKy, 1 3 KmodoBuMH pedopmamu, sKi
miarpuMyoTeest I103uKor0, eKoHOMIKa BiHOBHTHCS y 2021 pomi. Mu Takox
3MMCHIOEMO BKIMBI KPOKH Ui 3MIIHEHHS COLIAJBHOTO 3aXHCTy, 0O
[IOM’ TKIITUTH BIUIMB HACTIKIB KPU3U HA HACEIEHHS.

4. 'V xourexkcTi Kpusu, Buimkawol mammemieio COVID-19,
TIPOTHO3YETHCS, IO IIONATKOBI HANXOIKCHHA 3MEHINATHCS, a JOJAaTKOBI
BHTPATH Ha OXOPOHY 3A0POB’S 1 COMiaNBHUN 3aXHCT € KIOYOBHMH. 3MiHAMH 710
HepxasHoro Orwomkery Ykpainum Ha 2020 pik, npuidBATHMHA B KBiTHI II. D.,
3aIUIaHOBAHO Je(IIUT Nep>KaBHOTO OIOJUKETY B po3Mipi 7,6 BIICOTKA BaJlOBOTO
BHYTPIIIHEOro MPoaAyKTy. Hac Takoxk 09iKylOTH 3HAYHI BHUILIATH 33 JCPIKaBHUM
6oprom y 2020—2022 poxax. Mwu pimyde HamamToBaHi 3abe3neynTH
MakpoeKkoHOMiuHy i ¢ickanbHy crifikicts. IIintpumka CsiToBoro 6anHky gepes
ITosuky pasom 3 miarpuMmkor Bix MB® T1a €C € HEBiA’€MHOIO 9acCTHHOIO
omoMoru Juts (iHaHcyBaHHS Hamux HoTped B mi cknaxui wacw. Hamani, xomu
YMOBH Ha MDKHAPOJHHMX pHHKaxX KamiTaly IOJErmarscs, Mu Oynemo
PO3TIAATH MOXKIIMBOCTI ITOAANBINOTO (iHAHCYBaHHS Ha IPHHHATHHX YMOBaX.

5. MakpoekOHOMIdHa MONITHKA YKpaiHW CHIbHA 1 MifKpiIUIeHa B3STUMU
3000B’sA3aHHSIME MO0 (icKambHOI Ta 30BHIMIHLOL crabinsrocti. Hama
BiZMOBip Ha KpW3y 30iNBIIMTh HABAaHTAXCHHSA Ha JepKaBHHU Gopr i Ha
IediluT AepXKaBHOro OIOKETy, aje HEeOOXITHO IOM SKIIMTH LEH BIUIMB Ha
HACENICHHSI Ta HA GKOHOMIKYy. MH IIparHeMO CKOPOTHTH 00CAT AEp»KaBHOTO
Gopry B 2021 pomi, KOJM E€KOHOMIYHE 3POCTAaHHS BiTHOBHTHCSI. THM dacoMm
HamionanpHuit 6ask Ykpainu 31i#cHIOE BCi HE0OXiIHI KPOKH AJIS HiTpUMAaHHSI
THYYKOTO i CTabiTbHOr0 OOMIHHOTO Kypcy. MH Takox IiATPUMYEMO IOPSIOK
JEHHAN HAIHX CIPYKTYPHEX pedopM, o0 (i) BITHOBUTH 3pOCTaHHS EKOHOMIKM
B 2021 pomi i Hajgami OIIIXOM CHOPUSHHES I(HBECTHIISAM 1 IIiABHIICHHIO
IIPOAYKTHBHOCTI; (ii) 3HM3UTH po3Mip AedinuTy mepxaBHoOro Oromkery i obcsar
JepXKaBHOro OOPTy, KOIM BiAHOBHUTHECS €KOHOMIUHe 3pocTanHs; (iil) mixBummuTa
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€KCIIOPT 1 3aly4dTH mpsMi iHO3eMHI iHBECTHIII U MIXTPUMKHM CTiMKOCTI 10
30BHIIUIEIX BHKIMKIB;, 1 (iv) 3poOMTH MOXJIMBHM BiJHOBICHHS 3POCTaHHSI
00cAriB KpeauTyBaHHS NPMBATHOIO CEKTOPY. MaKpOeKOHOMIiUHi ITOKa3HHMKH
Vkpaiau  migrpumyiotbes  IIo3uK00, MakpOEKOHOMIYHOIO — JHOIIOMOIOIO
€sporneiicekoro Cow3y i odikyBanoio Yromoro “Stand-by” 3 MB® (SBA).
21 tpasus 2020 poxy MM ZOCATIH 3rofu IMopo Hopoi Yromm “Stand-by” 3
MB®, i Bci monepenui 3axoau Oyau BHKOHAHI, M0 3a0€3MEUUTH MOTOIKEHHS
MB® mporpamu.

6. Vpan Vkpaluum TakoX IparHe PO3BHBATH CBill aMOiTHHM mopsamox
JEHHui cTpykTypuux pedopm. Mu pinryde HamamToBadi 3/ilCHIOBATH 3aX0/1H,
AKi € EKOHOMITHO OOIPYHTOBAHUMH, TEXHITHO 3/iCHEHHUMH i PO3poOIIeHi TaxK,
mo6 BUKIUKATH TPUBAIHMA MO3ATHBEMN edekr. . IlinTpuMka MiKHAPOAHHX
HapTHEPIB € Jy)Ke BOKIUBOIO IS HOJATBILOTO 3Mil[HEHHS HAIIOro TOTEHIiamy
peamisyBaré Ifi IparHeHHd, i B TOH K€ dYac NiATPUMYBaTH  iMITyJIbC
THCTUTYIIHHUX i crcTeMENX pedopM, AKi 3apa3 3HiHCHIOIOTECS B YKpaiHi.

7. Migrpumka CpiToBOro 6GaHKy € KPUTHIHOK JUIS YCHIXy aMOiTHOTO
HnopaaKy aenmoro Hammx pedopm. 3anpomososana ITosmka pospobieHa JuIs
MATPUMKH KIIOYOBHX €JIEMEHTIB IOpSIKY [IEHHOro Hammx pedopm, mob
YCYHYTH KIFOYOBI [IEPEIIKOH JUIS iHBECTYBAHHS i EKOHOMITHOIO BiIHOBIEHHS,
i B TOH e 9ac 3MEHIIMTH BIUIUB riobansHoi naugemii. Kimrouori pedopmu, sxi
migrpumye Ilo3uka, OpraHi3oBaHi 3a TPhOMA HANPAMAMM, SKi HOBHICTIO
Y3TOMKYIOTECS 3 HAIAMA HUISMH PO3BHUTKY: (1) CHpUSHHS JeMOHOMOMI3anil i
AHTHKOPYIIiHHUM iHCTHTyTaM; (i) IOCHIIEHHA PHHKY 3€MIi Ta KPEJUTHOTO
pHHKY; 1 (iii) miAKpilUIeHHs CHCTEMH COLIabHOI M ATPUMKH.

8. CrpusiHHES IeMOHOTIONI3aii 1 aHTHKOpYIiifHUM iHcTHTYTaM. Pedopmu
32 IUM HaOpsAMOM JIalOTh 3MOrY JEMOHOIONI3YBaTH KIJIIOYOBI CEKTOPH
eKOHOMIKM 1 NOCHINTH aAHTHUKOPYIIMHI IHCTHTYTH, 100 ITiABHIIUTH
BIEBHEHICTH iHBECTOPiB. MM TOTOBI 10 aHOAH/UIHTY B [a30BOMY CEKTODI, 3 HOTO
BeJUKUM CIIiioM MoHonomi aep:xapuoi sracHocti HAK “Hadroras Vkpainn”, i
IO PO3’SCHEHHs UPaBOBOI 0a3y MPUBATHUX IHBECTHNIE B iHGPacTPyKTypy
NIIIXOM KOHIECiH. MU yCBiZOMIIIOEMO, IO I1i 3aX0H JOTIOMOXYTh ITiIBHITUTH
KOHKYPEHIT0 i mpuBabuTH {HBECTHUII] y BaXKIMBI raly3i eKOHOMiKH, 30eperty
pons Ykpaiuu sK JOBrOTEpPMiHOBOIO IIapTHEpa TPaH3HUTY rasy B €ppomy i
DH/IBUIIUTH y9aCTh HPUBATHOTO KAmiTaly B PO3BHTKY iH(pacTpykrypH. Mu
TAKOXK € MPUXWIBHHKAME IiCHICHHS aHTHKOPYIIIMHHX IHCTHTYTiB i
HOAANBIIOrO IHABMIICHHS [IPO30POCTI T4 BiNIOBINAILHOCTI 1 JUIL CTBOPEHHS
piBHoro irposoro moms aus imBectopie B Yxpaimi. Lli pedopmu moBuHHI
JOIIOMOXTH HaM 3allydaTd 1 yTpUMyBaTd OpHUBaTHI Ta 1HO3eMHI iHBeCTHIii
HPOTATOM TPUBAIOrO Yacy 1 MiJBHIIATH NPOXYKTHBHICTH BCi€] E€KOHOMIKH.
3 METOX0 BIIOPATHCH 3 UMM IIISIMHE 3IIHCHEHO Taki 3aX0/H:

3a0e3eueHo NOBHMI aHGaHIHT BIACHOCT] Oleparopa ra3oTpaHcIiopTHOL
cucremu Bix HAK “Hadroras Ykpainu™” 1 cigas 2020 poky IUISXOM BBEACHHS B
oo 3akoHy mpo aHOAHUIHT 1 MIANWCAHHA Ta BCTYNy B Aio J[oroBopy Ipo
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KyIBIIO-TIpogax i Yroau mpo mepelady IIpaB TOCIOAAPCHKOrO YIPaB/IiHHSA
aKTHBAMH JIEPXKABHOTO OIlepaTopa Ta30TPAHCIOPTHOI cHCTeMH 3 OamaHCy
akIfionepHux TOBapucTB “Ykprpancras” go “MIV”. Vpsn Ykpaimu nparne
IIOBHOTO BOpOBaKeHHs i€l pedopMu, moO OCATTH 3POCTAHHA YACTKU
IIATEKIB 3a TPaH3WUT, IO HagXoAaTe mposopo o TOB “Omeparop I'TC
Vkpainu”, HOBOrO HE3aJIeKHOTO OIlepaTopa Ia30TPaHCIOPTHOI CHCTEMM, Bij
0 Bigcorkie B 2019 poui mo 70 Bimcorkie B 2020 pomi. Lis ocHoBHa Bixa
JeMOHOUONI3amii Ta IMJBMIIEHHS IIPO30POCTI HAa Ta30BOMY PHHKY YKpaiHu
nonomoxe HAK  “Hadroras  Vkpaimu” Ta  HOBOMY  OHEpaTtopy
ra30TPAHCIOPTHOI CHCTEMH 30CEPEIUTHCH HA MiABUINEHHI €(QeKTUBHOCTI Ta
imBectTumiax y BimuomigHi cdepu BupobGHuITBA 1 TpaHcmopryBamHHA. lle
noBuHHO 3a0esmeuntd kpaini crumymn gis HAK “Hadroras Vkpainu” B
HampsMi MOMOJAHHSA 3aCTOI0 BHAOOYTKYy rasy, a mmt TOB “Omeparop I'TC
Vkpaiuu” — B HaOpsMi YCYHCHHA HECAHKIIOHOBAHHMX BMKHIIB Traszy Ta
inBecTyBauHs B 0GCIyrOBYBaHHS 1 MOJEPHI3AIII0 MEPEKi TPAHCIIOPTYBAHHS;

BBEJIEHO B /10 3aKOH MpO KOHIECIi, 00 MOKpaluTy IIPaBoBy 0a3y s
3ally9eHHs IPUBATHAX IHBECTHIN B iHPACTPYKTYpY i 3a0€3MEUHTH IPO30PICTh
B KOHIECIHHMX mnpoekraXx. MuM HamanmtToBaHi IIOBHICTIO BIPOBaAUTH ITIO
pedopmy 1 JOCATHYTH pe3ymbTaTy — MiNIOHCATH JBAa IIJIOTHI HOPTOBi
Kouiecifini mpoekts (mopr OupBiz 1 mopr XepcoH) 3 TPHBATHUMHU
inBecTHITiAMH, MOOLTI30BAaHUMM  Uepe3 IHPOEKTH, Mo  (iHAHCYIOTBCS
kpenuTopamu. IIOKpaIieHHS KPEOUTOCIPOMOMKHOCTI KOHIECIHHMX IPOEKTIB
pas’oM i3 DIMPOKMMH YIOCKOHAICHHIMH B IIPO30POCTi Ta YITKOCTI MOBHMHHI
JNOMOMOITH TiJBMIOIATH y9aCTh [PUBATHUX IHBECTOPIB B  PO3BUTKY
1H(GPACTPYKTYpH YKpainu;

BBEEHO B Ji0 3aKOHONABCTBO JUI IOKPAaIICHHA  YIPaBIiHHA
HamjonansauM arentcrBoM 3amo0iranns kopynmii (HA3K) i BimHOBIGHHS
BIANIOBINANLHOCTI 33 HE3aKOHHE 30aradeHHs i 3pO0JICHO MOXXIHBOK IMBIIBHY
KoH(icKaliro HeninTBepAKEHAX aKTHRIB. MU NLIKOM HAJIANITOBAHI BIIPOBAIHTH
mo pehopmy i JOCAIHYTH Ppe3yilbTaTy — 3POCTAHHS KUIBKOCTI [IOBHMX
IepPeBIpOK  BUCOKOPHU3UKOBUX JeKnapamii (BuOpaHMX i3 3aCTOCYBaHHAM
KPATEPIiB PU3HKY, ABTOMATHYHO PO3MOAINCHUX NpaliBHUKAM i 37ifiCHEHUX 13
3aCTOCYBAaHHsM IepefoBux Meronuk) Bix 0 B 2019 pori o 1000 B 2021 pori.
My BipEMO, IO IPOBENEHHS 3HAYHOI KINBKOCTi JETANBHHUX IEPEeBipoOK
JeKIapaniii akTuBiB, sKi 6a3yl0ThCs Ha OUIBIN UyTIMBOMY A0 PU3HKIB HifXO/i 3
MOHIKEHO AUCKPEIH€I0, TIOBUHHO JOMOMOITH IBHINUTH BiAIOBINAIBHICTS 1
MiAKPIOUTH JOBIPY 10 aHTHUKOPYTIIHHNX 3yCHIb YKpaiHu.

9. IMocunenHs puHKIB 3eMii Ta KpenutiB. Pedopmu 3a 1M HampsamoMm
JIOTIOMOXKYTh IABHIUATH €()EeKTHBHICTH BUIUICHHS DPECYPCIiB B EKOHOMIKY
OIISTIXOM 3alPOBAIKCHHS PUHKY CUIHCEKOTOCIIONAPCHKUX 3e€Melb, PO3B’3aHHI
npo6ieMy HENPAITIOIOUNX KPEUTIB B OaHKAX AEPIKABHOTO CEKTOPY i HOCHICHHS
HArlsay 3a HeOaHKiBCHKUMM (iHaHCOBMME ycTaHOBaMu. Icropuuna pedopma
3a0pOBa/KEHHS PHHKY CUIBCBKOTOCIIONAPCHKUX 3€MeNbh 3  HaJeKHUMH
TaPaHTIsSIMU TIPO30POCTi Ta ePEKTUBHOCTI, @ TaKOX MOKPAIEHUM JOCTYIOM JIO
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KpEeIUTyBaHHS I MauX (epMepiB IMOBHHHI JOIIOMOITH 3ady4YUTH iHBECTHIT 1
iIBHINUTA TPOAYKTHBHICTE. L[ pedopMa € KpUTHUHOIO AT TOro, OO
MABUIMTH  O€3MeKy  3eMIICBONOIHHSA,  30UIpIIMTH  iHBecTHOil B
CiIICBKOTOCTIONAPChKI IPOAYKTH 3 OUIBINOI0 JOAAHOIO BapTICTIO 1 3poOWTH
MOXXIMBUM BUKODHCTaHHS 3eMJIiI $K 3acTaBu 3a KpexautoM. Ilocumenns
PO3B’s3aHHS DPOOIEeMH HENPAIIOIYHUX KPeIUTiB y OaHKaxX IepiKaBHOTO CEKTOPY
i B IIMPOKOMY CEHCi 3MIlTHEHHS YIPaBIiHHA JEPKaBHUMH OaHKaMU CIPUITAME
3aTyYCHHIO 1HBECTUIIH MPUBATHOIO Kaliramy B JepKaBHI OaHKH, MiJBUIIUTH
e(eKTHBHICTS PO3MOALIY KPEIUTY B ©KOHOMII Ta JacTh 3MOTY IIiIBHIIUTH
KpeOUTyBaHHS JUI IANPUEMHUIBKOrO cexropy. [locmmenms sarity 3a
HeGAaHKIBCHKHMH (DIHAHCOBHMH YCTaHOBAMH JOIOMOXKE YCYHYTH OCHOBHE
IDKCPEeNIo  1axpaiicrBa 1 BPasOMBOCTI Yy IIBHAKO 3pOCTAl0d¥ill YacTHHI
dinarcosoro cexropy. 1106 mocarTu 3a3Hagenux nineH, BAUTO TAKUX 3aXOHIB:

BBEIEHO B [0 3akoH npo 06ir 3eMens CUIBCHKOTOCIIONAPCHKOTO
TIPU3HAYCHHS /IS HaJTaHHS TO3BOTY Ha MPOAAX CIIIbCHKOIOCIONaPCHKUX 3eMeNb
i BUKOpHCTaHHS 3eMIi Ak 3acTaBu 3 1 mumas 2021 poky. Takosk BBeIeHO B Liro
3aKOHOABCTBO I0/I0 MOCHICHHS PO30POCTi NISIXOM YIOCKOHAICHHS JOCTYILY
JI0 TaHuX KaIacTpy i 3B’ 43Ky MiX KaJacTpoM i peectpoM. [ Hac 11e BasxIIuBHiA
HEPIIMA KPOK O 3alPOBAIDKSHHS IPO30pOro i eeKTHBHOIO PHHKY 3EMI.
3asHadeHMid NPUAHATAA  3aKOH  CKAacOBYye  Moparopili Ha  Ipojax
CLIBCHKOTOCIONAPCHKUX 3€MENTb, IO JisB JBa JECATKH PokiB. binbme Toro, Bin
Ja€ 3MOTY YKpalHCBKMM rpomaissHam Kymysatu 10 100 rekrtapie 3emui;
IOpHOWYHUM oco0aM — KyIyBaTH 3eMmio mouwHaroud 3 2024 poky; ane
3a00pOHAE MPOAAK CLIHCHKOTOCHONAPCHKIX 3E€MENhb ACPXKaBHOI BIACHOCTI. 3
METOI0 HOCHJICHHS BIUTUBY pedopMu MU GyIeMO IPOAOBXKYBAaTH HOCIiKYBaTH
MOXIFBOCTI I PO3MDIMPEHHS YYACTi Td KOHKYPCHI] HA PHHKY, BKIIOYAIOYH
y49acTh IOPUIMIHHUX 0ci0 i mocnabneHns oOMexeHs 3a 1uromero. Mu pimryue
HAJAITOBaHI TPUIHATH JOJATKOBI 3aKOHM, OO 3a0e3NmednTH IPO30picTh i
e(QeKTUBHICTh PHHKY, K TiIbKHU Horo Oy/e BiIKpHTO, i 3am00iITH KOHICHTPALIii
3eMellb B pyKaxX IOTYXKHHX 3ainTepecoBanux oci0. Ile Bkirouae npoexT 3akoHy
VYxpainu Ne 2194, 1m0 DOBHHEH HiJCUANTH YIIPaBIiHHA 3€MIIEI0, BIOPSIKYBaTH
OpONEypH lepenadi 3emii i peectpanii Ta 3poOuTH NpaBo eMMITEB3HUCY TaKUM,
o0 MOXKHA HepemaTH iHmii ocolbi i B 3acTaBy; 1 IpoekT 3akoHy YKpainu
Ne 2195, mo 3anpoBazUTH ENEKTPOHHI AYKI[IOHM JUIS NEPHKABHUX 3€MENb i
3a00pOHMTE IWCKpEIifiHe pO3JaBaHHS JEPKaBHUX 3E€MeNb Y  BUIBHY
npuBaTH3aiio. 3akogonpoektyd Ne 2194 i 2195 Oynu migrpuMani BepxosHOIO
Pamoro VkpaiHu B mepmoMmy YdTaHHi, i MU OyIeMo IpOCyBaTH iX OCTaTOUHE
MNPUAHATTA B JUIHI. MU po3yMieMo, 10 ONepaTUBHHMA BCTYIL B JiI0 LHX JBOX
MPOEKTIB 3aKOHIB € KIIFOTOBHM, OO MATH JIOCTATHLO 9acy A 3aIIPOB3PKCHHS
Bigkpurrs puaky 1 mumas 2021 poxy. Mu TakoX MOBHICTIO HAJAIITOBAHI Ha
[IOBHE BIPOBAKEHHS BCIX 3raflaHUX 3aKOHOJABUMX AaKTiB, 00 3a0e3meuut,
o PHHOK 3emii Oyxe mpozopum, eheKTUBHUM i TaKuM, IO TapaHTye MpaBa
MILIBHOHIB 36MJICBIIACHUKIB;
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MU IIKOM HAJNAINTOBAaHI HA BIPOBA/UKEHHS JOCTYHHOIO i e()eKTHBHOTO
(biHaHCOBOTO IHCTPYMEHTY M MamuxX (epMepiB IIISXOM NPHUHAHATTSA IPOEKTY
3axony Ykpainu Ne 3205-1, mo6 CTBOPHTH iHCTPYMEHT YaCTKOBHX KPEIMTHHUX
rapauriii 1o munss 2020 poky; i 3aTBepkenHs nmocraHou Kabinery Minictpis
Vxpainu Ui yIOCKOHATEHHS CHPSIMYBaHHS CLIHCBKOTOCIOAAPCHKUX CyOCcHii
y 2021 pomi. Mu po3ymieMo, 0 ONepaTHBHE NPUNHATTS MPOEKTY 3aKOHY IIPO
YaCTKOBI KPE/TUTHI FapaHTil € KpUTHYHUM, MO0 IIeH IHCTPYMEHT 3aIparoBas 1o
Binkpurts puHKy B 2021 pori. Mu moBHICTIO HaJalITOBAaHi HA BIPOBAIKCHHA
IMX OCHOB 3 METOIO JIOCSATHECHHS pe3yIbTaTy — KpeIuTyBaHHI Manux depmepin
Ha 6a3i IHCTPYMEHTY FaCTKOBHMX KPEAWTHHX rapastii B 2021 poui, npudomy
mo6 med IHCTPYMEHT MpalfoBaB HE3aleKHO, BUILHO BijJ MOMITHYHOTO
BTpydanHs. Mu BipuMO, IO Takui MOKpaleHui ToCTyn 10 (iHaHCYBaHHS AIi
Manux depMepiB, sKi MarTh 0OMEXKEHI MOXKJIIMBOCTI A KPEAUTYBaHH:A, JacTh
3MOry iM B3STH y9acTh y 3a0e3Me4eHH] PO3BUTKY PHHKY 3€MeNb i PO3IIHUPHTH
MOKIIMBOCTI CITBCHKOTO TOCIOZApPCTBA YKpaiHM Ha IUBIXY IO HPOAYKTIB 3
Ginpmow momanow Baprictio. [le Takox jomoMoxe 3amobirTi KOHLEHTpAail
BJIACHOCTI Ha 3eMJIIO Biipa3y IIiCIIs BIAKPUTTS PHHKY;

PO3IIMPEHO TPABOBI paMKH PO3B’S3aHHA IPOOIEMH HENPAIFOI0YHX
KPEIUTIB 3 METOXO 3MEHIIEeHHs ITopTdens Henparorodux kpeuTis. [e Brmrodae
npynenniiine momoxenus HaniomamsHOoro Oamky VYKpaiHM OpO CHHCAHHA
MOBHICTIO 3ape3epBOBAHKMX HEMpAIIOIOYHX KpeawTiB; i mocraHoBy Kabimery
Miuictpis Vkpainu npo HagaHHs MOKJIHBOCT] Jep)KaBHIM OaHKaM BHUpIlTyBaTH
OWTAHHS HENPAIIOI0YNX KpPeAuTiB NUIIXOM 3BUYAHHMX iHCTPYMEHTIB, sKi
BKJIIOYAIOTH PECTPYKTYPH3AIIIO 1 IPOJax 3 JMCKOHTOM OCHOBHOI cymu Gopry, a
TaKOX CHOUCAHHSA., MM NUIKOM HalaIITOBaHI 3anpoBagutd I0 pedopmy i
JOCSTHYTH  pe3ymbTary — 3HIDKEHHS BaJOBOTO 00cary  moprdens
HEPANOYNX KpeauTis, mo BuauKIH A0 2020 poky, y woTHprox OaHKax
JIEPIKABHOTO CeKTOpPY, 3 395 mupa. rpusens Hampukiaii 2019 poky mo menmme
mix 300 minesapais rpusess B 2021 poui. Take 3HauHE CKOpPOYEHHS HOPTHENA
HETPAIFOI0UNX KPETUTIB AACTh 3MOTy GaHKaM Jep>KaBHOTO CEKTOPY 30CEPEIUTH
CBOI KagpoBi pecypcH Ha BHSABICHHI Ta OI{HII HOBHX MOXKIHUBOCTEH
KPENUTYBAaHHS, THM CaMHM IIOKDAIIMBIIM  IEPCHEKTHBH 30LIBIICHHS
KpPEIUTYBAHHS IIPUBATHOTO CEKTOpy. CKOPOYEHHS HENpaIIoIOUHX KPEeAHUTiB
TAKOXK CHPYsUIo 6 MiIBUINEHHIO 3aiHTCPECOBAHOCTI IPUBATHUX IHBECTOPIB IO
yuacTi B Kanitaii GaHKIB AePKABHOTO CEKTOPY, IO € OAHI€I0 3 TOIOBHUX Iinei
Bacax crpareriuHoro pedpopMyBaHHS JepP)KaBHOTO OaHKIBCHKOTO CEKTOpy. Mu
TAKOK IIJIKOM TIPUXHIBHI O HE3AIEKHOTO KOPHOPAaTUBHOIO YIPABIiHHA
GaHKaMy JICPKABHOIO CEKTOPY BiANOBIAHO 1O 3aKOHY IIpO JeprkaBHi OaHKH,
npuiiaaroro B 2018 por;

BBEJEHO B Mif0 32aKOHONABCTBO IUIS YIOCKOHAJIEHHS IIPaBOBOTO IIOJ
HeOaHKiBCHKUX  (DiHAHCOBMX YCTAQHOB IUIIXOM JIiKBifamii —perynsropa
HamionansHoi kowmicii, mo 37ificHIOE IepkaBHE PEryToBaHHS y cdepi pUHKIB
(biHAHCOBUX TOCHYT, 1 HafAaHHA peryiaropHux ¢yskuii HanionansaoMy OanKy
Vxpainn i Hanionanpniil koMicii 3 miHHAMX manepiB Ta (pOHIOBOIO pUHKY. Mu
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HANATOBAHI BOpPOBamuTH IO pedopMy 1 HOCATTH pe3ynbTaTy —
Hariomaneauiit G6ank VYikpaimm i HKIIIOP npuiiMyTs mnaH 3axofiB Ans
NIEPEPO3MOIILY PEKUMIB HAITSIAY 33 CTPAXOBHMH KOMIIAHISMH, KPEIUTHAMH
CIILIKaMH, IeHciiinuMu GoHmaMHM Ta IHITNMH HeGaHKIBCHKUMHU (iHAHCOBUMU
YCTaHOBaMH.

10. 3minmenus cucreMu comianpHOl minTpuMku. Kpusa, cnpuduHeHa
magaemiero COVID-19, sika posropraeThes 3apa3, Harajgana HaM IIpo
Ba)KIMBICTE 3aXWCTy BPa3IMBUX I'PYIl HACENEHHS, OCOOIMBO HAIIMX TPOMANIH
noxuaoro Biky. HalGinbmomw CKIafoBOIO CHCTEMH COMialbHOI MIATPUMKH B
Vkpaini € meHcil, a HeHCiHI BAMIATH CTAHOBILITH 3HAYHY YACTHHY IOXOIIB
JIOMOTOCIIOIAPCTB Cepell BPa3iIuBHX Ipyn HaceneHHs. OmHier0 3 KIIOYOBUX
ocobmuBocTell 3aKoHy IMpo TeHciifny pedopmy, mpuiiasroro B 2017 pori, €
miopiuna iHjekcaiiss meHcidHMX Bmmiar. OppEaK 3aKOH Ja€ 3MOry MaTd
THYYKICTh B Y4CTHHI KOHKpETHOI HaTH iHAeKcamii IeHCiH KOXHOTO POKY, IO
mifpuBa€ [POTHO30BAHICTh MEHCIHHMX BHINAT KOXKHOTO POKy, a Ie
MPOSBIETBCA B MEBHIM BONATHIBHOCTI KyMiBEIBHOI CIPOMOXHOCTL. Mu
BU3HAYWIM J]aTy BCTAHOBJICHOI 3aKOHOM iHmekcamii memciii B 2020 pori, mo
Jofano OinbIIOl HPOrHO30BAHOCTI 1 KyMiBEIbHOI CIPOMOXKHOCTI IEHCIHHHM
BUIUIATAM I[OTO POKY. Jlns [MOCATHEHHS 3a3HAueHUX Iined npuiHATO
mocranoBy Kabinery Minictpie Yipaiau Ne 251 Bix 1 xsitas 2020 poky mono
BCTAHOBIEHHS JaTH i KoedilieHTa ingexcanii nexcii, mependadeHoi 3aKOHOM Y
2020 pori. ITe mokpamwio KymiBeIbHy CIIPOMOXKHICTh NEHCIHHMX BHIUIAT Y Li
cknanni gacw. Ile pimreHHS HDpOBECTH iHAEKcaliio, mependaveHy 3aKOHOM, B
TpaBHi BAMAraio JOAATKOBOro BuiineHHs 12,4 mupx. rpusens Jo IlercifiHoro
(bonny Ykpainu, sike Oyno 3mificHeHO B paMKax 3MiH 710 JlepkaBHOTO OIOIKETY
Vkpaiuu, npuitastax y ksiteHi 2020 poky. Ha mepcmexrsBy, MM TOTOBi 10
HACTYITHAX 3aXOAiB, 106 MOKpampTH mepexdadyBaHicTs 1 cTabinbHICTH
DEHCIMHUX BHILIAT, BKIIIOYAIOUN CBOEYACHY iHIEKCAllilo 1 9iTKi IpaBHIa IIOAO
PI3HKX TapaHTii.

11. 5 6 XOTiB CKOpHCTATHCH i€ MOXIMBICTIO, OO 3ameBHUTH Bac mpo
HANOly I{JKOBUTY BiUTAHICT NPUHIMIAM NiA3BITHOCTI Ta NPO30POCTI B
KOHTEKCT1 YIpaBIIiHHS JIep)KaBHAMH (iHAHCAMH 1 CHiBIpani 3 MiKHAPOTHUMU
naprHepamu. OCTaHHIME POKaMM MU YCIIIIHO BIPOBAKYBANX DPeOpPMH,
CIpSAMOBAHI  HAa  YJAOCKOHAJEHHS  CEPEJHBOCTPOKOBOTO  GHOJUKETHOrO
[UIaHyBaHHs, IIJABUINCHHS TPO30pOCTI MDKOIOMKETHUX TpaHchepTiB Ta
3MIIHEHHS CHCTEMH YIPABIiHHI ACPKaBHAMHU 3aKYMIBISIMH 1 {HBECTHUIIHHOTO
MEHE[UKMEHTY B  JCpXKaBHOMY cekTopi. Mu  3anumiaemMocs — pimmyde
HAJIAINTOBAHAMHI 3aCTOCOBYBATH IPHHIWIIN HOBHOI MiA3BITHOCTI 1 MPO30POCTI,
BKIIFOYHO B KOHTEKCTi MIATPUMKH 3 OOKY BCiX MDKHApPOAHUX TTapTHEPIB.
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12. Mu npamioBany CIOUIBHO i NPOZYKTHBHO 3 HAIIHMMH KOJETaMM i3
CaiToBoro Ganky mij gac po3poOIeHHs IporpaMu pedopmM, Mo MATPUMYIOTECS
IMo3ukoo, i MIaHyeMo i Hamaxi pa3oM KOHTPONIOBATH BHKOHAHHS IPOTPamMu
pedopm. IIpoTaroM HACTymHOro POKYy MM TOTOBi IiATPHMYBaTH iMITyJIBC
pedopm, 3abesnmedyroun sikicHuil piBeHb peamizamii pedopM AN TOCATHEHHSI
O3BYYEHHX IiNel PO3BHTKY.

3 moBarow

Ipem’ep-MminicTp Ykpainu Jenuc IIMUT'AJIb
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LETTER OF DEVELOPMENT POLICY
[UNOFFICIAL TRANSLATION]

Mr. David Malpass
President of the World Bank
Washington, DC

Dear President Malpass:

1. On behalf of the Government of Ukraine, [ would like to take this opportunity to express our
warm regards and appreciation to the World Bank and to you personally for your support in helping
Ukraine advance toward its most critical development objectives. Our excellent partnership has
helped to move forward a set of major reforms supported by the proposed First Economic Recovery
Development Policy Loan (DPL). Ukraine is currently facing an unprecedented crisis resulting from
the COVID-19 pandemic. We sincerely appreciate the World Bank’s willingness to support our
immediate response to the crisis and to establish the conditions for economic recovery as the health
crisis subsides. We believe that the major reforms supported by the DPL are critical to Ukraine’s
efforts to strengthen the foundations of economic recovery by fostering de-monopolization and anti-
corruption institutions, strengthening land and credit markets, and bolstering the social safety net.

2. Ukraine has undertaken far-reaching reforms over the last 5 years supported by the World
Bank’s Development Policy Financing in 2014-2015 and in 2018. These reforms helped reinstate
macroeconomic and financial sector stability and restore economic growth. As aresult, the economy
grew by 3.4 percentin 2018 and 3.2 percent in 2019. The fiscal deficit has been maintained at under
2.5 percent of GDP four yearsinarow (2016-2019), and public and publicly guaranteed debt declined
from a peak of 81 percent of GDP in 2016 to an estimated 50 percent of GDP in 2019. The monetary
policy commitment of the National Bank of Ukraine (NBU) to medium-term price stability helped
reduce inflation from a peak of 61 percent in April 2015 to 4 percent by end-2019. These
achievements have helped establish Ukraine’s track record on reforms and development results.

3. At the same time, we are fully aware that we face major development challenges, which have
been exacerbated by the fallout from the COVID-19 pandemic. We are committed to addressing these
challenges in order to deliver better living standards for the Ukrainian people. Specifically, despite
the progress of recent years, many structural bottlenecks hold back the potential of our economy. We
are fully committed to reforms to address these longstanding structural bottlenecks to private
investment and productivity to enable the economy to rebound once the health crisisis over. The
economy is expected to contract by 5-7 percent in 2020 and moderate poverty is expected to rise
from 18 percent in 2019 to 24 percent in 2020. We hope that the health crisis will subside in the
second half of year and with the key reforms supported by the DPL, the economy will rebound in
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2021. We have also taken significant steps to bolster the social safety net to mitigate the impact on
the population.

4, In the context of the COVID-19 crisis, fiscal revenues are projected to decline and additional
spending on health and social protection is essential. Our budget amendment for 2020 approved in
April projects a fiscal deficit of 7.6 percent of GDP. We also face sizable public debt repayments in
2020-2022. We are fully committed to safeguarding macroeconomic and fiscal sustainability. The
support through the World Bank’s DPL, in addition to support from the IMF and the EU, is an integral
part of helping us meet our financing needs during these challenging times. Going forward, as
conditions in international capital markets ease, we will be looking to raise further necessary
financing on affordable terms.

5. Our macroeconomic policy framework is strong and underpinned by our commitment to
fiscal and external stability. Our response to the COVID-19 crisis will increase pressures on public
debt and the fiscal deficit, but is necessary to cushion the impact on the population and the economy.
We are committed to reducing public debt in 2021 as economic growth resumes. Meanwhile, the
monetary authorities are taking all necessary steps to maintain a flexible and stable exchange rate.
We are also committed to our structural reform agenda to (i) support economic recovery in 2021 and
onward by bolstering investment and productivity; (ii) reduce the fiscal deficit and public debt as
economic growth resumes; (iii) raise exports and attract FDI to support external sustainability; and
(iv) enable a resumption of credit growth to the private sector. Our macroeconomic framework is
supported by this proposed DPL, by the European Union Macro-Financial Assistance (MFA), and by
the expected IMF Standby Arrangement (SBA). On May 21, 2020, we reached staff level agreement
on the new IMF SBA, and all prior actions have been completed to secure approval of the IMF SBA
program.

6. The Government of Ukraine is also committed to moving forward its ambitious structural
reform agenda. We are committed to actions which are economically sound, technically feasible, and
are designed to trigger lasting positive impact. Support from international partners is very important
to further reinforce our capacity to effectively deliver on this commitment, while at the same time
sustain the momentum of institutional and systemic reforms that are underway in Ukraine.

7. Support from the World Bank is critical to the success of our ambitious reform agenda. The
proposed DPL is designed to support key elements of our policy reform agenda to address critical
impediments to investment and economic recovery, while cushioning the impact of the global
pandemic. The key policy reforms supported by the DPL are organized under the following three
pillars fully aligned with our development objectives: (i) fostering de-monopolization and anti-
corruption institutions; (ii) strengthening land and credit markets; and (iii) bolstering the social
safety net.

8. Fostering de-monopolization and anti-corruption institutions. The reforms under the
this pillar help demonopolize key sectors of the economy and strengthen anticorruption institutions

Page 53



The World Bank
First Economic Recovery Development Policy Loan (P172597)

to bolster investor confidence. We are committed to the unbundling of the gas sector, with a large
footprint of the state-owned monopoly Naftogas, and to clarifying the legal framework for private
investment in infrastructure through concessions. We are confident that these measures will help
promote competition and attract investment in important parts of the economy, preserve Ukraine’s
role as a long-term gas transit partner for Europe, and increase private participation in infrastructure
development. We are also committed to strengthening anticorruption institutions to further increase
transparency and accountability and create a level playing field for investors in Ukraine. These
reforms should help us attract and retain private and foreign investment over time and increase
productivity across the economy. In order to address these objectives, we have completed the
following ambitious reform actions:

e We have ensured full ownership unbundling of the gas Transmission System Operation (TSO)
from Naftogas on January 1, 2020 by enacting the Law on Unbundling and signing and
executing the Sales and Purchase Agreement and Economic Management Rights Transfer
Agreement for the transfer of state-owned GTS assets on the balance sheet of UTG to MGU.
We are committed to fully implementing this reform to achieve the result of increasing the
share of transit revenues flowing in a transparent manner to MGU, the new independent
GTSO from 0 percent in 2019 to 70 percent in 2020. This major milestone to demonopolize
and increase transparency in the gas market in Ukraine will help Naftogaz and the new Gas
TSO focus on improving efficiency and investment in their respective business areas of
production and transmission. We believe it would provide better incentives for Naftogaz to
address the stagnation of gas production and for Gas TSO to address unauthorized gas
offtakes and invest in maintenance and modernization of the transmission network.

e We have enacted the Law on Concessions to enhance the legal framework for attracting
private investment in infrastructure and ensuring transparency in concession projects. We
are committed to fully implementing this reform to achieve the result of signing two pilot
port concession projects (Olvia port and Kherson port) with private investment mobilized
through project financing by lenders. The improvements to the bankability of concession
projects, together with the broader improvements in transparency and clarity, should help
increase private investor participation in infrastructure development in Ukraine.

e We have also enacted legislation to strengthen the governance of the National Agency of
Corruption Prevention (NACP) and to restore liability for illicit enrichment and enable civil
forfeiture of unjustified assets. We are fully committed to implementing this reform to
achieve the result of increasing the number of full verifications of high-risk declarations
(selected using risk criteria, assigned automatically to staff, and implemented using an
improved methodology) from 0 in 2019 to 1,000 in 2021. We believe that carrying out a
significant number of detailed verifications of asset declarations based on a more risk-
sensitive approach with reduced discretion should help increase accountability and bolster
confidence in Ukraine’s anticorruption efforts.
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9. Strengthening land and credit markets. The reforms under this pillar help increase the
efficiency of allocation of resources in the economy by establishing an agricultural land market,
resolving non-performing loans (NPLs) in state-owned banks (SOBs), and strengthening the
supervision of non-bank financial institutions (NBFIs). The historic reform to establishing a market
for agricultural land with adequate safeguards for transparency and efficiency, as well as improved
access to credit for small farmers, would help attract investment and increase productivity. This
reform is critical to improve the security of land tenure, increase investment in higher value-added
agriculture, and enable the use of land as collateral to access credit. Strengthening the NPL resolution
framework for State-Owned Banks (SOBs) and more broadly strengthening the governance of SOBs
would help attract private equity investment to SOBs, improve the efficiency of allocation of credit
across the economy, and enable higher credit growth to the enterprise sector. Strengthening the
supervision of Non-Banking Financial Institutions (NBFI) would help address a major source of fraud
and vulnerability in a rapidly growing part of the financial sector. In order to address these objectives,
we have completed the following actions:

e We have enacted the Land Turnover Law (LTO) to enable the sale of agricultural land and the
use of land as collateral starting July 1, 2021. We have also enacted legislation to strengthen
transparency by improving access to cadastral data and links between the cadaster and
registry. For us, this is an important first step toward establishing a transparent and efficient
agricultural land market. The approved law ends a moratorium on the sale of agricultural
land that lasted for two decades. Moreover, it allows land purchases by Ukrainian citizens up
to 100 hectares; allows legal entities to buy land from 2024; but restricts the sale of state-
owned agricultural land. In order to increase the impact of the reform, we will continue to
explore opportunities to expand participation and competition in the market, including
bringing forward the participation of legal entities and relaxing size limits. We are fully
committed to seeking approval of additional legislation to safeguard the transparency and
efficiency of the market once it is opened and to prevent concentration of land ownership in
the hands of powerful vested interests. This includes Draft Law # 2194 to strengthen land
management, streamline land transfer and registration procedures, and make emphytheusis
rights transferable and mortgageable; and Draft Law # 2195 to introduce electronic auctions
for state land and restrict discretionary handouts of state land via free privatization. Draft
Laws 2194 and 2195 have been approved by Verkhovna Rada and we will seek final approval
in July. We understand that prompt enactment of these two draft laws is essential to allow
enough time for implementation prior to market opening on July 1, 2021. We are also fully
committed to expeditious implementation of all of the aforementioned legislation to ensure
that the land market will be transparent, efficient, and safeguard the rights of million
landowners.

e We are fully committed to establishing an affordable and effective financing instrument for
small farmers by seeking approval of Draft Law #3205-1 to create a partial credit guarantee
(PCG) facility by July 2020; and approving a Cabinet resolution to improve the targeting of
agricultural subsidies in 2021. We understand that expeditious approval of the draft PCG law
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is critical to make the facility operational prior to market opening on July 2021. We are fully
committed to implementing this framework to achieve the result of loans to small farmers
issued backed by the PBG facility in 2021, with this facility independently governed, free from
political interference. We believe that improved access to finance for small, credit
constrained farmers will allow them to participate in the land market and expand
opportunities for agriculture to move into higher value-added products in Ukraine. It will also
help prevent the concentration of land ownership once the market opens.

e We have enhanced the NPL resolution framework to reduce the stock of NPLs. This has
included NBU prudential regulations on write-offs for fully provisioned NPLs; and a Cabinet
Resolution to enable SOB NPL resolution through conventional tools including restructuring
and sale with haircut on principal, as well as write-offs. We are fully committed to
implementing this reform to achieve the result of reducing the gross value of the pre-2020
NPLs portfolio in the four SOBs from UAH 395 billion at end-2019 to under UAH 300 billion
in 2021. This significant reduction in the NPL portfolio would enable SOBs to focus their staff
resources on identifying and assessing new lending opportunities, thus improving prospects
for greater credit to the private sector. The reduction in NPLs would also help increase
interest from private investors in taking an equity position in these two large state-owned
banks, which is one of the major medium-term objectives of the government’s strategy for
state-owned banks. We are also fully committed to the independent corporate governance
of SOBs in line with the letter and spirit of the SOB Law approved in 2018.

e We have enacted legislation to enhance the regulatory framework for non-bank financial
institutions by abolishing the NBFI regulator and assigning the regulatory functions to the
National Bank and Securities Commission. We are committed to implementing this reform
to achieve the result of the NBU and NSSMC adopting action plans on reshuffling supervisory
regimes for insurance, credit unions, pension funds, and other NBFIs.

10. Bolstering the social safety net. The unfolding COVID-19 crisis has reminded us of the
importance of protecting the vulnerable, especially our elderly. The largest part of the social safety
net in Ukraine is pensions, with pension benefits accounting for a significant part of household
incomes for the vulnerable population. One of the key features of the pension reform law approved
in 2017 is the annual indexation of the pension benefit. However, with the law providing flexibility
on the date of the statutory pension indexation each year, this undermined the predictability of the
pension benefit each year, resulting in some volatility of purchasing power. We have brought forward
the date of statutory pension indexation in 2020, which has introduced greater predictability and
purchasing power of pension benefits this year. In order to address this objectives, we have
completed the following specific action:

e We have approved Cabinet Resolution # 251 on April 1, 2020 to set the date and rate for the
statutory pension indexation in 2020. This has enhanced the purchasing power of the pension
benefit during these challenging times. The decision to proceed with the statutory indexation
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in May required an additional allocation of UAH 12.4 billion to the Pension Fund of Ukraine,
which was part of the budget amendment approved in April 2020. Going forward, we are
committed to further measures to improve predictability and sustainability of pension
benefits, including timely indexation and clear rules of various guarantees.

11. [ wish to take this opportunity to assure you of our strong commitment to the principles of
accountability and transparency in the context of public finance management and donor
coordination. In recent years, we have successfully implemented reforms aimed at improving multi-
year budgeting, revamping intergovernmental transfers, and strengthening public procurement and
public investment management systems. We remain strongly committed to applying these principles
of full accountability and transparency, including in relation to all international partners’ support.

12. We have worked closely and productively with our World Bank colleagues in designing the
reform program supported by the DPL and we are committed to working closely to monitor
implementation of this reform program. In the year ahead, we are committed to maintaining the
reform momentum, while ensuring both the quality and the intended impact of these reforms.

Sincerely,

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

Prior actions

Significant positive or negative
environmental effects
(yes/no/to be determined)

Significant poverty, social, or
distributional effects positive or negative
(yes/no/to be determined)

Pillar

1: Foster De-monopolization and Anti

-Corruption Institutions

Prior action 1

Unbundling Naftogaz

Yes, positive, by stimulating energy

efficiency investments and measures to

reduce gas transmission system losses,
which should cut help cut GHG
emissions.

No

Prior action 2
Concessions Law

Yes, positive, by attracting greater
private investment in infrastructure
toward less energy-intensive
infrastructure. Further strengthening
environmental systems and
enforcement will help mitigate
potential adverse impacts.

No

Prior action 3
Anticorruption

No

No

Pillar 2: Strengthen land and cr

edit markets

Prior action 4
Land market

Yes, to be determined. This action can
lead to better incentives to sustainably
manage land and undertake
investments to mitigate climate
impacts but will also need to be
accompanied by provisions to identify
environmentally sensitive lands.

Yes, positive, through improved rental price
for 5 million small landowners (2 million
households) who often rent out their land.
However, significant risks remain in the
completion and implementation of the land
reform legislative package, which could
have negative distributional effects on
landowners.

Prior action 5 No No
NPLs in SOBs
Prior action 6 No No
NBFI Supervision
Pillar 3: Bolster social safety net
Prior action 7 No Yes, positive, through more timely

Pensions

indexation of pension benefits each year.
This helps bolster the purchasing power and
predictability of the pension benefit for the
elderly population which is most vulnerable
to sharp economic downturns.
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