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SUMMARY OF PROPOSED FINANCING AND PROGRAM

BASIC INFORMATION

Project ID Programmatic If programmatic, position in series

P177931 Yes 2nd in a series of 2

Proposed Development Objective(s)

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

Organizations
Borrower: UKRAINE

Implementing Agency: MINISTRY OF FINANCE

PROJECT FINANCING DATA (USS$, Millions)

SUMMARY
Total Financing 349.50
DETAILS

International Bank for Reconstruction and Development (IBRD) 349.50
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

Results Indicator #1: 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.

Results Indicator #2: Number of port concession projects signed with
private investment mobilized through project financing by lenders.

Results Indicator #3: Number of voyages by ships (including cargo) on
Dnipro River increases by about 20 percent.

Results Indicator #4: Number of full verifications of high-risk declarations
selected using prioritization criteria, assigned automatically to staff, and
implemented using an improved methodology.

Results Indicator #5: Area of agricultural land previously under
moratorium sold/purchased by eligible individuals.

Results Indicator #6: Loans are issued to small farmers and backed by
Partial Credit Guarantee (PCG) facility.

Results Indicator #7: Gross Pre-2020 NPL Portfolio of State-Owned
Banks.

Results Indicator #8: NBU and NSSMC adopt action plan on reshuffling
supervisory regimes for insurance, credit unions, pension funds, and
other NBFIs.

Results Indicator #9: 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

Baseline (2019): 0
percent

Baseline (2019): 0

Baseline (2019): 11,938

Baseline (2019): 0

Baseline (2019): 0
hectares

Baseline (2019): No

Baseline (2019): UAH
397 billion

Baseline (2019): No

Baseline (2019): No

Target

Target (2022):
100 percent

Target (2021): 2

Target (2021): 14,300

Target (2022): 1,500

Target (2022): 150,000
hectares

Target (2022): Yes

Target (2021): Under
UAH 300 billion

Target (2021): Yes

Target (2022): Yes

Page 3



1.

The World Bank
Second Economic Recovery Development Policy Loan (P177931)

IBRD PROGRAM DOCUMENT FOR A PROPOSED DEVELOPMENT POLICY LOAN TO UKRAINE

INTRODUCTION AND COUNTRY CONTEXT

1. This proposed Second Economic Recovery Development Policy Loan (DPL) supports reforms to
ease impediments to Ukraine’s long-term growth, against the backdrop of the COVID-19 pandemic.
The operation, for EUR 300 million (US$349.5 million equivalent), is the second in a series of two. Aimed
at easing key impediments to investment, productivity, and growth,* the use of a programmatic series
accommodates the considerable additional technical assistance and dialogue needed on critical pending
actions related to: (i) the transparent and inclusive functioning of land markets when they eventually
opened; and (ii) financing for small and medium farmers to access the land market, and to support
policies to cushion the impact of the COVID-19 shock on the poor. The first DPL (DPL-1), for USS 350
million, was approved by the World Bank’s Board of Executive Directors in June 2020 in recognition of
the passage of landmark agricultural land reforms (albeit with complementary land-related legislation
still pending), as well as the historic unbundling of the gas sector and further progress on banking and
anticorruption reforms. However, DPL-1 was declared effective only in June 2021. The delay was
necessary to allow authorities to adequately address the Constitutional Court decision that affected the
fulfillment of the key anticorruption prior action in DPL-1. The delay, in turn, provided an opportunity to
strengthen and to deepen the reforms under DPL-2, including actions to foster de-monopolization and
to weaken powerful vested interests — a root cause of Ukraine’s inability to achieve and sustain inclusive
economic growth. The key focus of this operation is to support the remaining actions necessary to realize
one of the most transformative reforms Ukraine has undertaken — the historic opening of the land market
onJuly 1, 2021. This reform is providing an opportunity to unlock a major source of growth, to increase
living standards by allowing landowners to get a fair return on their most valuable asset, and given
Ukraine’s position as a major commodities exporter, to strengthen food security globally.

2. Even before the COVID-19 shock, Ukraine faced structurally weak growth and high levels of
economic vulnerability; the pandemic has further compounded these challenges. Macro-financial
reforms adopted after the 2014/15 crisis have served Ukraine well, anchoring macro stability during the
COVID-19 shock. Still, even before the pandemic struck, GDP struggled to grow by more than 3 percent
per year on average between 2016-19 due to low levels of domestic savings and fixed investment, an
anti-competitive environment, and weak institutions and rule of law. Economic vulnerability, although
improved since 2015, remained high, with one in five people living below the national poverty line.?
With the onset of COVID-19, the economy shrank by 4 percent in 2020. Real household disposable
incomes withstood the shock remarkably well, growing by 2.6 percent due to COVID-19 support
measures including higher minimum wages, pension top-ups and targeted social protection responses.
Income growth however did not translate into declining poverty rates, suggesting that the poorest
Ukrainians bore the brunt of the pandemic’s economic fallout. A slow recovery in labor markets since
2017 was upended, with the unemployment rate reaching 10.5 percent in Q1 2021. The pandemic’s
health impact on Ukraine has also been among the worst in the Europe and Central Asia (ECA) region,?

1 These impediments were identified in the World Bank (2019) Ukraine Growth Study: Faster, Lasting and Kinder; and World Bank
(2021) Systematic Country Diagnostic Update: Pathways to Resilience, Sustainability and Inclusion.

2Measured by the actual Subsistence Minimum. This amounted to UAH3,661 per adult per month in 2019, which translates to
USS$14.5 per day in 2011 Purchasing Power Parities (PPP). In 2015, one in two people lived below the poverty line.

3 There have been some 3.4 million reported COVID-19 cases and estimated 82,000 deaths as of November 15, 2021.
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and the country is currently experiencing a third wave. The fiscal response to the crisis, together with
the GDP contraction, contributed to a general government budget deficit of 6 percent in 2020 (versus a
pre-pandemic projection of 2.1 percent); public and publicly guaranteed debt ratios that had been
declining since 2017 reversed course and rose to 60.8 percent in 2020 —10 percentage points higher than
in 2019.

3. The Government has sought to advance structural reforms to deliver higher, sustainable, and
inclusive growth over the medium term, while mitigating the impacts of the COVID-19 shock. President
Zelenskyy’s government set ambitious, aspirational goals laid out in the 2019-24 Action Program
including 5-7 percent annual GDP growth over five years; lifting foreign direct investment (FDI); the
development of infrastructure; the creation of 1 million new jobs; and significant poverty reduction. Key
priorities included, among others, establishing land markets, de-monopolization and strengthening
institutions of anticorruption and rule of law. Reform progress slowed during 2020, with the
Government pivoting towards COVID-19 relief for households and firms. However, as a nascent recovery
has taken hold, progress was made during 2021 on policy and institutional reforms, including: opening
of land markets and adoption of land safeguard legislation; initiation of long-awaited judicial reforms;
and passage of legislation strengthening the institutional independence of the National Anti-Corruption
Bureau (NABU, a key anticorruption agency). With Ukraine facing significant environmental® and climate
change challenges (related to vulnerability to both physical impacts of climate change, and mitigation
potential given its carbon intensive economy) that impose an additional burden on growth and health,
the Government also affirmed its commitment to the European Green Deal and updated its Nationally
Determined Contribution (NDC) in 2021.

4. The proposed operation is structured around three pillars aimed at supporting the
Government in building a stronger, inclusive recovery, while protecting the vulnerable from the
effects of the COVID-19 shock. It is aligned with the World Bank Group’s (WBG) COVID-19 Crisis
Response Approach Paper, the current County Partnership Framework (CPF) (Report # 114516-UA
discussed at the Board on June 20, 2017) and is consistent with the WBG framework for Green, Resilient,
and Inclusive Development (GRID). In particular:

o Pillar 1 fosters de-monopolization and anticorruption institutions. Reforms supported clarify the
regulatory framework for the extensive, but under-utilized, inland waterways in Ukraine that are
dominated by a single, private sector player. By providing non-discriminatory access to inland
waterways to both local and foreign vessels, supported measures promote competition and
facilitate much-needed private investment to modernize and expand river transport with
potentially significant growth, productivity, and environmental/climate spillovers. The reforms
facilitate the logistics infrastructure for agricultural exports and greater connectivity to the EU;
they build on actions supported in DPL-1 aimed at attracting private investment in critical
infrastructure through the reform of the legal framework for concessions.

e Pillar 2 strengthens land and credit markets. The establishment of the partial credit guarantee
fund is an essential reform that is needed to ensure rapid provision of loans to small and medium
sized farmers on affordable terms, thus supporting an inclusive recovery, especially for smaller

4The WHO ranks health/mortality impacts related to air pollution in Ukraine as among the worst in the ECA region.
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credit-constrained producers that have long been under-served by the financial sector. Increased
transparency in transactions, streamlined land transfer procedures, and strengthened land
governance are fundamental reforms needed to support the transparent and efficient
functioning of land markets, and to strengthen security of land tenure and incentives for
productivity-enhancing investments in higher value-added agriculture. By preventing
monopolization in land markets and addressing major sources of weak governance in land
management and land-related corruption, measures supported under Pillar 2 also contribute to
Pillar 1. Specifically, given that the effectiveness of public institutions charged with prevention of
corruption and theft of public wealth continue to be undermined by vested interests, this pillar
supports important safeguards to fair and transparent opening of the land market to ensure that
Ukraine’s unique natural resource agriculture land benefits all of its citizens, not just a select few.

e Pillar 3 bolsters the social safety net. During 2020, as part of crisis response measures, the
Government scaled up overall social spending as part of efforts to strengthen the broader social
safety net through two World Bank additional financing projects.> Households headed by a
pensioner account for half the poor; the elderly are a particularly vulnerable group following the
COVID-19 shocks due to significant health and income impacts. With pensions a key source of
income for elderly households, measures in DPL-2 build on DPL-1 to increase pension benefits
during the COVID crisis, by supporting the adoption of rules-based, transparent indexation of
pension benefits.

5. Coordinated support from development partners has been critical in advancing reforms
supported by this DPL series, helping to sustain momentum in critical areas and preserving gains in
others. This proposed DPL-2 builds on actions supported in DPL-1 as well as longer-running reforms in
land, credit markets, anticorruption and pensions supported in the 2018 Development Policy Financing
operation that sought to address the structural underpinnings of the weak growth recovery and fiscal
vulnerabilities. The adoption of the landmark land turnover law in 2020 (supported by DPL-1) paved the
way for the opening of the agricultural land market on July 1, 2021, a development which few saw as
possible as late as 2017. The adoption of complementary safeguard legislation, although critical to
ensure efficient and transparent functioning of land markets, has taken longer than expected and
required the support of a coordinated coalition of reformers in government, civil society, and
international development partners to sustain momentum. This coalition has also helped advance
reforms in other key areas (inland waterways) and safeguarded anticorruption reforms, most recently
in early 2021 when it helped the authorities to restore the legal underpinnings of the asset declaration
and verification system after several important legal acts (supported under prior actions of DPL-1) were
found unconstitutional by the Constitutional Court in October 2020. Financing and technical support
from the World Bank, 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), Japan International Cooperation Agency (JICA), Swedish International
Development Agency (SIDA) and other bilateral partners, has been central to these efforts.

5 These include the US$150 million Ukraine - Social Safety Nets Modernization Project: Additional Financing in April 2020, which
included USS 50m for temporary social assistance support, followed by a Second Additional Financing for COVID-19 Response
under the Social Safety Nets Modernization Project in December 2020 to strengthen Ukraine’s Guaranteed Minimum Income
Program (GMI) to prevent around 1 million Ukrainians from falling into poverty due to the COVID-19 pandemic.
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6. The macroeconomic policy framework is adequate for the proposed operation. Monetary
policy has remained consistent and prudent, with the National Bank of Ukraine (NBU) proactively
tightening policy in response to rising inflation during 2021. Legislation adopted in October 2021,
moreover, will further strengthen the independence and governance of the NBU. The economy has also
shown greater resilience to the COVID-19 outbreak (a 7.8 percent contraction was initially anticipated
in 2020), benefiting from macro-fiscal and banking reforms implemented since the 2014/15 crisis. The
recently adopted medium-term budget declaration for 2022-24 sets out a path for gradual fiscal
consolidation, and will reduce inflationary, and current account (CA) and financing pressures. Banking
buffers are adequate, and system liquidity high. Ukraine has maintained market access throughout, with
spreads tightening some 170 basis points over the past year. Favorable terms of trade and resilient
remittances, averaging USS 3 billion per quarter, have helped keep the CA close to balance. Reserves,
already ample at nearly US$29.7 billion (3.9 months of imports) as of November 2021, have been
supplemented by USS$2.7 billion IMF SDR allocation. Finally, the staff-level agreement reached in
October 2021 between the IMF and Ukraine on the first review of the 2020 Stand-By Arrangement (SBA)
program is supportive of the external financing environment and an additional anchor for prudent
macroeconomic policy.

7. Still, the DPL series remains exposed to significant risks, highlighting the importance of
sustained dialogue and engagement by IFls and other stakeholders. At 20.5 percent in mid-November
2021, Ukraine’s rate of fully vaccinated population is among the lowest in the ECA region, which could
affect the near-term economic recovery. Ukraine’s reliance on external financing, and large debt service
payments coming due leave it vulnerable to global financing and economic conditions. Additional
macroeconomic risks come from growing medium-term fiscal spending pressures, reemerging quasi-
fiscal deficits in the energy sector and contingent liabilities in the road sector. Political and governance
risks are high due to still strong influence of vested interests, and unfinished reforms of anticorruption
institutions, while further progress on judicial reform is critical to anchoring rule of law. A few key laws
including ones supported by DPL-1 (e.g., the land turnover law) and other important laws (e.g., on
Households Deposit Guarantee System) have been appealed to the Constitutional Court, and though
deliberations are not currently under way, future Constitutional Court rulings could reverse reforms in
these or other important areas. Despite reform, corporate governance at state-owned enterprises
(SOEs) and banks (SOBs) needs to be further strengthened to reduce macro-fiscal risks, especially in the
energy sector. SOEs and SOBs continue to be exposed to undue political influence, non-competitive
practices in the selection of key management positions, and ineffective control and accountability
mechanisms. The recent change of Naftogaz’'s management, and possible further changes in supervisory
boards of the other SOEs and SOBs, may create uncertainty among investors and development partners.
The emergence of significant quasi-fiscal deficits in the gas sector (relating to efforts to cushion
households from a sizable global energy price shock), ® which have been partially funded by a one-off
transfer of resources from the independent Gas TSO to Naftogaz,” are indicative of structural challenges
related to rules-based, transparent and predictable financing of public service obligations. These are

5 In the previous heating season, the average utility bill amounted to over 23 percent of income for households in the bottom 40
percent of the income distribution; at current prices, the utility bill would account for the lion’s share of household income.

7 Following the unbundling of Naftogaz and establishment of certified GTSO, revenues for transit of Russian gas through Ukraine
have been collected by GTSO in accordance with the new Gas Transit Agreement with Gazprom signed on December 30, 2019.
Notwithstanding the repayment of transit revenues to Naftogaz in October (to cover the costs of higher priced gas imports during
an unprecedented global energy price shock), the flow of transit revenues to GTSO was transparent in 2020 and 2021.
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being addressed through ongoing dialogue, technical assistance and coordination with the World Bank,
the IMF and other international partners. More generally, sustained engagement, monitoring and
dialogue by a coalition of government reformers, development partners, and civil society has played a
key role in mitigating potential economic, political and governance risks in the past and will continue to
remain important.

2. MACROECONOMIC POLICY FRAMEWORK

2.1. RECENT ECONOMIC DEVELOPMENTS

8. Ukraine’s economy has shown greater resilience to the COVID-19 outbreak than initially
anticipated, benefiting from past macro-fiscal reforms. Ukraine entered the COVID-19 crisis with
sufficient buffers due to the prudent macroeconomic policy mix in 2019 and reforms implemented
following the 2014-15 crisis. A 7.8 percent GDP decline was anticipated in the DPL-1 framework, with
the economy contracting by (an albeit still sizable) 4 percent in 2020. However, a gradual labor market
recovery since 2017 was halted, with employment declining by over a million between Q12020- Q12021,
and the unemployment rate hitting 10.5 percent in Q1 2021—higher than in the 2014/15 crisis.
Economic vulnerability, already significant before the pandemic, marginally inched up in 2020 with 23.2
percent of people living below the national poverty line.® Activity began to rebound towards the end of
2020, but the recovery quickly lost momentum in H1 2021, with the economy slipping back into a mild
recession, ° in part due to a second wave of infections and reintroduction of quarantine restrictions.
More recent incoming high-frequency retail and industrial production indicators point to strengthening
domestic demand while the unemployment rate inched down to 9.9 percent in Q2. Adaptive quarantines
were extended till end 2021, amid a third surge in infections beginning September.

9. COVID-response measures adopted by the Government have been somewhat effective in
cushioning the poor from the shock, but also contributed to inflation pressures. Inflation accelerated
from 2.6 percent in October 2020 to 10.9 percent in October 2021, more than double the inflation target
of 5 percent. Base effects, food inflation, and utilities adjustments have been major drivers but
expansionary wage policies, notably a 25.5 percent increase in minimum wages (as part of COVID-19
relief measures) also played a role, reflected in rising core inflation and inflation expectations. Despite a
change in leadership of NBU in June 2020, which led to concerns about the continued independence of
the central bank in fighting inflation, monetary policy has remained prudent. The central bank
proactively tightened policy rates (by 250 basis points since March 2021, although with the policy rate
currently standing at 8.5 percent, real rates are still negative). The termination of anti-crisis monetary
tools in October 2021 by the NBU, and mild appreciation of the Hryvnia should also tighten monetary
conditions somewhat.

10. Fiscal revenues have performed better than anticipated, but medium-term spending pressures
are increasing, and fiscal space remains limited. Trade and income tax revenues outperformed in 2020
and H1 2021, helped by favorable terms of trade and rising wages. On the expenditure side, almost 2

8 Measured by the Actual Subsistence Minimum. This amounted to UAH3,661 per adult per month in 2019, which translates to
USS$14.5 per day in 2011 Purchasing Power Parities (PPP). In 2015, one in two people lived below the poverty line.

9 GDP contracted for two successive quarters, but due to base effects related to the COVID-19 contraction in 2020, expanded by
5.7 percent on a year-on-year basis in Q2.
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percent of GDP of COVID-19 related expenditures (including medical procurement, higher wages to
health workers, and pension top-ups) were added to the budget in 2020, with the general government
fiscal deficit amounting to 6.0 percent of GDP (versus a pre-pandemic projection of 2.1 percent). In 2021,
with the added fiscal burden from fixed household gas tariffs (amidst steep increases in international
gas prices), the deficit is expected to remain elevated at 5 percent. The composition of public
expenditure remains suboptimal related to high levels of current expenditure: due to past increases in
minimum wages, public wages cost over 10 percent of GDP, while categorical social benefits introduced
during the COVID crisis have pushed social expenditures above 16 percent of GDP, increasing budget
rigidities. In late October, the Parliament approved the first reading of the draft 2022 Budget which
targets a deficit of 3.5 percent, with 70 percent financed through domestic debt issuance.

Table 1: Key Economic Indicators

2017 2018 2019 2020 2021p 2022p 2023p 2024p

Nominal GDP, UAH billion 2,981 3,560 3,977 4,192 5,067 5,599 6,086 6,621
GDP per capita, US$ 2,644 2,967 3,655 3,702 4,308 4,937 5,367 5,839
Unemployment Rate (ILO defn), percent 9.5 8.8 8.2 9.5 8.8 8.5 8.2 8.2
Real GDP, percent change 2.4 3.5 3.2 -4.0 34 3.2 3.5 3.8
Consumption, percent change 8.4 7.1 53 0.5 4.2 3.4 2.9 2.2
Investment, percent change 16.1 16.6 11.7 -24.4 9.7 8.1 7.7 9.6
Exports, percent change 3.9 -1.4 7.3 -5.6 3.4 2.0 4.4 5.0
Imports, percent change 12.9 2.8 5.7 -9.5 7.6 5.7 4.8 4.1

Monetary and External

GDP deflator, percent change 22.1 15.4 8.2 9.8 17.5 7.3 5.2 5.0
CPI (eop), percent change 13.7 9.8 4.1 5.0 9.5 6.0 5.0 4.0
Current Account Balance, percent GDP -3.1 -5.1 -2.7 34 0.8 0.0 -0.6 -1.2
Exports of G&S, percent GDP 48.1 47.3 413 39.0 396 375 369 363
Imports of G&S, percent GDP 55.9 56.3 49.4 40.6 41.7 40.8 40.5 40.2
Foreign Direct Investment, percent GDP 33 3.6 3.4 -0.1 0.6 1.0 1.3 1.6
External Debt, percent GDP 103.0 91.6 79.1 80.8  69.1 63.2 57.4 521
Fiscal

Revenues, percent GDP 38.4 40.0 39.7 41.0 41.0 40.6 40.7 40.3
Expenditures, percent GDP 41.6 42.0 41.8 47.0 450 451 432 425
GG Fiscal Balance, percent GDP 2.2 -2.0 -2.1 6.0 -40 -35 -2.5 2.2
GG Fiscal Bal. incl energy sector, percent GDP 2.2 -2.0 -2.1 -6.0 -5.0 -4.5 -2.5 -2.2
PPG debt (eop), percent GDP 71.8 60.9 50.2 609 53.6 53.4 527 50.5

Source: Ministry of Finance, National Bank of Ukraine, State Statistical Service of Ukraine, and World Bank staff estimates (which
rely on average annual exchange rates to calculate key indicators).

11. Ukraine successfully retained access to market financing despite volatility in global financial
conditions; however, this is more costly than financing that was available through IFls. Fiscal financing
needs were estimated at a sizable 14 percent of GDP for 2021 on account of large debt amortizations
including Eurobond redemptions during the year. Although Ukraine has not received the full volume of
IFI financing originally anticipated for 2020 and 2021, it has benefited from the supplemental IMF SDR
allocation (USS2.7 billion). It covered large repayment needs by drawing on FX buffers and tapping
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(relatively costly) external commercial borrowing several times (including US$2 billion in Eurobond
issuances in 2021) despite a delay in completing the first review of the IMF program and a spike in
geopolitical risks in Spring 2021. Domestic borrowings have helped to cover the remainder while
approximately US$1.4 billion of the SDR allocation was also drawn on in September 2021 to cover a
Eurobond repayment.

Table 2: Key Fiscal Indicators, percent of GDP

2017 2018 2019 2020 2021p 2022p 2023p 2024p

Revenues 39.3 40.0 39.7 41.0 41.0 40.6 40.7 40.3
Tax revenues 34.2 34.6 34.4 35.3 35.7 35.6 35.7 35.8
Personal Income tax 6.2 6.5 7.0 7.2 7.4 7.3 7.4 7.4
Corporate profit tax 2.5 3.0 3.0 2.9 3.0 33 3.4 3.5
Payroll tax 6.2 6.9 7.1 7.3 7.6 7.7 7.7 7.8
Property tax 1.0 0.9 1.0 0.9 0.9 1.0 1.1 1.1
VAT 10.5 10.5 9.6 9.8 9.9 9.9 10.0 10.0
Excise tax 4.1 3.7 35 3.8 3.7 3.4 3.4 33
Taxes on international trade 0.8 0.8 1.0 0.7 0.8 0.8 0.7 0.7
Other taxes 2.9 2.4 2.3 2.6 2.4 22 2.0 2.0
Non-tax revenues 4.2 5.4 5.3 5.7 5.3 5.0 5.0 4.5
Expenditures 41.5 42.0 41.8 47.0 45.0 45.1 43.2 4.5
Current expenditures 38.1 37.8 37.7 42.9 41.0 41.1 38.2 37.0
Wages and compensation 10.6 11.0 11.0 11.0 10.5 11.0 10.8 10.5
Goods and services 6.7 6.7 7.1 9.4 8.2 7.0 6.2 6.0
Interest payments 3.7 33 3.2 3.0 3.5 3.8 3.6 33
Subsidies to corporations 1.5 1.5 1.2 33 2.3 3.0 1.5 1.5
Social benefits 15.5 15.2 15.3 16.2 16.5 16.3 16.1 15.7
Pensions 9.8 10.1 10.7 11.9 12.0 12.0 11.9 11.5
pnemployment, disability and accident 08 0.9 10 11 12 12 12 12
insurance
Social programs 4.9 4.2 3.6 3.2 33 3.1 3.0 3.0
Other expenditures 0.2 0.2 0.1 0.1 0.0 0.0 0.0 0.0
Capital expenditures 3.3 4.1 4.1 4.1 4.0 4.0 5.0 5.5
Primary Balance 1.6 1.3 1.1 -3.2 -0.5 -0.7 1.1 1.1
Gen. Govt Balance -2.2 -2.0 -2.1 -6.0 -4.0 -4.5 -2.5 -2.2
Gen. Govt Bal. incl. Naftogaz -2.3 -2.0 -2.1 -6.0 -4.0 -4.5 -2.5 -2.2
Bonds to cover arrears to private sector 0.0 0.0 0.0 0.0 1.0 0.0 0.0 0.0
Bank Recap & DGF 3.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
“Geeel:is Govnt Balance incl. arrears and recap. 52 2.0 21 6.0 5.0 45 25 22

Source: Ministry of Finance, National Bank of Ukraine, World Bank staff estimates.

12. Improvements in the terms of trade and a CA surplus have reduced external financing needs
(Table 4). Favorable terms of trade, coupled with import compression (related to the economic
contraction due to the pandemic), contributed to a CA surplus of 3.4 percent of GDP in 2020. The CA'°
remained positive in the first half of the year, due to strong services net exports, which helped offset
significant payments of reinvested incomes and dividends; meanwhile higher global commodity prices
contributed to 30 percent YoY growth in merchandise exports in H1 2021 that helped to offset the 27-
percent recovery in imports. Remittances have also remained relatively resilient, reflected in a large
surplus on the secondary incomes balance that reached USS3.4 billion in the first 9 months of the year,
while FX reserves, already ample at nearly US$29.7 billion (about 3.9 months of imports), were further
supplemented by the USS2.7 billion IMF SDR allocation in August 2021.

10 On a 12-month rolling basis.
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13. Financial and banking sector stability has been maintained during the COVID-19 shock;
although NPLs are still high, they have begun to decline. Due to strengthened supervision and
regulatory frameworks, all banks undergo related party diagnostics and are now continuously monitored
for related lending, as well as subjected to annual asset quality reviews, with large banks subject to
annual stress tests. Regulatory capital adequacy ratios remained high during the COVID shock and
amounted to 22 percent in July 2021 (prudential minimum: 10 percent) with liquid asset ratios at 70
percent. A high share of legacy non-performing loans (NPLs) mostly held by state-owned banks (SOBs)
impedes efficient financial intermediation to the private sector. However, after years of slow progress,
recent regulatory reforms on NPL write-offs and the possibility to restructure debts with partial write-
offs by SOBs (supported by DPL-1) has enabled a reduction in NPL ratios to 36.3 percent at end-July 2021
(from 48 percent a year earlier and relative to a peak of 58 percent in 2017). However, the government’s
tapping of liquidity in the domestic banking sector to meet its financing needs in recent years constrains
credit flow to the private sector with a potential crowding out effect. Currently holdings of government
securities represent close to 42 percent of net assets of SOBs in H1 2021, albeit slightly down from 48
percent at end-2020.

Table 3: Estimated Fiscal Financing Needs and Funding Sources in 2021-2022

2021 2022
USDbn % GDP USDbn % GDP
Fiscal financing needs
Fiscal deficit (incl. arrears) 9.1 5.0 9.3 4.5
Debt repayments 16.2 8.9 15.2 7.3
UAH repayments 7.8 4.3 9.4 4.5
FX domestic repayments 4.6 2.6 3.1 1.5
FX external repayments 3.8 2.1 2.7 1.3
IMF from the budget 0.4 0.2 0.5 0.2
EU bilateral 0.2 0.1 0.2 0.1
Eurobonds 2.7 1.5 1.9 0.9
Other 0.6 0.3 0.1 0.0
Total financing needs 25.3 14.0 24.5 11.8
Sources of funding
External funding 7.3 4.0 7.2 3.5
IMF to the budget 2.7 1.5 1.5 0.7
EU MFA 0.7 0.4 0.7 0.3
WB 0.7 0.4 0.5 0.2
Eurobonds and other commercial loans 3.1 1.7 4.5 2.2
Domestic funding 18.2 10.0 17.5 8.4
Bond financing (incl. PF borrowings) 16.1 8.9 17.2 8.3
Use of carryover funds 2.1 1.2 0.3 0.1
Total funding 25.4 14.0 24.7 11.9
MoF balance at the year end 0.2 0.1 0.2 0.1

Source: Ministry of Finance, National Bank of Ukraine, World Bank staff estimates. IMF disbursements in 2021 include drawdowns
from SDRs allocated in August 2021, with approximately US$1.4bn of the SDR allocation utilized in September 2021.

14. Ukraine has made progress on several important reform areas during 2021. Amendments to
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the banking law were passed that improve corporate governance in banks, strengthen capital structure
and introduce capital buffers of banks bringing it in compliance with EU directives, introduce new models
of consolidated banking supervision, enhance internal control and risk management systems, and
strengthen licensing and de-licensing framework for banks and provide additional legal protections
against reversal of regulator’s decision to resolve banks. In line with reforms supported in DPL-1,
authorities continued to strengthen supervision and regulations for the non-bank financial institutions
(NBFI) and cleaning up the NBFI sector. Significant progress was made on several other important
legislative initiatives, including one strengthening independence and governance at the NBU, which
passed in October. A bill on restructuring of the Deposit Guarantee Fund debt to the Ministry of Finance
and bringing Oshchadbank, one of the four systemically important SOBs, into deposit insurance scheme
is awaiting a final vote in Parliament. Judicial reform, which was long overdue and critical for anchoring
confidence in rule of law, was finally begun, with the adoption of two laws reforming judicial
management bodies, laying the ground for comprehensive judicial reforms. Legislation adopted in
October significantly strengthens the governance and independence of NABU; the law brings the
regulations governing the NABU into line with the Ukrainian Constitution, defines NABU’s status as an
executive body and empowers the Cabinet of Ministers to appoint the NABU director while establishing
strong guarantees of institutional independence.

15. Even so, progress in other areas has been uneven. Recent changes in the management of
Naftogaz are indicative of pending challenges to corporate governance reforms at SOEs. The unbundling
of Naftogaz and the gas Transmission System Operator (TSO) in January 2020 was a major reform
achievement supported by DPL-1. However, following the severe global energy shock, in which European
gas prices rose four-fold between May and October 2021, the government has sought to protect
households. In order to finance the burden on Naftogaz, it opted in early October to transfer a portion
of transit revenues from the TSO. Although sub-optimal, mitigating factors include the fact that the
measures are: (i) temporary in nature; (ii) respond to an acute shock that households would have found
difficult to bear, and which the Housing and Utility Subsidy (the main transfer program that helps
mitigate energy affordability for poor households) would require adjustments in design and eligibility
criteria to offset the impact on vulnerable households; (iii) being supported by additional technical
assistance by international partners (including the World Bank) to address structural challenges in the
energy sector related to financing of public service obligations, greater competition in the energy sector
and hedging instruments.

2.2. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

16. Ukraine’s economic recovery in 2021 is expected to be mild, given the slow pace of vaccine
rollout, and weak growth in the first half of the year. The GDP growth projection of 3.4 percent for
2021 is underpinned by positive base effects in agriculture and relative to last year’s economic
contraction. Agricultural output was a key drag during 2020, mainly due to poor weather conditions; a
record harvest is anticipated in 2021/22,* which should support farm exports and partially offset the
drag from a third surge in COVID infections in September that weighs on consumer spending. The DPL-
1 framework had anticipated a relatively modest contraction in investment, and for economic growth in

11 per Ministry of Agriculture estimates, Ukraine is expected to harvest a record 80.3 million tons of grain this year, up from 65
million tons in 2020.
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2022-23 to be underpinned by subsequent recovery in investment and net exports. The revised
framework takes into account the 24 percent decline in investment in 2020 (versus the 5.7 percent drop
initially projected), that drags on the economy’s supply capacity.

17. A slow recovery is anticipated over the medium term; this is conditioned on sustaining
structural reforms that bolster investment, increased COVID-19 vaccine rollout and support capital
deepening. In addition to the reforms supported in this operation (land and credit markets,
anticorruption, transport, de-monopolization and concession projects), the baseline assumes sustained
reforms to roll back the footprint of the state in the economy (through privatization of SOEs and return
of SOBs into private ownership) that enable a greater role for market forces in the economy; completion
of financial and banking sector reforms that increase the flow of financing to firms; and improvements
to corporate governance and judicial reforms that increase trust in rule of law and a level playing field,
and thus help to improve investor confidence and support a gradual increase in FDI. Growth is expected
to remain close to potential, at about 3.2 percent in 2022 (in part as tailwinds from improvements in
Ukraine’s terms of trade begin to fade, as harvests normalize and as monetary policy remains tight)
before gradually rising to 3.8 percent in 2024 as reforms bear results, declining NPL ratios support a
recovery in bank lending to firms, prudent macro-financial policies are adhered to, and the vaccine
rollout accelerates. With the output gap nearly closed, and core inflation and inflation expectations
elevated, monetary policy is expected to tighten further. This, coupled with a fading of base effects and
supply shocks, is expected to help inflation gradually moderate towards the target rate in the second
half of 2022.

18. While external liquidity buffers remain sufficient, a significant share of fiscal financing needs
will be met through external sources. Fiscal financing needs are estimated at 14 percent of GDP in 2021
and 11.8 percent in 2022 (Table 3). The general government deficit is expected to remain elevated, in
part because of quasi-deficits in the energy sector, while debt amortization is significant at about US$15-
16 billion in 2021 and 2022, in part due to large external debt redemptions on Eurobonds and
repayments to the IMF. A significant portion of financing needs is expected to be met through
international financing, which for 2021 includes disbursements from multilateral organizations (EUR 600
million from EU already received in October, USS700 million anticipated from the IMF SBA program and
World Bank DPL operations each). As was the case in 2020, just over two-thirds is expected to be covered
by domestic borrowings. Banking sector liquidity, including local bank deposits held at the central bank,
is sufficient but carries risks of potentially crowding out private investment if tapped excessively by the
government to meet its fiscal financing needs. Thus far, USS1.4 billion of Ukraine's IMF SDR allocation
of USS$2.7 billion has been drawn on, with the remaining US$1.3 billion providing some buffer in case of
higher budget needs or external financing shortfalls. External FX reserve buffers remain sufficient; in
addition, the CA is expected to remain close to balance in 2022 before shifting into a small deficit in the
medium term that should be sufficiently covered by a gradual improvement in FDI and portfolio inflows.
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Table 4: Balance of Payments Financing Requirements and Sources (US$ billion)

2019 2020 2021p 2022p 2023p 2024p

Financing requirements (US$ Bn) 32.8 22.8 28.1 28.7 28.2 36.0
Current account deficit 4.1 -5.3 -1.4 -0.1 1.4 2.9
Public redemptions (incl. IMF) 5.7 6.0 5.0 4.6 4.7 5.4
Govt redemptions 4.1 4.9 3.7 2.5 2.5 4.8
IMF repayment 1.6 1.1 1.3 2.1 2.2 0.6
LT private debt amortization (incl. portfolio) 5.4 8.5 9.2 6.8 7.4 11.3
ST private debt and trade credit 17.6 13.6 15.4 17.4 14.7 16.4
Financing Sources (US$ Bn) 32.8 22.8 28.1 28.7 28.2 36.0
FDI and portfolio investment 10.3 -0.9 1.0 2.0 3.0 5.0
Public borrowing (incl. IMF) 8.9 9.9 7.1 7.2 6.0 7.0
g)cr)i\;tg[lzzz;)wmgs (incl. domestic bonds held by 2.9 73 44 57 45 55
IMF disbursement 0.0 2.1 2.7 1.5 1.5 1.5
LT private debt disbursement (incl. portfolio) 4.5 2.3 4.5 5.8 4.8 4.8
ST private debt disbursements 13.6 15.4 17.4 14.7 16.4 20.7
Drawdown in reserves -4.5 -3.8 -1.9 -1.0 -2.0 -1.5

Source: Ukrainian authorities and World Bank estimates. Notes: Projections for 2021-2024 are based on the reform scenario
(discussed in this section). IMF disbursements in 2021 include drawdowns from SDRs allocated in August 2021.

19. The Debt Sustainability Analysis (DSA) shows that public and external debt, although
sustainable, are highly vulnerable to shocks, with risks exacerbated by a growing reliance on non-
concessional financing. Public and publicly guaranteed debt increased to 60.9 percent of GDP in 2020
due to negative economic growth and Hryvnia depreciation. However, in 2021, public and publicly
guaranteed debt is expected to go down to about 54 percent mainly due to strong growth in nominal
GDP and 3 percent appreciation of the Hryvnia against the US dollar. Repayments on public external
debt also resulted in the gross external debt ratio declining from 80.82 as of December 31, 2020 to 75.2
percent of GDP as of end of 2Q21. However, Ukraine remains vulnerable to external shocks as almost 64
percent of public and publicly guaranteed debt remains denominated in foreign currency, increasing
vulnerability to currency depreciation in the context of a heavy external public debt service burden.
Sovereign FX denominated debt amortizations (domestic and external) are relatively high, averaging USS
6.0 billion in 2021-23, albeit down from USS 7.0 billion in 2020. The composition of the public debt by
maturity is also shifting over time, reflecting in a growing share of short-term debt issued by the
government on the domestic market and purchased by domestic banks at usually higher costs compared
to the long-term external debt.® The baseline DSA projections under the reform scenario are consistent
with the overall macroeconomic framework, including: a gradual pick-up in growth; adherence to
medium term fiscal deficit targets in 2023 and 2024; a stable exchange rate; and continued official
financing inflows, along with a gradual recovery of FDI and portfolio investment.

12 Estimated using average annual exchange rates.

13The share of short-term debt has increased from 0.7 percent in 2015 to 3.6 percent in 2020 and is expected to reach 4.3 percent
by end of 2021 and remain around 5 percent over the next five years. However, there is also uncertainty over the capacity for
the domestic banking sector to absorb higher government debt issuance over an extended period, despite its current ample

liquidity.
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e Public Sector DSA: In the baseline scenario which assumes sustained progress on reforms, including
those supported by this series of operation (financial, land, de-monopolization, concessions and
anticorruption reforms) that ease impediments to investment and support a gradual recovery in
growth, public and publicly guaranteed (PPG) debt is projected to average at around 51.5 percent
of GDP in 2021-2024 supported by GDP growth of 3-4 percent and a small primary surplus of the
general government balance in 2023-24. Risks to the base case are substantial. Exchange rate risks
are particularly critical given the large share of FX denominated debt (about 64 percent of total PPG
debt). A real exchange rate shock could push the PPG debt level to over 70 percent of GDP in 2022-
2023 (Figure 1), while a combined macro-fiscal shock would increase PPG debt to about 110 percent
of GDP. Macroeconomic stability is thus critical to maintaining public debt sustainability.

e  External DSA: In the baseline scenario with reforms, total external debt is projected to decline from
80.8 percent at the end of 2020 to about 60 percent in the medium term as reforms are
implemented and FDI inflows 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 2022 would drive debt to about 104 percent of GDP. Lower
GDP growth (by half a historical standard deviation or 2.5 percentage points due e.g. due to a sharp
surge in COVID cases that warrants severe curbs on economic activity), and a non-interest current
account shock (one percentage point above the baseline) would keep the external debt to GDP ratio
above 60 percent in 2022-2023 (Figure 2).

Figure 1: Public and Publicly Guaranteed Debt Figure 2: External Debt
(percent of GDP) (percent of GDP)
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Source: World Bank staff estimates.
Note: Projections for 2021-2025 are based on the reform scenario.

20. Still, macroeconomic risks remain substantial; unfinished reforms amid significant political
and governance risks could also weigh on the economic recovery and investor confidence. Ukraine is
vulnerable to adverse shifts in global risk sentiment and economic conditions (e.g. due to monetary
tightening in advanced economies, or a downshift in global commodity prices) given large financing
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needs (including from external sources) and high costs of commercial borrowing.'* Domestic risks
include susceptibility to repeated COVID-19 infection surges which delay the recovery as well as fiscal
risks from quasi-fiscal deficits in the energy sector, off-budget road sector spending, and from GDP-
linked warrants issued without caps during the 2015 debt restructurings. Political and governance risks
remain substantial due to still high influence of vested interests, unfinished reforms of anticorruption
and judicial institutions, state-owned enterprises (SOEs) and banks (SOBs). The recent change of
Naftogaz’s management and possible further changes in supervisory boards of the other SOEs and SOBs,
may create uncertainty among investors and developing partners. On the other hand, Ukraine has made
progress in the establishment of the Ethics Council of the High Council of Justice, a critical reform.
Macro-fiscal and external risks are partially mitigated by continued dialog and engagement to advance
structural reforms to strengthen efficiency of public service delivery. Prudent fiscal policy is critical for
reducing demand side pressures from building in a supply-constrained economy, and for safeguarding
fiscal sustainability. Ukraine's parliament recently adopted the medium-term budget declaration for
2022-24, capping the 2022 budget deficit at 3.5 percent of GDP (declining to 2.7 percent in 2024) and
was reflected in the 2022 draft budget approved in its first reading by Parliament in October. Deficit
targets for 2022 are likely to be exceeded owing to temporary caps on household gas tariffs'> amidst an
unprecedented global energy price shock. Over the medium term, further pension reforms, improved
targeting of social assistance (including housing utility subsidies), prudent wage policies, and close
monitoring and management of fiscal risks, as well as revenue measures?® are required to support a
credible fiscal consolidation, rebuild buffers and reduce fiscal risks. Further progress on corporate
governance of SOEs and SOBs, judicial and banking reforms, alongside cooperation with IFls, will help to
anchor confidence in global markets, support reform momentum and raise external financing on
affordable terms.

21. Despite risks, Ukraine’s macroeconomic policy framework remains adequate for policy lending
and the program remains on track. The key pillars underpinning the adequacy of the macroeconomic
framework include a commitment to implementing reforms supported by this proposed operation (land
and credit markets, concessions and de-monopolization), continued adherence to prudent monetary
policies and inflation targeting regime, as well as sustained progress on other critical reforms needed to
support a recovery in investment (including judicial and corporate governance reforms, privatization,
energy and banking). The resilience of the economy and banking sector to the COVID-19 outbreak is
anchored by improvements in the macro-policy framework and banking reforms in recent years; Ukraine
should continue to benefit from recent reforms to further strengthen the credibility and independence
of monetary policy and the central bank, as well as ongoing banking sector reforms. Large external
imbalances have been a major factor driving past crises; the CA remains close to balance, supported by
strong growth in exports (especially in the second half of the year) and remittances. Large external
liquidity buffers have been further augmented by the sizable IMF SDR allocations, and ongoing dialogue
between the IMF and Ukraine and the staff-level agreement in October 2021 on an updated set of
economic, financial, and structural policies to help address the economic and health crisis caused by
COVID-19, while maintaining macroeconomic and financial stability, reducing vulnerabilities, and

14 Spreads of 470 basis points on Ukraine’s international issuances are among the highest in the ECA region, while yields average
11 percent on short term domestic debt.

15 Tariffs were fixed for the duration of the heating season (ending April 2022).

16 Law 5600 currently tabled in Parliament is expected to raise 0.5 percent of GDP in revenue administration and tax policy
measures, if passed.
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tackling key obstacles to private investment, should help anchor macroeconomic policies. Political and
governance risks to reforms, although substantial, are mitigated by continued policy dialogue and
sustained engagement with external partners and IFls, and advocacy among Ukrainian civil society for
the most critical reforms. The World Bank and IMF work closely to monitor macroeconomic
developments and to support the design and implementation of key reforms.

2.3. IMF RELATIONS

22. This proposed DPL is 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 an 18-month Stand-by Arrangement (SBA) for Ukraine in June
2020, with access equivalent to SDR 3.6 billion (about USS5 billion or 178.9 percent of quota), set to
expire in December 2021. The new program aimed to help Ukraine to cope with COVID-19 pandemic
challenges by providing support to cover balance of payments and budget needs, while safeguarding
achievements to date and advancing key structural reforms, to support Ukraine’s return to growth when
the crisis ends. The first US$2.1 billion tranche was disbursed in June 2020; following considerable
delays, a staff-level agreement with Ukraine on the first review of the SBA was reached in October 2021.
Completion of the first review would enable disbursement of USS 700 million; the authorities also
requested an extension of the program to end-June 22. The program remains focused on: (i) returning
fiscal policies to settings consistent with medium-term debt sustainability while protecting the socially
vulnerable, strengthening revenue administration, and reducing fiscal risks from quasi-fiscal operations,
including in the energy sector; (ii) safeguarding central bank independence and focusing monetary policy
on returning inflation to its target; (iii) ensuring banks’ financial health, including through good
governance, with the goal of reviving sound bank lending to the private sector; (iv) tackling corruption
and pushing forward with the implementation of judicial reform; and (v) reducing the role of the state
and vested interests in the economy to improve the business environment, strengthen corporate
governance, attract investment and raise the economy’s potential. The IMF and World Bank have
continued to coordinate in key areas, including financial sector, pensions, energy and anticorruption and
judicial reforms.

3. GOVERNMENT PROGRAM

23. After taking office in August 2019, the Government highlighted higher economic growth and
poverty reduction as key priorities of its program. The Government’s Action Program for 2019-2024 set
ambitious and aspirational goals, including: 5-7 percent annual GDP growth over the next five years;
attracting USS50 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. Key priorities included: adopting safeguards to ensure transparent and effective functioning
of agricultural land market, de-monopolization and further progress in strengthening rule of law and
anticorruption institutions. It also targets further progress in the effectiveness and sustainability of social
services, 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.
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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. The Government also updated its Reform Program, reiterating its efforts to
strengthen incentives for private sector development in Ukraine including through increased exports to
the EU, and increased financial resources for the farm sector, including family farms.

25. In July 2021 the Government updated its Nationally Determined Contributions (NDCs), aiming
to reduce its Greenhouse Gas emissions by 65 percent by 2030 from 1990 levels (versus a previous
commitment to reduce by 40 percent). Ukraine is also one of the few countries in the world to have
submitted a Low Emissions Development Strategy (LEDS) in 2018, laying out the path for sustainable
development up till 2050. The Presidential Decree of March 23, 2021 is further indicative of the
increasing importance of climate change and decarbonization in the Government’s agenda. Among
decarbonization pathways indicated in the Updated NDCs, transport is a major sector. More broadly,
meeting NDC targets and emissions reduction in Ukraine will require the implementation of structural
sectoral reforms, as well as mobilization of significant volumes of investment to enable the transition to
a low-emissions economy, while supporting sustainable economic growth. Per the Government, the
necessary investments are conditional upon USS$115 billion of finance, including from private
investment. In this context, the proposed operation helps to ease major impediments to private
investment in the river transport, which in turn will enable a shift to low-emission mode of transport;
transparent land markets, strengthened state land management and increased access to finance for
farmers can, meanwhile, support more sustainable management of agricultural land, including
investments in sustainable practices such as irrigation, and crop rotation.

4. PROPOSED OPERATION

4.1. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION

26. This is the second in a series of two DPL operations: its design supports the advancement of
critical, pending legislative reforms relating to the transparent and inclusive functioning of land
markets (including land financing). The use of a programmatic series enabled sustained support for
legislation critical for ensuring that land markets functioned efficiently and transparently when they
eventually opened, and for ensuring access to credit for small farmers. The first DPL (DPL-1), for USS
350 million, was approved by the World Bank’s Board of Executive Directors in June 2020 in recognition
of the passage of two key historic reforms — namely the lifting of the moratorium on land sales, which
paved the way for the eventual opening of land markets in mid-2021 — and the unbundling of Naftogaz,
as well as further progress on banking and anticorruption reforms. However, it was declared effective
only in June 2021. The delay was necessary to allow authorities to adequately address a Constitutional
Court decision that affected the fulfillment of the key anticorruption prior action in DPL-1. In turn, the

17 https://zakon.rada.gov.ua/laws/show/n0018525-21/print
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delay has provided the opportunity to strengthen and to deepen the design of DPL-2 to include an
additional action that is consistent with the first objective of the series to foster de-monopolization and
to weaken powerful vested interests — a root cause of Ukraine’s inability to achieve and sustain inclusive
economic growth. 8

27. The operation supports key structural reform priorities of the government for building a
strong, inclusive recovery. Although the economic crisis has been less severe than anticipated, as with
previous downturns, the recovery remains slow and uneven, in part due to weak structural foundations
for growth, particularly investment and productivity. To overcome these impediments, Ukraine needs
to continue to address pervasive and widespread challenges related to systemic corruption, weak
institutions and rule of law that weigh on investor confidence and impede growth and investment. An
anticompetitive environment and regulatory weaknesses distort key markets, help entrench incumbents
(by preventing entry and contestability), impede investment and weigh on economy-wide productivity
and competitiveness. The historic opening of the land market on July 1, 2021 gives small and medium-
sized farmers in Ukraine a new type of asset - land. Yet, agriculture’s potential for driving growth and
jobs remains unfulfilled by structural bottlenecks, including well-functioning land markets, limited access
to credit by Ukraine’s four million small family farms, and major land governance challenges as well as
logistics and transport bottlenecks. At the same time, economic and social vulnerability has been
heightened by the COVID-19 shock: Ukraine is currently experiencing a third surge, the share of the
population that is fully vaccinated remains low, and the elderly remain particularly vulnerable both to
the health shock and to income volatility.

28. The proposed operation aims to ease impediments to investment and productivity and
mitigate the impact of the COVID-19 shock on vulnerable households. In this context, it is aligned with
the World Bank’s GRID framework, by mitigating the impact of COVID on the most vulnerable, while
promoting a more inclusive, resilient, and sustainable recovery. It: (i) fosters de-monopolization and
anticorruption institutions (Pillar 1), through inland waterways reforms, which support a shift to a more
environmentally friendly and sustainable modes of transport; (ii) strengthens land and credit markets
(Pillar 2) through the implementation of legislative safeguards enabling the transparent functioning of
land markets, strengthened land governance (both also addressing land-related corruption) and financial
inclusion of small farmers; and (iii) bolsters the social safety net (Pillar 3), through greater predictability
on pension benefits for the vulnerable elderly population, which will also help to cushion the impact of
the crisis on them The proposed operation complements the Ukraine Emergency COVID-19 Response
and Vaccination Project to support efforts to vaccinate priority groups, specifically healthcare workers
and the elderly, to strengthen COVID-19 testing and to improve infrastructure for vaccine storage and
logistics. It supports the Government’s priorities laid out in the 2019-24 Action Program, especially in
relation to de-monopolization, anticorruption and land reforms, as well as the Updated Program in 2020,
which identified increased financial resources for small farmers, trade integration with the EU, and
support for pensioners as key priorities. Actions on inland waterways are also consistent with sustainable
development pathways identified in the 2018 LEDS that prioritize a shift to low carbon emissions modes
of transport for cargo and people. Per EU estimates, negative externalities (climate emissions, air

18 See Implementation Status and Results Report - Economic Recovery Development Policy Loan - P172597 - Sequence No : 01
(English). Washington, D.C.: World Bank Group.
http://documents.worldbank.org/curated/en/131461636140749388/Disclosable-Version-of-the-ISR-Economic-Recovery-
Development-Policy-Loan-P172597-Sequence-No-01
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pollutants, noise and accidents) associated with river transport amount to EUR 0.27/ton-km versus EUR
0.8 and EUR 2.01 for rail and road transport respectively.'® The development of inland waterways also
opens significant job-creating economic opportunities including access to new markets, and to diversify
trade in goods and services (e.g. through the development of logistics zones along waterways),?° saving
costs as well as time while benefitting the environment.

29. Measures supported by this operation contribute to structural reforms in areas where the
World Bank has had a long-running engagement with the Government of Ukraine. In Pillar 1, actions
on regulatory reforms in inland waterways are directly linked to the World Bank Group’s technical
assistance in this area. This included the development of a Logistics Strategy and Action Plan for Ukraine
in 2018, technical assistance for strengthening the ports’ policy and regulatory frameworks, as well as
assistance in developing PPPs in the port and inland waterway sector.? In Pillar 2, actions on land
reforms stem from deep and extensive technical assistance, and close partnership with the Government
to unlock the full potential of Ukraine’s agricultural sector, including a DPL in 2018 and a Program-for-
Results on Accelerating Private Investment in Agriculture approved in 2019. They are also linked to major
financial and banking sector reforms supported by the World Bank in various TA and DPL operations over
the past seven years to strengthen financial intermediation and improve credit allocation to the most
productive parts of the economy. By preventing monopolization in land markets and addressing major
sources of weak governance in land management and land-related corruption, measures supported in
Pillar 2 also contribute to Pillar 1. Pillar 3 reforms to enhance social safety nets build on pension reforms
supported in the 2018 DPL operation.

30. Actions under all three pillars are expected to have neutral or positive poverty and social
impacts and, in Pillar 1, align with climate change commitments. While actions in Pillar 1 are not
expected to have short-term distributional effects, over the medium-term increased competition in the
inland waterway sector is expected to lead to increased investment and job creation due to improved
domestic and regional connectivity to markets. However, increased waterway freight traffic may have
an impact on aquatic fauna, flora and water quality overall. This is recognized in the inland waterway
law which stipulates mitigation in line with environmental regulations. Measures in Pillar 2 support
increased opportunities for Ukraine’s 4.6 million small farmers (60 percent of whom are women) to grow
their incomes and productivity, including through improved land tenure and higher land prices, ability
to use land assets as collateral and access to credit. At the same time, while the relevant land laws
prohibit the change of activities that result in land use change for environmentally sensitive lands, there
is a chance that the transfer of state land to communities may lead to the loss of environmentally
sensitive lands due to conversion to other uses. Measures in Pillar 3 improve the predictability of
pensions for a particularly vulnerable group: household survey data show that living in a household
headed by a pensioner is a strong correlate of poverty in Ukraine — such households account for 30

19 EU (2021). “EU assistance in the development of inland waterways.” Presentation on May 26, 2021, by EU-funded Dnipro
Transport Development project at roundtable conference “Ukraine on the Path to European Mobility: Synergy of Sustainable
Development of rail and waterborne Transport” organized by Ministry of Infrastructure.

20 per EU (2021), “EU assistance in the development of inland waterways” presentation on May 26, 2021, by EU-funded Dnipro
Transport Development project, a typical 40 Ha logistic zone in an inland port has the potential to develop 3,600 direct jobs and
7,200 additional indirect jobs, boosting the local economy as well as revenues.

21 | ower Dniepr River Waterway and Port PPP (P161153). The IFC conducted a Global Infrastructure Facility (GIF) funded
preliminary feasibility study for the Kherson port and Lower Dnipro waterway. See https://blogs.worldbank.org/ppps/ukraine-
how-international-partnerships-are-contributing-development-transportation-infrastructure
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percent of all households and 46 percent of all the poor. The proposed DPL aligns with the World Bank
Group’s and the Governments climate change commitments, insofar that actions under Pillars 1 (and
indirectly in Pillar 2) support an environmentally sustainable recovery from the COVID-19 shock by
encouraging a revitalization of low-emissions mode of transport, especially for bulk cargo, and by
enabling farmers to undertake the necessary investments including in sustainable farming practices.

31. Lessons learned in the implementation of previous development policy operations have been
reflected in the design of this operation. The experience of two earlier programmatic DPL operations
in FY14 and FY16, and the standalone DPL operation in 2018 suggest that meaningful progress on
structural reforms in a politically complex environment, with major governance challenges and pushback
from vested interests, and very often a narrow window of opportunity requires: (i) sustained
engagement and investment in dialogue with the Government, but also a multi-pronged approach to
disempowering vested interests; (ii) advocacy, support and collaboration with development partners, a
critical factor in forward movement; and (iii) technical knowledge and analytical assistance, given deep-
rooted structural challenges and multi-year nature of reforms, and innovation to improve the palatability
of reforms without compromising on outcomes. These lessons are reflected in the proposed operation,
which is based on strong policy dialogue, engagement and sustained technical assistance, is closely
coordinated with international partners, including the EU, USAID, JICA and IMF and curbs the power of
vested interests and risks of corruption in key sectors of the economy (waterways and land). The
proposed operation has been developed in close collaboration with the Government, reflecting a key
lesson learned from other DPLs on the importance of country ownership and commitment to achieve
the program’s objectives.

4.2. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS

32. Adjustments to the scope and timing of the Government’s reform agenda and concerns
regarding implementation led to the modification of some indicative Triggers foreseen in DPL-1,
without a material impact on the strength of the program. Overall policy reforms under the DPL-2
remained largely on track in relation to land safeguard legislation, for which indicative Triggers were
transformed into Prior Actions, with only minor modifications with no material impact on the substance.
In addition, the Program was strengthened by including a new policy action on inland waterways under
Pillar 1,22 which builds on actions in DPL-1 to increase private investment in critical infrastructure in the
country. Concession reforms supported under DPL-1 enabled the signing of the first-ever public private
partnerships (PPPs) in Ukraine for two major ports. The terms of the PPP agreements require a shift in
in port cargo-transshipment towards water and rail-based modes. Supporting this shift, the policy action
in DPL-2 on inland waterways deregulates the river transport sector and increases competition. The
reform is also aligned with a “greener” recovery over the medium term. The modifications to the
program are summarized in Table 4.

22 This had Initially been a prior action at the time of preparation of DPL-1, but was excluded at appraisal owing to a heavy
legislative agenda regarding banking, anticorruption and land reforms that was delaying timely passage of inland waterway
reforms.
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Table 5 Indicative Triggers from DPL-1 and Prior Actions for DPL-2

Indicative Trigger

Prior Actions for DPL-2

Comments

Pillar 1: Foster De-monopolization and Anticorruption Institutions

Prior Action 1. The Borrower has enacted Law
No. 1054-IX dated December 3, 2020 “On Inland
Water Transport,” and duly published in the
Borrower’s Official Gazette on January 9, 2021,
establishing an open regulatory framework and
enabling non-discriminatory access of operators
to inland waterways.

New Prior Action, building on
concession reforms in DPL-1
that increased private
financing in port
infrastructure.

Pillar 2: Strengthen Land and Credit M

arkets

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

Prior Action 2: The Borrower has enacted Law
#1423-IX dated April 28, 2021 “On amendments
to some legislative acts of Ukraine to improve
the system of management and deregulation in
the field of land relations,” and duly published in
the Borrowers’ Official Gazette on May 26,
2021, streamlining land transfer procedures and
decentralizing land management, which
streamlines procedures to create, transfer, and
use land parcels; and transfer the ownership and
administration of state land from the
Geocadaster to local authorities.

Reworded with no material
change to the substance of
the prior action.

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

Prior Action 3: The Borrower has enacted Law
#1444-IX dated May 18, 2021 “On modification
of some legislative acts of Ukraine concerning
sale of the land plots and acquisition of the right
of their use through electronic auctions” and
duly published in the Borrowers’ Official Gazette
on June 25, 2021, regulating local state land use,
including mandating electronic auctions for
state land sales.

Reworded with minor
modifications, with no
material change to the
substance of the prior action.

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.

Prior Action 4: The Borrower has enacted Law
#1865-IX dated November 4, 2021 “On the Fund
for the Partial Guarantee of Loans in
Agriculture” and duly published in the
Borrowers’ Official Gazette on November 23,
2021, creating affordable and effective financing
instruments for small farmers through the
establishment of a partial credit guarantee
facility.

Reworded with no material
change to the substance of
the prior action.

Pillar 3: Bolster the Social Safety Net

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

Prior Action 5: The Borrower, through its Cabinet
of Ministers, has approved the Budget
Declaration for 2022-2024 and submitted it to
the Verkhovna Rada of Ukraine through
Resolution No. 548 dated May 31, 2021 “On the
Budget Declaration for 2022-2024" requiring
indexation of pensions for all categories of

Reworded with no material
change to the substance of
the prior action.
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retirees not later than March 1st of each year
from 2022 to 2024.

Pillar 1: Foster De-monopolization and Anticorruption Institutions

33. The reforms under the first pillar help to demonopolize key parts of the economy and
safeguard anticorruption efforts; by leveling the playing field and addressing concerns about weak
trust in rule of law, they help to attract private investment, including in important sectors of the
economy. Ukraine’s economy has long faced an anticompetitive environment arising from rent-seeking,
weak rule of law, and state capture by powerful vested interests. Reforms are supported in three key
areas as follows:

. High market concentration and low contestability are key challenges for Ukraine’s economy,
including in transport, logistics and infrastructure sectors and, in turn, negatively impact economy-
wide productivity and competitiveness and strengthen powerful vested interests. Concession
reforms in DPL-1 enabled the first-ever PPP contracts in the ports sector in 2020 and increased
private sector participation in infrastructure investment. Awarded for the modernization of two
major ports on Ukraine’s key river arteries, the PPP contracts also require a shift of port
transshipment volumes from road towards more cost-efficient and environmentally friendly river
transport. Inland waterway reforms supported in DPL-2 enable this shift, by increasing
competition among local and foreign vessels and facilitating private investment in the river
transport sector; they also help Ukraine converge with EU legislation and regulatory standards as
required under the Association Agreement.

° Actions in DPL-1 aimed to address gaps in the anticorruption architecture, including in relation to
the governance of the NACP (responsible for asset declarations). The NACP, along with several
other institutions, was established to counter high-level corruption and the influence of vested
interests and establish a level-playing field that would facilitate competition and economic growth.
Ever since their establishment, the NACP and other anticorruption institutions have been
subjected to efforts to undermine their functioning — a clear signal that these institutions present
a potent threat to the status quo. Given these efforts, DPL-1 had supported legislation (Law #140-
IX) to strengthen NACP governance, provided for true risk-based and non-discretionary electronic
verification processes of asset declarations, and liability for illicit enrichment and civil forfeiture
remedies. However, in October 2020, several parts of Law #140-1X, related to the legal foundation
for key pillars of the asset declaration and verification regime, were found unconstitutional by the
Constitutional Court (CC). Ukrainian authorities passed legislation in December 2020 (Law #1079-
IX) and Law 1576 in June 2021 to restore the verification process of asset declarations, key powers
of the NACP and other fundamental parts of the legal framework on asset declaration. While no
subsequent prior actions are included in DPL2, World Bank experts provided technical assistance
in drafting these legislative acts and continue to support strengthening the governance structures
to ensure that NACP is able to fulfill its long-term mandate. In addition, the ambition of the results
indicator has been increased to reflect progress made: it targets 1,500 full verifications of high-
risk declarations by 2022 versus 1,000 targeted for 2021 previously. Carrying out detailed
verifications of asset declarations based on a more risk-sensitive approach with reduced discretion
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should help increase accountability and bolster investor’s confidence in Ukraine’s nascent efforts
to establish a level playing field.

. Reforms in DPL-1 supported the unbundling of NAK Naftogaz and establishment of certified GTSO
on January 1, 2020. Following this, revenues for transit of Russian gas through Ukraine have been
collected by GTSO in accordance with the new Gas Transit Agreement with Gazprom signed on
December 30, 2019. Notwithstanding the repayment of transit revenues to Naftogaz in October
(to cover the costs of higher priced gas imports during an unprecedented global energy price
shock), the flow of transit revenues to GTSO was transparent in 2020 and 2021. While no
subsequent prior actions were considered in DPL-2, the World Bank remains closely engaged with
the government through advisory and technical assistance support to address pending challenges
in the gas sector.

Establishing an open regulatory framework for inland waterways

Prior Action 1: The Borrower has enacted Law #1054-I1X dated December 3, 2020 “On Inland Water
Transport,” and duly published in the Borrowers’ Official Gazette on January 9, 2021, establishing an
open regulatory framework and enabling non-discriminatory access of operators to inland waterways.

34. Rationale. Addressing the lack of an open regulatory framework is an important opportunity to
modernize and attract investment to Ukraine’s inland waterways, and for supporting the development
of modern, environmentally sustainable ports and river transport logistics to support further growth in
the agricultural sector, and to diversify and deepen trade links with trading partners in the region. It is
also in line with Ukraine’s commitments under the Accession Agreement with the EU. Reforms of ports
and inland waterway logistics have been supported by technical assistance and project finance from the
EBRD, EU and World Bank Group,? including with respect to concession reforms supported in DPL-1 that
led to the award of first-ever PPPs in Ukraine based on best international practice. These PPP contracts
were awarded for upgrading and modernizing Kherson and Olvia ports located on the Dnipro delta and
Dnipro-Bug river estuaries respectively. Currently cargo transportation to and from these (and other
major) ports is mainly fulfilled by road or by rail which is not optimal. In addition to facing congestion on
the roads, overloading further damages a road network which is generally not in good condition,
similarly railway cargo transport services face problems due to infrastructure quality and reliability.2*
The terms of the concession agreements for both ports stipulate that, in future, a significant volume of
cargo transshipment must be delivered by rail and water transport given their lower environmental
footprint and potentially large cost-savings.?®> Currently however, the quantity of commodities

23 The IFC conducted a Global Infrastructure Facility (GIF) funded preliminary feasibility study for the Kherson port and Lower
Dnipro waterway. (See https://blogs.worldbank.org/ppps/ukraine-how-international-partnerships-are-contributing-
development-transportation-infrastructure). In addition, the World Bank Group helped support the drafting of the inland
waterway legislation and, in collaboration with the US Corp of Army Engineers, provided technical assistance on the management
of the inland waterway system and multimodal bulk transport of grains and liquids in the lower Mississippi.

24 World Bank (2015). Shifting into Higher Gear: Recommendations for Improved Grain Logistics in Ukraine; World Bank (2020)
Modernizing Ukrainian Railways, Concept Project Information Document (P173448); K. Grushevska, T. Notteboom (2016) The
Development of River-based Intermodal Transport: The Case of Ukraine. Journal of International Logistics and Trade.

25The first two concessions in Kherson and Olvia ports have resulted in US $137 million of private investment commitments.
Under the terms of the PPPs, the private investors will upgrade the ports with new infrastructure and technologies, while also
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transported on inland waterways is considerably diminished relative to volumes transported at the time
of independence: some 66 million tons of goods were transported on riversin 1990; by 2013, the amount
dropped to a meagre 4 million tons, with this erosion in transport capacity undermining Ukraine’s most
competitive sectors. At present, only 3 percent of exported grain is transported on rivers. Various factors
are responsible for this drastic drop, but critical distortions in the regulatory framework and the
dominant position of a single company contribute significantly. Specific anticompetitive elements
include the requirement for foreign vessels to obtain a permit every time to enter a river port? so that
the total number of foreign flag voyages numbered only 391 in 2020. River transport is also negatively
impacted by the lack of investment in dredging and modernizing locks. The new law provides a policy
and regulatory framework for the financial sustainability of inland waterways. This together, with the
liberalization of this mode of transport, will enable investment supported by development partners.

35. More broadly, Ukraine’s poor transport and connectivity infrastructure, including for inland
waterways, holds back integration into global value chains and is a major bottleneck for getting cargo
(particularly grains) to export markets. In 2020, the quality of Ukraine’s trade and transport
infrastructure in the World Bank’s Logistics Performance Indicators was ranked 66 out of 160 countries
even though it is one of the most transport-intensive countries in the world due to low population
density, geography, and the structure of output (heavy metals, agriculture, basic industry).

36. Substance of the prior action. The Law on Inland Water Transport, which was passed by
Parliament in December 2020 defines the legal, economic and organizational basis for regulation of
inland water transport. The Law includes the implementation norms of five main EU directives and brings
Ukrainian legislation in line with EU requirements per Ukraine’s commitments in the transport chapter
of the EU Ukraine Association Agreement and is also in line with Ukraine’s long-term priorities for low
emissions development as indicated in the 2018 LEDS report. It addresses the anticompetitive elements
associated with inland waterways, ensuring market opening and non-discriminatory access of local and
foreign operators by removing unjustified regulatory and bureaucratic barriers. It also envisages the
creation of a state fund for the development of inland waterways for allocating money to the
maintenance of waterways and their infrastructure. Furthermore, it deregulates the sector by allowing
the movement of foreign ships in the Dnipro River from January 1, 2022 onwards, which is expected to
increase international trade, and introduces free passage through locks and a partial exemption of inland
waterway vessels from fees in seaports. The Law provides for the option to invest in the strategic
facilities of inland water transport infrastructure by means of public-private partnership mechanisms
such as concession, rent, joint venture and other types of investment agreements. Since the adoption of
the law last December, the Ministry of Infrastructure has introduced a pilot project earlier this year for
allowing access by foreign vessels under simplified procedures. In addition, the government has
developed with EU support a 2031 strategy and action plan for inland waterway transport which is

introducing climate-smart practices that use renewable energy and greater use of rail and water transport, replacing diesel trucks.
See: https.//www.ifc.org/wps/wcm/connect/news_ext_content/ifc_external_corporate_site/news+and+events/news/providing-
safe-harbors-for-ukraines-economic-growth and https://www.ebrd.com/news/2020/ebrd-supports-first-concession-project-in-
ukraine-.html

26 Vessels flying a flag of states which have not concluded an international agreement on navigation on inland waterways with
Ukraine have to obtain a one-time permit for calling at a Ukrainian river port. Delays in receiving these permits can lead to
significant damages and losses for shipowners and cargo owners. Moreover, foreign flagged ships are entitled to carry cabotage
voyage only subject to obtaining the special permit from the Ministry of Infrastructure, which creates bureaucratic obstacles and
corruption risks.
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currently going through the approval process. In addition, a number of government resolutions are
under preparation for regulating the technical oversight of vessels, competency and qualifications of
crew and river information management systems.

37. Expected result: Number of port concession projects signed with private investment mobilized
through project financing by lenders increases from 0 in 2019 to 2 in 2021. Number of voyages by ships
(including cargo) on Dnipro River increases by about 20 percent from 11,938 in 2019 to 14,300. Overall,
inland waterways reforms, coupled with concession reforms supported in DPL-1, are expected to
increase competition, and enable private sector investment in the river transport and port logistics
sector with potentially significant positive spillovers for the environment and economic efficiency.
Concessions reforms are expected to increase private sector participation in the port sector through the
completion of two port concession projects while inland waterways reforms will help to develop river
systems, including the Dnipro River (a major river system), into key arteries for transporting cargo
reliably and at low cost. Together, the two are critical inter-linked elements of developing a modern,
environmentally friendly port and river logistics infrastructure connecting Ukraine’s hinterland to river
and seaports and to trading partners. Negative externalities (emissions, air pollution, accidents and
noise) from river transport are one tenth of those from road transport and the law stipulates the need
to mitigate these externalities in line with environmental regulations. Costs of transport by waterways
are estimated at USS 0.011- 0.027/tkm, vs around USS$0.24/tkm for road and US$0.015-0.18/tkm for
rail.?” Overall, revitalizing inland waterways transport in Ukraine will require careful planning and
significant investment over several years. Adoption of the law is expected to increase the cargo flow up
to 35 million tons per year, preserves the roadway (through easing congestion) and saves UAH 1 billion
for the road repair in the coming four years, for each 1 million tons of cargo transported by river and
redirected from road. It will require continued support by international partners.?®

Pillar 2: Strengthen Land and Credit Markets

38. The reforms under the second pillar are fundamental for supporting a well-functioning
agricultural land market and increasing access to credit for farmers. Transparent, efficient, and
inclusive land markets, and access to affordable credit for small and medium sized farmers, are critical
pre-conditions for unlocking the true potential of the agricultural sector. They are necessary for enabling
productivity enhancing land-attached investments and sustainable farming practices, especially by the
4.6 million small household farmers who farm some 15.7 million hectares of land. Greater transparency
and strengthened land governance also help to reduce the risk of corruption and monopolization in the
newly opened land market. Over the medium to long term, reforms supported are expected to
contribute to a shift towards higher value-added products and job creation in rural areas, and overall
growth. DPO-2 does not include follow-up prior actions for financial sector reforms supported in DPL-1,
which supported by continued dialogue and technical assistance by the World Bank remain on track as
reflected in strong progress in the reduction of NPLs at SOBs (which amounted to UAH 288bn as of
September 2021), and strengthened supervision of NBFIs with the NBU (one of the two new regulators)

27 See Bazaluk, O. Havrysh, V., and Nitsenko, V (2021) Energy Efficiency of Inland Waterways Transport for Agriculture: The
Ukraine Case Study. Appl. Sciences.

28 Several partners are involved. The IFCs advisory work is supporting the development of additional concessions tender for the
Chornomorsk port. through the “Assistance for Dnipro Transport Development Project,” while the EU is providing support on the
development of aninland waterway transport development strategy and action plan and is undertaking a Strategic Environmental
Assessment.
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preparing and submitting to parliament new draft laws on regulating markets of nonbank financial
services.” In parallel, the National Securities and Stock Market Commission (NSSMC) has also

undertaken efforts in strengthening its legal and regulatory framework for capital markets and pension
funds.3°

Establish a transparent market for agricultural land with adequate safeguards

Prior Action 2: The Borrower has enacted Law #1423-IX dated April 28, 2021 “On amendments to some
legislative acts of Ukraine to improve the system of management and deregulation in the field of land
relations”, and duly published in the Borrowers’ Official Gazette on May 26, 2021, streamlining land
transfer procedures and decentralizing land

Prior Action 3: The Borrower has enacted Law #1444-1X dated May 18, 2021 “On modification of some
legislative acts of Ukraine concerning sale of the land plots and acquisition of the right of their use
through electronic auctions” and duly published in the Borrowers’ Official Gazette on June 25, 2021,
regulating local state land use, including mandating electronic auctions for state land sales.

39. Rationale. The current government has advanced transformative legislation to open Ukraine’s
massive agricultural land market: the land turnover law, adopted in April 2020, effectively lifted the 20-
year-old moratorium on agricultural land sales, a reform that was supported by DPL-1, a prior 2018
Development Policy Operation and intensive EU-funded EUR 3mn Bank Executed Trust Fund (BETF)
technical assistance3! (that has also subsequently supported operationalization). The land market
opened onJuly 1, 2021, and official statistics show (as of October 3, 2021) 28,961 land sales transactions
for a total of 58,582 ha, at a median price of USS 2,200 per ha. However, further complementary
legislation was necessary to safeguard the transparency and efficiency of the land market, to prevent
monopolization, and reduce systemic corruption in state land management and land governance.
Absent these safeguards, there is a risk of even worse outcomes than existed prior to the land reforms.
Two important safeguard legislations passed prior to the opening of the land market. These included: (i)
Law #554-IX (approved April 13, 2020) that provides free and open access to the cadaster data and
mandates interoperability between the cadaster and registry, which is important to reduce manipulation
of ownership records and opportunities for corruption; and (ii) Law #340-IX preventing multiple

23 Ukrainian regulatory framework for the nonbanking financial sector was outdated and operated by a compromised regulator,
requiring major overhaul following the approval of the “Split Law” (PA under the PBG). The laws prepared and submitted by the
NBU include the following: the Draft Law of Ukraine “On Financial services and financial companies” which has already been
approved in the first reading in April 2021 and awaits the second reading in the Rada; drafts of the new versions of Laws On Credit
Unions and On Insurance that are also pending the second reading by the Parliament; On Mandatory Third Party Liability
Insurance of Owners of Land Motor Vehicles a draft Law was registered at the Parliament and is processed by the Committee
while draft Law On Insurance Distribution is still in preparation.

30 Law on Investment Facilitations and Introduction of new Financial Instruments (with new versions of the Laws “On Commodity
Exchanges” and “On Capital Market and Organized Commodity Markets”) was approved and enacted in July 2020. A draft Law on
Amendments to the Law of Ukraine “On State Regulation of Capital Markets and Organized Commodity Markets and some other
legislative acts of Ukraine on regulation and supervision of capital markets and organized commodity markets” was approved by
the Finance Committee for the first reading by the Verkhovna Rada aimed at providing NSSMC with a clear mandate, powers, as
well as political and financial independence , supported by a strong legal and regulatory framework for supervised entities.
Moreover, draft laws on Compulsory Cumulative Pension System (Pillar 2) and Undertakings for the Collective Investment in
Transferable Securities (UCITS) are under preparation.

31 "Supporting Transparent Land Governance in Ukraine" Multi-Donor Trust Fund, No. TF072938.

Page 27



The World Bank
Second Economic Recovery Development Policy Loan (P177931)

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 (approved December 5, 2019).

40. Substance of the prior action. Two critical safeguard legislations were still pending during 2021,
that are supported in this proposed operation as prior actions. These included the Law #1423-IX, which
is an important supplementary law as it focuses on improving transparency and efficiency of land
markets by simplifying procedures and mandating movement towards distributed storage of cadastral
information and the ability to prevent tampering using blockchain technology?? enabling decentralized
land management through the transfer of ownership and administration of state land to local
governments and increasing transparency and simplifying procedures. After it failed to pass in the first
reading in Parliament in December 2020, the law passed on April 28, 2021, with considerable support
from the Presidential Administration in explaining its merits. Land Law #1444-IX, which passed May 18,
2021, regulates local state land use, and mandates electronic auctions for state land sales. According to
the amendments to the Land Code introduced by the Law #1444-1X, the organizers of the sale and lease
of land plots are obliged to conduct tenders in the electronic trading system, which eliminates the
possibility of any illegal contacts between its organizers and participants, allows the public to control the
course of electronic auctions online, and also increases the size guarantee fees for bidder; the Prozorro
platform3® was designated the administrator of the electronic trading system, as of September 28, 2021
by decree #1013. Building on the legal and regulatory reforms supported by the DPO, the BETF3*
provides analytical support and technical assistance to the Government with respect to: (i) design and
piloting of a public system for land governance monitoring that draws on administrative data regarding
transaction volumes, prices, land-related public revenue, land-related court cases, and individuals’
awareness of legal provisions; (ii) rigorous impact evaluation of efforts to improve land governance and
generating and promoting evidence-based research using monitoring data to feed into policy debates;
(iii) supporting design and piloting of the Agrarian Registry as a mechanism for transparent targeting and
disbursement of public support to the agricultural sector in a way that uses such support to minimize
transaction costs for bank and leverage private capital; (iv) and support to local Governments to collect
land-related taxes and fees and monitor compliance with land use restrictions. In several cases,
approaches to be piloted by the BETF are expected to be scaled up by the ‘Accelerating Private
Investment in Agriculture’ Program for Results.

41. Expected results: Area of agricultural land previously under moratorium sold/purchased by
eligible individuals increases from 0 hectares in 2019 to 150,000 hectares in 2022. 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.
Decentralization of state land and strengthened land governance will reduce risks of corruption, and
sustainable revenue mobilization at the local level, as well as in land management and support. While

32 Information in the State Land Cadaster is to be stored in a distributed ledger using blockchain technology with nodes maintained
by relevant state bodies or enterprises.

33 The launch of the e-procurement system Prozorro in 2016 is regarded as one of the major reform successes in Ukraine in recent
years, that has substantially increased transparency in bidding for government contracts and government revenues, reduced
corruption in public procurement and has been successfully used to kickstart small-scale privatization.

34 "Sypporting Transparent Land Governance in Ukraine" Multi-Donor Trust Fund, No. TF072938
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the laws do not allow for the change of land use for environmentally sensitive land, there is some
concern that relatively weak local government capacity for environmental and social risk oversight over
lands newly transferred to them may result in the redesignation of lands with nature preservation value.
However, as discussed in Section 5.2, these risks are mitigated by provisions in Law 1423 establishing
the possibility of prohibitions on land use while technical studies for protection of wetlands are
undertaken as well as technical assistance and support by the World Bank and EU to monitor forest loss
and expansion of agricultural cultivation into protected or otherwise unsuitable areas.

Strengthening access to finance for small farmers

Prior Action 4: The Borrower has enacted Law #1865-IX dated November 4, 2021 “On the Fund for the
Partial Guarantee of Loans in Agriculture” and duly published in the Borrowers’ Official Gazette on
November 23, 2021, creating affordable and effective financing instruments for small farmers through
the establishment of a partial credit guarantee facility.

42. Rationale. Access to financing for small credit-constrained farmers through sustainable and
effective financing instruments is fundamentally important to ensure their inclusion in land markets, and
to support them in undertaking productivity enhancing investments. Small farmers in Ukraine (i.e. those
cultivating less than 500 hectares) are significantly credit constrained because banks consider them high
risk. Limited access to finance, including bank loans, has long been a barrier for small and medium-sized
agricultural producers, who produce more than 50 percent of Ukraine's total agricultural output.
According to a World Bank study, most of them do not have access even to basic banking services.
Moreover, interest rates on loans for SMEs are on average 5 to 7 percent per annum higher than those
available for large enterprises. If loans are attracted, they are short-term to cover current expenses. Lack
of long-term loans, as well as adequate collateral and credit history, have long deprived small and
medium-sized agricultural businesses of the opportunity to invest in development. This represented a
market failure in that the market for lending in the agricultural sector, especially for loans where land is
used as collateral, is extremely under-developed.® The adoption of the Law on the Partial Credit
Guarantee Fund in Agriculture is the last cornerstone of the legislative foundation of land reform.

43. Substance of the prior action. The Law #1865-IX on the establishment of the Partial Credit
Guarantee (PCG) Fund in Agriculture (in the form of a non-bank financial institution with the
participation of the state, under the supervision of the National Bank of Ukraine) to support the land
purchase by small farmers regulates the legal framework for establishment of a Partial Credit Guarantee
Fund with a sound independent governance framework. While it would initially need to be capitalized
by the state, the plan is for it to 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 will
also facilitate contributions from international development partners to the capital of the facility. The
effective establishment of the new Partial Credit Guarantee Fund also requires a budget allocation
provision for its capital in the 2022 Budget Law, which will be voted in November-December 2021. After
enactment of the needed legislation, fully operationalizing the Fund is expected to take at least nine
months, including registering, capitalizing and licensing the Fund as well as passing internal bylaws,

35 For instance, 65 percent of agricultural sector loans in the US are secured by agricultural land, while in Ukraine this share is
virtually zero.

Page 29



The World Bank
Second Economic Recovery Development Policy Loan (P177931)

selecting Supervisory Board and top management, staffing it, and signing framework agreements with
participating financial institutions. In this period, the authorities have committed to provide a bridge
guarantee instrument to support small farmers until the third quarter of 2022 and for this the state
portfolio guarantee instrument for SMEs will be used. The relevant Cabinet of Ministers resolution was
already adopted in July 2021, however the list of participating financial institutions is yet pending
approval by the Cabinet of Ministers, to make the instrument operational.

44. Expected result: Loans are issued to small farmers and backed by Partial Credit Guarantee (PCG)
facility. 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 following the opening of the market, which is critical for preventing monopolization by vested
interests as seen in many other sectors of the economy.

Pillar 3: Bolster the Social Safety Net

45, Bolstering the social safety net, with a focus on the elderly population, is important to cushion
the impact of the COVID-19 crisis. Ukraine’s recovery from the pandemic remains uneven. The economy
slipped back into recession in H1 2021 even as inflation accelerated (reflecting in part the impact of both
local and global supply frictions). A third surge in COVID-infections in September meanwhile has led to
an extension of quarantine measures (which had been eased over the summer) until December. The
largest part of the social safety net in Ukraine is pensions, with public spending amounting to about 11
percent of GDP. Pensions are also a significant part of household incomes, particularly for those in the
bottom 40 percent of the population. In 2020, among the old age population, 9.1 million received old
age pensions, of which 1.5 million were over the age of 80. In this context, bolstering pension benefits,
especially for the elderly in the bottom part of the income distribution (for whom the average old age
pension benefit is 30 percent of the average reported wage), is an important instrument to cushion the
impact of the crisis on the elderly population, who have been affected by health-related impacts and
higher expenditures on key services including health, transportation, and other necessities.

Bolster pension benefits

Prior Action 5: The Borrower, through its Cabinet of Ministers, has approved the Budget Declaration for
2022-2024 and submitted it to the Verkhovna Rada of Ukraine through Resolution No. 548 dated May
31, 2021 “On the Budget Declaration for 2022-2024" requiring indexation of pensions for all categories
of retirees not later than March 1st of each year from 2022 to 2024.

46. Rationale. As part of the COVID-19 response the Bank provided support to strengthen Ukraine’s
social safety nets. Notably, the Bank deployed two Additional Financings (AF) to the Social Safety Nets
Modernization project: the first AF for US$150m in April 2020 (which included USS50 for temporary
social assistance support, followed by a second AF in late 2020 which scaled up that social assistance
support with additional cash transfers to the poor and vulnerable by a further US$300m). However, to
reduce the risk of poverty and to safeguard the income of pensioners in real terms the indexation of
pensions remains a key tool. Prior to the Pension Reform adopted in 2017, no clear rules of indexation
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existed for existing pensioners. Pension indexation was done in an ad-hoc basis and in a pro-cyclical
manner. During 2014-15 crisis, pensions were not indexed, eroding the real income of the old-age
population relying almost exclusively on pensions. As a result, the average pension in 2016 was 35
percent lower than the actual subsistence minimum and poverty rates among pensioners increased
steeply. Furthermore, to cushion the elderly from the impact of the COVID shock, another top-up was
introduced in 2020, a COVID-relief action supported in DPL-1. Again, supported by DPL-1, indexation
rules have been consistently applied between 2020 and 2021; however existing legislation allows
flexibility on the date of statutory pension indexation each year undermining the predictability of
pension benefits and contributing to risks of volatility in purchasing power. Pension top-ups have also
proliferated undermining predictability of pension benefits and of the associated fiscal costs, with those
in the 75-80 age-group also receiving top-ups, and proposals to extend one-off benefits permanently
and to expand them to people with disabilities. A September 2020 Cabinet of Ministers of Ukraine
resolution® provided for an increase in compensation payments for those aged 75 and over, and 80
years and older.

47. Substance. The Government has taken steps to enhance the predictability on the date of
pension indexation by embedding it in legislation. In particular, from 2022 it is envisaged to establish the
annual indexation of pensions no later than March 1. The Budget Declaration for 2022-2024, which was
adopted by Parliament in July 2021, encapsulates the provision under which the indexation of pensions
will be carried out for all categories of retirees without exception. In addition, Draft Law # 4668 was
adopted in the first reading on September 9, 2021, with a second reading due soon.

48. 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 and during periods of high inflation. With incomes of elderly women relying more
on pension benefits, greater predictability in the benefit addresses an important gender related
disparity. The inclusion of the pension indexation formula in the Budget Declaration serves to ensure
transparent fiscal policy and predictable financing in line with the medium-term budget deficit targets.
This, in turn, should also contribute to the sustainability of public finances. At the same time, it is clear
that over the medium term, social and fiscal sustainability of the existing pension system would require
more substantive reforms. Reforming the pension system will be a complex technical task, which would
require balancing interests of different generations. The World Bank, with its ongoing technical
assistance in this area, will continue to support authorities in developing reform options.

36 The Cabinet of Ministers of Ukraine adopted the resolution "Certain issues of increasing pension benefits for certain categories
of persons in 2021”.
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Table 6: DPL Prior Actions and Analytical Underpinnings

Prior Actions

Pillar 1: Foster De-monopolization and Anticorruption Institutions

Prior action #1: The Borrower has enacted Law # 1054-IX dated December
3, 2020 “On Inland Water Transport”, and duly published in the
Borrower’s Official Gazette on January 9, 2021, establishing an open
regulatory framework and enabling non-discriminatory access of
operators to inland waterways.

Pillar 2: Strengthen Land and Credit Markets

Prior action #2. The Borrower has enacted Law #1423-IX dated April 28,
2021 “On amendments to some legislative acts of Ukraine to improve the
system of management and deregulation in the field of land relations”,
and duly published in the Borrower’s Official Gazette on May 26, 2021,
streamlining land transfer procedures and decentralizing land
management, which simplifies procedures to create, transfer, and use
land parcels; and transfer the ownership and administration of state land
from the Geocadaster to local authorities.

Prior action #3: The Borrower has enacted Law # 1444-IX dated May 18,
2021 “On modification of some legislative acts of Ukraine concerning sale
of the land plots and acquisition of the right of their use through electronic
auctions”, and duly published in the Borrower’s Official Gazette on June
25, 2021, regulating local state land use, including mandating electronic
auctions for state land sales.

Prior action #4: The Borrower has enacted Law #1865-1X dated November
4, 2021 “On the Fund for the Partial Guarantee of Loans in Agriculture”
and duly published in the Borrowers’ Official Gazette on November 23,
2021, creating affordable and effective financing instruments for small
farmers through the establishment of a partial credit guarantee facility.

Pillar 3: Bolster the Social Safety Net

Prior action #5.

The Borrower, through its Cabinet of Ministers, has approved the Budget
Declaration for 2022-2024 and submitted it to the Verkhovna Rada of
Ukraine through Resolution No. 548 dated May 31, 2021 “On the Budget
Declaration for 2022-2024” requiring indexation of pensions for all
categories of retirees not later than March 1st of each year from 2022 to
2024.

Analytical Underpinnings

WB. Shifting into Higher Gear: Recommendations
for Improved Grain Logistics in Ukraine. (2015).
This identified river transport as key to a
sustainable grain logistics mix in the future,
comments on earlier versions of the law during
consultations.

WB, “Special Focus Note on Reforming land
markets for agricultural 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).

WB, “Special Focus Note on Reforming land
markets for agricultural 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).

WB Technical Assistance (2018-21). Financial
sector analytical and monitoring work under the
Financial Sector Recovery and Resilience Project.

WB Technical Assistance on pensions (2019-21).
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4.3. LINK TO CPF, OTHER BANK OPERATIONS AND THE WBG STRATEGY

49. 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 (SCD) on “Toward Sustainable Recovery and Shared Prosperity,”
the 2019 study on “Ukraine Growth: Faster, Lasting, Kinder,” and the 2021 SCD Update “Pathways to
Resilience, Sustainability and Inclusion”. Together, these three provide the analytical underpinnings for
many of the reform areas supported by the DPL series, and the SCD Update will also inform the priorities
of the CPF for FY22-25, that is currently under preparation. The reform areas supported by the DPL are
also closely aligned with World Bank investment projects and/or technical assistance in energy,
agriculture, transport, financial sector, and anticorruption. 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.

4.4. CONSULTATIONS AND COLLABORATION WITH DEVELOPMENT PARTNERS

50. 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; 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, and Presidential Administration have played an instrumental role in the
passage of key land safeguard legislation. On the anticorruption reforms, extensive discussions and
debate has taken place including the government, members of parliament, and civil society
representatives in the media. Across various reform areas, government representatives have appeared
on media programs to explain the rationale, design, and outcomes of the reforms.

51. 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/USAID, 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
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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

52. 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 of the proposed reforms are likely to
have positive social and distributional effects, even in the short term (e.g. Prior Action 5 on the
predictability of pension benefits), while none of the prior actions is expected to have substantial
adverse social impacts if appropriate safeguards are in place. However, as with any reform, there is a
potential for unintended consequences, and the risk of these materializing needs to be minimized. While
inland water transport prior actions may induce localized adverse impacts if not properly assessed and
managed, the risk of unintended consequences mainly relates to the land reform prior actions. For
instance, the requirement of electronic auctions for state land may exclude certain vulnerable groups of
people due to financial and digital constraints. In addition, institutional weaknesses and corruption at
both the central and local government level may affect implementation of prior actions and diminish
positive distributional effects. These may be exacerbated by future economic pressures associated with
COVID-19 and climate impacts on agricultural productivity. The expected effects of each of the prior
actions are discussed in detail below.

Pillar 1: Foster De-monopolization and Anticorruption Institutions

Prior Action 1: The Borrower has enacted Law # 1054-1X dated December 3, 2020 “On Inland Water
Transport”, and duly published in the Borrower’s Official Gazette on January 9, 2021, establishing an
open regulatory framework and enabling non-discriminatory access of operators to inland waterways.

53. While increased competition in inland water transportation can lead to short-term job
reallocation and job loss as the current sole operator loses market share, it is expected that the overall
effects on employment will be positive given the large demand for cargo transportation in Ukraine
and the fact that railways, the dominant mode of cargo transportation, struggle to meet the demand
for transportation during the peak agricultural season. In addition, if, as expected, the recent opening
of the agricultural land market increases agricultural production, demand for cargo transportation will
further increase with potentially important job creating effects. In sum, while this prior action may lead
to some short-term labor adjustments at the current sole operator of inland waterway transportation,
the medium-term effects on job creation are likely to be positive given high demand for reliable and
affordable modes of transport.

54, Changes in transport patterns may disturb local river use and require assessment and
management of existing community practices. Dredging, river works, lock modernization and
consequent increase in cargo traffic may affect riverside business and community activities, local
aquaculture, and river transit safety as well as have impacts on the cultural heritage values associated
with the rivers. These risks are likely to be localized, although in some areas, dredging may pose
significant environmental hazards and risks which could potentially impact poor households the most.
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These risks require effective consultation with riverside communities and households and avenues for
feedback and grievance redress on proposed changes, and as also noted in Section 5.2 below, careful
environmental and social impact analyses to understand, manage and mitigate risks effectively.

Pillar 2: Strengthen Land and Credit Markets

55. The moratorium on sales and purchases of farmland was lifted on July 1, 2021 - supported by
the previous DPL in this series - creating a fully-fledged yet still nascent agricultural land market. Land
transactions have steadily increased since July 2021 as people are gradually gaining confidence in the
market, and the volume of land traded in September 2021 was already over four times higher compared
to July 2021 (over 25,000 Ha in September compared to 6,000 Ha in July). Land prices appear to have
remained largely stable in the three months since the opening of the market, though have increased
sharply since 2015, when discussions to open the market began in earnest.

56. The land market opening is expected to have positive economic and social impacts. The land
reform is expected to have the following positive impacts. First, the reform is expected to increase
agricultural and overall economic growth through increased investments on land with clear property
rights. Second, the reform will transfer resources to landowners (in the form of increased land prices)
and create collateralizable assets. As landowners are mainly rural, older, less educated, and female, the
reform would essentially transfer resources to the more vulnerable segments of the Ukrainian
population. Third, the reform has the potential to revive local communities and enhance local services
through the revenue streams generated by auctioning off state and communal land.

57. The land reform however also comes with some risks, reinforced by Ukraine’s weak
institutional environment and an elevated incidence of corruption. These risks mainly relate to land
concentration in the hands of vested interests, especially if credit market imperfections would curb small
farmers’ possibility to buy land, and irregularities in the sale or lease of state land. In addition, vulnerable
groups may lack knowledge and access to information that would enable them to participate in the
market or may face discrimination in access to finance, effectively shutting them out of the market.
Delays or failure to pass legislation or to comprehensively implement all provisions of already approved
laws also pose a key risk for the development of an inclusive and transparent land market. Prior Actions
2, 3, and 4 aim to minimize some of these key risks related to the land reform.

58. More broadly, for improved land governance to lead to more investment, and thus income, it
is especially important that Ukrainian landowners or land users be aware of their rights and how to
exercise them, and have these rights protected. This is particularly true for small and medium farmers.
They must be able to have any actual or attempted violations of their rights redressed quickly. Farmers
and other private participants must know how to use land as collateral to access credit. Banks and other
financial institutions must be able to professionally assess the value of the collateral and have the
incentives to lend to smaller borrowers. Once relevant laws and regulations are in place, there is thus a
need for a broad-based legal awareness and a financial literacy campaign.

Prior Action 2: The Borrower has enacted Law #1423-IX dated April 28, 2021 “On amendments to some
legislative acts of Ukraine to improve the system of management and deregulation in the field of land
relations”, and duly published in the Borrower’s Official Gazette on May 26, 2021, streamlining land
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transfer procedures and decentralizing land management, which simplifies procedures to create,
transfer, and use land parcels; and transfer the ownership and administration of state land from the
Geocadaster to local authorities

Prior Action 3: The Borrower has enacted Law # 1444-IX dated May 18, 2021 “On modification of some
legislative acts of Ukraine concerning sale of the land plots and acquisition of the right of their use
through electronic auctions”, and duly published in the Borrower’s Official Gazette on June 25, 2021,
regulating local state land use, including mandating electronic auctions for state land sales.

59. As part of the land reform, ownership and management of state land has been transferred to
local Governments, providing them with a potential annual revenue stream of USS$2 billion. While
these revenues could provide a much-needed boost to the quality of often lagging local service delivery
and the provision of infrastructure, it also creates risks due to weak local management capacity and
pervasive corruption in state land management. Safeguard legislation to minimize some of the risks had
been passed prior to the land market opening (Law #554-I1X and Law #340-IX). Prior actions 2 and 3
consist of two supplementary safeguards legislations whose effective implementation will further
increase transparency and efficiency of land transactions through detailed recording and limit the risk
of corruption in state land auctions through the mandatory use of electronic auctions. Together with
previous safeguards legislations, Prior Actions 2 and 3 aim to maximize the likelihood that the land
reform is just and results in broad-based welfare gains.

60. Prior Action 2 establishes local governments as the legitimate creators of land relations,
dramatically increasing local authorities’ power. A key risk in this regard, according to an assessment
of social implications of the land reform commissioned by the Bank, is the variable capacity at local
government level to support the interests of smallholders and withstand the influence of vested
interests. The assessment also identifies risks of disputes associated with errors in the Geocadaster due
to data gaps or absence of field verification. Local governments still also have no free access to spatial
data and some information in the cadaster, despite the adoption of law # 554- IX. Key mitigation
measures for risks associated with this prior action involve (i) establishing functioning grievance redress
and feedback response mechanisms at various levels of government for detecting and responding to
irregularities in a timely fashion; (ii) implementation of law # 554 _IX on access to spatial information,
(iii) facilitating public access to cadastral and registration records for field verification of Geocadaster
and Registry of Rights data, and (iv) strengthening smallholders’ access to and improved monitoring of
the Free Legal Aid System to provide them with legal and process information and specialist advice
related to the land market.

61. By requiring electronic auctions of state land and mandating market-based valuation, Prior
Action 3 limits opportunities for collusion and corruption, and maximizes local revenues potential.
Though a large improvement from the previous model, the requirement of electronic auctions can have
the undesired effect of excluding small farmers and disadvantaged segments of the Ukrainian population
from the auctions of state land. First, the law 1444-I1X provides that the participants to the land auction
must pay registration and guarantee contributions. While the guarantee fee is reimbursed to the
unsuccessful bidder, the registration fee is not, which may act a disincentive to participation for lower-
income farmers (the registration fee is set at 10 percent of the minimum wage). Second, participating in
electronic auctions requires internet connectivity and digital skills, which may be unavailable to older
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rural farmers. It is therefore recommended to establish safeguards to provide equal access to the
electronic land auction for people at a financial or digital disadvantage.

62. In general, as the opening of the agricultural land market reform is still in its first few months,
continued monitoring and evaluation is warranted to assess whether the reform is achieving its
intended positive effects and to capture any localized vulnerability or disproportionate adverse
outcomes on certain groups that are not reflected in a macro-economic assessment of distributional
impacts. A July 2021 phone survey by the by the Free Legal Aid (FLA) system in Ukraine, on the legal
awareness and knowledge of land markets of 1,000 adults who received legal aid at least once in past
1.5 years encountered reticence to discuss issues related to ownership, use and sale-purchase of
agricultural land. The survey, which was supported by the EU-funded World Bank technical assistance
project,? suggests that this indicates fears about the consequences of opening the land market and risk
of being harmed by offence in this field despite high confidence in the legal aid system itself. The
reputation of local governments for providing assistance to landowners was also controversial. Overall
the survey indicated significant information and legal information gaps among landowners and land
users, and the need to communicate through channels that are easily accessible. Ensuring free legal aid
is widely accessible, especially to the most vulnerable stakeholders, is a key transparency initiative
supporting the prior action. The FLA is conducting regular surveys of its clients (only cases that are land-
related), which will also allow monitoring any adverse social effects of the reform, and whether any
improvement in level of legal and informational awareness occurs. The World Bank has commissioned
field research on a more representative survey of landowners and users, on the preliminary social effects
of the land reform; this is currently being prepared and is expected to start in November 2021. More
broadly, the TA complements ongoing US$200mn Bank Program-for-Financing (US$160mn which is land-
related) under which USS11mn has been allocated to supporting the design and implementation of a
FLA/Ministry of Justice land case monitoring system, dissemination of information materials and
implementation of monitoring systems. The TA has also worked with the EU- PRAVO® project to provide
recommendations on anti-raider expert office.*

Prior Action 4: The Borrower has enacted Law #1865-1X dated November 4, 2021 “On the Fund for the
Partial Guarantee of Loans in Agriculture” and duly published in the Borrowers’ Official Gazette on
November 23, 2021, creating affordable and effective financing instruments for small farmers through
the establishment of a partial credit guarantee facility.

63. This prior action is critical for small and medium farmers to fully seize the opportunities
provided by the land market reform. While the land reform creates billions of dollars of collateralizable
assets for rural investment and jobs, most small and medium-sized farmers currently do not have access
to bank credit. Banks mostly work with clients perceived as less risky (farmers whose farms are larger
than 500 hectares), and annual interest rates on loans for SMEs are on average 5-7 percentage points
per annum higher than those available for large enterprises. The lack of long-term loans for small and
medium-sized farmers risks having several adverse effects. First, it risks precluding smaller farmers from
investing in productivity-enhancing technologies, foregoing their potentially large income and welfare

37 Eu-funded and Bank executed "Supporting Transparent Land Governance in Ukraine" Multi-Donor Trust Fund, No. TF072938
38 This promotes greater rule of law. See https://www.pravojustice.eu/

39 See Presentation on achievements and priorities of the “Supporting Transparent Land Governance in Ukraine” project available
at https://ukraine-landpolicy.com/about-the-program/
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gains. Second, it risks resulting in excessive land concentration among wealthy individuals, especially in
the second phase of the land reform (the land market reform currently limits land purchases to
individuals and only up to 100 hectares; as of January 1, 2024, individuals will be able to buy land up to
10,000 Ha and legal entities will also be allowed to purchase land).

64. Prior Action 4 established a Partial Credit Guarantee (PCG) fund with the goal of lowering the
risk for banks to lend to small and medium-sized farmers. The fund will allow banks to cover part of
their losses in the event of a borrower's default, increasing the attractiveness of lending to SME farm
operations, reducing interest rates and extending loan repayment periods. Given that the PCG fund will
take time to set up (is unlikely to be operational before the end of 2022) the GoU should make swift
arrangements for the earliest possible implementation of a temporary government program to provide
portfolio guarantees or matching grants programs to those farmers who need them now to participate
in land markets. Indeed, smallholders’ ability to benefit from land reform will critically depend on
whether bridging finance will be put in place until the PCG is fully operational. Additional services may
also need to be provided to assist vulnerable smallholders access the PCG and participate in the land
market (financial awareness services, assistance for business plan development, etc.). While the risk of
adverse social impacts is anticipated to be low for individual loans backed by guarantees, environmental
and social management systems of participating financial institutions may also require updating to
ensure screening for cumulative impacts across the portfolio.

Pillar 3: Bolster the Social Safety Net

Prior Action 5: The Borrower, through its Cabinet of Ministers, has approved the Budget Declaration for
2022-2024 and submitted it to the Verkhovna Rada of Ukraine through Resolution No. 548 dated May
31, 2021 “On the Budget Declaration for 2022-2024" requiring indexation of pensions for all categories
of retirees not later than March 1st of each year from 2022 to 2024.

65. Due to the ageing population, pensions are an important income source for Ukrainian
households. The nominal pension freeze that was introduced in 2014 and 2015 amidst high inflation led
to a substantial decrease in the real value of pensions and a severe impoverishment of households
reliant on them (see Figure 3 and Figure 4). The Bank-supported pension reform of 2017 reversed the
pension freefall through the introduction of systematic rules for annual indexation of pension benefits
to safeguard the income of pensioners in real terms. While real pensions have increased since, they
remain below their 2013 value and below the actual Subsistence Minimum, the official poverty line in
Ukraine. As a result, pensioners account for the bulk of the poor in Ukraine. In 2019, people living in
households headed by a pensioner accounted for close to half of the poor in Ukraine, far higher than
their population share (31 percent).
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67.

Figure 3: Trends in pensions and the actual Figure 4: Share of the population below the
subsistence minimum actual subsistence minimum (%)
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Source: Ukraine Pension Fund. Source: World Bank staff calculations on HLCS.

66. Supported by the first DPL in this series, the indexation rules have been consistently applied
between 2020 and 2021. Existing legislation however allows flexibility on the date of statutory pension
indexation each year, undermining the predictability of pension benefits and contributing to risks of
volatility in purchasing power, especially in the current environment of higher inflation. This prior action
enhances the predictability on the date of pension indexation by embedding it in legislation. In
particular, from 2022 it is envisaged to establish the annual indexation of pensions no later than March
1. As such, the prior action is expected to stabilize real income streams for pensioners, 63 percent of
whom are women, and avoid the need for consumption cutbacks, especially during times of high
inflation and economic downturns

The prior actions on pensions, agricultural land market opening, and land financing, 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 also account for a large share of the 4.6 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 Prior Action on land financing,
which improves access to finance for small, credit-constrained farmers, is likely to address this gender
related disparity.
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5.2. ENVIRONMENTAL, FORESTS, AND OTHER NATURAL RESOURCE ASPECTS

68. The proposed prior actions are likely to have some beneficial 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. For example, the Prior Actions on land markets can increase private
investment, including in better natural resource management, energy efficiency, and climate adaptation
technologies. However, they could also lead to an increase of pesticide and fertilizers use in agriculture
which if not careful managed could be harmful to environment and communities. Therefore, actions
under Pillar 1 and 2 will require careful integration of environmental issues to effectively mitigate any
potential adverse environmental impacts and risks associated with investments.

69. Climate and environmental benefits. Four out of the five prior actions supported by the
operation can yield direct and indirect benefits in two important sectors of the economy, namely
agriculture and river transport. Land-related Prior Actions (3,4 and 5) strengthen the security of land
tenure and provide incentives for landowners and land users to more sustainably manage land assets,
undertake investments to manage climate impacts, and avoid deforestation. Prior Action 1 supports the
development of inland waterways, which should help divert freight transport away from the more
energy-intensive road network. This is consistent with sustainable development pathways identified in
the 2018 LEDS that prioritizes a shift to low carbon emissions modes of transport for cargo and people,
with environmental benefits from reduced air pollution.

70. Climate and environmental implications of the inland waterways prior action. The reform to
establish an open regulatory framework to provide transparent access to the inland waterways of
Ukraine and a sustainable mechanism for financing maintenance is expected to have likely significant
positive climate mitigation impacts compared to the counterfactual. The absence of a sound regulatory
framework for the waterways has deterred development partners from investing in river works and lock
modernization. With the regulatory reforms and investment in modernization, the waterways will be
able to attract a larger share of freight traffic that would have otherwise travelled by roads and railways.
This would likely contribute to a reduction in Greenhouse Gas (GHG) emissions, road accidents, and
fatalities. Per EU estimates, negative externalities (including climate emissions, air pollutants, noise and
accidents) associated with river transport amount to EUR 0.27/ton-km versus EUR 0.8 and EUR 2.01 for
rail and road transport respectively.*® Ukraine is ranked as one of the worst performing countries in the
ECA region in terms of levels of air pollution and related mortality impacts,* with evidence suggesting
that exposure to air pollution worsens the severity of COVID-19 on people’s health:* the road transport
sector accounts for a third of air pollutants.*® Meanwhile, the opening of the land market is expected to
result in an increase in agricultural productivity (currently only a fraction of that in other countries) and
an associated increase in demand for freight services. Without reforms in the waterways, much of the
increase in cargo would have to be accommodated using road and railway haulage which would likely

40 EU (2021). “EU assistance in the development of inland waterways.” Presentation on May 26, 2021, by EU-funded Dnipro
Transport Development project at roundtable conference “Ukraine on the Path to European Mobility: Synergy of Sustainable
Development of rail and waterborne Transport” organized by Ministry of Infrastructure.

41 See https://www.ncbi.nlm.nih.gov/pmc/articles/PMC7058139/

42 European Public Health Agency. https://epha.org/covid-19-and-air-pollution/

43 https://mepr.gov.ua/en/content/misiya-ta-strategiya.htmi
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increase GHG emissions. On the other hand, dredging—although necessary for waterways to have the
required depth for navigation**— poses environmental and biodiversity risks,* that require careful and
detailed environmental impact assessments (EIAs), and active risk mitigation measures (related to
design of dredging operations, grievance redress mechanisms and outreach to local communities). The
inland waterway law stipulates adherence to Ukraine’s environmental regulations which are in line with
those of the EU. The implementation of ElAs is supported in ongoing and planned World Bank dialogue
with the Ministry of Infrastructure. In addition, the EU is currently undertaking a Strategic Environmental
Assessment as part of the “Assistance for Dnipro Transport Development Project”. The first draft has
been disclosed for public review and consultation.*®: Additionally, for dredging and other related
activities could benefit from the development of specific methodological guidance for the Environmental
and Social Impact Assessment (OVD as per Law of Ukraine ‘On Environmental Impact Assessment’).

71. Climate and environmental implications of the land market prior actions. 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 potentially even more vulnerable to climate change. These have been identified as important
factors driving land degradation, low levels of farm efficiency and low investments in land protection in
Ukraine. ¥ In this context, the overall land reform is expected to support a shift towards more
sustainable and efficient farming practices, including investments in land protection and more efficient
land use and management. The EU-funded Bank technical assistance project,*® in coordination with the
State Geocadaster and Ministry of Environment (MoE), has been supporting digitization of boundaries
and publication on the cadastral map of about 8,000 Nature Reserves of national, regional, and local
significance, thereby effectively protecting these areas. ** However, MoE has been unable to undertake
technical studies to determine potential eligibility for protection of a potentially large number of
wetlands. To prevent that higher land prices and the associated demand for land leads to potentially
irreversible loss of such lands, Law 1423 establishes the possibility of registering a temporary (5-year)
encumbrance on lands with potential environmental value. This would prohibit any land use change
while MoE supports technical studies and if applicable administrative procedures to establish permanent

44 Only 57 percent of Ukraine’s navigable waterways have guaranteed depth. See Ukraine Sea Ports Authority, UN Economic
Commission for Europe (2020) “Development of Inland Waterways in Ukraine — an effective measure towards sustainable growth
of the region”,

https://unece.org/fileadmin/DAM/trans/doc/2020/sc3wp3/08._Development_of Inland_Waterways_in_Ukraine.pdf

45 specially if it occurs in the Chernobyl zone.

46 https://mtu.gov.ua/news/33077.html

47, Kuryltsiv, R., Hernik, J., Kryshenyk, N. (2018). Impact of land reform on sustainable land management in Ukraine. Acta Sci. Pol.,
Formatio Circumiectus, 17(2), 105-115.

48 "'Supporting Transparent Land Governance in Ukraine" Multi-Donor Trust Fund, No. TF072938

49 See Presentation on achievements and priorities of the “Supporting Transparent Land Governance in Ukraine” project
available at https://ukraine-landpolicy.com/about-the-program/
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protection. The WB/EU project has collected training data and developed a machine learning algorithm
(implemented on Google Earth Engine) to generate boundaries of potential wetlands that could be used
by MoE as candidates for placing such a temporary encumbrance. The data generated as well as the
underlying code will be shared with MoE. A similar machine learning approach has been implemented
annually from 2017-2021 to identify, for every 10x10 m pixel in Ukraine the type of land use (built up,
forest, water, agricultural) and, for agricultural land, the type of crop grown. While Ministry of Agrarian
Policy and Food (MAPF)’s main interest is to use this for market intelligence and crop forecasting, the
information has also been used to monitor forest loss and expansion of agricultural cultivation into
protected or otherwise unsuitable areas. *°

72. Climate and environmental implications of access to finance prior action. With small farmers
in Ukraine particularly vulnerable to climate change, 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 agro-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 to 70 percent. In this context, improving 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.

73. 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. So, potential adverse impacts and risks of this DPO will be addressed and
monitored through the national legislation and procedures in place in Ukraine. The environmental
assessment of activities is governed by the national legislation, in particular, the Law ‘On Environmental
Impact Assessment’. The Law lists the types of projects that require Environmental Impact Assessment
(EIA), procedures for EIA scoping, development, disclosure and consultation, as well as monitoring and
reporting. The Ministry of Environmental Protection and Natural Resources (MEPNR) is responsible for
review and approval of EIA reports, as well monitoring of activities both on national and regional levels.
All EIAs are published on a public online registry maintained by the MEPNR. So, following the
environmental legislation, any activity/investment that might be associated with a potential adverse
impact on the environment or communities would be subject to the compliance with EIA legislation.
Capacity building is a general issue, but some progress has been made within the Ministry of
Environmental Protection and Natural Resources (MEPNR) in terms of capacity strengthening with
Technical assistance such delivery of training sessions to familiarize government’s entities with the
Environmental and Social Framework (ESF) vision of sustainable development as well as international
environmental protection best practices

50 See Presentation on achievements and priorities of the “Supporting Transparent Land Governance in Ukraine” project available
at https://ukraine-landpolicy.com/about-the-program/
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5.3. PFM, DISBURSEMENT AND AUDITING ASPECTS

74. The PFM system is reliable, and the government has made progress in strengthening it 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. Since the last PEFA assessment, significant
progress has been made in the implementation of medium-term budget planning. In particular, the
Government approved the Budget Declaration (BD) for 2022-2024, which was supported by the
Verkhovna Rada, and developed a draft State Budget for 2022 aligned with the BD. In addition, a draft
PFM Reform Strategy for 2021-2025 was developed with support from international partners and is
expected to be approved by the Government shortly. The aim of the Strategy is to build a modern,
sustainable, and effective public financial management system designed to maintain the country's
financial stability and create conditions for sustainable growth of a socially inclusive economy by
increasing the efficiency of mobilization and spending of public funds.

75. 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
created an e-data portal (spending.gov.ua), which provides detailed information on public expenditure,
and a web portal of the budget for citizens (openbudget.gov.ua), which provides data on the
implementation of state and local budgets. In addition, to increase transparency in public finance, the
MoF developed a tool on the basis of the World Bank methodology BOOST to analyze budget indicators,
interactive analytical tools ("dashboards"), and created a portal containing information on social and
economic development projects of Ukraine, which are implemented with the support of international
financial organizations (IFIs) (proifi.gov.ua). Ukraine also improved its position in the Global Open Data
Index and was ranked 26th out of 117 countries in 2019.

76. 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 2016-18, 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
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provides for quick and thorough analysis of information on tenders, with easy and unlimited access
granted to civil society. The ProZorro system has been recognized internationally and received several
awards. However, the share of competitive procurement via the ProZorro system could be increased. In
2018, the total cost of all public procurement on a competitive basis using electronic auctions was 78
percent.

77. 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. Consolidated financial statements of NBU prepared under requirements of
IFRS were audited by Deloitte (year 2018) and by Ernst and Young (years 2019 and 2020). Independent
auditors conducted respective audits under requirements of ISA and issued clean (unmodified) audit
reports for these past three consecutive years. Within seven days of remittance of funds by the Bank,
the Government will provide a confirmation to the World Bank that the funds have been received by the
treasury account in the NBU and that these funds are available for financing budget expenditures.

78. 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.

79. Overall Conclusion. The public financial management systems, together with the Borrower’s
commitment to reform, are adequate to support this operation.

5.4. MONITORING, EVALUATION AND ACCOUNTABILITY

80. 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 Agrarian Policy and Food, the
Ministry of Finance and the Ministry of Justice have the responsibility for implementing the land reform,
the Ministry of Agrarian Policy and Food in coordination with the National Bank of Ukraine and Ministry
of Finance has the responsibility for implementing the PCG reforms, the Ministry of Infrastructure has
responsibility for inland waterway reforms, the Cabinet of Ministers and Ministry of Justice are
responsible for anticorruption reforms and Ministry of Social Development together with Ministry of
Finance are responsible for implementing pension indexation.
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81. 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.

82. 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 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, because 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 http://www.worldbank.org/GRS. For information on how to submit complaints to the
World Bank Inspection Panel, please visit www.inspectionpanel.org.

SUMMARY OF RISKS AND MITIGATION

83. 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; environment and social; and
institutional capacity for implementation. The achievement of the development objective of this
operation crucially depends on the containment of the COVID-19 pandemic, with risks of Ukraine cycling
between reoccurring surges of the pandemic and activity slowdowns/pickups that could hinder the
overall quality of recovery, and slow momentum on advancing reforms and moving forward with their
implementation.

84. 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. Anticorruption reforms, for example, require safeguarding the independence of key
anticorruption institutions. These risks are mitigated by the government’s willingness to advance major
reforms (including long-awaited judicial reforms, that are critical for fostering rule-of-law), the strong
voice of civil society in advocating for continued reforms, and Ukraine’s continued 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.

85. 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 expenditure and fiscal pressures from a large public-sector wage
bill, COVID-related spending, and large debt repayment needs, that are further exacerbated by rising
quasi-fiscal deficits in the energy sector (related to high global gas prices, and arrears). Fiscal financing
needs are substantial in 2021-24, leaving Ukraine vulnerable to adverse shifts in risk sentiment and
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global financial volatility, and political, security and reform developments. 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.

86. Environment and social risks. On balance, land-related and inland waterway benefits are
expected to lead to positive environmental and social impacts; however, reforms could also result in
substantial risks if not managed properly. Mitigating factors for environmental risks include continued
technical assistance by the World Bank and external partners (e.g., supporting ElAs, and digitization and
publication of environmentally sensitive lands and assets). The implementation of land safeguard
legislation supported by this operation will further increase transparency of land transactions through
detailed recording and limit the risk of corruption in state land; other social risks are mitigated by
substantial engagement with the Government and local stakeholder, especially consultations. Overall,
although substantial, environmental and social risks, are mitigated in part by long-running dialogue and
technical assistance (including the World Bank, US and EU) and by close engagement of civil society
organizations.

87. Implementation (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 agricultural land reform are particularly significant, given the complex nature of the reform.
Specifically, despite the implementation of land safeguard legislation, participation in land markets
and/or development of credit instruments or other support schemes by small farmers that enable land-
attached investments may take time to bear results. This risk is mitigated by the government’s
commitment to supporting land reforms to harness the full potential of the agricultural sector, as well
as policy advocacy and technical assistance from international development partners on land reform.
Progress on anticorruption, judicial and pension reform, in particular, is being anchored by long term
engagement and investment in dialogue and technical assistance, in conjunction with international
partners. Many of the reforms supported by the proposed DPL also require strong capacity for
implementation and monitoring. These risks are mitigated in part by technical assistance provided by
development partners (including the World Bank and EU) and by close engagement of civil society
organization.
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Table 7: Summary Risk Ratings

Risk Categories

. Political and Governance

. Macroeconomic

. Sector Strategies and Policies

. Technical Design of Project or Program

. Institutional Capacity for Implementation and Sustainability
. Fiduciary

. Environment and Social

Stakeholders

Other

Overall

Substantial
Substantial
Substantial
Moderate
Substantial
Moderate
Substantial
Moderate
Moderate

Substantial

Rating
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ANNEX 1: POLICY AND RESULTS MATRIX

Prior Actions and Triggers

Prior Actions under DPL-1

Triggers for DPL-2

Pillar 1---Foster De-monopolization and Anticorruption Institutions

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-IX on Unbundling;
and (ii) the transfer of state-owned gas
transport system’s assets from the balance
sheet of UTG to Gas TSO LLC.

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.

Prior Action #3.

Enacted Law # 140-IX 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

Prior Action #1.

The Borrower has enacted Law # 1054-IX dated
December 3, 2020 “On Inland Water Transport”, and
duly published in the Borrower’s Official Gazette on
January 9, 2021, establishing an open regulatory
framework and enabling non-discriminatory access of
operators to inland waterways.

Results

Indicator Name

Results Indicator #1: 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.

Results Indicator #2: Number
of port concession projects
signed with private investment
mobilized through project
financing by lenders.

Results Indicator #3. Number
of voyages by ships (including
cargo) on Dnipro River
increases by about 20 percent.

Results Indicator #4: Number
of full verifications of high risk
declarations selected using
prioritization criteria, assigned
automatically to staff, and
implemented using an

Baseline

Baseline
(2019): 0
percent

Baseline
(2019): 0

Baseline
(2019):
11,938

Baseline
(2020): 0

Target

Target (2022):
100 percent

Target (2021):
2

Target (2021):
14,300

Target (2022):
1,500

Page 48



The World Bank

Second Economic Recovery Development Policy Loan (P177931)

unjustified assets.

Pillar 2---Strengthen Land and Credit Markets

Prior Action #4.

Enacted Law # 552-IX to enable the sale of
agricultural land and the use of land as
collateral and Law # 554-IX to strengthen
transparency by improving access to
cadastral data and links between the
cadaster and registry

Prior Action #2.

The Borrower has enacted Law #1423-1X dated April 28,
2021 “On amendments to some legislative acts of
Ukraine to improve the system of management and
deregulation in the field of land relations”, and duly
published in the Borrower’s Official Gazette on May 26,
2021, streamlining land transfer procedures and
decentralizing land management, which simplifies
procedures to create, transfer, and use land parcels; and
transfer the ownership and administration of state land
from the Geocadaster to local authorities.

Prior Action #3.

The Borrower has enacted Law # 1444-IX dated May 18,
2021 “On modification of some legislative acts of
Ukraine concerning sale of the land plots and acquisition
of the right of their use through electronic auctions”,
and duly published in the Borrower’s Official Gazette on
June 25, 2021, regulating local state land use, including
mandating electronic auctions for state land sales.

Prior Action #4.

The Borrower has enacted Law #1865-1X dated
November 4, 2021 “On the Fund for the Partial
Guarantee of Loans in Agriculture” and duly published in
the Borrowers’ Official Gazette on November 23, 2021,
creating affordable and effective financing instruments
for small farmers through the establishment of a partial
credit guarantee facility.

improved methodology.

Results Indicator #5: Area of
agricultural land previously
under moratorium
sold/purchased by eligible
individuals

Results Indicator #6: Loans are
issued to small farmers and
backed by Partial Credit
Guarantee (PCG) facility

Baseline
(2019): 0
hectares

Baseline
(2019):
No

Target (2022):
150,000
hectares

Target (2022):
Yes
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Prior Action #5.

Issued NBU prudential regulations #49 and
#52 on write-offs for fully provisioned NPLs
and approved Cabinet of Ministers of
Ukraine 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.

Prior Action #6.

Enacted Law # 79-IX to enhance the
regulatory framework for nonbank 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.

Pillar 3---Bolster the Social Safety Net.

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.

Prior Action #5.

The Borrower, through its Cabinet of Ministers, has
approved the Budget Declaration for 2022-2024 and
submitted it to the Verkhovna Rada of Ukraine through
Resolution No. 548 dated May 31, 2021 “On the Budget
Declaration for 2022-2024” requiring indexation of
pensions for all categories of retirees not later than
March 1% of each year from 2022 to 2024.

Results Indicator #7: Gross
Pre-2020 NPL Portfolio of
State-Owned Banks

Results Indicator #8: NBU and
NSSMC adopt action plan on
reshuffling supervisory regimes
for insurance, credit unions,
pension funds, and other
NBFls.

Results Indicator #9: 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):
UAH 397
billion

Baseline
(2019):
No

Baseline
(2019):
No

Target (2021):
Under UAH 300

billion

Target (2021):
Yes

Target (2022):
Yes
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ANNEX 2: FUND RELATIONS ANNEX

IMF Executive Board Completes First Review Under Stand-By Arrangement for Ukraine, Approves Extension of
the Arrangement
November 22, 2021

Washington D.C: The Executive Board of the International Monetary Fund (IMF) completed today the first review
of Ukraine’s economic performance under the 18-month Stand-By Arrangement (SBA) that was approved on June
9, 2020. The completion of the review allows the authorities to draw the equivalent of about US$699 million (SDR
500 million), bringing total disbursements under the current SBA to about USS$2.8 billion (SDR 2 billion).

The Board also approved an extension of the Stand-By Arrangement to end-June 2022 and a rephasing of
program disbursements as well as the Ukrainian authorities’ request for a waiver for non-observance of the
December 2020 performance criterion on government guaranteed debt in light of the corrective actions already
taken.

Ukraine’s IMF supported economic program aims to help the authorities address the effects of the COVID-19
shock, sustain the economic recovery, and move ahead on important structural reforms to reduce key
vulnerabilities.

In particular, under the agreed policy priorities the Ukrainian authorities are committed to (i) returning fiscal
policies to settings consistent with medium-term debt sustainability while protecting the socially vulnerable,
strengthening revenue administration, and reducing fiscal risks from quasi-fiscal operations, including in the
energy sector; (ii) safeguarding central bank independence and focusing monetary policy on returning inflation
to its target; (iii) ensuring banks’ financial health, including through good governance, with the goal of reviving
sound bank lending to the private sector; (iv) tackling corruption and pushing forward with the implementation
of judicial reform; and (v) reducing the role of the state and vested interests in the economy to improve the
business environment, attract investment and raise the economy’s potential.

IMF Executive Board chairperson statement to follow.
IMF Communications Department

MEDIA RELATIONS

PRESS OFFICER: RAPHAEL ANSPACH

PHONE: +1 202 623-7100EMAIL: MEDIA@IMF.ORG
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ANNEX 3: LETTER OF DEVELOPMENT POLICY

CABINET OF MINISTERS
OF UKRAINE

KABIHET MIHICTPIB
¥Kmﬁﬂm_'

JUCT CTOCOBHO NOJITUKHA PO3BUTKY

37711/0/2-21 »ig 19.11.2021
[lanosuuii nane Masmace!

1. BCTVYIL Bin imeni Vpsgy Ykpainu xoTiR GH CKOpHCTATHCH LH€I0
MOYIMBICTIO, MO6 BHCIOBHTH HAul Teri Bitanusa Ta eagguicte CBiTOBOMY
Ganky Ta ocoGucto Bam 3a Banry HigTpUMKY i jAomomMory VkpalHi Ha LUHEXY
JIOCATHEHHs HAWBa)UIMBIlUMX UUCH PO3BHTKY. Hame miijjHe NapTHEPCTBO
JOTIOMOLJIO BTUIHTH PAJl BaXIMBHX pecdopm, fKi TMiATPEMYIOTBCH TPOCKTOM
“Jlpyra I103UKa Ha MOJITHKY PO3BHTKY Y cdepi EKOHOMIUHOTO BiJJHOBJIEHHS .
Ha cporofni YkpaiHa NepekuBac TOBiIbHE BiIHOBIGHHS EKOHOMiKM MiCIs
mouaTky TaHaeMii roctpol pecripaTopHOL xsopobu COVID-19, CIPHYHHEHOT
KOpOHABIpYCOM SARS-CoV-2 (gami — COVID-19), Ha ske BILIHBAIOTH
[OBTOPHI Crallaxy 3apaeHHs. Vipaina IHpo LiHye rotoBHicTs CBiTOBOIO
GaHKy CTBOPMTH YMOBH JJf MilHOrO Ta CTiffKOro eKOHOMIYHOro BiJIHOBJIEHHSA
Ta JONOMOITH 3MEHIUMTH HCTATMBHMH BIUIMB KpU3H Ha Haibiguimi  Ta
HaifypasJuBili TPyIH HACEIeHH Hamol KpaiHu, 30KpeMa Ha nrozel MOXKIIOro
Biky. Cnip 32yBaXHTH, 110 paskiEBi pedopMu, AKi MiATPAMYIOTE MO3MKH Ha
[OJITHKY PO3BHTKY, MalOTh BH3HAYANbHE SHAYCHHS s YKpaind, fKa JOKIajnae
3HAYHMX 3YCHIh HA ILIAXY 3MILHCHHA OCHOB eKOHOMITHOTO BiIHOBIEHHS
[IISXOM  CTIPHAHHA geMoHoromizanii  Ta TOCHJIEHHS AHTHKOPYIIL[IHHAX
igcTHTYLi#M, NoKpameHHs poGoTH PHHKIB 3eMii  Ta Kamitany, a TaKoxk
NOKpaLIeHHs CHCTEMH COIiaNbHOI TIATPHMKH.

7 PE®OPMM TA AKTYAJIbHI BUKJIMKY. Tlournaioun 3 2014 poxky
Vkpaina 3aifficauia MacTabHi pedopMu 3a paxyHOK iHCTpYMEHTIB MiZTPHMKH
Cgitosoro Ganky y 2014—2015 poxax, y 2018 pomi Ta y 2020 poui B pamKax
npoexry “llepma mnosuka Ha nonitaKy po3BuTKy y cdepi €KOHOMI4YHOTO
pigmoenenns”. Jlo maHpemil taki pedopMH  JIOIOMOTIH Bi/IHOBHTH
MAKpOEKOHOMi4HYy Ta (iHAHCOBY cTabiNbHICTh, 3MEHTIMTH JCPXKaBHUA Ta
rapaHToBaHHH JepKaBO0 Gopr mo Oimpin cTiHKOrO piBHS (3 MKOBAX
80,9 BicoTKa BaNOBOrO BHYTPINIHLOTO NPOMAYKTY Ha kimens 2016 poxy 10
50,3 BijCOTKA BAJOBOIO BHYTPIIIHLOTO HPORYKTY Ha kinemp 2019 poky)

nany Jesiny MAJIIACCY
Tpesunentori CeitoBoro GanKy
v. Bamnurron, okpyr Koaymois
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Ta BiZHOBHTH eKOHoMiduHe 3pocTanHs. Taki JOCATHEHHS JOIOMOIJIH HE JIHIIE
NpOJEMOHCTPYBAaTH ycnixu VYKpainu y mnposeienHi pedopm, a Takox
migTpuMak chopMOBaiH 3aBASKH pedopMaM 3amac -MilHOCTI, TAKMM HHHOM
JIOTIOMATAI04H TIOCHIHTH MaKPOEKOHOMiaHy cTabinpHicTs npotarom 2020 poxy
Ta 3am0BirTH GBI CTPIMKOMY NaniHHIO BAOBOIO BHYTPILIHBOIO IIPOJYKTY,
HK YOTHPBOXBIICOTKOBE MajliHHsA, sike BiaSymocs. Onmak i3 3GLTbIIEHHSM
jiedimuTy KepkaBHOro Gio/KeTy 10 6 BiICOTKIB A€PXKABHMA Ta rapaHTOBAHHA
JepxaBoro Gopr 3pic maibke o 61 BincoTka BalOBOTO BHYTPIIIIHBOTO IPOIXYKTY
ua Kirers 2020 poky. IcTOTHHI BIUTMB Ha KpH3y Majia TAKOX CHTYAUs y chepi
oxoponu 310pos’s. Crasom Ha 1 mucronana 2021 p. B VkpaiHi 3apeecTpoBaHo
2,94 MIH. MiATBEpIKEHMX BHTAJIKIB KOpOHaBipycHoi xsopodu Ta 68 027
neTanpHux BUnankis. Jume 7,4 MiH. mofei, abo MeHuIe IT'STOI YacTHHHU Bill
3araibHOI KiIBKOCTI HACENEHHs, WO CTAHOBMTH Giu3bko 41 MIH., TIOBHICTIO
BaKIMHOBaHI HA L€l MOMEHT.

3. TIAHJEMIS. Tlangemis NpOJOBXKYE BIUIMBATH Ha 3/10POB’S i
eKOHOMiYHEe CTAHOBHILE HAILOrO HACEJEHHS Ta TPOJOBIKYE CTPUMYBATH
eKOHOMiuHE BinHOBIeHHS. KpiM TOro, naHjemis TakoX 3aroCIpHIa OCHOBHI
npo6eMH PO3BATKY, 3 SKHMH CTHKAa€ThCs YKpaiHa. YkpaiHa B3ana na cebe
3060B’H3aHHs TONONATH Taki BUKIHKE, 06 3a0e3NeqdTH Kpamki pieenn
JHUTT YKPAiHCBKOTO HApojy. 30Kpema, He3BaXaloud Ha TPOrpec OCTAHHIX
POKiB, 3aMIAEThCs BaraTo CTPYKTYPHUX TEPRIIKO, IO CTPHMYHOTh HOTeHIiaN
exoHOMiku Ykpainn. Hama JepiaBa [OCTaBHIIA 33 METY TPOBECTH pedopmu,
AKi YCYHYTh 3a3Ha4eHi NepelIKoAn JJia NPHBaTHUX iHBeCTHLIH Ta MigBHILEHHS
MPOXYKTMBHOCTI, 3a/Uls TOro, 100 AaTu MOJJIHBICTh €KOHOMIIIl BIJIHOBHUTHCSH
micas 3aBepiuenHs Kpusu y cdepi oxoponu 310pos’s. OHiKyeThCs, IO micns
cnabKoro Bi/[HOBIEHHS y mepmii mojosuHi 2021 poKy eKOHOMika 3pocTe Ha
4,1 gigcorka y 2021 pomi. Ykpaina 3Ha9HO IOCHITHIIA KapaHTHHHI OOMEXEHHS Yy
3B’A3Ky 3 TPeTHOIO XBUIEI 3pocraHHs 3axsopioBans Ha COVID-19. Taxox
6y/0 BXHTO 3aXOJiB, Yy TOMY 4YMCIi 3a TiJITPAMKH CeiTooro 6aHky, I0A0
MPUCKOPeHHS TEMIIiB BaKIMHAM{i Ta 3MIiLHEHHS MOTeHuialy c@epH OXOpoHHU
3mopos’s, mo0 3amobirTy, BHSABMTH TA pearyBaTH Ha HaCTHigKA mangeMmii.
Bojroyac 3pobieHo 3Ha4Hi KpOKM Ha LUISXY 3MilpenHs cdepu couiaibHOro
3aXMCTy, 06 TMOM’SKIIMTH BILUIAB KPM3M HA HaceleHHs. BHCIOBIOEMO
CrOJiBAHHS, MO Taki 3aXODM pasoM i3 KIOYOBMMH pedopmamu, sKi
MATPHMYIOTBCS Kpe[MTAMH B paMKaX [O3MKM Ha IOJITHKY PO3BHTKY,
[OIOMOXYTh IIITPUMATH BimHOBNeHHs y 2022 pomi, Koau OUIKYETBCH, IO
3POCTAHHS BAJIOBOTO BHYTPIIHEOIO IPOAYKTY cTaHoBHTHME 3,8 BilCOTKA.

4, BIOJKETHA [IOJITHKA. Vkpaima nparde MOBEpHYTHCA A0
0CTYNoBOI (hickansHoi KoHCOMixanii, mo6 3akpimutd dickalnbHy CTIAKICTB Y
cepeaHbOCTPOKOBil nepcnextusi. CepeHEOCTPOKOBA GropKeTHA JeKIapallis Ha
2022—2024 poku, cxsajeHa YpsaoMm Ta miaTpumaHa Bepxosroto Pajnoro
Vkpainu, nepenbauae noctynosy GickanbHy korcomimaiiio. Biamosinso no
nexnapanii Yxpaina 30608’ 43y€ThCsl CKOPOTUTH AEQILUT EPHKABHOIO OromxeTy
i3 sanaHoBaHMX 5,5 BiACOTKA BANOBOTO BHYTpiWHBEOTO Mpoaykty y 2021 pom
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no 3,5 eigcotka y 2022 pomi, a motim go 2,7 Bigcotka y 2024 poui. Metoro
HAmmoi JepkaBu € 3afe3nedeHHs MaKpOEKOHOMIUHOI Ta (QicKalbHOI CTiMKOCTI.
[MigTpuMKa YKpaiuu MUIIXOM HAJIAHHS KPEIMTy B PaMKaX TO3MKH HA HOJITHKY
pozBuTky Bij CsiToBoro Gamky pasom 3 migTpumkoio 3 6oky MB® ta €C —
IIPHHLAIIOBO BAXIMBI y Tpoueci crpusHHs YKpaiHi y 3a0BoNeHHI TOTPe6 y
diHaHcyBaHHI Ha JOCTYNHHMX YMOBaX, y TOMY W9HCIi Ha MDKHapOJHMX
(pIHAHCOBUX PHHKAX.

5. MAKPOEKOHOMIKA. MakpoekoHomiuHa noJliTHKAa YKpaiHH €
MIlHOKO | TOCHTIOETBCA HAmMMM 300608 s$3aHHAMH IMopo dickaneHoi Ta
30BHIMHBOT crabineHocTi. YKpaiHa mHparHe cKOpOTHTH JepxaBnmit Gopr y
2022 poui pa3oM 3 BiHOBIEHHSM eKOHOMI4HOIO 3pocTaHHs. Boanouac oprany,
Bi/lNOBiAATBH] 33 MOHETApHY INOINITHKY, BXWBAIOTh YCIX HeOGXimHMX 3axO/iB
Ui MIATPHMKH THYYKOro Ta cTabiisHOro o6MIiHHOIO Kypey, BiICIIiAKOBYIOUM
NpH 1BOMY iHQUAUiNHI pusuku. Hauwia gepikapa Mpaifoe Han BTUICHHAM
NpOTpaMH  CTPYKTYpPHHX pedopM, W0 cOpsMoBaHa Ha (i) MiATPHMKY
BiJIHOBICHHA EGKOHOMIYHOINO 3POCTAHHA LUIIXOM 30iibBIIEHHS igBecTHIIH Ta
[IOKpAIIeHHs IpoAyKTUBHOCTI; (i1) 3MeHIIeH s AeilATy JepxaBHOro 010/KeTy
Ta JepxaBHOro Gopry Ha (OHI BiXHOBIEHHs exoHOMi4HOTO 3pocTaHs; (iii)
36LIBIICHHS EKCTIOPTY Ta 3alyd4eHHs NPSIMHX [HO3EMHHMX iHBECTHIIH /s
MiITPUMKH CTIKOCTI [0 30BHINIHIX pu3HKiB; (iv) CTBOpEHHS YMOB i
BiIHOBIIEHH: 3pPOCTaHHA KpequTyBaHH: TIPHBATHOIO CEKTOpY.
MakpoexoHomiuHa cTpaTeris YkpaiHM HiATPUMY€EThCS LUMH IO3MKaMH Ha
HOJIITHKY PO3BHTKY, Makpodinancosow nornomoro €sponeficskoro Corosy Ta
nporpamoro  “Crenn-6aii” 3 MB®, 3aBeplleHHs MEpIIOro Teperisiy sKol
ouikyerhes y mucronagi 2021 poky.

6. PEOOPMM. Ypsn Ykpainu 30608 53y€TbCsl BTLMIOBATH CBOK aMOiTHY
mporpamy  cTpykTypHux  pedopm. Hami aii  OyayTe  eKOHOMIYHO
OOIPYHTOBAaHHMH, TCXHIYHO MOXIIMBHMH Ta HaNpaBleHi Ha TPHBATHH
Mo3uTHBHMHA edekT. ITiATpUMKa 3 GOKY MXKHAPOJHHUX TApTHEPIB Jy)Ke BaXKJIUBA
JUIS TIONANBINOrO 3MiLHEHHs HALIOl CIIPOMOXXHOCTI e(hEeKTHBHO BHKOHYBATH
3060B’13aHHA, BOJHOYAC i ATPMMYIOUH iHCTUTYLiHH] Ta cHcTeMHi pedopMH, SKi
HpOBOATECA B YKpaiHi.

7. TIO3UKWU HA TIOJITUKY PO3BHUTKY TA PEOOPMU VYPHIY.
IMigTpuMka CBiToBOro 6aHKy Mae BWpilUaibHE 3HAYEHHS 1A YCMIXy Hawol
amGiTHoi nporpamu pedopm. 3ampomonosaHa Jlpyra NO3HKa Ha TIONITHKY
PO3BHTKY Y c(epi eKOHOMIYHOro BifHOBJIEHHS HaTpaBieHa Ha MiATPHUMKY
KIIOYOBMX €JIEMEHTIB Hauloi [porpamu pedopM, METOK SKHX € YCYHEHHs
KPUTHIHUX MEPEIlKOy Ul IHBECTHLIH Ta eKOHOMIYHOTO BiIHOB/IEHHS, @ TAKOX
[IOM’SIKIIIEHHS HETaTHRHOTO BILTMBY rmobansHol naxaeMii. Bona IpyHTyeThes Ha
BaXNCIHBHX pedopmax, siki Oyau mipTpumani Ilepinoio MO3MKOI0 HA TONITHKY
po3BUTKY y cdepi exkoHomivHoro BigHoBleHHs. OcoBNHMBO e CTOCYETHCS
3emenpHOI  pedopME, HeofximHol fans  3abesmeveHHs [PO30poro  T1a
GesnepemkogHoro  (yHKUiOHYBaHHS PHHKY 3emii. Iajanus  mO3HKH
i TPUMAJIO TAKOX MPOAOBKeHHs pedopM y cdepi PiYKOBOro TPaHCIIOPTY Ta

Page 54



The World Bank
Second Economic Recovery Development Policy Loan (P177931)

4

IIOPTOBOT JIOTICTHKH, aHTHKOpynuifinux pedopm i meHcifinoro 3adesnedyeHHs.
3a3naueni peOPMH CIIPOEKTOBAHI HABKOJIO TPHOX KIIIOUOBMX KOMIIOHEHTIB, SIKi
[OBHICTHO  BiNMOBiZaloTP HamMM  IiAsSM  PO3BHTKY: (1)  cupuadi
neMoHononizanii Ta aHTUKOpYNUiiftHMM incTuTyuisM; (i) 3MIIHEHHS PHHKIB
3eMiTi Ta Kamitamy; (iii) MOCHIEHHs cHCTeMH COLIaIBHOT IT/ITPHMKH.

8. KOMITOHEHT 1. ITinTpuMKka JeMOHOMOMi3auil Ta NPOTH/Iis KOpyILii.
PedopMi B paMKax TAaKOI'O KOMIIOHEHTA CIIPHSIOTH JIEMOHONOMi3aLil KIIIOIOBMX
CEKTOpiB EKOHOMIiKM Ta TIOCHJIEHHIO aHTMKOPYNIIHHMX iHCTHTYUid s
3MilHeHHs: J0Bipu iHBecTopiB. YKpaiHa NpOJoBKye BTiIOBaTH pedopMmy y
chepi BHYTPILIHIX BOJHMX UUIAXIB, sIKa CHOPHATAME 3aTy4eHHIO Oiibimof
KiJIBKOCTi Y4ACHMKIB 3 IPUBATHOTO CEKTOPY Ta KOHKYPEHTOCIIPOMOXKHOCTI Y L
chepi, a Takok CHPHATMME IHBECTHLISM Y 3a3HaueHMH CEKTOp CKOHOMIKH.
Vipaiua y 2020 poui mianucana asi koHuecii moptis 3a nmigrpumku CeiToBoro
GanKy, a TAKOX IIAHY€E NOAATKOBI KOHIECiHHI IIPOEKTH Y IOPTOBOMY CexTopi.
Mopepuizailisi, OHOBIEHHS T4 PO3LIMPEHHS PiYKOBOTO TPAHCIIOPTY € KIIOYOBHM
elleMeHTOM HAIIol JOBrOCTPOKOBOI cTpaTeril PO3BHTKY, HAllpaBleHol Ha
3MEHIIEHHS  TIEPelIKojl  HamoMy eKkcnopry (ocofmmuBo  cilbehbKoro
TOCIIO/IapCTBA) T2 PO3LIMPEHHS JIOTICTHYHMX 3B S3KiB 3 HAIMME PEriOHANBHUMH
napteepamu. Crif 3aleBHUTH, IO TaKi 3aX0[H CIPUITHMYTh HOCATHEHHIO
HaIIMX JOBIOCTPOKOBHX LIl II0J0 CKOPOYeHHS BUKHIIB BYTJICLIO.

Hama pepxasa TpojoBxye BriUmoBaTd pedopmy, HanpasieHy Ha
3MillHEeHHs ANTHKOPYMINAHMX iHCTHTYUii, Qi TNOJAIBIIOrO IIiABHLICHHS
IIPO30POCTi T2 TMiA3BITHOCTI i CTBOPEHHS PIBHMX YMOB il iHBECTOPIB B YKpaiHi.
30KpeMa BM3HAYCHO NPABOBY, EKOHOMIYHYy Ta OpraHisalliiHy OCHOBH s
PEryTIOBaHHS CEKTOpY BHYTDIIIHIX BOJHHX INSIXiB Ta 3abesneveHo
HEJMCKPHAMIHAIIHHKME [OCTYN ONEpaTopiB A0 BHYTPIHIX BOAHMX IUIAXIB
3aBIAKM NpHiHSTTIO 3akoHy Ykpainu “Ilpo BHyTpimmil BomHui TpaHcmopT.
Tpusae Brinenus mici pedopMH 3 METOK CTBOPEHHS YMOB [ 3pOCTaHHI
BUKODHMCTAHHS PIYKOBOrO TPAHCHOPTY B YKpaiHi, IO BXe MPU3BEIO [0
30LnpIIeHHs KiMBKOCTI peifcip (BKmodarouu BaHTakHI) no piuni Jlmimpo.
V cepenHBOCTPOKOBIH Ta JOBrocTpoKOBiH MepcreKkTHBl BipHMO, INO TaKa
pedopMa CHOpHATHME iHBECTHMIiAM IIPUBATHOTO CEKTOPY B KIHOHYOBY
indpacTpykTypy B VKpaiHi Ta nigTpEmac NPOAYKTHBHICTE i e(eKTHBHICTH
exoHoMiku. Lle TaKox crpuaATHMe 36LTBIIEHHIO 0DCATIB NEpeBe3eHb BAHTAXKIB
BHIAMH TPAHCTIOPTY 3 HH3BKHMH BHKHIAMM BYIVIELO BiIOBIAHO O BHMOT
HNOPTOBMX  KOHTPAKTiB, IAMHCAaHMX Yy paMKax [epXKaBHO-IPHBAaTHOIO
napTHepcTBa. BpaxoBylouH eKOJNOTiUHi PH3HKH, B YKpaiHi TPHBAE MPHBE/ISHHS
eKOJIOTIYHUX CTAHAAPTIB y BiANOBIAHICTS 3 HOpMAaTHBHUME akTamu €C, a Taxox
pO3pOGIAOTECA ~ METONONOTIYHI  BKasiBKM  JUI  OKPEMHMX  CEKTOpiB
iHQpacTPYKTypH.

TTpoTsroM MEHYIOrO poKy Binfysamacs mminHa poboTa Hajl BIIHOBJICHHAM
npolecy TiepeBipKM AeKiapauiil oci, YIOBHOBaKEHHX Ha BUKOHAHHS (yHKIIH
aepxaBd a0  MICIIEBOrO  CAMOBDS/IYBAHHS, KIOUOBHX  IIOBHOBAXEHD
Hal(ioHaNbHOTO AareHTCTBA 3 NMTaHbL 3anobiraHHs KOpYNHil Ta iHmMX
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(yHOAMEHTAJIEHHUX YAacTHH [pPaBOBOI CHCTEMM [eKiapyBaHHs MaiiHa, ska
ONMHMHUIACS MiJ 3arpo3or0. byle MpogoBKEeHO BTiUIEHHS TakMX pedopM I
30inbIIeHHs KiTBKOCTI TIOBHHX MEPEBIPOK JEKIApalliil 3 BHCOKMM DPHIHKOM
(eubpaHux 13 3aCTOCYBaHHAM KpHTEpiiB PH3HKY, aBTOMAaTHYHO IIPUCBOEHHX
nepcoHay Ta 3AiHCHEHHX 3a BOOCKOHANeHOw Meroponorieco) 3 0y 2019 poui
no 1500 y 2022 poui. Beaxkaemo, 110 IPOBEAESHHS 3HAYHOI KIIBKOCTI AeTaTbHUX
neperipox Jieknapariff mpo MaiHoO Ha OCHOBI BiNBII BAOCKOHANEHOTO Ta
YYTIHBOIO OO PH3HKY X0y Ma€ CUPMSATH IABHMIIEHHIO IiJ3BITHOCTI Ta
3MiLHEHHIO JIOBIpH JI0 3aXOJIiB MPOTHOIl Kopymuii, mo mpoBoAHTE YKpaiHa.
Kpim Toro, Ypsam VYxpalHum 3arBepiuus KpuTepii Ta METOZHMKY IPOBEISHHS
OUIHIOBaHHS e{eKTHBHOCTI aisinbHOCTI HanioHanbHOro areHTCTBA 3 IIMTAHB
3anobiranss xopynuii. Takox crBopeno Kowmicilo 3 nmpoBezeHHS He3alexHOI
ouiHkK e(eKTHBHOCTI [JisNIbHOCTI, $sKa Mae [OCWIMTH IiJ3BITHICTE Ta
rpoMajchKHil Harnmsan 3a HanioHallbHMM areHTCTBOM 3 TIHTaHbB 3amobiranHs
KOpYIIii i TakWM YHHOM i30iroBaT HOro Bil KOpPYNUifHOTO BIJIMBY Ta
HiIBUILIUTH HOT0 e)eKTHBHICTS.

Pedopmu B pamkax Ilepuiol mosuks Ha TOIITHKY PO3BHTKY Y cdepi
eKOHOMIYHOTO BiJHOBIIGHHS, BKIIIOYAIOUH YCITIIIHE BiOKpEMJIEHHS OlepaTopa
ra3oTpaHCIoOPTHOI cUcTeMH Ta Horo ceprudikarniro 3 1 ciuns 2020 p., cipusnu
TOMY, L0 YaCTHHA JOXO/AIB BiJ| TPAH3UTY POCiiichKoro razy uepes Ykpainy Oyiu
zibpani TOB “Omnepatop I'TC Vxpainu” BinmoimHo mo HoBoi YTomH mpo
TpamsuT razy 3 ‘Tasmpomom”, mipnucanoi 30 rpyans 2019 poxy. Opnak
¢inancoBy 3BitHicte TOB “Onepatop T'TC Vkpaiuu” 3a 2020 pik He Oyno
3aTBep/DKeHOo HaraaoBoro pagoro AT “MI'Y”. Hopuil cknan HarnsaoBoi pagu
npusHadeno 5 jxoBTHY 2021 p. Ta Ha CHOrOJHI ONpALBOBYETLCS IIHUTAHHS
3aTBep/keHHs (iHaHcoBoi 3BiTHocTi AT “MI'Y” ta TOB “Oneparop I'TC
Vxpaiau” 3a 2020 pix.

BesnpeneyenTHe 3pocTaHHs IiH HA SHEPTOHOCI IIPH3BENO [0 BHECEHHS
smMiH 1o Jlorosopy KymiBIi-ipojaxy 4acTKM B CTaTyTHOMY KamiTtani
TOB “Oneparop I'TC Vkpaiam”, nmignucanoro mixkx AT “Yxkprpancras” Ta
AT “Marictpansni razonpoBomu YKpaiHH”, w0 3a0e3neynno MOXIHBICTh
nepepaxypanHs 27 Miupa. rpuBeHs (noxoxy TOB “Omneparop I'TC Vxpainu” 3a
2020—2021 poxu) Ykprpancrazy. Ilomaneini mepexa3w MOMXIIMBI JIHIIE 32
YMOBH ITO3MTHBHOIO BHCHOBKY HOBOIpH3HaueHo1 Harmsgosol pagu AT “MI'Y”
010 HACTI/IKIB TaKKX IIepeKa3iB i KOMIIAHII.

Vkpaina JoTpUMyeThCs TOJNITHKH TPO30POro MepepaxyBaHHA JOXOIIB BiJ
TpaH3MTy rasy o olepaTropa ra30TPaHCIOPTHOI CHCTEMM 3TiJIHO 3 TapudoM,
BcraHoBneHuM HKPEKII, 1mo Bigmosimac 11 mparHeHHI0  JOCSITH
IOBrOCTPOKOBOI  ()iHAHCOBOI  CTIMKOCTI Ta  BIOPOBa[PKEHHs  HaIiHOTO
KOPIIOPATHRHOTO YIIPABIIHHA BiAIOBIAHO 10 npakTHK €C.

Baxciueo crBoputH ymoBu, mo6 TOB “Omneparop I'TC Vkpaiuu” mir
BHUKOHYBATH CBOIO CTPATEriyHy MIicCil0 MiJTPMMKH PO3BHTKY KOHKYPESHTHOTO,
IIpO30pOT0, HEAMCKPHMIiHALIHHOrO pHHKY ra3y Ta 3alesnedyBaTd HajiiiHuil
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TPaH3WT ra3y A8  yKpalHCBKMX T4  €BPONEHCBKMX  CIIOXKHBAYiB
HalieeKTHBHIIIMAM cTIocoboM. YKpaiHa 30008’ A3Y€ThCs TICHO CIIBIPAIIOBATH 3
MIKHAPOJHHMM TapTHepaMM Juii po3poOKH 3acCHOBAHOTO Ha TIPaBHIAX
TIpo3oporo Ta nepeabdadyBaHoro GiHAHCYBAHHS JepHABHHX IIOCIIYT.

9. KOMIIOHEHT 2. 3minHenss puHKiB 3eMiIi Ta Kamitary. Pedopmu, axi
nigrpumye Jlpyra nosuka Ha NOMNTHKY pO3BUTKY Y cdepi eKOHOMiYHOTO
BIIHOBJICHHA B paMKax [BOr0 KOMIIOHEHTA, JONOMAraloTh MiJBHIIMTH
e()eKTUBHICTE PO3MOJLIY pecypciB B €KOHOMILI LIISXOM IiJTPUMKH PHUHKY
3eMii  CLIBCBKOTOCIIONAPCHKOTOG TNPW3HAYEHHS Ta PO3LIMPEHHA HOCTYITY
depmepiB o kpemurie. lligTprMka OpPO30POro pPHHKY 3€MIi, a TaKox
NOKpalleHHs  JOCTYIOy A0 KpedoWTiB i ApiOHMX  BHpOOHHKIB Y
Ci/IbCBKOIOCHO/AAPCHKOMY CEKTOpPi AACTH 3MOTY IMMIIBHIMHTH NPONYKTHBHICTh
3eMEJIbHMX iHBECTHL Ta CTaNoOro BelEHHsS CLIBCBKOro TroCHoJapcTBa,
ocobamBo st 4,6 MutH. ApibHUX QepMepis, Aki 06pobuaroTs Omm3eKo 15,7 MiH.
rextapis 3emii. Y CepelHBLOCTPOKOBiH 1 JOBroCTpOKOBili mnepcmexkTBi Le
CIIPHATHME MEPEeXOAy Ha NPOLYKTH 3 BHILOK J0JAHOI0 BapTICTIO, CTBOPEHHIO
pobounx Miclp y CilbCBKiH MicleBOCTi, a TAKOXK 3araibHOMY €KOHOMiYHOMY
3POCTAHHIO.

Yxkpaina npuiHANA BaXUIMBHH 3€MENIbHHH 3aKOH, CIpSAMOBaHHH Ha
HijBUILEHHs 1po3opocti Ta edexrtuBHOCTI 3eMeNBHHX yroz, mo 3abesmeuye
ICICHTpANi30BaHe YIPAaBIiHHA LUIAXOM Iepejadi IpaBa BJIacHOCTI Ta
YIIPABIIiHHS Jep>KaBHOIO 3eMJIEI0 OPraHaM MiCLIEBOI'0 CaMOBpPSTyBaHHs, a TAKOXK
MiIBHILYE TPO30picTh Ta crpoulye npoueaypy (3akon Ykpainu Bix 28 KBiTHA
2021 p. Ne 1423-IX “Ilpo BHeceHHS 3MiH J0 JeSKHX 3aKOHOJABYMX AKTIB
Vkpaluu 1010 BIOCKOHANEHHS CHCTEMH YIPAaBIiHHA Ta Ieperyisuii y cgepi
3eMelbHAX BifiHOCHH). KpiM Toro, mpuilHATO 3aKOH, AKHH peryinoe MicleBe
IepiKaBHe 3eMJIEKOPHCTYBaHHA Ta mependadac IPOBEJEHHS €JIEKTPOHHUX
ayKUiOHiB 3 Tpojaxy Hep)kaBuHux 3eMenb (3axonm Yxkpaimm Big 18 TpaBns
2021 p. Ne 1444-IX “Ilpo BHeceHHsi 3MiH [0 [AeAKHX 3aKOHOIABYMX AKTIB
VKpalHH mogo MpoAaxy 3eMeIbHHX MISIHOK Ta HaOyTTs npasa KOPHCTYBAaHHS
HAMM 4epe3 eJeKTpOHHI aykuionn”). Vkpaina 3000B’s3yeTnest 3abesmeunTn
NMOBHE BHKOHaHHsA /JlepXreokajacTpoM TIIOJOXKEHb  3aKkoHIB  Ykpainu
Bin 5 rpyans 2019 p. Ne 340-1X “TIpo BHeceHHS 3MiH IO AeSKHX 3aKOHOJaBUMX
aktiB Ykpainu moyo npotuii peiaepersy” Ta Bin 13 ksitig 2020 p. Ne 554-IX
“Ilpo HauioHaneHy iHGPACTPYKTYpy IreompocTOpOBMX AaHHX (IMiITpUMaHHX
ITepIuoro MO3MKOI0 Ha MMOMITHKY PO3BUTKY y chepi eKOHOMIYHOr0 BiTHOBIEHHS)
HIO/I0 ZIOCTYIY TPOMAJCHKOCTI Ta OpraHiB MiCIeBOrO0 CaMOBpPSIYBaHHS [0
NaHUX TPO 3EMIEO, NPUAHATH ITOCTAHOBY INOJAO0 MOHITOPHHIY 3€MEeNbHHX
BIZIHOCHH, ONPWIIOJHEHY /Ui KOHCYJIbTALli A0 KiHIA JHCTOmaja, Iob
3abe3meunTH e)eKTHBHE BIPOBA/EHHS TA MOHITOPHHI 3al00iKHHX 3aXOmiB.
3a mnigrpumku nporpamu CritoBoro Oanky “llpuckopenns mnpuBaTHEX
iHBeCTHILi# y cinbchKe rocnojapeTso’” Takox Oye 3pobieHo HeoOXigHI KPOKu
Ui 3a6e3rneueHHs MOBHOI iHBeHTapH3allil BCiX AEePKABHHUX 3€MENb, BKIIOYAIOYH
micd; 3aKyIUleHO KapTH, 1Wo6 Jjath 3Mmory o0’eiHaHHM TepHTOpPialbHHM
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rpomMajaM IUIaHyBaTH cBol TepuTopil Ta 30iMBIIMTH IOXiA; 3aIylleHo
Heprxapnuil arpapuuii peccrp no kinua 2021 poky.

Bepxosna Pana Yipaiuu 4 macromana 2021 p. npuiinana 3axon Yxpaiuu
“IIpo @omj 4aCTKOBOI'O IrapaHTYBAHHA KPEIUWTIB Y CLILCHKOMY IOCIIOAApCTBi”
(peectpanifinmii Homep 3205-2) pans CTBOpEHHS MEXaHi3My YacTKOBOI'O
rapaHTYBaHHs KpeJMTIE Yy CINTBCBKOMY rocnojapcTel. YKpaiHa uparse
BIIPOBAIHMTH LeH MexaHi3Mm, o6 ymoxnusuty naganns y 2022 pori kpeauTiB
ApibHuM  depmepaM, BHAaHMX 3@ [IATPUMKHM MEXaHi3My 4YacTKOBOIO
rapaHTyBaHHS, WIS TOTO, 106 MexaHi3M OYB He3aleKHO KepOBaHWH, BilbHMI
Bill IOMITMYHOTO BTPYYaHHs Ta B PAMKaX BHMOTL, llepeA0aue X OpraHnoM, SKuii
3I1MCHIOE JiepiKaBHe peryitoBaHHs puHKiB Ginancosux nocnyr (Hamionansau
bank VYkpaium). Bipmmo, mo mnokpamenwii goctyn xo ¢iHaHCyBaHHA s
npibuux depmepis i3 obOMexenum JocTynoM 10 ¢iHaHcyBaHHs OO3BOIHTEL iM
CTATH aKTHBHMMH YYaCHMKAMH Ha PHHKY 3€MIi, PO3IMIHPHTH MOJKIHMBOCTI JUIA
CiTBCBKOTO TOCMOAApCTBa B YKpaiHi, a TAKOX MepedTH A0 MPOIYKIl 3 BHINOKO
noxanoro Baptictio. e Takox qomomoke 3ano0IirTd KOHUEHTPALI] BIacHOCTI Ha
3eMIm0 mmichs BiAkputTs puHKy. I1lo6 migTtpumatu BBejieHHs B Jilo Donmy
JacTKOBOTO TapaHTYBaHHS KpeOuTiB, YKpaiHa 3000B’g3yeThcs TiepeqbaunTi
Bignosigui OromxerHi acurHyBanHs y 3akoni Yxkpaiun “IIpo [epixasnuii
6romxer Ykpainm Ha 2022 pix”, npuifHATTS AKOTO TJIAHYETHCS /O KIHI
2021 poxy. Kpim Toro, mocranosoro Kabimery Minictpie Yxpainm HamaHOo
IPOMDKHUH IHCTPYMEHT MAEPMAaBHHX TapaHTii Ui [NIATPUMKH  JpiOHEX
depmepis (mocranora Bix 14 mumus 2021 p. Ne723) nmo MoMeHTy TOBHOTO
3aMyCKy MEXaHi3My 4YacTKOBOTO TapaHTyBaHHS KpeOWTiB. YpaOm TicHO
CHIBIpALIOBATHME 3 AHTHMOHOIIOJIBHHM KOMITETOM YKpaiHM IOJI0 BUKOHAHHS
3a3HayeHol IIOCTaHOBM, LIO0 CHOpHATH BHUAA4Yl HeoOXiIHOrO BHCHOBKY 1
BHECEHHIO Ha posrnaa Kabinery MinicTpiB YKpaiHm 10 cepeldHM TPyAHS
2021 poxy NpoeKTy IIOCTAHOBH IOJIO JIMITIB JiepiKaBHHX rapaHTid CTOCOBHO
KokHOT GaHKIBCBKOI YCTAHOBHM-YYACHHKA 3 METOI0 3aMyCKy IHCTPYMEHTY JI0
nouarky ciuns 2022 poky. Takox Ykpaina mpoTaroM TproX Micauis 3 JHA
HabpaHHsA 4MHHOCTI 3akoHOM Ykpainu “IIpo @OHJ 4aCTKOBOIO rapaHTyBaHHS
Kpe{uTiB y ciibCceKOMYy rocnogapctBi”’ (peectpauidinuii momep 3205-2)
3MIACHUTE Bei HeoOXinui 3axouu s 3abesneuenns edexTrBHOl pobotn DoHTy
4acTKOBOrO rapaHTYBaHHS KPEJUTIB y CiTbCHKOMY TOCHO/apcTBi, hopMyBaHHS
Ta CIUTATH HOr0 CTATYTHOIrO KamiTalny 3 MOAANBLIAM BH3HAYSHHIM HE3ATEHHX
MEeXaHi3MiB KOPIIODaTHBHOTO YNpaBJiHHSA, HE3aJeXHUX WICHIB HaramoBol
panu, romoBa fkoi oOuWpaeThes pamoro MOHOY YacTKOBOTO TapaHTYBAaHHS
KPeouTiB Y CLILCLKOMY IOCIIOAAPCTBI 3 YHC/a He3ale)HUX WIeHIB BiAMOBIOHO
10 3aTBepAKeHoro Ypsaaom CraTyTy.

Vpan VxpaiHu [POJOBXKHB BHPOBa[KyBaTH pedopMy (iHaHCOBOIO
CEeKTOpY, fAKY migTpuMyBana Ilepina 1o3uWka Ha NOMITHKY PO3BUTKY y cdepi
CKOHOMIYHOTO BiJHOBNEHHs, 1IN0 Bigo6paXeHO Y CKOPOYEHHi YACTKH
HENpalloloYMX KPEOMTIB [epaBHUX OaHKIiB Ta [IOCHIEHHI Hariamy 3a
HeOaHKIBCEKMMH (HAHCOBHMH ycTaHoBamMHM 3 6Goxy HarionansHoro 6aHky
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Vkpainn (oJfHa 3 JIBOX HOBMX cdiep Harmsay), SKMH TOTye Ta mnojae Jo
HapiaMeHTy HOBi 3aKOHONPOEKTH IIPO PEryJIOBaHHS DPHUHKIB HeGaHKiBCBKMX
dinancoBux nocayr. Ilapanensno HauioHanbHa xoMicis 3 HIHHMX manepis Ta
donmosoro punky (HKIIT®P) takosk joKnana 3ycHib IIOJ0 3MillHEHHS CBOET
TIPaBoOBOI Ta HOPMATHUBHOI 0a3K AJ1A PHHKIB KaliTany Ta neHciiaux ¢poniis.

10. KOMITOHEHT 3. 3minnenns cucteMy couianbHoil migrpumku. Kpusa
COVID-19, mo po3ropraeThCs, akLEHTyBajla yBary Ha BayJIMBOCTI 3aXHMCTY
Bpa3JIMBEX BEpPCTB HaceleHHd, ocoOiuBO mozel noxmnoro Biky. Haiibineury
YaCTHHY CHCTEMH COL{IANBHOTO 3aXMCTy B YKpaiHi CTAHOBIATE TEHCI, IpUYOMy
neHcilini BHIUTATH CTAHOBISTH 3HAYHY YAaCTHHY AOXOAIB JOMOTOCIIOAAPCTB 3
HE3aXMIEHHX BEPCTB HaceienHs. Opuielo 3 KmoOYOBMX ocobnuBocTed
yxBanenoro y 2017 poui 3akoHy 1po neHciiiHy pedopMy € mopiuHa iHaeKcanis
neHciitnol Bumnath. OckinbKyu 3akoH nepeabadae THYUKICTh MO0 BU3HAYCHHS
NaTH iHfexcanii meHcii mopoky, e o6yMOBUIIO HEPOTHO30BAHICTh IOPIYHHX
IeHCifHMX BHIIAT, WO TNpPU3BEJIO A0 NeBHOI HecTabimbHOCTI KymiBeibHOT
crpoMokHOCTI. Byllo NepeHeceHO AaTy 3aKoHOJaBdoi iHpexcauii meHcii y
2020 porii Ta mocnifoBHO 3actocosaro ii y 2021 poui. ¥V upomy pomi e
cnpuaIo mepenbadyBaHocTi i KymiBenkHOI CMPOMOXKHOCTI NEHCIMHMX BHILUIAT.
Opnak 3a3Ha4yena nepeabadyBanicTs 1we Maa 6 6yTH 3aKpinyeHa 3aK0HOIaBYO.

V 3B’a3Ky i3 3asHauenuM Ypsa YKpaiHu cxBaiuB BrojpkeTny pexiapariio
Ha 2022—2024 pokn, Ay miarpumaina Bepxosna Paja Vkpainu. Lle noxyment
MICTHTE TIOJIOJKEHHS, 3riIHO 3 SKHM iHJeKcalis neHcii Oyae NpoBOIAUTHCS HE
misnime 1 Gepesns. Takox mnepenfadeHo yxsajleHHs Bepxosnoro Panoro
VKpaiHu  3aKOHONpOEKTY, 10 mepeabadae  cBO€dacHy  iHJEKcalilo
(peectpauiinuii nomep 4668). IlapnaMeHT YXRamMRBR NPOEKT LBOTO 3AKOHY Y
nepuioMy udtanHi 9 sBepecms 2021 p. Ta HeBHIOB3l Mae PO3IISHYTH HOro y
JIPyroMy JHTaHHi.

11. KOpHCTYIOMMCh MOXUIMBICTIO, CHLX MIATBEPAMTH NPUXHIBHICTH
VKpaiHn TIpMHIMIAM Ti/I3BiTHOCTI Ta MPO30pPOCTI B KOHTEKCTI YIPaBIiHHSA
NepKaBHAMH (QiHAHCAMM Ta KOOpJHHALI JAisSNBHOCTI NapTHEPIB 3 PO3BHTKY. 3a
OCTaHHI POKH yCHIHO 3ailicHeno pedopMH, CHpAMOBaHI HA BIPOBAMKEHHS
CEpeIHLOCTPOKOBOTO  OIO/PKETHOrO  IUIAHYBaHHA, MOKPAIEHHA MeXaHisMy
MixO10pKeTHHX TpaHcdepTiB, 3MILHCHHS CHCTEMH JEPKaBHUX 3aKYIiBEIb Ta
VOpaBHiHHA JIEPXKABHMMM  IHBECTMI[iAMH. YKpailHa # Hajam rorosa
JOTPUMYBATHCS NPHHUMIIEB ITOBHOI MiA3BITHOCTI Ta MPO30POCTi, Y TOMY YHCII
100 B3a€MOIT 3 yciMa MIKHAPOOHHUMH [TapTHEPaMH.

12. Ypsn Vkpaiuu 3aGesneunts NpoBejeHHA 3eMeTbHOI PeOpPMH TaKUM
YMHOM, 00 lle He 3alKOJXIO0 HABKOJIHIIHBEOMY IPHPOJHOMY CEPeJOBHLIY Ta
HiJBHMIAIO SKICTE JKHUTTA. DByAe NpPOJOBKEHO po6oTy Haj 3MilHEHHIM
CIIPOMOXHOCTI OpraHiB MiCI[EBOr0 CaMOBpSIyBaHHA INPOBOAUTH HAIEKHY
eKOJIOTi9Hy NepPeBipKy, YIOPAAKYBATH IPOLELYPH OIIHKY BINIMBY HA NOBKIJULA
IpoLeciB Bi/[Be/IcHHS/BUKOPHCTAHHS 3eMellb, 30CepelKYIOUHCh, 30KpeMa, Ha
€KOJIOTIYHO TyTIHBHX Ta L[iHHUX 3eMILIX.
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13. Vkpaina npoayxtueHO chisrpamoe i3 CBiTOBHM OaHKOM 3 METOIO
po3pobnenHs TporpamMu pedopM, NI0 TiATPUMYETbCSA [O3MKAMH Ha MOJITHKY
PO3BUTKY, i Hajaji TiCHO CIIBIPALIOBATHME JUIsi MOHITOPUHIY BHKOHAHHSA I€]
nporpamu pedopm. Y HacTymHoMmy poui YKpaiHa mijTpuMyBaTHMe JIHHAMIKY
pedopm, 3a0e3lIeuyroun K SKiCTb, TaK i O4iKyBaHMil NMO3HTHBHHMH pe3yNbTar
ux pehopm.

3 nosarow

IIpem’ep-minicTp Yipainn Hennc IIMHAT AJID
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[unofficial translation]

To: David MALPASS, President of the
World Bank, Washington, D. C.

LETTER OF DEVELOPMENT POLICY
37711/0/2-21 of November 19, 2021

Dear Mr. Malpass,

1.  On behalf of the Government of Ukraine, | would like to take this opportunity to express
our warm regards and gratitude to the World Bank and personally to you for your support and
assistance to Ukraine along the path toward its most important development goals. Our fruitful
partnership has contributed to implementing a number of important reforms supported by the
Second Economic Recovery Development Policy Loan project. Currently, Ukraine’s economy is
gradually recovering after the onset of the COVID-19 pandemic caused by the novel SARS-CoV-2
coronavirus (“COVID-19”) but the recovery is affected by the recurring waves of infection.
Ukraine appreciates sincerely the World Bank’s willingness to create conditions for the strong
and sustained economic recovery and help with mitigating the impact of this crisis on the poorest
and most vulnerable groups in our country, in particular the elderly. If bears mentioning that the
important reforms supported by the DPL series of loans are critical for Ukraine’s considerable
efforts aimed at strengthening the foundations of economic recovery by supporting de-
monopolization and strengthening anticorruption institutions, improving the operation of land
and capital markets, and bolstering the social safety net.

2. REFORMS AND CURRENT CHALLENGES. Since 2014, Ukraine has implemented far-
reaching reforms supported with the World Bank’s instruments in 2014-2015, 2018, as well as in
2020 with the First Economic Recovery Development Policy Loan project. Before the pandemic,
these reforms helped to restore macroeconomic and fiscal stability, reduce public and publicly
guaranteed debt to a more sustainable level (from a peak of 80.9 percent of the gross domestic
product as of late 2016 to 50.3 percent of GDP in late 2019), and resume economic growth. These
achievements have not only made it possible to demonstrate Ukraine’s successful track record
in implementing reforms but also bolstered the buffers created due to the reforms; in doing so,
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they helped to strengthen the macroeconomic stability during 2020 and prevent a deeper GDP
drop than the actual four-percent decline. However, the public and publicly guaranteed debt
grew to almost 61 percent of the GDP as of late 2020 with an increase in the general government
deficit to 6 percent. The situation in the health care sector has also contributed to the crisis
substantially. As of November 1, 2021, there were 2.94 million confirmed coronavirus disease
cases and 68,027 deaths. Only 7.4 million or less than a fifth of the total population of around
41 million have been fully vaccinated so far.

3. PANDEMIC. The pandemic is still affecting the health and livelihoods of our people and
continues to constrain the economic recovery. In addition, the pandemic has exacerbated the
major development challenges faced by Ukraine. Ukraine is committed to tackling these
challenges to improve the living standards for the Ukrainian people. Specifically, a lot of structural
bottlenecks constrain the potential of Ukraine’s economy in spite of the progress of recent years.
Ukraine has focused on delivering the reforms that would eliminate these impediments to private
investment and productivity improvement to enable the economy to recover once the health
crisis is over. The economy is expected to grow overall by 4.1 percent in 2021 after a weak
recovery in the first half of the year 2021. Ukraine has significantly tightened its quarantine
restrictions in response to the third wave of COVID-19 infections. Steps have been taken,
including those supported by the World Bank, to speed up the vaccination pace and strengthen
the capacity of the health care sector to prevent, detect, and respond to impacts of the pandemic.
At the same time, significant steps have been taken toward bolstering the social safety net to
mitigate the crisis impact on the population. We hope that these measures, together with the
key reforms supported by the DPL series, will support the recovery in 2022, with the expected
GDP growth rate of 3.8 percent.

4.  FISCAL POLICY. Ukraine is committed to return to the path of gradual fiscal
consolidation to anchor its fiscal sustainability in the medium term. The 2022-2024 Medium-
term Budget Declaration endorsed by the Government and supported by the Verkhovna Rada of
Ukraine calls for the gradual fiscal consolidation. Under the declaration, Ukraine commits itself
to reducing the budget deficit from a planned 5.5 percent of GDP in 2021 to 3.5 percent in 2022,
and further to 2.7 percent in 2024. Our country is focused on safeguarding macroeconomic and
fiscal sustainability. The support to Ukraine in the form of the World Bank’s DPL loan, together
with support from the IMF and the EU, is of great importance in the process of supporting Ukraine
to meet its financing needs on affordable terms, including in international financial markets.

5. MACROECONOMICS. Ukraine’s macroeconomic policy is strong and underpinned by our
commitment to the fiscal and external stability. Ukraine aims at reducing public debt in 2022,
together with resuming economic growth. Meanwhile, the monetary authorities are taking all
the steps needed to maintain a flexible and stable exchange rate, while monitoring the inflation
risks. Our country is working in implementing a structural reform agenda focused on (i)
supporting economic recovery by bolstering investment and productivity; (ii) reducing the fiscal
deficit and public debt as economic growth resumes; (iii) raising exports and attracting FDIs to
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support external sustainability; and (iv) enabling a resumption of credit growth to the private
sector. Ukraine’s macroeconomic strategy is supported by these Development Policy Loans, the
European Union’s Macro-Financial Assistance, and the IMF Stand-by Arrangement, with the first
review expected to be completed in November 2021.

6. REFORMS. The Government of Ukraine is committed to implementing its ambitious
structural reform agenda. Our actions will be economically sound, technically feasible, and aimed
at attaining a long-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 sustaining the momentum of institutional and systemic reforms that are underway in
Ukraine.

7. DEVELOPMENT POLICY LENDING AND GOVERNMENT REFORMS. Support from the
World Bank is critical to the success of our ambitious reform agenda. The proposed Second
Economic Recovery Development Policy Loan is designed to support key elements of our policy
reform agenda to address critical impediments to investment and economic recovery, while
mitigating the impact of the global pandemic. It builds on critical policy reforms supported by the
First Economic Recovery Development Policy Loan. This is especially the case in relation to land
reforms needed to ensure transparent and inclusive functioning of land markets. The loan
supported the continued reforms in the river transport and port logistics sector, anticorruption
reforms, as well as the pension system reform. These reforms are organized under the following
three pillars fully aligned with our development objectives: (i) fostering de-monopolization and
anticorruption institutions; (ii) strengthening land and credit markets; and (iii) bolstering the
social safety net.

8.  PILLAR 1. Fostering De-monopolization and Anticorruption. The reforms under this
pillar help de-monopolize key sectors of the economy and strengthen anticorruption institutions.
Ukraine is committed to continuing the implementation of the further reforms in the inland
waterway sector that should help to increase private entry and competition in the sector, and
facilitate investment in a critical sector of the economy. With the World Bank’s support, Ukraine
signed two port concessions in 2020, with additional concession projects also in the pipeline in
the port sector. Modernizing, upgrading and expanding river transport is a core element of our
long-term development strategy for removing impediments for our exports (especially of
agricultural products) and increasing logistical connectivity to our regional partners. It bears
reiterating that these measures will contribute to our long-term goals for reducing carbon
emissions.

Ukraine keeps implementing the reform aimed at strengthening anticorruption institutions
to further improve their transparency and accountability and create a level playing field for
investors in Ukraine. For instance, the legal, economic, and organizational basis has been defined
for the regulation of the inland waterway sector, and non-discriminatory access of operators to
inland waterways has been enabled by enacting the Law of Ukraine “On Inland Water Transport.”
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This reform aimed to facilitate increased usage of river transport in Ukraine is ongoing, reflected
in the result of increasing voyages (including cargo) on the Dnipro river. Over the medium to long
term, we believe that this reform will facilitate private sector investment into key infrastructure
in Ukraine and will support productivity and efficiency in the economy. It will also help enable a
shift in port cargo transshipment volumes towards low carbon emissions modes as required by
the port PPP contracts. Given environmental risks, Ukraine is aligning environmental standards
with EU regulations, as well as developing sector-specific methodological guidance for
infrastructure interventions.

Over the past year, we have worked successfully to restore the verification process of asset
declarations of individuals authorized to exercise state or local government functions, key powers
of the National Agency on Corruption Prevention and other fundamental parts of the legal
framework on asset declaration that had come under threat. We will keep implementing these
reforms 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 1,500 in 2022. We believe that carrying out a
significant number of detailed verifications of asset declarations based on an improved and more
risk sensitive approach should help increase accountability and bolster confidence in Ukraine’s
anticorruption efforts. In addition, the Government of Ukraine approved the criteria and the
methodology for the performance appraisal of the National Agency on Corruption Prevention.
An Independent Performance Audit Commission was established to further improve
accountability and public oversight of the National Agency on Corruption Prevention, and thus
insulate it from the corrupt influence and make it more effective.

Reforms supported by the First Economic Recovery Development Policy Loan, including the
successful unbundling of the Gas TSO and its certification from January 1, 2020, enabled a portion
of the revenues from transit of the Russian gas through Ukraine to be collected by Gas TSO LLC
in accordance with the new Gas Transit Agreement with Gazprom signed on December 30, 2019.
However, the 2020 financial statements of Gas TSO LLC were not approved by the Supervisory
Board of “Main Gas Pipelines of Ukraine” (MGPU) JSC. New members of the Supervisory Board
were appointed on October 5, 2021; currently, the work is ongoing on the approval of the 2020
financial statements of both MGPU JSC and Gas TSO LLC.

An unprecedented energy price hike resulted in the amendment of the Gas TSO LLC Equity
Interest Sale/Purchase Agreement signed between Ukrtransgaz JSC and MGPU JSC; the
amendment made it possible to transfer UAH 27 billion (Gas TSO LLC’s 2020-2021 income) to
Ukrtransgaz. Further transfers would only be possible in the case of a positive opinion of the new
supervisory board of MTPU JSC on consequences of such transfers for the company.

Ukraine is committed to the policy of transparent transfers of the gas transit revenue to the
gas transmission system operator at a tariff rate set by the National Energy and Utilities
Regulatory Commission; this commitment is aligned with its focus on the long-term financial
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stability and the implementation of the reliable corporate governance in line with the EU
practices.

Itis important to create conditions for Gas TSO LLC to be able to carry out its strategic mission
of supporting the development of a competitive, transparent, and non-discriminatory gas
market, and maintain reliable gas transit for the Ukrainian and European consumers in the most
efficient manner. Ukraine is committed to closely cooperating with its international partners in
order to develop the rule-based, transparent and predictable funding of the public services.

9.  PILLAR 2. Strengthening Land and Capital Markets. The reforms supported by the
Second Economic Recovery Development Policy Loan under this pillar help to increase the
efficiency of resource allocation in the economy by supporting an agricultural land market and
increasing access to credit for farmers. Supporting transparent land markets, as well as improved
access to credit for small producers in the agricultural sector would enable productivity
enhancing land-attached investments and sustainable farming practices, especially for the 4.6
million small household farmers who farm some 15.7 million hectares of land. Over the medium
to long term, it would support a shift into higher value-added products and job creation in rural
areas, and overall economic growth.

Ukraine enacted an important law focused on improving transparency and efficiency in land
transactions to enable decentralized management through the transfer of ownership and
administration of state land to local governments and increasing transparency and simplifying
procedures (Law of Ukraine No. 1423-IX of April 28, 2021, “On Amending Some Legislative Acts
of Ukraine for the Management System Improvement and Deregulation in the Field of Land
Relations”). In addition, a law was enacted that regulates the local state land use and calls for
holding electronic auctions to sell state-owned land (Law of Ukraine No. 1444-1X of May 18, 2021,
“On Amending Some Legislative Acts of Ukraine with Regard to the Sales of Land Plots and
Obtaining the Right to Use Them via Electronic Auctions”). Ukraine undertakes to ensure the full
compliance of the State Geodesy, Cartography and Cadaster Service with provisions of the Law
of Ukraine No. 340-IX of December 5, 2019, “On Amending Some Legislative Acts of Ukraine to
Counteract Corporate Raiding” and No. 554-IX of April 13, 2020, “On National Geospatial Data
Infrastructure (both supported by the First Economic Recovery Development Policy Loan) with
regard to granting access to the general public and local governments to land data, issue a
resolution on the monitoring of land relations published for consultations by the end of
November in order to ensure efficient implementation and monitoring of safeguards. With the
support of the World Bank’s Accelerating Private Investment in Agriculture Program, the
appropriate steps will be made to take complete inventory of all the state-owned land, including
forests; maps will be procured to enable consolidated communities to plan their territories and
increase their revenues, and the State Agrarian Register will be launched before the end of the
year 2021.

On November 4, 2021, the Verkhovna Rada of Ukraine enacted the Law of Ukraine “On Partial
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Agricultural Credit Guarantee Fund” (registration number 3205-2) in order to set up a mechanism
of partial credit guarantees in the agricultural sector. Ukraine is fully committed to implementing
this framework to achieve the result of loans to small farmers issued backed by the PCG facility
in 2022, with this facility independently governed, free from political interference and operating
within the scope of requirements of the agency in charge of the state regulation of financial
service markets (the National Bank of Ukraine). We believe that improved access to finance for
small, credit constrained farmers will allow them to participate actively in the land market and
expand opportunities for agriculture in Ukraine, and move into higher value-added products. It
will also help prevent the concentration of land ownership once the market opens. To support
the operationalization of the Partial Credit Guarantee Fund, Ukraine is committed to providing
appropriate budget allocations in the 2022 Budget Law, which will be voted before the end of
the year 2021. In addition, Resolution of the Cabinet of Ministers of Ukraine No. 723 of July 14,
2021) provided a bridge guarantee instrument to support small farmers until the PCG framework
becomes fully operational. The Government will work closely with the Anti-Monopoly Committee
on implementing the above-mentioned Resolution to facilitate issuance of the required opinion
and the submission of the draft resolution with public guarantee limit allocations to each of the
participating financial institutions to the Cabinet of Ministers by mid-December 2021 with a view
to making the instrument operational by early January 2022. Within three months of the effective
date of the Law of Ukraine “On Partial Agricultural Credit Guarantee Fund” (registration number
3205-2), Ukraine will take all the measures needed to ensure efficient operation of the Partial
Credit Guarantee Fund, set up and contribute its capital, with the subsequent implementation of
independent corporate governance mechanisms and the appointment of independent members
of the supervisory board, with its chair to be elected by the board of the Partial Credit Guarantee
Fund from independent members of the board in accordance with the Charter approved by the
Government.

The Government has continued to implement the financial sector reform supported under
the First Economic Recovery Development Policy Loan, as reflected in the reduction of non-
performing loans at state-owned banks, and strengthened supervision of non-bank financial
institutions (one of two new areas of supervision), with the NBU preparing and submitting to the
parliament new draft laws on regulating markets of non-bank financial services. In parallel, the
National Securities and Stock Market Commission (NSSMC) has also undertaken efforts in
strengthening its legal and regulatory framework for capital markets and pension funds.

10.  PILLAR 3. Bolster Social Safety Net. The unfolding COVID-19 crisis has emphasized the
importance of protecting the vulnerable individuals, especially 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 was the introduction of the annual indexation of the pension benefit.
However, with the law providing flexibility on the date of the statutory pension indexation each
year, this made the pension benefits unpredictable each year, resulting in some volatility of
purchasing power. The date of the statutory pension indexation was brought forward in 2020,
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and applied consistently in 2021 as well. This has introduced greater predictability and purchasing
power of pension benefits this year. However, this predictability had yet to be embedded in
legislation.

To do so, the Government of Ukraine endorsed the 2022-2024 Budget Declaration supported
by the Verkhovna Rada of Ukraine. A provision of this document calls for carrying out the
indexation of pensions no later than March 1. The Verkhovna Rada of Ukraine is also expected to
pass a draft law that provides for the timely indexation (registration number 4668). The Rada
supported the draft law in the first reading on September 9, 2021 and is expected to review it in
the second reading soon.

11.  Taking this opportunity, we reiterate Ukraine’s commitment to the principles of
accountability and transparency in the context of the public finance management and
coordination of development partners. In recent years, we have successfully implemented
reforms aimed at improving medium-term budgeting, revamping intergovernmental transfers,
and strengthening public procurement and public investment management systems. Ukraine
remains strongly committed to the principles of full accountability and transparency, including in
relation to the interaction with all international partners.

12. The Government will cause the land reform to be implemented in a way that would
not cause damage to the natural environment and would improve the quality of life. The work
will continue on strengthening the capacity of local governments for environmental due
diligence, streamlining the procedures for environmental impact assessment for land
allocation/utilization processes, focusing especially on environmentally sensitive and valuable
lands.

13.  Ukraine has been cooperating productively with the World Bank on designing a reform
agenda supported by development policy loans and will work closely to monitor the
implementation of this reform agenda. In the next year, Ukraine will maintain the reform
momentum, while ensuring both the quality and the intended positive impact of these reforms.

Sincerely yours,

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

Prior Actions

Significant positive or negative
environment effects

Significant poverty, social or
distributional effects positive or
negative

Operation Pillar 1: Foster De-monopolization and Anticorruption Institutions

Prior Action #1. The Borrower has
enacted Law # 1054-IX dated
December 30, 2020 “On Inland
Water Transport”, and duly
published in the Borrower’s Official
Gazette on January 9, 2021,
establishing an open regulatory
framework and enabling non-
discriminatory access of operators
to inland waterways.

Overall positive environmental
impacts from supporting shift in
cargo transport from higher-
emission modes (road) to low-
emission (waterway), but potential
negative
environmental/biodiversity
impacts that require
environmental impact assessments
and mitigating actions as
waterways are upgraded.

Positive indirect impacts through
increased opportunities for trade,
jobs and increased regional
connectivity.

Operation Pillar 2: Strengthen Land and Credit Markets

Prior Action #2. The Borrower has
enacted Law #1423-1X dated April
28, 2021 “On amendments to some
legislative acts of Ukraine to
improve the system of
management and deregulation in
the field of land relations”, and
duly published in the Borrower’s
Official Gazette on May 26, 2021,
streamlining land transfer
procedures and decentralizing land
management, which simplifies
procedures to create, transfer, and
use land parcels; and transfer the
ownership and administration of
state land from the Geocadaster to
local authorities.

Prior Action #3. The Borrower has
enacted Law # 1444-IX dated May

Yes. This action can lead to better
incentives to sustainably manage
land and undertake investments to
mitigate climate impacts. While the
relevant land laws prohibit the
change of activities that result in
land use change for
environmentally sensitive lands,
there is a chance that the transfer
of state lands to communities may
lead to the loss of environmentally
sensitive lands due to conversion
to other uses thus further
implementation of land reform will
need to be accompanied by
provisions to identify and protect
environmentally sensitive lands.

No

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.

There are potential positive impacts
through increased local revenues
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18, 2021 “On modification of some
legislative acts of Ukraine
concerning sale of the land plots
and acquisition of the right of their
use through electronic auctions”,
and duly published in the
Borrower’s Official Gazette on June
25, 2021, regulating local state land
use, including mandating electronic
auctions for state land sales.

Prior Action #4. The Borrower has
enacted Law #1865-1X dated
November 4, 2021 “On the Fund
for the Partial Guarantee of Loans
in Agriculture” and duly published
in the Borrowers’ Official Gazette
on November 23, 2021, creating
affordable and effective financing
instruments for small farmers
through the establishment of a
partial credit guarantee facility.

Potential positive impacts by
enabling credit-constrained
farmers to undertake investments
in sustainable farming practices

Significant positive impacts for 4.6
mn small farmers through ability to
access financing for land-attached
investments, enhancing their ability
to grow their incomes and
productivity. However, significant
risks remain in the completion and
implementation

Operation Pillar 3: Bolster the Social Safety Net

Prior Action #5. The Borrower,
through its Cabinet of Ministers,
has approved the Budget
Declaration for 2022-2024 and
submitted it to the Verkhovna Rada
of Ukraine through Resolution No.
548 dated May 31, 2021 “On the
Budget Declaration for 2022-2024"
requiring indexation of pensions
for all categories of retirees not
later than March 1st of each year
from 2022 to 2024.

No

Yes, positive, through more timely

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
and/or periods of high inflation.
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