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Overview
Highlights

This evaluation assesses the performance of the World Bank Group
partnership with Ukraine in 2012—20, focusing on support for gover-
nance and anticorruption, crisis response and economic resilience,
and energy security and efficiency.

The Bank Group contributed to the establishment of apex anti-
corruption institutions, promoting anticorruption reforms in some
sectors (health, energy, social protection) and strengthening public
financial management. At the same time, lack of direct engage-
ment in justice sector and public administration reform diminished
the impact of Bank Group support across the portfolio.

The Bank Group was part of an international coalition that helped
stabilize the Ukrainian economy after the 2014-15 crisis, making

a significant contribution to restoring the health and stability of
the banking system and enhancing the technical and institutional
capacity of the National Bank of Ukraine and the Deposit Guaran-
tee Fund. The International Finance Corporation was an important
contributor to corporate governance and risk management in the
financial sector. However, despite substantial strengthening of
macroeconomic fundamentals, Ukraine’s economy still faces a
variety of risks, aggravated by the COVID-19 pandemic.

The Bank Group helped improve energy sector governance and
put in place institutional arrangements to promote energy efficien-
cy, including by playing a critical role in unbundling the natural gas
monopoly, leading the dialogue on tariff and subsidy reforms, and
helping to diversify energy supply. At the same time, reforms sup-
ported by the World Bank have not led to significant private invest-
ment in energy infrastructure modernization or tangible improve-
ments in service to consumers.
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Main lessons from this evaluation include the following: (i) sustained
engagement, even when demand for reform was weak, and invest-
ment in country knowledge and analytics positioned the Bank Group
to respond quickly when a political window of opportunity presented
itself; (ii) a lack of engagement on aspects of justice reform under-
mined the impact of reforms in other areas, including the financial
sector and anticorruption; in anticipation of significant engagement
in Ukraine once military aggression against it ceases, the World Bank
would be well advised to invest more in deepening its understand-
ing of the links between specific weaknesses in the justice system
and Ukraine’s ability to make progress on specific development
objectives; (iii) public outreach and engagement to explain the rea-
sons for reform and the costs of inaction are critical to sustain re-
forms; and (iv) institutional reforms that involve painful adjustments
to households, such as tariff increases, need to be accompanied by
improvements in service quality, including in infrastructure.



This Country Program Evaluation (CPE) reviews the effectiveness of the World
Bank Group partnership with Ukraine during 2012-20. It discusses (i) the
extent to which Bank Group engagement was relevant to the country’s main
development challenges, (ii) the contributions of the Bank Group—supported
program to development outcomes, and (iii) whether the Bank Group effec-
tively collaborated with development partners. The CPE also draws lessons

for future engagement. This CPE contains a special focus on three of the main
challenges faced by Ukraine during the evaluation period and in which the
Bank Group played a significant role: governance and anticorruption, crisis
response and economic resilience, and energy security and efficiency.

Main Challenges and Outcomes

Ukraine has significant economic potential, but its economic and social de-
velopment over the past three decades has been slow and highly volatile be-
cause of internal factors, exogenous shocks, slow adoption of market-based
principles of economic management, and weak institutions. Many of the
key development challenges, such as corruption, weak governance, lack of
energy security, and ineffective public services, have persisted in the face of
stop-and-go reform efforts.

This evaluation finds that between 2012 and 2020, the Bank Group helped
Ukraine undertake several important reforms and, in some areas, estab-

lish foundations to break the cycle of reform and reversion. Before 2014,
and despite low government interest in reform, the Bank Group invested in
building country knowledge and local partnerships and was well prepared
to respond when a political opening for reform presented itself. Since 2014,
after the change of government and subsequent economic and political cri-
ses, the Bank Group has leveraged opportunities to significantly ramp up its
activities and influence the trajectory of reform in Ukraine. The Bank Group
has been able to provide effective support to the government to stabilize
the economy and the financial sector, begin to tackle endemic corruption,
reform the health and pension systems, and enhance energy security.

At the same time, many challenges remain unresolved. In a highly volatile
political environment such as in Ukraine, it is difficult to gauge how well the
policy and structural changes facilitated by the Bank Group will withstand
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geopolitical risks, pressures from powerful vested interests, and shifts in
the preferences of Ukrainian people and their leaders. Ukraine’s economy
remains vulnerable to macroeconomic and political risks, aggravated by
the uncertainties of the COVID-19 pandemic. Vested interests are still well
organized, and populist pressures for policy reversal have increased, slow-
ing progress and drawing into question the credibility of the government’s
commitment to anticorruption and the sustainability of many Bank Group-
supported reforms.

Some of the important reforms supported by the Bank Group have yet to
produce tangible results for the population. For example, the establishment
of new high-level anticorruption institutions has not translated into higher
rates of prosecution or improved public perceptions of the pervasiveness of
corruption. Similarly, significant institutional and structural reforms in the
energy and social sectors (for example, health and pensions), while import-
ant for resolving the fiscal crisis and reducing opportunities for corruption,
did not result in more private sector investments in infrastructure or im-
proved services. Lack of attention to important enabling areas with systemic
impacts, such as justice sector and public administration reform, has also
undermined the impact of progress in several areas.

World Bank Group Contributions

Responding to the different political situation after 2014, the World Bank
broadened its engagement on governance and helped the government
establish legal and institutional foundations for improving transparency and
fighting corruption. The World Bank also supported sector reform programs
(health, energy, banking) to advance the anticorruption agenda, including
through tariff and subsidy reforms in the gas sector, modernization of bank
supervision, and a deregulation effort to reduce administrative barriers

for small and medium enterprises. At the same time, the effectiveness

and sustainability of World Bank-supported reforms on governance and
anticorruption continue to be undermined by weaknesses in the overall quality
of public administration and lack of progress on reforming the judiciary.

The Bank Group was a key partner in helping Ukraine manage the severe
economic crisis of 2014-15 caused by a triple shock from the disruptive



change in government, the conflict in Eastern Ukraine, and a weak external
environment. The Bank Group joined an international coalition to assist
Ukraine by supporting the policy reforms needed to stabilize and resume
economic growth. Substantial International Bank for Reconstruction and
Development lending (alongside considerably larger International Monetary
Fund and European Union rescue packages) helped the authorities reduce
sizable fiscal and balance of payments deficits. The Bank Group focused on
expenditure rationalization, particularly in social protection and pensions,
energy tariffs, and subsidy reform. The Bank Group’s continued engagement
in the financial sector provided effective and timely support during the crisis
and helped improve the stability of the banking system. Nevertheless, de-
spite substantial strengthening of macroeconomic fundamentals, Ukraine’s
economy is vulnerable to macroeconomic shocks, which are aggravated by
the COVID-19 pandemic.

The energy sector was a major contributor to the fiscal crisis through large
subsidies for gas and the losses of the state-owned gas monopoly. The main
obstacles to reform included market capture, weak sector governance, under-
investment, and heavy dependence on gas transit. The Bank Group provided
assistance to enable tariff and subsidy reform, unbundle the gas monopoly,
strengthen institutional arrangements for promoting energy efficiency, and
build regulatory capacity. However, improvements in the quality and reliabil-
ity of services and the credibility of regulatory mechanisms and institutions
still lag. Reforms were not sufficient to attract private investment for sector
modernization and to enhance customer satisfaction and choice.

Lessons
This CPE offers the following lessons:

1. Continuity of engagement during periods of weak demand for reform posi-
tioned the Bank Group to respond quickly when a window of opportunity
presented itself. When there was little appetite on the part of the govern-
ment for significant policy reform (2012-13), the World Bank invested
heavily in analysis and partnerships at the technical level of government.
These efforts helped the World Bank respond rapidly after the change in
political leadership.
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Greater attention was needed in the justice sector given its importance

to the efficacy of reforms across a range of other sectors. This lack of
attention was particularly relevant to the effectiveness of anticorruption
reforms and to reforms in the energy and banking sectors. Entrenched
interests often used the justice system to neutralize the impact of reforms
in other sectors, thereby undermining the credibility of the broader reform
effort and commitment to change.

Effective communication by the World Bank through outreach and en-
gagement with civil society organizations is important to help the public
understand the reason for reforms and the costs of not reforming. Al-
though Bank Group strategies envisaged broad engagement with civil
society and the private sector, implementation was uneven across sectors,

with communication on banking sector reform particularly lacking.

Institutional reforms that impose a burden on citizens need to compen-
sate by making progress in service delivery. Despite many accomplish-
ments, Ukrainians remain deeply skeptical about the overall progress and
impact of reforms on their daily life. Institutional reforms that impose
painful adjustments on the citizenry (such as tariff increases) need to be

paired with improvements in service quality, including in infrastructure.



Oornan

Llen nepeknag HagaHo nuiwe a5 3pyYHOCTI, aHMNIMCbKa BePCisi €
odiLinHOIO BepCi€lo 3BITY.

OCHOBHi MOMEHTU

Y paMkax LbOro OLiHIOBaHHSA NPOBOAUTLCS OLiHKa pe3ynbTaTiB
cniBpo6iTHULTBA MiXX Mpynoto CBiTOBOro 6aHKy Ta YKpaiHolo

y nepiod 3 2012 g0 2020 POKY 3 aKLEHTOM Ha NigTPUMKY, WO
HagaBanacs y coepi BpagyBaHHA Ta 60poTbbu 3 KOpynui€lo;
pearyBaHHi Ha Kpu3u Ta 3a6e3Me4YEeHHi CTIMKOCTI EKOHOMIKU; a TaKOX
€HepreTnyHoI 6e3nekn Ta eHeproedekTUBHOCTI.

lpyna BaHky crnpusia CTBOPEHHIO MPOBIAHUX aHTUKOPYMLiIMHUX
IHCTUTYLIW, NPOCYBAIoYM aHTUKOPYNUiNHI pedopMU B MEBHUX
cekTopax (OXxopoHa 300Pp0B's, EHEPreTnka, CouiasnbHUM 3aXUCT)
i 3MiLHIOI0YM YNPaBAiHHA AepXaBHUMU piHaHCaMKn. BogHouvac,
BiACYTHICTb 6e3nocepeHboro 3any4eHHs 4o pebopMyBaHHS
CYy[O0BOI CUCTEMU Ta AEPXKABHOIO YNpaB/iHHSA 3MEHLLMNA BNIB
niaTpumMkn Npynu BaHky B pamkax BCboro noptoens.

Mpyna BaHky 6yna 4yacTMHOIO MiXKHaAPOAHOI KoaniLil, ska gonomMorna
cTabinizyBaTn yKpaiHCbKy EKOHOMIKY MNiCs KPU3n 2014-15 POKiB,
3PO6UBLLM 3HAYHUN BHECOK Y BiAHOBNEHHS XUTTE3AATHOCTI i
CcTabinbHOCTI 6aHKIBCbKOI CUCTEMM TA 3MILHEHHSI TEXHIYHOIO Ta
IHCTUTYLIMHOrO NOoTeHUujiany HauioHanbHOro 6aHky YkpaiHu Ta
®oHay rapaHTyBaHHSA BkNagiB. MixkHapoaHa piHaHCOBa Kopnopadis
3pobuna BaXXIMBUIN BHECOK Y PO3BUTOK KOPNOPATUBHOIO yrpaB/iHHS
Ta ynpaBniHHA pusmMkamMu y piHaHCOBOMY cekTopi. OgHaKk,
HE3BaXKaloyM HA ICTOTHE 3MiLHEHHS MAaKPOEKOHOMIYHUX OCHOB,
E€KOHOMiIKa YKpalHu, §IK i paHile, CTUKAETbCS 3 Li/I0I0 HU3KOIO PU3UKIB,
nocuieHnx naHgemieto kopoHasipycy (COVID-19).

Mpyna BaHky gonomorna noninwuTy ynpasBaiHHA EHEPreTUYHUM
CEKTOPOM i CTBOPUTU IHCTUTYLLIMHI MEXaHI3MWU 151 MiABULLEHHS
eHeproedeKTUBHOCTI, B TOMY YMCAI 3irpaBLLM BaXX/IUBY POJib Y
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noAini MoHoNoNii Ha NPUPOAHUI ras, Bigirpatym NPoBIAHY PONb Y
dianosi wopo pedopmysaHHa Tapudis i cybcuaivt i gonomMaratoum
AnBepcudikyBaTU MKepena eHepronocTayaHHs. Y Tom xe yac
pedopmu, nigTpnmyBsaHi CBITOBUM HAHKOM, HE NpU3Benu 4o
3HAYHUX NPUBATHUX IHBECTULLI B MOAEPHI3aLil0 EHEPreTUYHOI
iHppacTpPyKTypu abo Big4yTHOro NONINWEHHS 06CNYroByBaHHS
CMOXXMBaYIB.

OCHOBHI YPOKM, BU3HAY€EHI 3@ pe3y/ibTaTaMu LibOro OLLiHIOBAHHS,
BK/tOYAIOTb (i) MOCTINHE 3any4eHHs, HaBiTb Y Yacu c/iabkoi
3aLikaBneHoCTi y pepopMax, a TaKOXK PO3yMiHHSA Ta NPOBeAEHHS
aHaNiTUKKW IHBECTULIMHOI cUTyaLii B KpaiHi go3sonunnum lpyni BaHky
WBUAKO AONYHYUTUCS OO HALAHHS NIATPUMKK, KOMK 3'aBNsnocs
NoNiTUYHE BIKHO MOXXMBOCTEN; (ii) BiACYTHICTb 6e3nocepeHboro
3aNy4YEeHHs 00 pedopMyBaHHSA Cy4OBOI CUCTEMU NOCNabuno

BN/IMB pedopM B iHWKX chepaX, BKAYaUM GiHAHCOBUIN CEKTOP

i 60pOTbOY 3 KOPYMLUiE. B OvikyBaHHI 3HAQYHOrO 3any4YeHHs 4o
AisnbHOCTI B YKpaiHi, Bigpasy nicig npunuHEHHs BiCbKOBOI

arpecii, bBaHky gouinbHo 6yno 6 iHBecTyBaTH bifbLue KOLWTIB

y NOMNUGAEHHS CBOro PO3YMiHHS 3B'A3KiB MiXK KOHKPETHUMU
Hefonikamu B CUCTEMI NpaBOCYA S i 34aTHICTIO YKpalHX goMaratmucs
Nporpecy B AOCATHEHHI KOHKPETHUX Linen B 061acTi po3BuTKy; (iii)
iHGOPMYBaHHS FTPOMAACHKOCTI Ta 3a/ly4eHHS 4O PO3'ACHEHHS MPUYUH
HEOBXiAHOCTI pedopM I LiHM 6e34i91bHOCTI MaloTb BUPILLANbHE
3HAYEHHA ANs NPOAOBXEHHs pedopM; i (iv) IHCTUTYLINHI pedopmu,
AKi nepenbavaloTb 601104 3MiHM 419 AOMALLIHIX FOCNO4APCTB, AK-0OT
NiABULLEHHS TapndiB, NMOBUHHI CYNPOBOIKYBATUCS NOMIMNWEHHAM
SIKOCTi NOCNYT, Yy TOMY YNCAi iIHPPaACTPYKTYpPMU.



Y upomy OniHioBaHHI mporpamu ajis Kpainu (CPE) posmisimaioTbest
pe3yJIbTaTy CIiBpo6iTHMIITBA MiXK I'pyriolo CBiToBOro 6aHKy Ta YKpaiHoio

B mepion 2012 -2020 pokiB. Y HbOMY 06TOBOPIO€THCS (i) CTYTIiHB, IO IKOTO
3ayueHHs1 I'pynu BaHKy BiATnoBifgano ocHOBHUM MTpo6yieMaM PO3BUTKY
Kpainu; (ii) BHeCOK migTpumyBaHoi ['pyrnow baHKy riporpamu B pe3yabTaTu
PO3BUTKY; i (iii) edpexTuBHiCTD ciBmpati ['pynyu BaHky 3 mapTHepamu 3
DPO3BUTKY.

B CPE Takox po3misifaloThCsl YPOKU, OTPUMaHi MPOTSIrOM MUHYJIOTO
repiomy, AJ1sl ITOKpalleHHs B3aeEMOJii y MaitoyTHboMy. Y 11bomy CPE
0co6/1MBa yBara NpuAis€eTbCsl TPbOM OCHOBHMM MTPOOIEMHUM MUTaHHSIM,
3 IKMUMU 3iTKHY/Iacs YKpaiHa MPOTIroM Iepiofy 3a siK1ii IPOBOAMUIIOCS
OL[iIHIOBaHH4, 1 B IkuX 'pynia baHky Bifirpana 3Ha4Hy poJib: BPSIAYBAHHS i
60poThba 3 KOpYIIili€elo, pearyBaHHs Ha Kpu3y i 3a6e3MeueHHsI CTiliKOCTi
€KOHOMiKMI, a TAKOX eHepreTuyHa 6e3mneka i eHeproeeKTUBHICTb.

OCHOBHI Npo6s1eMu Ta pesynbrTaTu

YKpaiHa Ma€ 3HAUHMIT €KOHOMIUHMI ITIOTeHIIial, ajie 1l eKOHOMIUHMI i
COIia/IbHUI PO3BUTOK 3a OCTAHHI TPU AECSITWIITTS OYB MOBIJIbHUM i BKpait
HeCTifikuM uepe3 BHYTPIllIHi YMHHMKM, 30BHIIIIHI TOTPSICiHHS, [TOBi/IbHE
BITPOBA/IKeHHS PUHKOBUX MIPUHLIMIIIB YIIPABJIiHHS €KOHOMIKOIO i cmabki
iHcTUTYTH. BaraTo 3 KIYOBUX ITPO6JIEM PO3BUTKY, SIK-OT KOPYIIILis, c1abke
BPSIAYBAHHSI, BiICYyTHICTh €HEPTeTUYHOI 6e31eky Ta HeePeKTUBHI IepskaBHi
MOCJTyTH, 36epiraloThCsl, 3Baskalouy Ha Te, o pedopMM MPOBOIMUIINACS 32
MIPUHIIUIIOM «CTOIT-BII€peI».

Lle o1liHIOBaHHS AE€MOHCTPYE, 1110 B miepiof 3 2012 o 2020 pik 'pyna baHky
moriomorsa YKpaiHi MpoBeCcTy KijibKa BasKJIMBUX pedopM i, B IessKux chepax,
3aKJIaCTV OCHOBM JJ151 3a6e31eueHHsI TPMBAJIOTO BIUIMBY TaKuX pedopM.

o 2014 poky, He3Baskarouy Ha HU3bKUIi iHTepec ypsaay no pedopm, I'pyma
BaHKy iHBecTyBaja B PO3BUTOK 3HaHb IIPO KPaiHy i MiCl[eBUX MapTHEPCTB,

i 6y/a HaJIeXKHMM UYMHOM TTiATOTOB/IEHA 10 aKTUBHOTO 3aTyueHHSsI, KO
3’IBWJIACS TIOJTITMYHA MOSK/IMBICTD IJ151 pehopM.

3 2014 poxky, micas 3MiHU ypsAY i TOJaAbIINX eKOHOMIUYHUX i MOMITUYHUX
Kpus, I'pyna baHky BUKOpUCTasia MOKIUBOCTI /IS 3HAUHOTO PO3IIMPEHHS
CBO€EI IisIbHOCTI i BIVIMBY Ha TpaekTopio pedopm B YkpaiHi. ['pyna Banky
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3Mor/Ia HagaTty eeKTUBHY HiATPUMKY YPSIIy B cTabimi3allii eKoHOMiKM

i pinaHCOBOrO ceKkTOpA, MOYaTH 6OPOTHOY 3 MMOBCIOAHOIO KOPYIIIII€T0,
pedopMyBaHHS CCTEMM OXOPOHMU 340POB>S Ta IMEHCITHOTO 3a6e3evyeHHs, a
TaKOX IiIBUIIUTIA €HEPTeTUYHY Oe3TeKY.

V Toi1 ke yac, 6araTo nmpobaeM 3aIUIIaThCs HeBUpilIeHMMU. Y BKpaii
HecTabiIbHil MO TMYHI 06CTaHOBIIi, TaKiil IK B YKpaiHi, BasKKO OLIiHUTMH,
HACKiJIbKY TO0OPe MOJIiTUKA i CTPYKTYPHi 3MiHM, IO POBOISITHCS 3a
cripusinHg I'pyniyt BaHKy, JOTOMOKYTb Y TPOTUCTOSIHHI T€OTIOMITUUHUM
pU3MKaM, TUCKY 3 O0KY BILUIMBOBMX KiJl i 3MiHaM y BMOOPi YKpaiHChKOTO
Hapomy i itoro aizepiB. EkoHOMiKa YKpaiHM 3a/IMIIIA€THCS BPa3aMBOIO

10 MAKpPOEKOHOMIUHMX i TTOJITUUHMUX PU3UKIB, 110 TIOCUTIOIOTHCS
HeBM3HAUEHICTIO, ITOB>sI13aH010 3 MaHaeMico COVID-19. IHTepecH BINIMBOBUX
Kis, SIK i paHiliie, TOBOJIi TIOTYKHi, & MOMY/IiCTChbKUIA TUCK 3 METOI0 3MiHU
MOTITUKYM TTOCUJIUBCS, 110 YIIOBIIbHIOE TPOTPeC i CTaBUTH ITiJ, CYMHIB JJOBipy
IO IPUXWJIBHOCTI ypsimy 60pOThOi 3 KOpYIIIIi€o i cTasmicTh 6araTbox pedopm,
miaTpumyBaHux ['pyroio baHky.

Hesiki 3 BasknmBux pedopm, miaTpumyBaHux I'pymoio baHky, 1ie He
MIPUHEC/IN BiJUyTHMUX Pe3y/bTaTiB [Jis HaceaeHHs. Hanpukiaz, CTBOPeHHS
HOBMX aHTUMKOPYIILiIIHMX YCTAHOB HAa BUCOKOMY PiBHi He IPU3BEJI0

10 301/IbIIIEHHS YMCJIa CYAOBUX MIepec/liqyBaHb a60 3MiHM CTaBIeHHS
CYCIiJIbCTBA A0 MTOBCIOIHOI KOPYIIIlii. AHQJIOTIYUHUM YMHOM, 3HAUHi
iHCTUTYIIiTiHI Ta CTPYKTYpHi pecdOpMM B eHEPTETUYHOMY Ta COI[iaTbHOMY
CeKTopax (HaIlpuK/Iaa, OXOPOHA 30POB>SI Ta MeHCiliHe 3a0e3IeYeHHs),
X0ua i Oy/IM BasK/IMBi JJIs1 BPETY/TIOBAHHSI ITOIaTKOBO-0I0/IKETHOI KPU3U

Ta CKOPOUEHHS MOXK/IMBOCTEH [/ KOPYTILlii, He MpU3Beu A0 36i/blleHHS
MPUBATHUX iHBECTUIIili B iHDPaCTPyKTypy 260 MOJIIIIIIeHHS TOCTYT.
HepocTtaTHs yBara g0 BasKIMBUX CTUMYJ/IIOIOUMX HATIPSIMKiB, SIKi MATUMYTh
CUCTEeMHMUI BIUIUB, SIK-OT CyoBa pedopma Ta pedhopMa JIepskaBHOTO
yIIpaBJIiHHS, TAKOX ITiJlipBaja BILUIMB IIPOTPeCY B IeKiIbKOX cdepax.

BHecok pynu CsiTtoBoro 6aHky

Pearyiouy Ha MOJIITUYHY CUTYallilo, 110 3MiHMaacs micast 2014 poky,
CBiTOBMIt 6aHK PO3IIMPUB CBOE 3aTyIeHHS 10 peopMM BpsILyBaHHS
i ;omoMir ypsify CTBOPUTHM IIPABOBi Ta iHCTUTYIiliHI OCHOBU [1JIs1



I IBUIIEHHST IIPO30POCTi Ta 60pOoTHOM 3 KOpYIIIIicto. CBiTOBMIT 6aHK

TaKOX MiJATPUMaB CEKTOpasbHi MporpaMu pegopm (0XOpoHa 310pOB>s,
eHepreTuka, 6aHKiBCbKa MisI/IbHICTh) AJISI TPOCYBAHHST aHTUMKOPYIIIiifHOTO
MOPSIAKY NE€HHOTO, B TOMY UMCJIi 3a JoTToMoroio pedopmu Tapudis i
cyocupiit B Ta30BOMY CEKTOpi, MOJIepHi3allii 6aHKiBCbKOTO HAIJISIIY i
3YCUJIb 3 Jlepery/II0BaHHS [IJIs1 3HVDKEHHS aiMiHiCTpaTUBHUX Oap epiB AJist
MaJIMX i cepeHix migmpuemMcTB. Y TO e uac, eeKTUBHICTD i CTamicThb
nigTpuMyBaHux CBiToBUMM 6aHKOM pedopM y cdepi BpssayBaHHS il 60pOThOM
3 KOPYIILIi€10, SIK i paHilile, moc/1a6II0I0ThCs HeA0JTiKaMy 3arajIbHOI SIKOCTi
Jlep>kaBHOTO yIIpaBJ/IiHHS i BiICYTHICTIO Iporpecy B pedOpMyBaHHi CyI0BOi
CUCTEMU.

I'pyrna BaHky 6y/a KJII0YOBMM MMapTHEPOM y HaZJaHHi foromMoru YKpaiHi

B MMOJI0JIaHHI BaXXKOi eKOHOMiuHOi Kpu3u 2014-15 pokiB, CIpUUMHEHO]
MOTPIifHMM IITOKOM BifI peBOJIOIiMTHOT 3MiHM ypSIAY, KOHQUIIKTY Ha CXOi
VKkpainu i ciabKoro 30BHIIIHLOTO cepenoBuia. ['pyna BaHky ripuemHanacs
0 Mi>KHapOHOI KoaJlillil 3 HaJaHHS AOMOMOTHY YKpaiHi IIJISIXOM IMiATPUMKHA
MOMTUYHMUX pedopM, HeOOXigHMX s cTabiniszallii Ta BigHOBIEHHS
€KOHOMIYHOI'0 3pOCTaHHS. 3HAUHi 006CITM KpeAuTyBaHHSI Mi>KHApOTHOTO
06aHKY 3 peKOHCTPYKIIii Ta PO3BUTKY (MTOPSI 3i 3HAUHO GiIbIIMMY TTaKeTaMu
moroMory Mi>kHapoJHOTO BaloTHOTO hoHIy Ta EBpomneiicbkoro Coo3sy)
IOTIOMOIJIY BJIaJii CKOPOTUTH 3HAUYHMI TedilnT OI0IKeTy Ta IIATisKHOTO
6amnancy. I'pyra banKy 3ocepenuiacs Ha pallioHasisallii BUTpaT, 0Co6J1MBO

B TaJTy3i COIiaJIbHOTO 3aXMCTy Ta MeHCiifHOTrO 3a6e3meueHHs, TapudiB

Ha eHeproHocii Ta pedopmyBaHHi cyocumii. [TocTiiiHe 3amydeHHSs

I'pyrnu Bauky 1o pedopmyBaHHS GiHAHCOBOTO CEKTOPY 3a6€31eunsio
eekTMBHY i CBO€UACHY ITiATPUMKY ITiJi YaC KPM3M i JOTTOMOIJIO TTOKPAIIUTHI
cTabinbHiCTh 6aHKIBChKOI cucTemu. IIpoTe, He3Baskar0uyM Ha iCTOTHE
3MillHEeHHSI MaKpPOeKOHOMIUHMX OCHOB, eKOHOMiKka YKpaiHu Bpa3iuBa 10
MaKpOeKOHOMiIUHMX ITOTPSICiHb, SIKi MOCUJTIOIOTHCS TTaHeMi€l0 KOpOHaBipycy
(COVID-19).

EHepreTUUHMI1 CEKTOP CTaB OCHOBHUM UYMHHMUKOM (DiHAHCOBOI Kpu3u

yepes BeJIMKUI po3Mip cyocuaiit Ha ra3 i 36MTKM JepskaBHOI ra30Boi
MOHOMOJIii. OCHOBHMMM TTepelkoaMy Ha IIISIXY pedopM 6yJn 3aXOTIeHHS
PUHKY, CJIabKe YIIpaB/IiHHS CEKTOPOM, HeIOCTaTHi iHBeCTHIIii i 3HaUHa
3aJIeKHICTD BiJ TpaH3uUTy rasy. ['pyna baHKy Hagaia JOMomMory B IpoBeAeHHi

dnoln uonenieas Juspuadapui
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pedopmu cuctemu Tapudis i cyocumii, moaisi ra3oBoi MOHOMOJTII,
3MiIlHEHHi iHCTUTYIiIiHMX MeXaHi3MiB CIIPUSHHS eHeproedeKTUBHOCTI

Ta HapOIllyBaHHi MOTeHIiamy perymaoBaHHs. OqHaK, MiIBUILEHHS

SIKOCTi i HaZiifHOCTi IMOC/IYT, @ TAKOXK 30i/IbIIIEHHS TOBipY 10 MeXaHi3MiB
peryyioBaHHS i iHCTUTYIII, SIK i paHille, € HegocTaTHIMU. Pedpopm Gyito
HeIOCTAaTHbO IS 3aTyUYeHHSI IPMBATHUX iHBECTUIIi/ HA MOAepHi3alliio
CeKTopa i MiABUIIeHHS 3a/10BOJIEHOCTI CIIOXKMBAYiB i pO3IIMpPeHHS iXHbOTO
BUOODY.

OTpuMaHi ypoku
3a pesynpratamu CPE Bu3HaueHi HACTYIHI yPOKN:

1. BesmepepBHicTb B3aeMOZii B repiofy HM3bKOIO PiBHS 3alliKaBIeHOCTi B
pedopmax mosposimia ['pyrti BaHKy MBUIKO 3a/TyUUTHUCS 10 HisVIbHOCTI,
KOJIU 3>SIBUJIacs MOKINBicTh. Konu B ypsimy He 6y/10 0cO6IMBOrO GaskaHHS
MPOBOAUTHU 3HAUHI MMomiTH4HiI pedopmu (2012-13 porn), CBiTOBUIT HaHK
BKJIAB 3HAYHI KOMITY B aHAi3 i TOOYIOBY MapTHEPChKUX BiTHOCMH Ha
TexHiuHOMY piBHi ypsay. i sycumins gonomori CBiTOBOMY 6aHKY

IIBUIKO BifpearyBaTy Ha 3MiHY HOJITUYHOTO KePiBHUIITBA.

2. Heob6ximHo npuminaTu Ginbiiie yBar CyoBiit Biafi, BpaxoByun il
BaK/IMBICTD 1151 €peKTUBHOCTI pehopM V IIIJIOMY PSIi iHIIMX CEKTOPIB.
Lleit 6pak yBaru 6yB 0COOGIMBO aKTyaJIbHUM 1151 e(eKTUBHOCTI
AHTUKOPYIIIiiHUX pedopM Ta pepopM B eHEPreTUUHOMY Ta
6aHKiBCbKOMY CeKTOpax. BKopiHeHi iHTepecu 4acTo BUKOPUCTOBYBAIN
CUCTEMY MPABOCYAIS IJI HelTpastisallii BIuimBy pedopM B iHINX
CeKTopax, TMM CaMMM TiJPUBAIOYM TOBIpY 40 OGibII MMPOKUX 3YCUITh 3

pedopmMyBaHHS i ITATPUMKI 3MiH.

3. EdexTnBHa KOMyHiKallis CBiTOBOTO 6aHKY 3a JOITOMOTOI0 iHpOopMaIliitHo-
PO3>SICHIOBAJIbHOI pOOOTY Ta B3a€MO/Iii 3 OpraHi3alisiMu rpoMassHCbKOTO
CYCITiJIbCTBA BasKJIMBA IS TOTO, 1106 JOTTOMOT'TY I'POMAa/ICbKOCTI
3pO3yMiTu HeoOXigHiCTh pedpopM Ta 1iHy BiIMOBM BiJ pedopM.

Xoua cTparerii I'pyru 6aHKy niepeg6avan MpoKy B3a€MO/III0 3
IPOMAaJITHCHKMM CYCITiJIbCTBOM i IPUBATHUM CEKTOPOM, 1X peastizailis
OyJ1a HEPiBHOMipHOIO IO CEKTOPaX, Py LIbOMY 0CO0JIMBO OpaKyBaio
iHopmariii mpo pedhopMy 6aHKiBCHKOTO CEKTOPA.



4,

[HCTUTYLIITIHI pedopMMU, SIKi CTBOPIOIOTH AOAATKOBUIA TSITAP MIJISI
rpOMa/isiH, TOBMHHI KOMITIEHCYBaTUCSI TPOTPECOM Y Ha/laHHi MOCIIYT.
HesBaxkatouu uMceHHi JOCITHEHHS, YKpaiHIli, SIK i paHilie, Tyske
CKETNITUYHO CTABJISITbCS IO 3araibHOTO ITPOrpecy i BIUTMBY pedopm Ha
iXH€E TTOBCSIKAEHHE KUTTS. [HCTUTYiIHI pedopmMu, SIKi CIPUUMHSIIOTD
601104l 3MiHM AJ1SI TPOMAasH (SIK-OT IMiABUIIeHHS TapudiB), MOBUHHI

CYIIPOBO/IKYBATUCS MOJIIMIIIEHHSIM SIKOCTI ITOCJIYT, Y TOMY YMCJTi

iHbpacTpyKTypH.

dnous uonenieas Juspuadspu
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1 | Background

This Country Program Evaluation (CPE) reviews the relevance and ef-
fectiveness of the World Bank Group partnership with Ukraine between
2012 and 2020.

rise _ rmath? (iii) How effectively did t Group leverage
internal synergies and collaborate with major development partners? The
CPE also draws lessons for future engagement in Ukraine.

Country Context

Ukraine has significant economic potential, but economic and social de-
velopments have been slow and highly volatile over the past decade. A
lower-middle-income country with a population of 43 million and a gross
national income per capita of $3,540 in 2020 (Atlas method), Ukraine is
endowed with a well-educated and entrepreneurial population, vast areas
of fertile land, sizable energy and other natural resources, and a geographic
location at the crossroads of Europe and Asia. However, Ukraine’s gross na-
tional income per capita remains far below that of its neighbors and com-
parator countries.! Although some indicators of human development have
returned to pretransition levels, life expectancy at birth (72 years in 2019)
has changed little over the past 20 years and lags the European Union (EU)
and Organisation for Economic Co-operation and Development averages
by more than 10 years. The poverty rate (at the international poverty rate
of $5.50 a day, 2011 purchasing power parity) increased from 3.4 percent in
2012 to a peak of 6.3 percent in 2015 and declined to 3.4 percent in 2018.
During the same period, inequality increased slightly.?

Ukraine’s uneven economic performance was a result of both internal factors
and exogenous shocks. The country was hit hard by the 2008-09 global eco-
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nomic and financial crisis, with gross domestic product (GDP) shrinking by
almost 15 percent in 2009. After a period of recovery, the country faced two
shocks in 2014 and 2015: an armed conflict in Eastern Ukraine and a drop in
global commodity prices (particularly for metals and agricultural goods). As
a result, real GDP contracted by 6.6 percent in 2014 and 9.8 percent in 2015
(table 1.1). The national currency (hryvnia) depreciated 47 percent in 2014
and a further 33 percent in 2015, while the consolidated fiscal deficit reached
10.1 percent of GDP in 2014 and the public debt burden more than doubled
to 70 percent of GDP in 2015 (World Bank 2017f).3> Many of the country’s de-
velopment challenges have persisted over the past three decades in the face
of stop-and-go reform efforts. These challenges include corruption and weak
governance; energy inefficiency, affordability, and supply insecurity; ineffec-
tive public services and poorly targeted social assistance; and conflicts and
shocks (World Bank 2017a, 2017c, and 2018d).

Table 1.1. Key Economic and Social Indicators

Ukraine, by Year ~ Average during 2012—19

Indicators 2012 2015 2019 Ukraine ECA World
GDP growth (annual %) 0.2 -9.8 32 -0.6 17 2.8
GNI per capita (current dollars) 3,500 | 2,700 | 3,370 3,060 24,714 | 10,834
Inflation, consumer prices (annual %) 0.6 487 79 135 14 23
Life expectancy at birth, total (years) 70.9 712 718 713 773 719
Infant mortality (per 1,000 live births) 92 81 72 81 82 312

Sources: International Monetary Fund World Economic Outlook database; World Bank \World Develop-
ment Indicators database.

Note: ECA = Europe and Central Asia; GDP - gross domestic product; GNI = gross national income.

The period covered by this CPE can be divided into three distinct subperi-
ods, defined by political developments and corresponding adjustments in
Bank Group engagement: (i) 2012-13 was a period of stagnant engagement
with the government of President Yanukovych amid low demand for reform;
(ii) 2014-19, after the so-called Euromaidan revolution (also known as the
“Revolution of Dignity”), included a major economic and financial crisis,
during which the Bank Group focused on stabilizing the economy and sup-
porting institutional reforms; and (iii) the election of President Zelensky in
April 2019 (with an unprecedented majority)* led to closer dialogue in areas



previously considered too politically sensitive (such as land reform), amid
continued opposition from vested interests (figure 1.1). This CPE also covers
the beginning of the negative impact of the COVID-19 pandemic.

Figure 1.1. Major Political Milestones

Beginning of public

protests, Maidan
Election of President revolution (“Revolution of President Yanukovich
Yanukovich Dignity”) flees the country
February 2010 > November 2013 > February 2014 >

Period 1: Before and during the Maidan

Annexation of

Crimea by the

Russian Federation;
Ukraine signs the beginning of phase
Association of active war in Minsk Il ceasefire
Agreement with eastern Ukraine Election of accord; end of
the EU, including (Donetsk and President large-scale
the DCFA Luhansk oblasts) Poroshenko hostilities

March 2014 > March—-April 2014 > June 2014 > February 2015 >

Period 2: After the Maidan

President Zelensky's party (“Servant of the
People”) wins majority in parliamentary
Election of President Zelensky with 73% of (National Rada) elections, with 254 out of
the vote 424 seats

April 2019 > July 2019 >

Period 3: After the election of President Zelensky

Source: Independent Evaluation Group.

Note: DCFTA = Deep and Comprehensive Free Trade Agreement; EU = European Union.
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World Bank Group-Supported Program

During the period under review, the Bank Group engagement with Ukraine
was guided by two strategies, with the latter informed by the 2017 Sys-
tematic Country Diagnostic (figure 1.5). The fiscal year (FY)12-16 Country
Partnership Strategy (CPS; World Bank 2012b) covered the period before
and after the 2014 events and was based on two pillars: (i) state capacity for
service delivery and government accountability, and (ii) growth and compet-
itiveness through a better regulatory and investment climate and improved
business infrastructure. The FY17-21 Country Partnership Framework (CPF;
World Bank 2017c) placed greater emphasis on governance-related issues
and citizen engagement and focused on four areas: (i) better governance,
anticorruption, and citizen engagement; (ii) making markets work; (iii) fiscal
and financial sustainability; and (iv) efficient, effective, and inclusive ser-
vice delivery. Because of the COVID-19 pandemic, the CPF was extended by
one year until June 30, 2022.° The new CPF for FY23-27 has been postponed
indefinitely given the ongoing armed conflict (since February 2022).°

Bank Group support evolved in response to crises and political develop-
ments. Before 2014, engagement was characterized by slow-moving in-
vestment projects (mainly in energy and infrastructure), no budget support
operations, and limited advisory services and analytics (ASA). Beginning in
2014, and in response to crises and political changes, the Bank Group dras-
tically ramped up financial support to the government (figure 1.2), with the
majority of financing in the form of development policy loans (DPLs) linked
to policy reforms related to crisis response and better governance (fig-

ure 1.3). In addition, the Bank Group continued to support the infrastructure
sector through new projects in energy (2016 Power Transmission Project,
$330 million, and 2021 Power System Resilience project, $177 million) and
transport (2016 Road Sector Development Project, $560 million). Analytical
work continued to focus on institution building, including support for anti-
corruption reforms (figure 1.4).

In response to the COVID-19 pandemic and conflict in Eastern Ukraine,
the Bank Group approved over $1.1 billion of support in 2020-21. This
support included additional financing for a health project ($135 million),
two additional financings for the Social Safety Nets Modernization Project



($150 million and $300 million), a public health and vaccines project

($90 million), and a budget support operation to assist with economic
recovery ($350 million).” In November 2020, the World Bank approved a
$100 million loan to support conflict-affected areas in the east (“Eastern
Ukraine: Reconnect, Recover, Revitalize”) and support government efforts to
promote the recovery, reintegration, and inclusion of the conflict-affected
population.

Figure 1.2. World Bank Commitments to Ukraine by Financing
Instrument, Fiscal Years 2012—-20

1800
1600
1400
1200

1000

(US$, millions)

800

600

\¥orld Bank commitment

400

200

2012 2013 2014 2015 2016 2017 2019 2020

Fiscal Year

Guarantee [ 1PF B o PforR

Source: World Bank Business Intelligence (January 29, 2021).

Note: DPL = development policy loan; IPF = investment project financing; PforR = Program-for-Results.

The Bank Group supported private sector development (most notably agri-
business) mainly through International Finance Corporation (IFC) invest-
ments and Bank lending operations. IFC committed $751 million through 38
investments, the bulk of which (21 investments totaling $494 million) were
in the agribusiness sector. A 2019 Program-for-Results operation (“Acceler-
ating Private Investment in Agriculture”) aimed to eliminate constraints on
private sector participation in the agriculture input and output markets. A
programmatic development policy financing series included prior actions to
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strengthen the business regulatory framework and address distortions in the
agricultural land market. The Multilateral Investment Guarantee Agency had
six project exposures in Ukraine, amounting to $204 million. Table 1.2 pres-
ents outcome and Bank performance ratings for projects in Ukraine that closed
during the evaluation period, and appendix D provides additional details on
the Bank Group portfolio. Building on the assessment of private sector devel-
opment constraints contained in the 2017 Systematic Country Diagnostic, the
Bank Group produced in 2020 a Country Private Sector Diagnostic (IFC 2020)
that examined ways to unleash private sector potential. These included im-
proving agricultural productivity, integration into manufacturing global value
chains, and health care. The report identified persistent cross-cutting con-
straints, such as weak competition landscape, limited access to finance, inade-
quate infrastructure, and energy market distortions.

Figure 1.3. Ukraine Commitments by Sector, Fiscal Years 201221

Public Admin
Financial Sector
Transportation

Energy and Extractives

Sector

Social Protection

Health

\X/ater / Sanitation / Waste

Education

Agriculture
| | | J

0 500 1,000 1,500 2,000

Ukraine commitment (US$, millions)

. IBRD commitment

Source: World Bank Business Intelligence (December 14, 2021).

Note: IBRD = International Bank for Reconstruction and Development.



Figure 1.4. Ukraine Advisory Services and Analytics Delivery by Sector,
Fiscal Years 2012-21

Public Admin

Social Protection
Energy and Extractives
Financial Sector
Transportation

Agriculture, Fishing, Forestry

Sector

Health
Industry, Trade and Services
Education

\Water / Sanitation / \Waste

| | | | J
0 5 10 15 20 25 30

Share of ASA delivery (%)

Source: \World Bank Business Intelligence (December 14, 2021).

Note: ASA = advisory services and analytics.

Table 1.2. Independent Evaluation Group Performance Ratings for
Ukraine, Fiscal Years 2012-19

Amount Bank
(USS, IEG Outcome Performance
Exit FY Project Name millions) Rating Rating
2012 State Tax Service Mod- 40 Moderately Moderately
ernization Project satisfactory satisfactory
2013 Rural Land Titling and 82 Moderately Moderately
Cadastre Development satisfactory satisfactory
Project
2013 Social Assistance 93 Unsatisfactory Moderately
System Modernization unsatisfactory
Project
2014 Development of State 41 Moderately Moderately
Statistics System satisfactory satisfactory
(continued)
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Amount Bank

(USS, IEG Outcome Performance
Exit FY Project Name millions) Rating Rating
2015 Public Finance Modern- 4 Unsatisfactory Unsatisfactory
ization Project
2015 Second Export Devel- 305 Satisfactory Satisfactory
opment Project
2015 Urban Infrastructure 137 Moderately Moderately
satisfactory satisfactory
2015 Roads and Safety Im- 380 Moderately Moderately
provement satisfactory satisfactory
2015 DPL 1 750 Satisfactory Satisfactory
2015 Programmatic Financial 500 Satisfactory Satisfactory
Sector DPL 1
2016 Hydropower Rehabili- 138 Moderately Moderately
tation satisfactory satisfactory
2016 Power Transmission 194 Moderately Moderately
unsatisfactory satisfactory
2016 DPL 2 500 Satisfactory Satisfactory
2016 Programmatic Financial 500 Satisfactory Satisfactory
Sector DPL 2
2017 Energy Efficiency 200 Satisfactory Satisfactory

Source: World Bank Business Intelligence (January 31, 2021).

Note: DPL = development policy loan; FY = fiscal year; IEG = Independent Evaluation Group.



Figure 1.5. Evolution of the World Bank Group Strategy, Fiscal Years 2012-21

Focus area 1: Improving public services and Focus area 1: Making markets work

public finances: Support to building relations

with citizens Addressing the largest sources of fiscal and 11 Improving infrastructure services, particularly
_|_.), financial sector vulnerability 1 in energy and transport
1.1. Improved governance of public finances
_ 1.2. Creating a level playing field in the private
1.2. Improved efficiency of social expenditures | - sector
(health, education, and social safety net) --)| Strengthening infrastructure investment |-
> 13.Land reform
13. Improved efficiency, quality, and governance || | Creating a level playing field in the private
of municipalinfrastructure services 15 sector 1 Focus area 2: Fiscal and financial stability
Focus area 2: Improving policy effectiveness | Reforming land markets |‘: , 21 Mitigating the largest medium-term fiscal
and economic competitiveness: Support to risks
building relations with businesses Tapping trade opportunities |-—
— 2.2 Strengthening financial sector stability
2.1 Improving business regulatory environment J
for a more competitive and diversified economy | Focus area 3: Efficiency and inclusiveness of
L . social services delivery
2.2.Ilrlnlprovmg infrastructure for business ] Optimizing the financing and improving the
activities quality of health and education L, 31 Increasing the efficiency of health services
23 Improving productivity and competitiveness | -)| Further improving targeting of social assistance I_L) 32. Increasing the targeting of social assistance

in agriculture

Providing effective support to conflict-affected
people

Cross-cutting pathway: Building institutions
of better GAC

Source: Independent Evaluation Group.
Note: FY = fiscal year; GAC = governance and anticorruption.
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Country Program Evaluation Scope and Coverage

The CPE includes three special themes that reflect important challenges
Ukraine faced during the evaluation period. These themes were identified in
discussions with the Bank Group Ukraine country team and the Ukrainian
authorities during the early stages of this evaluation and through review of
the country strategy and analytic documents.

Governance and anticorruption. Weak governance and high levels of cor-
ruption have been perennial challenges for Ukraine, permeating most sectors
of the economy. Anticorruption was an overarching theme in all Bank Group
programs and government of Ukraine strategies. The CPE examines the rel-
evance and efficacy of Bank Group support to achieving better transparency,
accountability, and associated institutional reforms (chapter 2).

Crisis response and economic resilience. Ukraine went through several se-
vere political and economic crises during the evaluation period, and the Bank
Group was a key partner in supporting economic stabilization and in helping
to address underlying fiscal and financial sector vulnerabilities. The CPE
assesses how well the Bank Group contributed to stabilizing the economy and
building the foundation for economic resilience (chapter 3).

Energy security and efficiency. A well-functioning energy sector, with a
secure supply, is vital for Ukraine’s economic competitiveness and fiscal sus-
tainability and the well-being of its people. Although the country is endowed
with sizable energy resources and has an advantageous geographic location,
it is also one of the most energy-intensive economies in the world, with high
energy consumption perpetuated by aging and inefficient infrastructure and
high and poorly targeted subsidies. The development of Ukraine’s energy
sector has been challenged by geopolitical contestation and market capture.
These factors have made effective management of the sector extremely chal-
lenging, contributing to frequent political and economic crises and the high
incidence of corruption. The CPE takes an in-depth look at the effectiveness
of Bank Group support in helping the country manage these complex chal-
lenges (chapter 4).



1$15,000 for Poland, $12,000 for Romania, and $9,000 for Turkey (World Bank Data, GNI
[gross national income] per capita, Atlas method [current US$]; see https://data.worldbank.

org/indicator/NY.GNP.PCAP.CD).
2See https://data.worldbank.org.

5 A detailed discussion of the series of crises and efforts to address Ukraine’s fiscal and finan-

cial sector vulnerabilities can be found in appendix D.

4President Zelensky was elected in April 2019 with 73 percent of the vote. In July 2019, his

party (“Servant of the People”) won 60 percent of seats in parliament (the Verkhovna Rada).

SSome areas, such as education and subnational service delivery, were assigned a criticality

rating of “medium” and downscaled.

¢ At the time of the Country Program Evaluation submission (April 2022), the World Bank
Group management was in close dialogue with the Ukrainian authorities to provide immedi-
ate support and be ready to move toward reconstruction when conditions allowed. See also
the Joint International Monetary Fund-World Bank Group Statement on the War in Ukraine
(March 1, 2022): https://www.worldbank.org/en/news/statement/2022/03/01/joint-imf-wbg-

statement-on-the-war-in-ukraine.

" An additional financing for a health project ($135 million, approved in April 2020), two addi-
tional financings for the Social Safety Nets Modernization Project ($150 million, approved in
April 2020, and $300 million, approved in November 2020), and a public health and vaccines
project ($90 million, approved in May 2021).
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2 | Governance and Anticorruption

Highlights

Governance and anticorruption gained importance in World Bank
support to the government'’s reform agenda after 2014 and re-
ceived another boost after the change in administration in 2019.

The World Bank made important contributions to advance gov-
ernance and anticorruption reforms, including through help in
establishing new apex anticorruption institutions. It effectively
used opportunities to advance the governance and anticorruption
agenda within sectoral reform programs, including public finan-
cial management, energy, health, and social protection. The World
Bank also supported a successful communications campaign to
build public support for several aspects of the reform agenda.

A lack of attention to the justice sector and minimal progress on
public administration reform continue to undermine the impact

of broader reforms. Anticorruption institutions have obtained few
convictions for corruption-related offences, changes to bankrupt-
cy regimes have not made a meaningful dent in the high levels of
nonperforming loans, and public perception of the level of corrup-
tion has not improved significantly.




Ukraine’s governance shortcomings have been well-documented
(table 2.1). The country has been continually ranked well below its Eastern
European neighbors on most international corruption indexes (figure 2.1),
reflecting the fact that corruption and state capture have been deeply
entrenched. Lack of political commitment to reform and opposition from
vested interests delayed policy reforms until 2014, when anticorruption
gained importance in the government’s policy agenda in response to
pressure from civil society and international partners. Reform momentum
received a boost after the change in administration in 2019.

Table 2.1. Ukraine: Select Governance Indicators, 2010-19

Indicators 2010 2014 2017 2018 2019 2020
Corruption Perceptions Index — 26 30 32 30 33
score (Th?

Open Budget Index score (IBP)° 62 46 54 — 63 —
Control of corruption (Gl -1.03 -0.99 -0.78 -0.87 -0.71 —
Government effectiveness (\WGI) -0.78 -0.41 -0.46 -0.42 -0.30 —
Regulatory quality (WGI) -052 | -063 | -032 -022 | -0.26 —
Rule of law (WGI) -0.81 -0.79 -0.71 -0.72 -0.70 —
Voice and accountability (WGI) -0.08 -0.14 0.01 -0.01 0.06 —
Political stability and absence of 0.01 -2.02 -187 -1.83 -152 -
violence (WGI)

Sources: International Budget Partnership; Transparency International; World Bank \Worldwide Gover-
nance Indicators database.

Note: Corruption Perceptions Index scores are not comparable between 2010 and 2012-20; data for IBP
are available for 2010, 2015, 2017, and 2019. IBP = International Budget Partnership; Tl = Transparency
International; WGI = Worldwide Governance Indicators; — = not available.

a. Corruption Perceptions Index scores relate to the degree to which corruption is perceived to exist
among public officials and politicians by businesspeople and country analysts. Scores range between 0
(highly corrupt) and 100 (highly clean). See www.transparency.org.

b. Open Budget Index scores are a measure of budget transparency. The index uses individual
indicators that assess whether the central country government makes key budget documents
available to the public in a timely manner and whether the data contained in these documents

are comprehensive and useful. Score ranges between 0 (highly nontransparent) and 100 (highly
transparent). See the International Budget Partnership Open Budget Survey rankings, https://
internationalbudget.org/open-budget-survey/rankings.

c. The WGl relate to the strength of governance performance along six dimensions. Scores range from
-2.5 (weak performance) to 2.5 (strong performance). The WGI are a research data set summarizing

the views of the quality of governance provided by a large number of enterprise, citizen, and expert
survey respondents in industrial and developing countries. These data are gathered from a number of
survey institutes, think tanks, nongovernmental organizations, international organizations, and private
sector firms. The WGI do not reflect the official views of the World Bank, its Executive Directors, or the

countries they represent. The WGl are not used by the Bank Group to allocate resources. See http://info.

worldbank.org/governance/wgi/index.aspx#reports.
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This chapter assesses the Bank Group’s contributions to the governance

and anticorruption (GAC) agenda in Ukraine through its support for the
establishment and strengthening of anticorruption institutions and public
financial management (PFM) reform. It also summarizes the Bank Group’s
contributions to anticorruption in individual sectors (energy, health, social
protection, and so on), with more details in chapters 3 and 4 and appendix A.

Anticorruption Institutions

Anticorruption was a key theme in both Bank Group-supported strategies
(FY12-16 CPS and FY17-21 CPF), but concrete actions were limited before
2014. The 2012 CPS contained a frank assessment of the situation in the
country and identified corruption and state capture as dominant imped-
iments to sustained economic growth and shared prosperity. At the same
time, the CPS did not prioritize core governance activities given the lack of
government commitment. Instead, the strategy provided selective interven-
tions on PFM (as discussed later in this chapter), deregulation, and strength-
ening the governance of municipal infrastructure services. The CPS also
signaled a pause in budget support operations until there was, among other
things, consistent progress on governance.

Bank Group engagement on anticorruption received a boost after 2014,
when a comprehensive package of anticorruption laws established a set

of new specialized apex anticorruption institutions.! Responding to the

new political situation, and capitalizing on broad international support for
reform efforts in Ukraine, the World Bank strengthened its engagement on
GAC and used a programmatic series of DPLs to advance several core policy
reforms. Prior actions included measures to advance the adoption of the new
asset-declaration system, strengthen verification arrangements for asset
declarations, and improve external budget audits.

The FY17-21 CPF was more ambitious in its GAC agenda. It advocated a two-
pronged strategy to address Ukraine’s GAC challenges. The first prong sought
to build core governance institutions to systematically enhance the effec-
tiveness of public sector operations. The second prong included support for
sector-level reforms. The World Bank produced several influential ASA prod-
ucts, such as the 2018 state capture study (Balabushko et al. 2018), which



introduced a new methodology for identifying captured sectors of Ukraine’s
economy and measuring the economy-wide impact of capture. According to
Independent Evaluation Group (IEG) interviews, the study generated broad

public interest and was widely used by development partners and civil soci-
ety organizations (CSOs).?

Figure 2.1. Control of Corruption
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Source: \Xorldwide Governance Indicators database.

Note: Percentile rank indicates a country's rank among all countries covered by the Worldwide Gover-
nance Indicators (WGI): 0 corresponds to the lowest rank, and 100 corresponds to the highest rank. WGl
summarize views on the quality of governance provided by many enterprise, citizen, and expert survey
respondents in industrial and developing countries. These data are gathered from several survey insti-
tutes, think tanks, nongovernmental organizations, international organizations, and private sector firms.
The WGI do not reflect the official views of the World Bank, its Executive Directors, or the countries they
represent. The WGl are not used by the Bank Group to allocate resources. The black bars indicate lower
and upper bounds of 9o percent confidence interval.

The World Bank relied significantly on development partners (especially the
EU and International Monetary Fund [IMF]) to provide capacity-building
assistance to implement DPL-supported governance reforms. Between

2008 and 2020, there were no new World Bank project loans to facilitate the
modernization of government systems and processes (for example, in PFM,
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public administration, e-governance, tax administration, decentralization, or
the justice sector). IEG interviews with development partners indicated that
additional project support from the World Bank would have been welcomed
and could have helped close implementation gaps.

The establishment of legal and institutional foundations for fighting
corruption was a central aspect of Bank Group support for GAC in Ukraine.
Public sector transparency was enhanced by expanding access to budget
and procurement information, introducing the electronic asset disclosure
system, implementing e-procurement, opening various public registries, and
making several data sets (including court decisions) publicly available. The
National Agency on Corruption Prevention (NACP), created with technical
support from the World Bank, operates a comprehensive and publicly
accessible e-declaration system for the personal assets of all high- and mid-
level officials. Since 2018, the NACP has successfully collected, processed,
and made public about 800,000 e-declarations per year. This information
has been used by other anticorruption institutions (such as the National
Anti-Corruption Bureau of Ukraine) and by the civil society. The World
Bank, jointly with other donors and Ukrainian CSOs, supported NACP staff
training and advocacy to assist with full implementation of the system. IEG
interviews with local stakeholders, including anticorruption advocates and
development partners, indicated that asset disclosure has influenced the
behavior of specific groups of officials (such as judges). Other Bank Group
contributions included support for anticorruption enforcement institutions
through the Stolen Asset Recovery Initiative and advisory assistance to local
CSOs such as the Anti-Corruption Action Center.

However, the impact of anticorruption legislation is hampered by a lack of
reform of the judiciary (both courts and the prosecutor’s office). Although the
legal framework for the judiciary was revised in 2015 through a package of
constitutional amendments and new laws, implementation has been slow and
partial, deepening public skepticism over the government’s commitment to
reform. Judicial reforms have been mostly cosmetic, having been successfully
neutralized by entrenched interests (Dubrovskiy et al. 2020). Enforcement of
anticorruption legislation, particularly when high-level officials are involved,
remains weak, fueling public cynicism and undermining the effectiveness of a
range of anticorruption laws and initiatives. The courts have regularly blocked



the investigation and sentencing of corrupt officials (Center for Insights in
Survey Research 2021). As of July 2021, National Anti-Corruption Bureau of
Ukraine has investigated 879 cases, made 584 formal accusations, and brought
325 cases to courts, but has secured only 56 convictions.3

The launch of operations of the High Anti-Corruption Court provides some
reason for optimism. The World Bank, together with international and local
partners, was instrumental in protecting the High Anti-Corruption Court law
against attempts to water down its core clauses (such as the independence of
the Court and selection of the judges), including by temporarily withholding
financial support. In 2019, its first year of operation, the High Anti-Corruption
Court accelerated the resolution of corruption-related cases (Savin,
Mykolaychuk, and Center for Combating Corruption 2020). If sustained, this
work would strengthen incentives within the law-enforcement community
and civil society to investigate and publicize evidence of corruption.

Bank Group engagement in justice sector reform throughout the review
period was limited to modest diagnostic work. The 2017 Systematic Country
Diagnostic emphasized the importance of justice sector reform and noted
that “building better anticorruption, justice, and public administration
institutions [is] critically important for Ukraine and would have far-reaching
ramifications for progress along each of the other development pathways”
and “justice reform is an important component of strengthening governance
in Ukraine and facilitating its aspirations of joining the [EU]” (World Bank
2017h, 44 and 48). Although organizations such as the National Anti-
Corruption Bureau of Ukraine, for example, can expose corruption cases,
only a reformed judiciary can reduce systemic corruption (Oxenstierna and
Hedenskog 2017). At the same time, the 2017 CPF stated explicitly that in
justice sector reform (as well as in civil service reform and decentralization),
the Bank Group would rely on other development partners (the EU and
bilateral agencies) that were better placed to provide support, according

to the CPF (World Bank 2017c). However, IEG interviews for this CPE
revealed little evidence of effective coordination and complementarity with
development partners in this area. For example, it was unclear whether the
aspects of justice reform needed to make Bank Group—-supported reforms
effective (for example, for nonperforming loan [NPL] resolution in the
banking sector) were to be prioritized (or even covered) by other partners.
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Where the World Bank was active on the GAC agenda, there was coordination
with donor activities and the World Bank was a source of relevant analysis.
Donor coordination on the introduction of the new asset-declaration
system at the NACP was particularly successful—the system was funded

by the United Nations Development Programme, the World Bank provided
technical assistance, the IMF supplied policy leverage, the EU and the
United Kingdom’s Department for International Development provided
support for system development.* The World Bank mobilized additional
grant funding to augment its ASA for governance and PFM reforms. The
Department for International Development’s Good Governance Trust Fund
allowed for the expansion of World Bank support in PFM and anticorruption
reform. The World Bank also leveraged EU, German Agency for International
Cooperation, and United States Agency for International Development
resources to carry out Public Expenditure and Financial Accountability
(PEFA) assessments and disseminate their findings.

The Bank Group drew on the knowledge and experience of Ukrainian think
tanks and CSOs in the design and implementation of its strategy. Histori-
cally, CSOs have played an important role in promoting the GAC agenda in
Ukraine, and their successful cooperation with international donors was rec-
ognized as an effective “sandwich model” for advancing reforms.’ IEG iden-
tified a few instances of cooperation between the World Bank and Ukrainian
CSOs on ASA and of integration of local knowledge providers into moni-
toring of reform implementation: the state capture study (Balabushko et al.
2018) with the Institute for Economic Research and Policy Consulting, the
Extractive Industries Transparency Initiative with DiXi Group, and anticor-
ruption advocacy and monitoring with Anti-Corruption Action Center.

Overall, Bank Group support to advance GAC reforms contributed to sev-
eral positive outcomes. The Bank Group played an important role in the
broad anticorruption coalition of development partners, civil society, and
reform-oriented segments of government; was a key participant in a joint
communications campaign (with other donors) to accelerate the adoption
of key laws and regulations; and provided critical technical assistance to
build capacity in new apex anticorruption institutions. The World Bank used
sectoral reform programs (for example, in energy, health, and banking) to
advance the GAC agenda. Table 2.2 summarizes anticorruption progress at



the sector level with the help of the World Bank. More details on specific

sector engagement are given in chapters 3 and 4 and appendix A.

However, the concrete impact of Bank Group-supported GAC reforms in

Ukraine has been modest. The establishment of many high-level anticor-

ruption institutions was a step in the right direction and held the promise to

create “islands of integrity” in the public sector. However, these institutions

have yet to make a systemic impact. The effectiveness of Bank Group—sup-

ported reforms on GAC is undermined by weaknesses in the overall quality

of public administration and by a lack of progress on reforming the judiciary.

The World Bank’s decision not to engage actively in the justice sector under-

estimated the severity of the development constraints imposed by a dys-

functional court system, including in addressing specific sector constraints

such as NPL and debt resolution, tax collection, and state-owned enterprise

reform. Political opposition to anticorruption policies remains strong, which

is illustrated by the fact that the core anticorruption legislation has faced

multiple challenges in courts.

Table 2.2. Summary of Anticorruption Reforms in Sector Programs

Banking

Main Achievements

Reform of the legal
and institutional frame-
works in the sector
reduced corruption
risks in supervision
and opportunities for
money laundering

and ensured greater
transparency in banks'
ownership.

World Bank Group

Contributions

The World Bank Group
provided support through
DPLs, ASA, and technical
assistance to develop
and adopt the legal and
institutional frameworks
and improve institutional
capacity of the National
Bank of Ukraine and the
Deposit Guarantee Fund.

Unfinished Agenda

Governance arrange-
ments for state-
owned commercial
banks remain weak.

(continued)
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Gas
supply and
distribution

Other
energy
and utilities

Health

Main Achievements

Reforming governance
structures in the sector
led to greater transpar-
ency (for example, in
the allocation of new
gas licenses) and re-
ductions in corruption
opportunities and illicit
practices.

Implementation of
the EITl and improved
payment and contract
disclosure led to in-
creased transparency
in the sector, includ-
ing in the operations
of several municipal

utilities (district heating,

water), reducing op-
portunities for corrupt
practices.

Pharmaceutical
procurement reform,
including creation of
a national purchasing
agency, the NHSU,
and new provider pay-
ment rules replaced
a system conducive
to corruption through
opaque procedures
for the allocation of
budget funding.

World Bank Group

Contributions

Policy and institutional re-
forms through DPLs (prior
actions promoting institu-
tional and tariff reforms,
including restructuring

of key sector entities)
provided advisory and
technical support for un-
bundling the state-owned
gas monopoly (Naftogaz),
improving capacity of the
regulator, and reforming
the tariff and subsidy
system.

The Bank Group provided
technical assistance for
EITI implementation and
financed development
and implementation of
better payment and con-
tract disclosure systems.

The Bank Group support-
ed the pharmaceutical
procurement reform and
the establishment of the
NHSU through a health
sector investment project,
‘Serving People, Improv-
ing Health," and accom-

panying ASA (for example,

social accountability
tools for CSOs monitoring
municipal services and
procurement) in Ukraine,
providing technical assis-
tance and financing.

Unfinished Agenda

Regulation of
regional gas distrib-
utors needs to be
strengthened.

Weaknesses in reg-
ulation of electricity
and coal markets
(Which affects
transparency of
pricing); considerable
variation in transpar-
€NCy across munic-
ipal utilities; need to
impose and enforce
stricter across-the-
board performance
standards by the
regulator.

Extending new
provider payment
rules beyond primary
care to hospitals;
solidifying the posi-
tion of transparent
contracting and drug
procurement mech-
anisms so that they
are not bypassed by
COVID-19 emergen-
cy arrangements.

(continued)



Social
protection

Main Achievements

Reform measures
(introduction of means
testing, monetization
of some benefits,

and enhanced cen-
tral control over local
governments' compli-
ance with the estab-
lished rules of benefit
administration) led to
reduced opportunities
for corruption in the
social benefit adminis-
tration.

World Bank Group
Contributions

Bank Group projects and
ASA supported capac-
ity-building measures
within the administration
and ongoing advisory and
technical assistance. (For
example, Bank Group
contributions included
analytical, modeling,

and simulation work on
parametric changes to the
household utility subsidy.)

Unfinished Agenda

Sustaining momen-
tum for improved
targeting of benefits
and expanding the
guaranteed mini-
mum income.

Source: Independent Evaluation Group.

Note: ASA = advisory services and analytics; CSO = civil society organization; DPL = development policy
loan; EITI = Extractive Industries Transparency Initiative; NHSU = National Health Service of Ukraine.

Public Financial Management

The World Bank was an effective contributor to strengthening PFM and in-

creasing the transparency of public finance in Ukraine, especially since 2015,

within a broad coalition of international partners. The World Bank played a

key advisory role and used DPLs to advance several key pieces of legislation,

including amendments to the budget code and a new law on the Accounting
Chamber in 2015, which laid the foundation for the Chamber to strengthen
its independence and expand its mandate. Although the World Bank’s role

in the delivery of day-to-day technical assistance was relatively modest, the

Bank Group was an influential adviser to the Ministry of Finance and made
a substantial contribution to the design of the government’s PFM reform
strategy for 2017-20.

PEFA assessments in 2012 and 2019 provided a comprehensive picture of
the progress made by Ukraine in PFM (World Bank 2012c, 2019¢).® Ukraine
demonstrated good progress over the evaluation period in transparency

and accountability arrangements within the PFM system, such as public

access to information, transparency in public procurement, predictability of
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transfers to local budgets, and the quality of internal controls and external
audits. Overall, 21 of the 31 PEFA indicators improved. Importantly, the
score for internal controls on nonsalary expenditures increased from B

to B+. Although Ukraine lags most of its neighbors on many governance
indicators, its Open Budget Index score (a consolidated measure of budget
transparency) increased from 54 (out of 100) in 2012 to 63 in 2019 and is
either better than or similar to the scores of many EU member countries in
Eastern Europe.” PEFA 2019 (World Bank 2019c) laid the basis for the current
government’s 2021-24 PFM reform strategy.

Progress in PFM contributed to a rationalization of public spending in
pensions, social protection benefits, and energy subsidies. The World Bank
supported the government in strengthening key building blocks of the PFM
system, including the automation of budget planning and the establishment
of the integrated Human Resources (and Payroll) Management Information
System through the Strengthening Public Resource Management Project
(FY17), funded by an EU grant. However, a more comprehensive rationaliza-
tion of public spending has been hampered by slow implementation of the
Human Resources (and Payroll) Management Information System.

Major steps were taken to make Ukraine’s public procurement system

more efficient and transparent and less susceptible to corruption. This was
achieved through the implementation of the e-procurement system (ProZor-
ro0),® enabled by the new public procurement law. This law, updated with tech-
nical assistance from the World Bank and adopted in December 2015, aligns
national procurement regulations with EU directives and regulates the appli-
cation of e-procurement. The general public now has easy access to informa-
tion on public procurement. The number of business entities registered with
ProZorro as actual and potential bidders increased from 64,000 in 2016 to
240,000 in 2020, reflecting strong expansion in small and medium enterprise
interest in participation. The share of competitive public procurement almost
doubled by 2018 (from 35 percent in 2013), exceeding the first DPL (2014) tar-
get of 55 percent (Smits et al. 2019; World Bank 2019c¢). Annual savings from
more competitive procurement were estimated by the Ministry of Finance at
0.7 percent of GDP in 2019 (Ministry of Finance of Ukraine 2019).



Some progress was made in public investment management (PIM) through
establishing, and ensuring compliance with, more transparent project-
selection procedures. Most central government public investment projects
since 2016 have been appraised and selected through a transparent process
(tracked through a results indicator in the first and second DPLs and
supported by World Bank technical assistance, including a PIM assessment
and PEFA update). According to IEG interviews with government partners,
the World Bank was one of the few international partners that maintained a
long-term institutional engagement on PIM. The annual budget execution
rate for public investment projects increased from 70 percent in 2010

to 91 percent in 2019, exceeding the CPS target of 80 percent. However,
according to PEFA 2019, PIM is still one of the weakest elements in the
country’s PFM system, lacking strategic and transparent allocation of overall
resources. It was rated C+ in 2019, up from D+ in 2015, with the score for
investment project costing decreasing to D in 2019 from C in 2015 (World
Bank 2019c, 47). Investment spending remains fragmented because many ad
hoc investment projects are still not subject to the established competitive
selection procedures. The total costs of such projects are nearly double the
value of properly selected investments (World Bank 2019c).
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! These institutions included the National Anti-Corruption Bureau with investigative func-
tions, the Specialized Anti-Corruption Prosecutor’s Office to prosecute high-level corruption
crimes, and the National Agency on Corruption Prevention, which is responsible for verifying

the asset declarations of public officials and implementing conflict-of-interest provisions.

2Other influential advisory services and analytics products included regular policy notes, pub-

lic finance reviews (World Bank 2017g, 2018d), and a growth study (Smits et al. 2019).
3See https://nabu.gov.ua/en.

4In September 2020, the Department for International Development was replaced by the

Foreign, Commonwealth & Development Office.

s “Sandwich model” describes a partnership in which domestic civil society elaborates on
policy ideas and implementation while the international community presses the political elite

into adopting reforms (Nitsova, Pop-Eleches, and Robertson 2018, 7).

¢Public Expenditure and Financial Accountability assessments measure the ability of public
financial management processes and institutions to contribute to desirable budget outcomes,
aggregate fiscal discipline, strategic allocation of resources, and efficient service delivery.
They include 31 key components in seven broad areas, each measured by a four-grade scale on

which D is the lowest and A the highest score.

7In 2019, Ukraine scored 63 on the International Budget Partnership’s Open Budget Index
(0-100), compared with 64 for Romania, 60 for Poland and the Slovak Republic, and 59 for
Czechia (International Budget Partnership 2020).

8ProZorro is a locally developed, low-cost information technology solution that was launched
in 2015 with support from civil society. It provides comprehensive procurement coverage of
the public sector, including subnational governments and major nonbudget entities. During
2016-18, the annual number of procurement tenders quadrupled, and their value tripled. The

system is fully sustainable as it is funded by users’ (bidders’) fees.


https://nabu.gov.ua/en

3 | Crisis Response and
Macroeconomic Resilience

Highlights

After the 2014—15 economic and financial crises, the World
Bank Group joined an international coalition to help stabilize the
Ukrainian economy.

The Bank Group was an important contributor to restoring the
health and stability of the banking system and enhancing the ca-
pacity of core financial sector institutions. The International Finance
Corporation contributed to improving corporate governance and
risk management in the financial sector.

Efforts to reform the banking sector’s regulatory framework fo-
cused on legislative changes supported through prior actions in
development policy loans. The majority of these changes became
bogged down in the legislative process for a prolonged period by
vested interests in the Rada. Although most legislation has sub-
sequently passed, implementation remains weak in the face of an
unreformed judiciary.

The Bank Group made an important contribution to fiscal consol-
idation through its support for pension reform and the reform of
utility subsidies and health services. This support helped the gov-
ernment bring household energy prices to market levels without
social unrest.
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Ukraine went through several economic crises during the evaluation
period, and the Bank Group was a key partner in helping to manage them
while supporting efforts to build greater economic resilience. This section
assesses the relevance and effectiveness of the Bank Group’s engagement to
restore macroeconomic stability, enhance resilience, and reduce macroeco-
nomic and financial sector vulnerabilities.

Enhancing Macroeconomic Resilience

Fiscal and financial sector vulnerabilities were critical constraints to devel-
opment in Ukraine. They became most visible during the global financial
crisis of 2008-09, but a lack of political will and opposition from vested
interests resulted in major policy reforms being delayed until the 2014-15
macroeconomic and financial crisis. In 2014, the exchange rate depreciated
by 47 percent, inflation accelerated to 24 percent, the fiscal deficit exceeded
10 percent of GDP, and public debt (including guarantees) spiked from 36

(in 2011) to 70 percent of GDP (World Bank 2019c). Energy tariffs, house-
hold utility subsidies, pensions, and health and social protection systems
were major fiscal burdens. By 2014, subsidies for underpriced gas combined
with other losses of Naftogaz (the state-owned gas monopoly) accounted for
7 percent of GDP and for about 3.3 percent of GDP in direct budget subsidies.

Throughout the evaluation period, the Bank Group maintained a good un-
derstanding of Ukraine’s macroeconomic, fiscal, and financial sector vulner-
abilities and provided relevant financial and technical support. World Bank
support ($2.2 billion) was large relative to International Bank for Recon-
struction and Development borrowing limits, but modest compared with

the resources provided by the IMF ($17.5 billion) and the EU (€11 billion)
through parallel arrangements. Budget support operations (DPLs) beginning
in 2014 sought to incentivize the policy reforms needed to regain macroeco-
nomic and financial sector stability and strengthen institutions for economic
management. A significant body of World Bank ASA underpinned the identi-
fication and design of reforms supported by the DPLs.

By 2017-18, macroeconomic stability had been reestablished, with the World
Bank supporting many of the underlying reforms, including improving fiscal
consolidation; reforming energy tariffs to reduce subsidies and the



quasi-fiscal deficit; strengthening the social safety net to cushion the impact
of higher energy prices on poor people; and stabilizing the banking sector.
The overall fiscal deficit declined to just over 2 percent of GDP in both 2017,
down from 10 percent of GDP in 2014. Public and publicly guaranteed debt
declined from 85 percent of GDP in 2014 to 61 percent in 2018 and further to
50 percent by the end of 2019.

The World Bank made an important contribution to fiscal consolidation
through its support for pension reform and reform of utility subsidies and
health services. This support (through policy dialogue, technical analysis,
DPL prior actions, and targeted ASA and technical assistance) helped the
government bring household energy prices to market levels without so-
cial unrest. Spending on the subsidy declined from a peak of 2.1 percent of
GDP in 2017 to 1.4 percent in 2019. Scaling down the subsidy contributed
to an overall reduction in social spending from 4.4 percent of GDP in 2017
to 3.0 percent in 2019. The government, with World Bank support, slowly
consolidated the existing categorical benefit programs and expanded the
means-tested guaranteed minimum income program.

The primary reform promoted by the World Bank in social protection was

a dramatic expansion of the household utility subsidy (HUS) in 2014-15 to
protect the population and maintain support for energy reform. The rapid
expansion of the HUS (from fewer than 5 percent of households in 2014 to
55 percent by mid-2015) was underpinned by World Bank analytical and
simulation work on the distributional effects of increased energy prices, mit-
igation measures, and the distributional incidence of subsidies. DPLs in 2014
and 2015 contained prior actions related to reforming Ukraine’s inefficient
and inequitable gas and heating subsidies while protecting poor people.
These actions were also based on World Bank analytical work showing that
if the energy sector moved rapidly to full cost recovery, household subsidies
would need to be quickly increased in conjunction with major simplifica-
tion of the benefits application process. Bank Group support in these areas
facilitated a peaceful, rapid alignment of energy tariffs, taking advantage of
earlier investments in benefits processing and administrative capacity.

However, the expanded HUS was not fiscally sustainable, costing 1.8 percent
of GDP at its peak in 2016. The second DPL took a longer-term perspective,
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requiring measures to shrink and apply a means test to the HUS benefit and,
in parallel, to gradually replace the universal child benefit with the income-
based guaranteed minimum income. The IMF relied heavily on World Bank
expertise when implementing the 2014-15 energy price reform, and there
was close coordination with the IMF when designing policy lending on
pensions and social protection. Importantly, within the World Bank, easy
access to the Energy Sector Management Assistance Program facility (see
chapter 4) enabled cross-sectoral work, including with energy and social
protection sector specialists.

The World Bank’s support for pensions and social protection focused on effi-
ciency, fiscal sustainability, and equity. It involved extensive analytical work
and policy dialogue, as well as pension-related prior actions in two DPLs.
The pension system was a major fiscal burden due to rapid population aging,
labor emigration, and incentives to hide income from taxation. The social
protection system was complex and expensive, and the bulk of its spending
did not reach poor people. The $750 million FY18 policy-based guarantee
contained prior actions to enhance the adequacy and sustainability of old-
age pension benefits and included the enactment (in 2017) of the pension
reform law aimed at improving the program’s fiscal sustainability, adequacy
of the benefits, and incentives to contribute. The underlying reforms im-
posed stricter eligibility requirements, phased out early retirement schemes,
adopted clear indexation rules, and introduced a flexible retirement age
corridor that effectively increased the retirement age. Pension expenditures
were reduced from about 18 percent of GDP in 2010 to less than 11 percent
in 2016 and stayed relatively stable through 2019. The FY20 $350 million
First Economic Recovery DPL (World Bank 2020c) included a prior action on
pension indexation intended to boost the purchasing power of benefits and
improve their predictability and sustainability.

Ukraine’s response to the COVID-19 crisis has demonstrated improved eco-
nomic management and a more resilient economy. Although overall mac-
roeconomic vulnerabilities increased during 2020, driven by both the direct
impact of the pandemic (including a 4.4 percent decline in GDP) and strong
pressures from vested interests to ease fiscal and monetary policies, to date,
the deterioration in macroeconomic indicators and financial sector stability
has been manageable.



Reducing Financial Sector Vulnerabilities

Ukraine’s financial sector was highly vulnerable in the wake of the global
financial crisis of 2008-09. Compounding weak sector governance, the reces-
sion and depreciation caused a major banking crisis in the country leading to
deposit outflows, rising number of NPLs, and many bank failures. The share
of NPLs reached 55 percent of total loans in 2017, up from 17 percent in
2012, among the highest in the world at the time (World Bank 2021).

The relevance and ambition of the Bank Group—supported program in the fi-
nancial sector grew during the period under review. Under the CPS FY12-16,
the Bank Group’s objectives were quite modest (World Bank 2012b). Reflect-
ing the fact that authorities had shown little interest in fundamental reforms
of the financial sector, the strategy included only one subobjective (out of
20)—on the stability of the financial system—to be pursued by strengthen-
ing banking sector regulation and supervision. Despite the lack of appetite
for reform, the World Bank—through policy dialogue, analytical work, and
technical assistance—continued to advocate for reforms, accumulated sector
knowledge, and built relationships with technical counterparts in the gov-
ernment. This proved to be a sound strategy, given that, with no active IMF
program in Ukraine at that time and relatively modest IMF engagement in
the financial sector, the World Bank was well positioned to quickly respond
with support when the opportunity presented itself.

After 2014, support for financial sector reform became a top priority for the
Bank Group. The primary instrument used by the World Bank to advance
reforms was the financial sector DPL series (two $500 million loans approved
in 2014 and 2015). The financial sector DPL series supported reforms to (i)
improve the legal and institutional framework to strengthen the resiliency of
the banking system, (ii) improve the solvency of the banking system through
bank recapitalization, and (iii) strengthen the financial, operational, and
regulatory capacity of the Deposit Guarantee Fund (DGF) for the resolution
of insolvent banks. The program was boosted by a well-funded technical
assistance program. In addition, the 2018 policy-based guarantee contained
prior actions to improve the governance of state-owned commercial banks
and facilitate the resolution of NPLs.
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The World Bank played a prominent role in supporting the stabilization
and cleanup of the banking sector in 2014-16, and since 2017, has focused
on reforms in state-owned commercial banks to address the NPL overhang.
Initially World Bank technical assistance focused on building capacity in the
DGF (established with direct support from the World Bank in 2010), which,
as a new institution, had not been captured by vested interests (box 3.1).
The DGF led efforts to close failed banks and enable asset recovery. The
DGF’s financial capacity to reimburse insured depositors in failed banks
was strengthened, and longer-term funding arrangements were established.
These steps helped prevent financial panic and large-scale withdrawal of
bank deposits, although some challenges remained for the DGF to achieve
financial sustainability.! In December 2016, on the advice of the IMF and
World Bank, the largest private bank in the country (PrivatBank) was de-
clared insolvent and was nationalized. This was an unpopular but necessary
decision to advance the cleanup of the banking system—PrivatBank alone
was responsible for 43 percent of total NPLs (National Bank of Ukraine 2019,
39). By 2018, 97 banks had been closed (more than half of the total number
of operational banks in 2014). In the latter half of the evaluation period,
the World Bank contributed to the effort to restore the credibility and in-
dependence of the National Bank of Ukraine through technical assistance
(box 3.1).2

With Bank Group support, the banking sector regulatory framework was up-
graded, aligned with the EU regulations, and made consistent with the Basel
IIT principles. As of the end of July 2018, all banks met the minimum regula-
tory capital of 7 percent of risk-weighted assets. The banks’ core equity cap-
ital ratio increased from 8.3 percent in late 2015 to 11.2 percent by the end

of July 2018 and to 13.5 percent at the end of 2019. Related party exposures

substantially declined, whereas liquidity ratios improved (World Bank 2021).

IFC helped identify and address vulnerabilities in risk management and
corporate governance. IFC helped establish a market for distressed assets
and improved risk management in the financial sector through its Financial
Market Crisis Response advisory services project, benefiting six banks. These
efforts targeted institutional gaps in asset markets, which held back the
cleanup of bank balance sheets, and contributed to the strengthening of cor-
porate and risk management in the banking sector. IFC interventions were



complementary to World Bank efforts and included pre-privatization invest-
ment, investment in privatized state-owned enterprises, stronger corporate
governance, and short-term trade and agribusiness financing.

e
Box 3.1. World Bank Group Support for Enhancing the Capacity of the
National Bank of Ukraine and the Deposit Guarantee Fund

The World Bank Group's advisory support to the National Bank of Ukraine and the
Deposit Guarantee Fund (as part of programmatic financial sector technical assistance)
covered bank supervision, bank resolution, and deposit insurance. The Bank Group
helped deliver two Bank Quality Asset Reviews in 2015-16 that assessed the scale

of the banking crisis and identified steps to clean up the system. Just-in-time advice
included assistance to the National Bank of Ukraine to develop recapitalization plans

and to commence the disclosure of the banks' ultimate beneficiary owners.

The Bank Group was also a major source of technical assistance for the Deposit Guar-
antee Fund with a focus on strengthening its institutional capacity to carry out effective
bank resolution and liquidation, as well as securing sufficient funding. This support
helped advance reforms at a time when National Bank of Ukraine was perceived to

be captured by vested interests and therefore unable to fulfill its mandate. The World
Bank helped the authorities modernize key financial sector laws and advised them on
preparing the new Insolvency Code, a critical component for improving the nonper-
forming loan resolution framework. The International Finance Corporation provided
vital inputs to the design of the financial sector development policy loan series. The
substance of the sector reform program and associated analytics were presented in
several Bank Group reports, including policy notes (fiscal year 2015) and the sources of

growth study (fiscal year 2019).

Source: Independent Evaluation Group.

Despite these achievements, Ukraine’s banking sector remains vulnerable.
The pace of reform slowed considerably after 2016 as the risk of the
banking sector’s collapse diminished. Passage of key pieces of World Bank—
supported legislation was impeded by vested interests in the Rada. It was
not until after the 2019 election that legislation was passed, although
implementation challenges remained. Indeed, several past decisions on
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bank closures have been challenged in courts, drawing into question the real
impact of changes to the legislative and regulatory frameworks. In addition,
although the share of NPLs declined gradually in 2019-20, it remained

high at 41 percent, with state-owned commercial banks accounting for

73 percent of the total. Largely due to the burden of NPLs and weak de facto
protection of creditor rights, commercial bank lending to the private sector
has remained depressed and annual credit growth has been negative in real
terms since 2015, failing to meet the CPF target of 10 percent. The absence
of meaningful judicial reform continues to undermine efforts to reduce the
large stock of NPLs burdening the banking sector.

Public support for financial sector reform was weak throughout much of the
review period. Reasons for the large number of bank closures were poorly
understood by the public, who came to associate this aspect of the financial
sector reform agenda with external players such as the World Bank and
IME. Although dissemination and outreach were evident in several aspects
of the GAC agenda, this was not the case with respect to financial sector
reform. As stressed in IEG’s evaluation of Bank Group support for addressing
country-level fiscal and financial sector vulnerabilities (World Bank 2021),
with a relatively low level of financial literacy among the general public in
Ukraine, a concerted effort was needed to foster a better understanding of
the importance of banking sector reform and the costs of not reforming.



! Facing sizable repayments to depositors in 2015-17, the Deposit Guarantee Fund borrowed
long term from the government and the National Bank of Ukraine. The specific repayment

arrangements for these loans remain unclear.

2In 2019, the National Bank of Ukraine won the Global Central Banking Transparency award

from Central Banking magazine.
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4 | Energy Security and Efficiency

Highlights

Main energy sector challenges in Ukraine included high energy
intensity, weak governance, outdated infrastructure, and high de-
pendence on a gas supply from a single source. Energy subsidies
were a major fiscal burden.

After 2014, the World Bank actively helped Ukraine reform the en-
ergy sector, focusing on governance, efficiency, and security. The
main areas of progress with World Bank support were energy tariff
reforms, unbundling of the natural gas monopoly, diversification
of the gas supply, and institutional arrangements for promoting
energy efficiency.

At the same time, despite World Bank Group support, progress on
reforming electricity markets and strengthening regulatory capac-
ity has been slow. Institutional reforms and the virtual elimination
of subsidies have yet to translate into more private investment in
sector infrastructure and visible improvements in energy services
for consumers.




Energy supply, services, and transit have played critical roles in Ukraine’s
development. Ukraine’s energy sector has been shaped by multiple forces
stemming from ideological (market-based or subsidized) and geopolitical
contestation. These factors have fueled strong incentives for market capture
and control by a few private players, weakened sector governance, and con-
tributed to underinvestment in aging and inefficient infrastructure. The high
energy intensity of the economy—a legacy of the industrial base, housing
stock, and Soviet Union-era pricing policies—has made tariff reforms deeply
unpopular and difficult in the face of limited progress in enhancing service
quality and affordability. This chapter discusses Bank Group contributions to
developments in the core areas of its energy sector support: (i) sector gover-
nance and transparency (including fiscal implications), (ii) energy efficiency,
and (iii) energy security.

Sector Governance and Transparency

At the beginning of the review period, the Ukrainian energy sector was
characterized by weak governance, outdated infrastructure, high dependence
on gas imports from a single source, and large fiscal costs. The government
resisted reforms to promote cost-recovery tariffs, competition, and indepen-
dent regulation. The practice of “socializing” high energy costs through the
budget had strained the country’s fiscal condition. By 2014, direct subsidies
for underpriced gas, combined with other losses of Naftogaz (the state-
owned gas monopoly), accounted for 7 percent of GDP (including 3.3 percent
of GDP in direct subsidies). Before 2014, Bank Group support to the ener-

gy sector was dominated by investment lending (with technical assistance
components), and meaningful institutional reforms did not begin until 2014.
This step coincided with far-reaching tariff reforms and the suspension of
gas imports from the Russian Federation, with the energy sector serving as a
major contributor to the macroeconomic crisis.

Taking advantage of the political opening after 2014, the Bank Group helped
establish a framework for competition, private investment, and independent
regulation. In parallel with IMF and EU support, the World Bank increased
its work on tariff and subsidy reform through DPLs and technical assistance,
which (twinned with a better-targeted HUS program) virtually eliminated
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budget subsidies and generated enhanced transparency in the gas sector.
The World Bank effectively leveraged donor funds to provide just-in-time
and technical assistance and helped implement socially sensitive tariff and
subsidy reforms across different ministries, development partners, and

the energy regulatory commission.! Bank Group and IFC advisory services
and technical assistance supported aggressive “catch-up” tariff and social
protection reforms and pushed for further unbundling and competition

(the fiscal impact of energy tariff reform is covered in chapter 3). Other
notable results included the strengthening of institutional arrangements for
promoting energy efficiency by establishing the Energy Efficiency Fund;?
the strengthening of financial intermediaries, especially the state-owned
UkrGasBank (through IFC technical assistance to develop capacity and
governance); and the establishment and strengthening of the technical
capacity of the National Energy and Utilities Regulatory Commission. Power
sector investment projects included technical assistance for strengthening
regulatory capacity and independence and developing a new model for the
wholesale electricity market.® Specific support was provided by the Bank
Group for the government’s plan for implementation of gas sector reform
(adopted in 2015) to comprehensively restructure the gas sector, including
developing and implementing key legislation.*

The World Bank was the government’s main partner in the design and imple-
mentation of the unbundling of Naftogaz. Ukraine made this commitment

as part of its 2014 Association Agreement with the EU. DPL prior actions,
investment lending, and technical assistance supported the restructuring of
Naftogaz and distribution companies, improvements in payment discipline,
debt resolution in the energy sector, audits of Naftogaz and its subsidiaries,
progress in transparent privatization, and partial channeling of gas-transit
fees to the budget through a treasury single account. IMF and EU budget
support and European Investment Bank investment and liquidity support
were contingent on unbundling. The unbundling continued in 2019, with
Naftogaz’s transmission and transit functions being separated from the rest
of the company, in line with recommendations from the Bank Group study of
unbundling options.

Cooperation with development partners was an important aspect of the
Bank Group’s support for the energy sector. Joint work under the aegis of



the Brussels declaration allowed donors to agree on an international financial
institution—EU list of key structural reforms to enable investment in the gas
sector. Trust funds played a vital role in supporting Bank Group analytical
work on such topics as tariff and social protection reform and Naftogaz
unbundling. After the 2014 crisis, the Energy Sector Management Assistance
Program provided timely funding for a multisector World Bank team and used
entry points from different sectors to forge consensus among counterparts and
development partners to design and implement tariff and subsidy reforms.>

However, reforms have not been followed by commensurate private invest-
ment in the sector and did not enhance customer satisfaction and choice.
Municipal-level ownership and coordination of reforms and the national gov-
ernment’s commitment to modernize services remain weak. Ukraine’s energy
sector needs to attract substantial investments for modernization and effi-
ciency improvements to provide the level of services necessary to sustain the
reform effort, including accessing the EU single market for gas and electricity,
enhancing the competitiveness of its industrial base, and managing green-
house gas emissions in accordance with international commitments.

There has been little progress in enhancing competition in the electricity
sector, which is still dominated by a few powerful private players. The energy
and competition commissions have been unsuccessful in curtailing the market
power of major private players or preventing them from padding supply costs,
which are then passed on to the market (or ultimately borne by taxpayers).
Debts to energy suppliers have been increasing because of unaffordable tariff
incentives offered for renewable energy-based power generation, and the
market power of a few players to manipulate costs remains unchecked, under-
mining the sustainability of earlier achievements in this area.

Energy Efficiency

Bank Group policy advice, lending, and support to institutional and financing
mechanisms has helped put Ukraine on a more energy-efficient path. Bank
Group-supported tariff and subsidy reforms, together with investments

to improve the reliability and efficiency of aging and outdated supply
infrastructure, have begun to reduce energy demand and create incentives
for greater efficiency on both the supply and demand sides (table 4.1).
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Progress on competition in the gas sector, facilitated by the unbundling

of Naftogaz (see the Sector Governance and Transparency section in this
chapter), and steadily improving metering and management of district
heating are expected to lead to improved services, enhanced accountability,
and reduced corruption. Gas demand has dropped from 50.7 billion

cubic meters in 2012 to 25.0 billion cubic meters in 2019 (of which about

20 billion cubic meters were produced from domestic resources). Total
primary energy demand, energy intensity, and carbon dioxide emissions also
dropped during the evaluation period by 37, 25, and 33 percent, respectively.
Correspondingly, the monetary value of the domestic gas market decreased
from $14.5 billion equivalent in 2012 to $7.7 billion in 2019.

Table 4.1. Ukraine Energy Supply and Transit

Energy Type 2010 2013 2015 2017 2019 2020
Total energy (ktoe) 73.950 | 70,087 @ 50,856 | 49,012 — —
Natural gas supply (bcm) — 46.0 29.7 274 25.0 —
Natural gas transit (bcm) 08.6 86.1 671 935 89.6 55.8
Electricity (GWh) 1301 1241 1171 1049 | 1199 —
Portion from renewable energy 0.0 0.7 1.0 12 36 73
(nonhydro, %)

Coal and gas (%) 415 44.7 35.2 359 36.2 352

Sources: International Energy Agency—Data and Statistics; Ministry of Energy of the Russian Federation;
Naftogaz; National Energy and Ultilities Regulatory Commission.

Note: bcm = billion cubic meter; GWh = gigawatt hour; ktoe = kiloton of oil equivalent; — = not available.

Elements of a strategy for the recovery of district heating have been put in
place, but actual improvements in energy services have not been seen at

the level of households. These elements include energy tariff reform, with
targeted social protection; financing and technical support to businesses,
including small and medium enterprises, supported by IFC technical
assistance for energy-efficient investments; financing and technical support
to households through an Energy Efficiency Fund (supported by the World
Bank); joint IFC-Bank Group design and operationalization of an EU energy
efficiency grant for residential buildings; and support to municipalities

for energy-efficient district heating (the World Bank’s District Heating
Energy Efficiency Project). At the same time, actual improvements in energy



services (electricity, gas, and district heating) are not being seen at the level of
households or experienced by consumers, with recent surveys indicating little

net change in the perception of respondents about the quality of services (see

appendix C).

IFC has played an important role in promoting energy efficiency. IFC
developed energy efficiency—oriented financial products (investment loans
and targeted credit lines for energy efficiency improvements through financial
intermediaries). It partnered with the EU to jump-start the energy-efficient
renovations of multifamily buildings, provided advisory services on cleaner
production and residential energy efficiency, and helped structure public-
private partnership transactions and transparent mechanisms to attract
private sector financing.® IFC also partnered with the state-owned UkrGasBank
(which it would not typically do, given its private sector mandate) to increase
lending to businesses to make them more energy efficient and competitive.

Energy Security

Bank Group support contributed to breaking the country’s dependence on
gas imports from a single source. This outcome was achieved through dif-
ficult but effective tariff reforms resulting in a significant reduction in gas
demand and a diversification of supply to European suppliers. The $500 mil-
lion gas-supply guarantee (approved in 2016) provided by the Bank Group
in partnership with the European Investment Bank promoted competition
among gas suppliers by enabling a financially weak Naftogaz to procure gas
competitively from European suppliers, breaking its dependence on Rus-
sian suppliers in an affordable manner. Furthermore, as a result of Naftogaz
unbundling, the newly created Gas Transmission System Operator, unen-
cumbered by domestic gas production and other nontransmission functions,
was able to leverage Ukraine’s locational advantage to negotiate a favorable
gas-transit agreement with the Russian Federation’s Gazprom for 2020-24.
Gas-transit volumes dropped from approximately 86—-88 billion cubic meters
in 2012-13 to 62 billion cubic meters in 2014 (the year of the crisis) before
rising to approximately 90 billion cubic meters in 2019, yielding a transit
revenue of $2.7 billion (table 4.1). However, this revenue is unlikely to be
sustained, given recent and ongoing developments in gas-transit routes.
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! World Bank Group-supported outputs included “Advancing Energy Tariff and Subsidy Re-
forms” (2018); “Facilitating Electricity and Gas Market Reforms in Ukraine” (2018); “Advice

to the Design and Creation of Energy Efficiency Fund” (2017); “Ukraine: Moving Forward
Energy Tariff Reforms” (2017); “Social Safety Nets and Energy Reform” (2016); “Mitigating
the Impact of Gas and Heating Tariff Increases through Targeted Cash Transfers and Energy
Efficiency Measures” (2015); “Advisory Services and Technical Assistance to Naftogaz and the
Government of Ukraine on the Reform of the Natural Gas Sector” (2015); and “Analysis of the
Restructuring Options of NJSC [National Joint Stock Company] Naftogaz, Part 1: Unbundling
Options for Gas Transmission; Part 2: Unbundling Options for Gas Storage” (2016, jointly with

European Commission).

2The Energy Efficiency Fund is a grant facility to jump-start the energy-efficient renovation

of multifamily buildings, including funding grants for residential building retrofitting.

3“Power Transmission” (2008-16), “Second Power Transmission Project” (2015-20), “Hydro-

power Rehabilitation” (2005-16), and “District Heating Energy Efficiency Project” (2014-21).

4Natural Gas Market Law (2015), Law on National Energy and Utilities Regulation (2016), Elec-
tricity Market Law (2017), and Law Establishing the (Residential) Energy Efficiency Fund (2017).

*The Energy Sector Management Assistance Program is a global knowledge and technical
assistance program, established in 1983 and administered by the World Bank. Its mission is to
assist low- and middle-income countries to increase skills and institutional capacity to achieve

environmentally sustainable energy solutions for poverty reduction and economic growth.

¢Public-private partnerships with Kyiv District Heating company and Centrenergo, the last

remaining state-owned thermal generation company.



5 | Findings and Lessons

energy security. At the same time, a lack of attention to important enabling
areas with systemic impact, such as justice sector and public administration
reform, undermined the impact of reforms in several areas.

The Bank Group was well positioned to leverage opportunities arising from
the events of 2014-15. Throughout the evaluation period, the Bank Group
had a clear understanding of the challenges and vulnerabilities and present-
ed a well-prioritized picture of what needed to be done. The Bank Group was
able to leverage long-standing partnerships with diverse counterparts and

a strong presence in the field. In the early part of the evaluation period, in
the face of weak demand for reforms, the World Bank invested in building
country knowledge and local partnerships and was well prepared to adjust its
strategy and expand all aspects of its engagement when a political opening
presented itself. After 2014, the World Bank made a fundamental adjustment
to its original strategy, reallocating funds from slow-moving investment
projects and supporting critical reforms through budget support operations.

These achievements are not irreversible. In Ukraine’s volatile political envi-
ronment, it is difficult to gauge how well the policy and structural changes
facilitated by the Bank Group will withstand pressures from powerful vested
interests and shifts in public opinion. Ukraine’s economy remains vulnerable
to a variety of macroeconomic and political risks, aggravated by the uncer-
tainties of the COVID-19 pandemic. Vested interests remain well organized,
and populist pressures for policy reversal and risky macroeconomic initia-
tives have been increasing. Other vulnerabilities include weak domestic

v

ownership of some reforms, a lack of a robust national proreform consensus,
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and inadequate attention to institutional building in critical enabling areas
(judiciary, public administration, decentralization, and regulatory capacity).

Some important reforms supported by the Bank Group have not produced
tangible improvements in the daily lives of the general population. The
establishment of high-level anticorruption institutions has not translated
into a sustained increase in prosecutions in cases of corruption or improved
public perceptions of the pervasiveness of corruption. Similarly, significant
institutional and structural reforms in energy and social sectors (health,
pensions), while important for resolving the fiscal crisis and reducing oppor-
tunities for corruption, have not yet resulted in higher levels of private in-
frastructure investment or improved service standards. A lack of attention to
justice sector and public administration reform has undermined the impact
of reforms in several areas.

Partnerships were an important aspect of the Bank Group’s engagement
during the review period and helped mobilize and leverage significant bilat-
eral funding. The World Bank team helped coordinate various donor activities
in several areas that were central to its own strategy and provided consid-
erable analytical input to increase the overall effectiveness of multidonor
programs. Bank Group partnerships were especially effective and well-coordi-
nated in the context of macroeconomic stabilization. Development partners
drew extensively on the World Bank’s country knowledge and high-quality,
just-in-time technical assistance in key sectors (such as energy, health, and
social protection).

The strength of the obstacles presented by vested interests was obvious in
the lead-up to and throughout the evaluation period. A clearer initial sense
of the results chain leading to effective enactment and implementation of
key legislation might have highlighted potential points of stress and risks to
the achievement of results earlier in the process. This understanding would
have pointed to the need for more deliberate attention to judicial and parlia-
mentary constraints and the need to build demand for better governance and
commitment to follow up in operations with the financial sector. Even though
other development partners “led” on judicial reform, given the importance of
the court system to building effective financial sector crisis preparedness, the
Bank Group might have sought to play a bigger role in this area.



Bank Group engagement with the nongovernmental sector contributed to
the success of reforms in several areas. Engaging more directly and frequent-
ly with civil society was an effective way to foster public understanding for
reforms and build demand for better governance. A considerable effort was
made by the World Bank to include CSOs in consultations on various aspects
of the World Bank-supported reform agenda. There were also instances of
effectively integrating local knowledge providers into the delivery of ana-
lytical work and the monitoring of reform implementation progress at the
local level. The FY12-16 CPS Completion and Learning Review (World Bank
2017f) concluded that, in Ukraine, Bank Group efforts had the biggest impact
when the dissemination of Bank Group analytical work provided a platform
for public debate, since it is a valuable tool to help civil society confront
vested interests. In hindsight, the Bank Group could have invested more ef-
fort in explaining to the public the need for the reforms it supported (partic-
ularly in the financial sector).

Governance and anticorruption: Bank Group assistance raised the profile

of the GAC agenda in Ukraine and helped mobilize and coordinate large
amounts of bilateral funding to support reforms. In addition to support for
establishing and strengthening a set of new apex anticorruption institutions,
several sectoral engagements generated important anticorruption benefits,
including through tariff and subsidy reforms in the gas sector, the modern-
ization of bank supervision, and a deregulation to reduce administrative
barriers for small and medium enterprises. Stronger engagement on justice
sector reform could have contributed to progress in other areas, including in
the financial sector.

Crisis response and macroeconomic resilience: The Bank Group made
significant contributions to the international effort to help Ukraine respond
to economic crises. On fiscal policy, the main achievements included the
elimination of quasi-fiscal deficits in the energy sector and enhanced
sustainability of the pension fund. The main outcomes in the financial sector
included the restored health and stability of the banking system and enhanced
supervisory capacity of core sector institutions and regulators. However, many
critical fiscal and financial sector vulnerabilities remain, including weaknesses
in tax performance and a largely unreformed state-owned enterprise sector
(outside of energy). The pace of reform in the banking sector has slowed
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considerably as the risk to stability has diminished; NPLs are still high,
negatively affecting private sector credit growth. In response to the COVID-19
pandemic, the World Bank was quick to restructure existing operations and
prepare additional financing to provide immediate financial support.

Energy: The Bank Group partnership on energy in Ukraine was highly rel-
evant to the country’s needs and made important contributions, especially
in implementing tariff and subsidy reforms, informing market design and
legislation, and seeding financing and institutional arrangements for invest-
ments to promote energy efficiency. However, there have been few tangible
improvements in service delivery to consumers. The expectations embed-
ded in reforms advocated by the World Bank since the 1990s—namely that
unbundling, independent regulation, and privatization will mobilize private
investments, depoliticize the sector, and enhance customer satisfaction—
have yet to materialize.

Lessons
This CPE offers the following lessons:

1. Continuity of engagement during a period of weak demand for reform,
including through strategically targeted analytical work, facilitated in-
creased ownership within the government and positioned the Bank Group
to respond quickly when a window of opportunity presented itself. During
2012-13, when there was little appetite on the part of the government for
significant policy reform, the Bank Group invested heavily in analysis and
in establishing partnerships at the technical level of government. These
efforts helped the Bank Group respond rapidly after the change in political
leadership. For example, sustained World Bank engagement enabled the
Ministry of Finance, after a long period of limited interest in reform, to
design and implement a comprehensive PFM reform.

2. Greater World Bank attention was needed in the justice sector, given its
importance to the efficacy of reforms across a range of other sectors. En-
trenched interests often used the justice system to neutralize the impact
of reforms in other sectors, thereby undermining the credibility of the
broader reform effort and commitment to change. Lack of direct World



Bank engagement in the justice sector adversely affected the effective-
ness of reforms in specific areas, particularly anticorruption reforms and
reforms in the energy and financial sectors. In anticipation of significant
engagement in Ukraine once military aggression against it ceases, the
World Bank would be well advised to invest more in deepening its under-
standing of the links between specific weaknesses in the justice system
and Ukraine’s ability to make progress on specific development objectives.

Effective outreach and engagement by the World Bank with civil society is
important to help the public understand the reasons for reforms and the
costs of not reforming. Although Bank Group strategies envisaged broad
engagement with civil society and the private sector, implementation was
uneven across sectors, with a communications strategy on financial sector

reforms particularly lacking.

Institutional reforms that impose a burden on citizens need to compen-
sate by making progress in service delivery. Despite many institutional
and policy reforms, Ukrainians remain deeply skeptical about the overall
progress and impact of reforms on their daily life. General public support
for reform-oriented processes, such as EU integration, may help sustain
some momentum on institutional reform. However, institutional reforms
that impose painful adjustments on the citizenry (such as tariff increas-
es) need to be paired with improvements in service quality, including in

infrastructure.
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Appendix A.

Agribusiness

Agribusiness is a major contributor to the Ukrainian economy, generating
more than 9 percent of gross domestic product and about 40 percent of total
exports earnings (2019) and employing 15 percent of the active population.
Ukraine has 41.5 million hectares of agricultural land (70 percent of the
territory) and 30 percent of the world’s extremely fertile black soil. Ukraine
is the third-largest agricultural exporter to the European Union (EU). Gross
output in the sector increased by about a quarter during 2012-19, but it
was heavily concentrated in large holdings, while production in smallhold-
ers stagnated. This gap between potential and actual production levels has
been attributed to the land sale moratorium (since 1992) that has hampered
access to finance and discouraged investment.

World Bank Group—Supported Program
and Contributions

The World Bank Group contributed to the improvement of export oppor-
tunities for larger agricultural holdings and had a much smaller impact on
smallholder farms or in enhancing productivity in agricultural small and me-
dium enterprises (SMEs). Bank Group support for the development of agri-
business, including improvement in investment climate and deregulation,
was the centerpiece of its program of support for private sector development
in Ukraine. The program consisted mainly of International Finance Corpora-
tion (IFC) investments ($750 million) and advisory services (30 projects) in
support of innovation and modernization, higher productivity, better corpo-
rate governance, access to finance for farmers, opening of new markets, and
cleaner production methods. IFC projects covered the entire value chain to
boost innovation and productivity and help producers enter new markets.
IFC advisory services supported access to finance for farmers, the opening of
new markets, modernization of the supply chains, improved logistics, better



corporate governance, and cleaner production methods. The World Bank
supported regulatory reform aimed at agribusinesses but refrained from
investing in agriculture while the land moratorium was in place.

Regulatory reform: The deregulation reform program, launched in 2014 with
the help of the Bank Group and international partners, resulted in a reduc-
tion of the regulatory burden on the private sector, including agribusinesses.
The regulatory improvements included lower cost of business entry, reduced
cost of tax compliance, streamlined asset (including land) registration, and
improved SME access to public procurement.

Bank Group support for regulatory reform was relevant and timely,
benefiting from extensive diagnostic and analytical work. The 2014 joint
World Bank-IFC study (IFC 2014) identified excessive red tape, inadequate
implementation of business regulations, and weak public sector governance
as major obstacles for private sector development. It recommended a set of
specific measures such as wholesale reduction of the number of permits and
licenses, regulatory impact assessment of new legislation, risk-based system
of inspections, adoption of EU regulations (food safety), and introduction

of e-government and information and communication technology
solutions. Reform measures supported by development policy loan prior
actions (promoting a legal framework for certification, accreditation, and
conformation to international standards; land reform and registry) were
backed by technical assistance that focused on setting up a deregulation
framework, easing licensing and permit requirements, harmonizing safety
standards, simplifying export procedures, reducing the cost of trade logistics,
and leveling competition. IFC contributions included assistance with
simplifying grain-quality certification, implementing phytosanitary testing,
registering export contracts, and operationalizing modern food safety
controls consistent with EU and global standards to promote Ukrainian
exports (box A.1).
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|
Box A.l. Ukraine’s Integration into the European Union Market and
World Bank Group Support

The 2014 deregulation program, launched to achieve compliance and convergence
with European Union (EU) standards and global best practices, positively impacted the

business environment in key sectors, including agriculture.

The World Bank Group supported this process through prior actions in two
development policy loans (establishing a legal framework for a system of certification,
accreditation, and confirmation of correspondence to international standards;

creating a single national agency for accreditation; enacting legislation on copyright;
conducting a public awareness campaign for Ukraine's EU accession; enacting a law
on “the key principles of public control of entrepreneurial activity” [Inspections Law],
easing business registration and property registration; reducing the number of permits;
establishing a deregulation framework; easing licensing and permit requirements;

and harmonizing food safety standards and procedures, technical regulations,

and conformity assessments with EU requirements). Previous analytical work (for
example, IFC 2014) was the basis for selecting development policy loan prior actions
on private sector development. Other Bank Group support included Bank Group and
International Finance Corporation technical assistance on streamlining regulations and

improving food safety standards to comply with EU requirements.

Source: Independent Evaluation Group.

Agribusiness and land reform: IFC support made a substantial contribution
to enhancing the sustainability and growth prospects of agribusiness

in Ukraine through investments and advisory services, although the
productivity gap between Ukraine and other European countries remains
wide. Overall, farmers’ access to inputs, services, and financing improved,
leading to an expansion (by almost 25 percent) in agricultural exports—from
less than $18 billion in 2012 to more than $22 billion in 2019.! Upgrading

of production techniques (including climate-smart methods) resulted in
yield increases of up to 25 percent for selected crops in more than 4,000
SME farms (IFC 2019). The application of new financing arrangements

made lending more affordable and generated an additional $356 million in
credit for farmers. IFC’s advisory services helped provide better access to



quality inputs, extension services, and agricultural finance by introducing
best international practices, such as preharvest financing with crop receipts,
insurance products for strategic crops, and agriculture-specific credit-risk
assessment tools for banks that resulted in improved quality (reduction in
nonperforming loans by 50 percent) and expansion of the agricultural credit
portfolio. The Crop Receipts Project (2013-20) helped establish crop receipts
as a tradeable financial instrument, enhancing access to finance for SME
farmers. According to IFC, the Crop Receipts Project helped more than 2,000
small farmers gain access to financing (IFC 2020b). IFC also helped remove
export impediments in several subsectors (poultry and dairy) and supported
larger integrators to become international operators. For example, the Agri
Aggregator Project (2013-19) improved the marketing of inputs, farmers’
capacity for on-farm management, access to high-quality extension services,
and financing terms for the purchase of inputs and services. The project
worked with small- to medium-scale farmers and leveraged the IFC and Bayer
Crop Science financing program, via Raiffeisen Bank Aval and Crédit Agricole,
to offer affordable short-term financing solutions. The Dairy Support Project
(2018-20) improved the operational efficiency and productivity of dairy
producers and helped them access export markets. The Country Private Sector
Diagnostic, jointly prepared by the World Bank and IFC (IFC 2020a), further
examined sectors where Bank Group interventions could unleash private
sector potential in Ukraine, including climate-smart agriculture technologies.

The World Bank supported land reform through the 2014-15 development
policy loans and advisory services and analytics (ASA). Development policy
loan prior actions aimed at transforming the ownership/organizational
structure in agriculture and included the establishment of a unified system
of registration for legal rights to land and real estate within one agency,
the review of land-title issuances, cumulative issuance of 3.4 million land
titles, the implementation of the new Land Code, and the initiation of an
information campaign to inform farmers about their rights and opportunities
as land holders. After the government committed (in 2019) to gradually
open the land market, the World Bank approved a $200 million Program-
for-Results operation (2020-25) to support land reform and increase
agricultural sector competitiveness and diversification; it was supported by
ongoing (EU-funded) ASA on land governance, smallholder development,
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geographic information system monitoring, and registry unification. The
gradual opening of the land market will let farmers use land as collateral
and could facilitate private investment in agribusiness. The World Bank also
contributed (through ASA and technical assistance) to streamlining land
registration in an effort to reduce corrupt practices, strengthen protection
for property rights, and improve the monitoring of land use.

Health

With the COVID-19 pandemic strongly affecting Ukraine (with over 2.4 mil-
lion confirmed cases and about 56,000 deaths as of October 2021),? improv-
ing the efficiency of the health sector has become ever more important. At
the beginning of the evaluation period, government health spending was
allocated based on inputs rather than services provided, distorting incentives
and contributing to a low quality of care. Most health resources were spent
on inpatient and specialized outpatient care, and a relatively small amount
was spent on primary and preventive care. Provider payments and pharma-
ceutical procurement were often captured by corrupt actors who diverted
public resources for private gain.

World Bank Group Program and Contributions

Bank Group diagnostics guided health sector reforms launched in 2017. The
investment project (“Serving People, Improving Health,” approved in 2015,
with additional financing approved in 2020) and technical assistance helped
strengthen primary care at the oblast level and advanced the restructuring of
provider payment mechanisms, laying the groundwork for hospital restruc-
turing (World Bank 2015). Health reforms (supported by investment projects
and a policy-based guarantee prior action) changed the formulas for paying
providers, creating incentives for more efficient spending and promoting
fiscally sustainable and effective services. The average length of a hospital
stay declined from 11.7 days in 2013 to 10.0 days at the end of 2020, and

the number of hospital beds per 100,000 members of the population was
reduced from 880 in 2013 to 600 in May 2021. The share of health spending
on primary health care increased from 9 percent of total public expenditures
on health in 2015 to 14.6 percent in 2019 (although it remained below the
Country Partnership Strategy target of 24 percent).



Ukraine’s response to COVID-19 built on the health sector reforms made
during the evaluation period with the help of the World Bank. Bank Group
support was instrumental in enhancing the efficiency of health services
and supporting vital clinical services. The first phase of the reform centered
on primary care (and the next phase—hospital optimization) has been
politically controversial. It formally took effect in April 2020, but its
implementation has been delayed by the COVID-19 pandemic.

Key institutions in the health sector have been strengthened, and the chang-
es have been sustained even in the face of the pandemic and ongoing po-
litical opposition. Measures have been taken to remake the system’s rules

to constrain backsliding and contain the fiscal burden. The World Bank-
supported health project helped set up National Health Service of Ukraine
business processes, including a hotline for questions or complaints about
the new health financing modality. The National Health Service of Ukraine
hotline was used as the model for a successful COVID-19 hotline that was
established early in the pandemic (also with the World Bank’s assistance).
Independent Evaluation Group interviews with sector stakeholders indicated
a broad consensus that the health sector reforms could not have proceeded
as rapidly and effectively, if at all, in the absence of the World Bank’s analyti-
cal work and policy dialogue.

Conflict in Eastern Ukraine

The unresolved conflict in Eastern Ukraine severely complicated Ukraine’s
development challenges.® By 2020, over 14,000 people had been killed and
2.7 million were displaced, including over 1.3 million internally displaced.
The conflict has severely impacted socioeconomic activity in Ukraine’s east-
ern industrial heartland of Donetsk and Luhansk oblasts, which accounted
for 12.5 percent of Ukraine’s population, 15.7 percent of the country’s gross
domestic product, and a quarter of its exports (World Bank 2020). In addition
to major social, economic, and political stress, the conflict generated addi-
tional budget pressures and raised credit and investment risks. Since 2014,
the security situation in Eastern Ukraine remained volatile, with daily hostil-
ities occurring along the contact line.
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The World Bank partnered with the Ministry for Reintegration of the
Temporarily Occupied Territories to provide a range of support. ASA has been
the primary instrument used to help the government mitigate the impact of
the conflict, including an assessment of peacebuilding and recovery needs,

a proposal on capacity building within the government to coordinate and
implement recovery interventions, and the design of pilot programs. Several
nonlending interventions were funded under a World Bank-administered
Multi-Partner Trust Fund on Peacebuilding and Recovery, established in 2017.

Bank Group recommendations contributed to the establishment of the
national strategy on recovery in the conflict-affected areas, informed
international partner programs for Eastern Ukraine, and helped enhance
Ministry for Reintegration capacity. The World Bank also supported the
setup and operation of the Online Portal on Peacebuilding and Recovery,
which has been used as a community engagement and monitoring tool to
help build citizen trust and confidence in the government reintegration
strategy. The World Bank team undertook a study on the economic recovery
of the Donbas, which assessed how the region could move from its industrial
past to discover new drivers of growth and development.

As a result of extensive diagnostic work and dialogue, in November 2020
the World Bank approved a $100 million investment project (“Eastern
Ukraine: Reconnect, Recover, Revitalize”) that supports the government’s
efforts to promote the recovery, reintegration, and inclusion of the
conflict-affected population.
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! Reflecting significant losses in manufacturing exports, related to the conflict in Eastern
Ukraine, the share of agricultural exports in the country’s total goods exports expanded
from 26 percent to 44 percent in 2012-19. See https://www.trade.gov/knowledge-product/

ukraine-agricultural-sector.
2 See https://covid19.who.int/region/euro/country/ua.

3This report was finalized in 2021, prior to military aggression against Ukraine begun in

February 2022, and does not reflect the consequent impact on the country.


https://www.trade.gov/knowledge-product/ukraine-agricultural-sector
https://www.trade.gov/knowledge-product/ukraine-agricultural-sector

Appendix B.

Country Program Evaluations assess World Bank Group performance
and the contribution of Bank Group assistance programs to development
outcomes. The Ukraine Country Program Evaluation used a mixed methods
approach including desk reviews, analyses of macro- and socioeconomic
indicators and portfolios, semistructured stakeholder interviews, two per-
ception surveys, and an analysis of online news media (appendix C). Country
Program Evaluations normally include intensive fieldwork, but in the cir-
cumstances of the COVID-19 pandemic and related restrictions, the Inde-
pendent Evaluation Group replaced a country visit with virtual interviews
with key stakeholders, including Bank Group staff, government officials, de-
velopment partners, civil society, and the private sector from August 2020 to
January 2021. The Independent Evaluation Group undertook two surveys and
an online media analysis to gauge the in-country views (general public and
expert or informed stakeholder levels) and perceptions of the Bank Group,
its support to Ukraine, and the key reforms it supported.

Public Opinion Survey

The survey was conducted by the Kyiv International Institute of Sociology in
November and December 2020, based on a questionnaire developed by the
Independent Evaluation Group. The survey used the computer-assisted tele-
phone interview method based on a random sample of mobile phone numbers.
The survey was conducted as a part of a regular omnibus survey. The sample is
representative of the adult population (18 years and older) of Ukraine.

Informed Stakeholder (Expert) Online Survey

The survey was conducted in December 2020 to obtain the views of key
stakeholders in government, donor agencies, private sector, civil society
organizations, academia, and media, who were either directly involved in or
observed the implementation of Bank Group activities in Ukraine. Data were
collected through an online survey using the SurveyMonkey tool. Respon-
dents were recruited via personal email communication, based on the list
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used by the Bank Group Country Opinion Surveys (281 individuals). The sur-
vey included multiple-choice and open-ended questions. The total response
rate was 22 percent, with almost half of the respondents representing gov-
ernment institutions, 14 percent media, 19 percent donor agencies, 22 per-
cent civil society organizations, and 8 percent private sector.

Analysis of Online News Media

The original data set of relevant articles covered January 2016 to November
2020, mostly in the Ukrainian and Russian languages (figure B.1).

Figure B.1. Analytical Pipeline for Online News Media Analysis

Original data set
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Source: Independent Evaluation Group.

Note: N = number.

In the data set of translated articles, mentions of the Bank Group and topics
of interest (see table C.1 for a list of these topics) were identified using string
searches. Time-series plots of these data sets presented in figure B.2 show
that there was an increasing trend in both.



Figure B.2. Trends in News Article Data Sets
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Note: The break in 2020 is likely due to the COVID-19 pandemic causing issues in the source data.
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Appendix C.

Public Opinion Survey

The survey aimed to gauge the perceptions of progress in improving public
service delivery, one of the key areas of World Bank Group support. Only a
third of the respondents were familiar with Bank Group activities in Ukraine,
with mostly neutral views. The COVID-19 response led the known areas of
Bank Group engagement (31 percent), followed by anticorruption (27 per-
cent) and health-care reforms (23 percent). In terms of the quality of service
delivery in areas of active Bank Group involvement, such as district heat-
ing and natural gas supply, many respondents indicated either no chang-

es (42 percent for district heating and 29 percent for gas) or worsening of
service (28 percent for district heating and 36 percent for gas) after the tariff
and subsidy reforms. On health services, 56 percent considered them to have
worsened over time, whereas only 17 percent thought that health services
had improved. On pension reform, over 50 percent of working respondents
were dissatisfied with pension benefits, considering them to be insufficient
for retirement. On social protection reforms, such as the household utility
subsidies and guaranteed minimum income programs, only 15 percent of
respondents agreed that benefits had been distributed more fairly, with close
to 40 percent holding the opposite view.

Informed Stakeholder (Expert) Online Survey

The survey aimed to gauge stakeholder views on Bank Group engagement
relevant to the country’s main development challenges. Over 80 percent of
respondents partially or fully agreed that Bank Group programs were rele-
vant to addressing Ukraine’s critical development challenges, broadly ef-
fective, and adapted appropriately to changes in the political and economic
situation. Most respondents (72 percent) thought that the Bank Group col-
laborated effectively with other development partners (the European Union,
the International Monetary Fund, and the European Bank for Reconstruction



and Development). A slight majority of respondents had a favorable impres-
sion of the Bank Group’s ability to identify, build, and use local capacity and
expertise in program design and implementation (56 percent). The majority
of respondents felt that Bank Group assistance was most effective in the fi-
nancial sector (51 percent), health and social protection (40 percent), and re-
sponse to macroeconomic and financial crises (38 percent). The respondents
mentioned a broad spectrum of areas needing additional Bank Group sup-
port, including anticorruption, education, health care, energy, the financial
sector, climate change, small and medium enterprise finance, land reform,
judicial system, infrastructure, statistics, and innovations and information
technology. The respondents also provided suggestions on general directions
of support, the strengthening of partnerships (especially with local nongov-
ernment counterparts), the importance of long-term institutional support,
and a better understanding of local context, culture, and political economy.

Analysis of Online News Media

The Independent Evaluation Group conducted an analysis of Ukrainian
online news reports to gauge the public perception of reforms supported by
the Bank Group as viewed by the general public and covered in local media.
Keywords extracted from the text in the context of the Bank Group (after re-
moving stopwords, lemmatization, and part-of-speech tagging to only retain
nouns) revealed that among the most frequent were “land,” “corruption,”
and “energy,” in that order. To further understand the topical composition
of Bank Group mentions, a search taxonomy was developed to calculate the
frequencies of the words and phrases (table C.1).

Sentiment analysis of the references to the Bank Group and the above topics
was conducted using two pretrained sentiment-classification algorithms. A
particular text extract (that is, a sentence quintet) was classified as having a
positive or negative sentiment if both models agreed; otherwise, it was clas-
sified as being neutral. Overall, the sentiment in the Bank Group mentions
was found to be neutral, with an average 16 percent of the mentions being
negative, 12 percent positive, and the rest neutral. These proportions did not
vary based on the type of news source. However, substantial variations were
found in the sentiment scores for Bank Group mentions based on the region
of the news articles. Map C.1, panel a, shows the proportion of Bank Group
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mentions with negative sentiment, and map C.1, panel b, shows the propor-
tion of Bank Group references with positive sentiment. There was a cluster-

ing of positive sentiment in the western regions and a clustering of negative
sentiment in the eastern regions.

Table C.1. Frequency of Keywords and Phrases (Topics) in World Bank
Group Context (number)

Keyword or Phrase Sentence Quintets

land 27,402
corruption 15,321
energy 13,746
health 13,015
pension 10,401
crisis 5,007
Donbas 4,165
tariff 3,256
electricity 3,032
social protection 1515
Total 96,860

Source: Independent Evaluation Group.

Map C.1. Proportion of Negative and Positive Sentiment World Bank
Mentions by Region

a. Proportion negative b. Proportion positive

Source: Independent Evaluation Group.

Note: Shades are based on quartiles, with darker shades representing higher values and lighter ones
representing lower values.

Map C.2 shows the regional distribution of sentiment based on specific
topics in Bank Group context. For example, the negative sentiment regarding



corruption-related issues is concentrated in the central regions, whereas
negative sentiment regarding land reforms is more clustered in the eastern
regions.

Map C.2. Distribution of Sentiment Scores for Selected Topics by Regions
in World Bank Context

a. Land (proportion negative) b. Corruption (proportion negative)

Source: Independent Evaluation Group.

Note: Shades are based on quartiles, with darker shades representing higher values and lighter ones
representing lower values.
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Appendix D.

Key Messages

This appendix assesses the extent to which the World Bank Group helped the
government of Ukraine identify and reduce fiscal and financial sector vulner-
abilities in the decade after the global financial crisis.! The main findings are
the following.

Identification of vulnerabilities: Throughout the evaluation period, the Bank
Group had a clear and accurate understanding of fiscal and financial sector
vulnerabilities and a generally well-prioritized sense of what needed to be
addressed. This understanding was well reflected in major country diagnos-
tics such as Country Economic Memorandums (CEMs), country strategies,
operations, and advisory services and analytics.

Effectiveness and impact of Bank Group contributions: The fiscal position,
excise tax (especially tobacco) revenues, and debt position of the government
improved significantly after 2014. The pension system was reformed toward
long-term sustainability. With Bank Group support, the government closed
many illiquid and insolvent banks, significantly reducing related fiscal risks
and strengthening supervision and regulation, bank resolution frameworks,
and the Deposit Guarantee Fund (DGF). Progress was most significant in the
first two years after the new government came to power in 2014. However, af-
ter 2016, vested interests effectively delayed or blocked the implementation

of many agreed reforms.

The government’s fiscal and financial sector stabilization efforts, to which
the Bank Group contributed, were largely effective, but crisis preparedness—
related institutional reforms were less successful in the face of strong vested
interests.



Although progress was made in enhancing the oversight and regulation

of private banks, efforts fell short in addressing the oversight of the state-
owned commercial banks (SOCBs) that dominate Ukraine’s banking sector.
Although the Bank Group supported the introduction of critical legislation
into Parliament, vested interests largely succeeded in holding up the enact-
ment of key reforms until 2021. The effectiveness of the newly established
independent supervisory boards for SOCBs was being undermined by vested
interests through the imposition of unduly onerous asset-declaration re-
quirements for foreign nationals. Moreover, the absence of meaningful judi-
cial reform undermined efforts to reduce the large stock of nonperforming
loans (NPLs) burdening the banking sector.

With hindsight, what could have been done better? The strength of the
obstacles presented by vested interests was obvious in the lead-up to and
throughout the evaluation period. A clearer initial sense of the results chain
leading to effective enactment and implementation of key legislation might
have highlighted potential points of stress and risks to the achievement of
results earlier in the process. This consideration would have pointed to the
need for more deliberate attention to judicial and parliamentary constraints
and a need to build demand for better governance and commitment to follow
up in financial sector operations. Even though other development partners
“led” on judicial reform, given the importance of the court system to build-
ing effective financial sector crisis preparedness, the Bank Group might have
sought to play a bigger role in this area, beyond its support for the creation of
the National Agency on Corruption Prevention in 2015.

Country Context and Bank Group Strategy

The global financial crisis hit Ukraine hard, with real gross domestic product
(GDP) dropping almost 15 percent in 2009. The government was able to
recapitalize banks and stabilize the system; deposit outflow was reversed,
and the DGF was created. However, rising public debt and NPLs reflected
continued fiscal and financial sector weaknesses. Government institutions
continued to face mistrust because of widespread corruption and state
capture by vested interests.
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During 2010-14, attempts at fiscal consolidation were insufficient, and
public debt continued to increase. Inadequate bank supervision and regula-
tion, connected party lending, and the failure of many banks contributed to a
general loss of confidence and a massive currency, fiscal, and social crisis.

The Bank Group’s 2012-16 Country Partnership Strategy (CPS) was set in re-
lation to two strategic priorities: (i) strengthening the relationship between
citizens and the state, including through improving public services and pub-
lic finances, and (ii) strengthening the relationship between businesses and
the state by improving policy effectiveness and economic competitiveness
(World Bank 2012). The 2012-16 strategy continued the focus on pension
reform, recognizing that Ukraine’s public finances could not be set on a sus-
tainable footing without reforming a pension system characterized by one
of the world’s highest public expenditures as a share of GDP (17.5 percent of
GDP in 2012, compared with an 8 percent average for the Europe and Central
Asia Region and 7.5 percent average for Organisation for Economic Co-oper-
ation and Development member countries).

Given the country’s track record of slow reform, lack of government owner-
ship, and strong vested interests, the baseline scenario in the CPS envisaged
limited operations. New lending was limited to infrastructure projects and
one social assistance project. The CPS anticipated potential increases in
lending primarily in the area of banking sector rehabilitation, if and when
the government credibly intended to accelerate policy reform.

In February 2014, amid the economic and security crisis, the exchange rate
depreciated sharply, triggering major losses in banks’ highly dollarized
balance sheets and a full-blown financial panic. The banking system

lost almost one-third of hryvnia deposits and more than half of foreign
exchange—-denominated retail deposits between the end of December 2013
and the end of June 2015. This exacerbated preexisting problems related to
the large stock of NPLs (particularly in SOCBs). More than one-quarter of
the 181 banks operating at the end of 2013 failed within 18 months and were
transferred to the DGF for resolution. Failure to reduce NPLs, combined with
weak creditor rights and corruption in the judiciary, continues to constrain
lending to the private sector.



Identifying Fiscal and Financial
Sector Vulnerabilities

Identifying Fiscal Vulnerabilities

The 2010 CEM correctly recognized that the external environment had
changed dramatically and that the major shocks mandated adjustment. It
argued that “the current fiscal model ha[d] proven unsustainable and fiscal
reform [became] the most urgent priority” (World Bank 2010, 63). The World
Bank warned that fiscal policies were exacerbating broader macroeconomic
risks and that they could have dire macroeconomic consequences and result
in a loss of confidence. The World Bank recommended that the government
undertake strong corrective fiscal measures to create fiscal space for produc-
tive public expenditures, including public investment, which could support
growth and job creation. At the same time, the World Bank recommended
reforming the pension system and energy tariffs and resolving the problem
of large value-added tax refund arrears (box D.1).

e
Box D.1. Fiscal Reforms Identified in the 2010 Country Economic
Memorandum

Infrastructure investments: Increase energy and infrastructure investment by 1 per-

cent of gross domestic product in 2010 and 2012 (focus on transport and energy).

Pension reform: Cap pension payments for working pensioners; freeze special and
privileged pension benefits transferred from the budget; gradually increase retirement
age for women from 55 years to 60 years; lengthen years of service required for new
pensioners to receive a minimum pension from 20 to 30 for women and 25 to 35 for

men; introduce a stable inflation indexation rule for pensions.

Utility tariffs and targeting social assistance to the most vulnerable households:
Increase threshold for extreme low income in the guaranteed minimum income from
50 percent of the subsistence minimum; increase eligibility threshold in the housing
and utility subsidies program to 30 percent; introduce eligibility threshold for housing
and utility privileges at two or three subsistence minimumes; increase gas tariffs for

households, heating enterprises (the tariffs of these two consumers should converge),

(continued)
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e
Box D.1. Fiscal Reforms Identified in the 2010 Country Economic
Memorandum (cont.)
and budget institutions; change thresholds of gas tariff differentiation for households
to better target subsidy; increase gas tariffs for industry and increase heating tariffs for
households; increase electricity tariffs for residential and nonresidential consumers

during 2010-12.

Tax policy and administration reform: Implement a program to deal with value-added
tax refund arrears; eliminate value-added tax privilege for agriculture and value-added
tax exemptions for medicines, publishing houses, and printed materials and excise

exemption on bio components of fuel.

Public financial management reform: Implement legislation on public procurement

in line with good international practice and harmonized with European Union direc-
tives; strengthen regulatory framework for project evaluation; corporatize large (natural
monopoly) state-owned enterprises to enable them to attract private capital and joint

ventures; improve financial reporting of state-owned enterprises.

Source: \World Bank 2010.

Identifying Financial Sector Vulnerabilities

The Bank Group had a good grasp of financial sector vulnerabilities, reflect-
ed in a wide range of Bank Group analyses including the 2010 CEM, which
noted that “mounting vulnerabilities in the banking sector, generated by lax
credit analysis in the context of fast credit growth fueled by external borrow-
ing, were accentuated by the [global financial] crisis. [Before the 2008 crisis],
regulation and supervision were unable to catch up with the growth of the
sector, and thus currency and maturity risks increased, coupled with severe
under-provisioning for potential problem loans” (World Bank 2010, 66). The
CEM argued that there was a need for “renewed effort to tackle the legacies
of the past and strengthen regulation and transparency to regain trust” and
noted that “supervision and regulation [were] not ready to prevent another
crisis” (World Bank 2010, 67).



The 2010 CEM contained a comprehensive list of banking sector reform pri-
orities, which demonstrates a good awareness of policy priorities, including
those associated with risks to the integrity of the banking sector. The CEM
referred to the nonbank financial sector in an annex, noting only its slow
growth relative to that of the banking sector (box D.2).

|
Box D.2. Banking Sector Measures Recommended by the World Bank
in 2010

Regulation and supervision: Enact amendments to legislative framework to facilitate
restructuring of nonperforming loans; enact amendments to legislative framework to
facilitate bank mergers and reorganization; enact a legislative framework to enforce
disclosure of ultimate ownership of banks and nonbank financial institutions that would
significantly enhance the definition of beneficiary ownership and include related legal
entities, family, and other associated persons at all levels; ensure that capitalization
plans in all banks are fulfilled; legislate and enforce consolidated supervision of finan-
cial conglomerates; enact legislative and regulatory framework to introduce updated
Basel regulations; increase capital requirements to open a bank and strengthen stan-
dards and enforcement of “fit and proper” criteria; revise capital requirement and provi-

sioning rules to ensure solvency and avoid excessively procyclical banking lending.

Bank resolution and restructuring of state-owned commercial banks: Further im-
prove the set of resolution tools available to the National Bank of Ukraine; complete
diligence in all banks recapitalized with public funding and improve corporate gover-
nance arrangements; transfer bank resolution powers to the Deposit Guarantee Fund:;

divest nationalized banks that are commercially viable and can be sold at a fair value.

Transparency and governance: Enact legislation to make individual bank data transpar-
ent and publicly available in line with predominant international practice; avoid conflict of

interest in appointment of members of the Council of the National Bank of Ukraine.

Source: World Bank 2010.

The CPS for fiscal years 2012-16 (World Bank 2012) noted that NPLs in the
state-dominated banking system remained high and commercial banks taken
over by the state remained unresolved. Banking sector vulnerabilities were
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exacerbated by volatility in international financial markets and deleveraging
by European banks (which held about one-third of Ukraine’s banking system
assets). In light of these risks, the CPS argued that safeguarding the sound-
ness of the poorly regulated and supervised banking sector and rationalizing
the state’s role and ownership in the financial system were the most pressing
financial sector challenges for the medium term.

The CPS contained a frank assessment of progress in reducing corruption in
Ukraine. The main text of the CPS was relatively understated, but annex 4
was more direct, citing the results of a survey of public perceptions of cor-
ruption, in which 92.2 percent of Ukrainians believed that corruption among
government officials was a key problem in the country and only 17 percent
believed in the government’s commitment to fight corruption (World Bank
2012). The appendix noted that the new anticorruption law would accom-
plish very little unless it was properly implemented and accompanied by
other anticorruption legislation. Although the financial sector was not cited
explicitly, these observations are clearly relevant to it.

External audits undertaken in early 2010 revealed that 61 banks (represent-
ing 59 percent of banking sector assets) needed capital amounting to about
4 percent of GDP (IMF 2014). The financial sector was saddled with a large
stock of NPLs, heavily concentrated in SOCBs, which had been engaging in
extensive connected lending. By the end of 2010, 18 banks were under liqui-
dation and another 4 were under temporary administration. An incomplete
and ineffective restructuring process and weaknesses in the legal, tax, and
judicial systems were obstacles to dealing with NPL resolution.

Legislation governing disclosure of ultimate controllers of banks and amend-
ing the central bank law to strengthen its independence had been enacted
before 2010, but implementation and enforcement were weak. The only tool
available to the National Bank of Ukraine and DGF to resolve problem banks
was liquidation. However, resolution efforts were slow and, in some cases,
the National Bank of Ukraine did not exercise proper control of the liqui-
dation process, resulting in large losses to the DGF, the banking sector, and
taxpayers.? Tax treatment of loans continued to hinder restructuring.



Addressing Fiscal and Financial Sector
Vulnerabilities

Addressing Fiscal Vulnerabilities

The World Bank addressed fiscal vulnerabilities primarily through analytical
work and policy dialogue (including on energy sector reform), followed by a
major scale-up of lending. This work was coordinated with the International
Monetary Fund’s Extended Fund Facility and European Union budget support.
Increased tariffs resulted in a decline in unsustainable energy subsidies from

7 percent to 2 percent of GDP, and budgetary subsidies evolved from regressive
producer subsidies to targeted consumer subsidies. Moving from universal to
targeted subsidies required considerable technical assistance work, to which
the World Bank contributed significantly. The World Bank also supported pub-
lic investment management reforms through technical assistance.

A large part of the development policy operation agenda supported fiscal
consolidation through reform of energy subsidies. In 2014, energy producer
subsidies to the state-owned enterprise Naftogaz were about 7 percent of
GDP. Reform sought to increase energy tariffs, eliminate producer subsidies,
and create targeted consumer subsidies to support poor households. Three
loans focused on the energy sector and included attention to tariff and sub-
sidy reforms, which helped significantly reduce fiscal vulnerabilities.

Addressing Financial Sector Vulnerabilities

Bank Group staff were proactive in tracking financial sector vulnerabilities.
Progress was greatest with respect to restoring financial stability and weak-
est in building institutional capacity (where reform required confronting
vested interests). The 2012 CPS recognized the lack of political willingness
to confront financial sector weaknesses, and lending plans were curtailed
accordingly. Reflecting the severity of the problem in the financial sector, an
extensive financial sector monitoring project was undertaken with support
from the Financial Sector Reform and Strengthening Initiative, the Swedish
International Development Cooperation Agency, and Switzerland’s State
Secretariat for Economic Affairs. This work permitted an accelerated re-
sponse when the government changed in 2014.
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The World Bank approved a programmatic series of two financial sector
development policy operations, whose development objectives included

(i) strengthening the operational, financial, and regulatory capacity of the
DGF for the resolution of insolvent banks; (ii) improving the solvency of the
banking system through the implementation of bank recapitalization and
restructuring plans and timely enforcement actions; and (iii) strengthening
the legal and institutional framework to improve resiliency and efficiency of
the banking system.

In November 2018, the World Bank approved a policy-based guarantee on
economic growth and fiscally sustainable services. It supported reforms to
improve governance (of SOCBs, in particular). Prior actions included (i) the
enactment of a law to establish independent supervisory boards, strengthen
risk management at SOCBs, and adopt a strategy for SOCBs, which lays out a
road map for gradual divesture, and (ii) the amendment of the tax code to re-
move the 25 percent ceiling for provisioning expenses, issue orders on the tax
treatment of transactions involving NPLs, and enact a law to increase creditor
rights. The operation highlighted substantial risks to implementation.

Effectiveness

Effectiveness of Support to Reduce Fiscal Vulnerabilities

The elimination of energy subsidies that formed a key element of World
Bank-supported reform, coupled with other expenditure and tax measures,
led to a substantial improvement in the fiscal position and debt dynamics
by 2016. This improvement was characterized by primary fiscal surpluses,
declining public debt, significantly reduced subsidies, and near-full provi-
sioning of NPLs. By 2019, these fiscal vulnerabilities had been substantially
reduced. But despite these gains, the fiscal situation remained vulnerable
to pressure from vested interests, changes in political will, external shocks,
weaknesses in public financial management, and corruption.

Effectiveness of Support to Reduce Financial Sector
Vulnerabilities

With support from development partners, Ukraine made progress during
the evaluation period in reducing financial sector vulnerabilities. About half



of the country’s 180 banks were declared insolvent and sent for resolution.
Developments have been modest but positive in dealing with the challenges
in the SOCBs. Provisioning of NPLs is deemed adequate, in spite of the

high NPL ratio of 55 percent of total loans at the end of 2018. Although
supervisory boards are in place at the three largest SOCBs, the quality of

at least some of the independent supervisory board members draws into
question the extent of their real commitment to reform.

The key achievements of the financial sector development policy loan series
were to stabilize the banking sector, strengthen the National Bank of Ukraine,
establish the Financial Stability Committee, and conduct the related party
review exercise. The operational, financial, and regulatory capacity of the DGF
was strengthened, including giving it resolution authority. The Law on Deposit
Insurance System in Ukraine was enacted in March 2012, assigning a bank res-
olution mandate to the DGF as of September 2012. The International Finance
Corporation’s interventions to strengthen risk management in the financial
sector show positive outcomes, but with limited impacts because of the small
share of banks participating in the International Finance Corporation program
(less than 2.5 percent of financial sector assets and total loans at the time of
the Independent Evaluation Group’s evaluation in 2013).

Ukraine’s financial sector remains highly vulnerable because of the high
level of NPLs in SOCBs and weak regulation of the nonbank financial sector.
Vested interests operating through members of the Rada have slowed or out-
right prevented the approval and enactment of critical legislation (including
efforts to strengthen supervision of the fast-growing insurance sector).> As a
result, Ukraine performed poorly in dealing with its large stock of NPLs. An
International Finance Corporation Financial Markets Crisis Response Project
was unable to generate sufficient demand for NPLs. In Doing Business 2019,
Ukraine scored 31.7 out of 100 in resolving insolvency, giving it a ranking

of 145 out of 190 economies, well below most regional comparators (World
Bank Group 2019).

The courts remain a major constraint to the efficacy of efforts to reduce
financial sector vulnerabilities by preventing the effective implementation
of existing laws, such as asset recovery from failed banks, NPL resolution,
and the insolvency law approved in October 2018. As of May 2019, no cases
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of high-level corruption had been adjudicated. The November 2018 policy-
based guarantee describes the “inefficient judicial system” as a “major
impedimen]|t] to NPL resolution in Ukraine” (World Bank 2018, 13). In April
2019, the court decision to reverse the nationalization of PrivatBank (which
is being appealed) was a reminder that the judiciary cannot be relied on to
implement legislation in a predictable manner.

Although dissemination and outreach were evident in other aspects of the
reform agenda, this was not the case for financial sector reform. With a rel-
atively low level of financial literacy among the general public, a concerted
effort was needed to foster a better understanding among civil society of the
importance of, and implications for not pursuing, financial sector reforms, in-
cluding improvements in bank supervision. This, however, was not an explicit
element of the Country Partnership Framework (World Bank 2017a, 2017b).*
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! This appendix was prepared by Zeljko Bogeti¢, Jeffrey Allen Chelsky, and Melvin Vaz.
Interviews with senior officials in the government of Ukraine, senior officers of commercial
banks and other financial institutions, and Kyiv-based staff of the World Bank Group, the
International Monetary Fund, and the European Commission were conducted during a visit
to Kyiv in May 2019, augmented by interviews with Bank Group and International Monetary

Fund staff at headquarters in Washington, DC.

2In Doing Business 2012, Ukraine ranked 156 in terms of resolving insolvency (World Bank

Group 2012).

3Shortcomings in the implementation of reforms to strengthen governance and oversight of
the financial sector are also reflected in the fact that the International Monetary Fund was
able to complete only three of the envisaged 15 reviews under the Extended Fund Facility ar-
rangement by the time it expired in March 2019, with the banking system’s failure to address
the burden of legacy nonperforming loans listed alongside delayed anticorruption measures

as the reasons for weak performance (IMF 2019).

4 Annex H of the Country Partnership Framework for fiscal years 2017-21 identifies a list of
sectors that would require “raising civil society awareness and creating opportunities for di-
alogue on key institutional reforms” (World Bank 2017b, 87). Although the list is not exhaus-

tive, the financial sector is not listed among other priority reform areas.



Table E.1. Ukraine Lending Portfolio Active during Fiscal Years 2012-21

Project Name
Ukraine Higher Education Project

Emergency COVID-19 vaccine

Access to Long-Term Finance Additional Financing
Power System Resilience

Additional Financing 2 for SSNMP

Eastern Ukraine: 3R Project

Economic Recovery DPL

Additional Financing to Serving People, Improving
Health Project

Additional Financing for Social Safety Nets Modern-
ization

Accelerating Private Investment in Agriculture
Access to Long-Term Finance

DPL2

Programmatic Financial Sector DPL 2

Road Sector Development Project
Programmatic Financial Sector DPL 1

Second Power Transmission Project

Serving People, Improving Health Project
Social Safety Nets Modernization Project

DPL 1

/8 dnoJo) sueq PO, dnoun uonen)eas 1uspuadepul

Approval
FY

2021
2021
2021
2021

2021
2021
2020
2020

2020

2019
2017
2016
2016
2016
2015
2015
2015
2015
2014

Exit
FY
2027
2023
2023
2027
2021
2026
2021
2021

2021

2025
2022
2016
2016
2022
2015
2020
2021
2021
2015

GP
EDU
HNP
FCl
EAE
SPJ
ssl
MTI
HNP

SPJ

AGR
FCI
MTI
FCI

TDD
FCI
EAE

HNP
SPJ
MTI

Project

Status
Active
Active
Active
Active
Active
Active
Closed

Active

Active

Active
Active
Closed
Closed
Active
Closed
Active
Active
Active
Closed

Lending
Instrument

Type
Investment
Investment
Investment
Investment
Investment
Investment

DPF

Investment
Investment

PforR
Investment
DPF
DPF
Investment
DPF
Investment
Investment
Investment
DPF

IBRD
Commitment
Amount
(US$, millions)

200
90
100
177
300
100
350
135

150

200
150
500
500
560
500
330
215
300
750
(continued)
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IBRD
Lending Commitment
Approval Project Instrument Amount
Project Name Status Type (US$, millions)
Second Urban Infrastructure Project 2014 2021 | WAT | Active Investment 300
District Heating Energy Efficiency Project 2014 2021 | EAE | Active Investment 332
DEVSTAT Additional Financing 2013 2014 | POV | Closed Investment 10
Second Road and Safety Improvement Project 2013 2020 | TDD Active Investment 450
Ukraine Export Development Il Additional Financing 2012 2015 | FCI Closed Investment 150
Total n.a. na. n.a. n.a. 6,849

Ongoing Projects during FY12—20

Ukraine—Energy Efficiency 2011 2017 = EAE | Closed Investment 200
Hydropower—Additional Financing 2010 2016 EAE = Closed Investment 60
Roads and Safety Improvement 2009 2015 | TDD | Closed Investment 400
Public Finance Modernization Project 2008 2015 | GOV | Closed Investment 50
Power Transmission 2008 2016 | EAE | Closed Investment 200
Urban Infrastructure 2008 2015 | WAT | Closed Investment 140
Second Export Development Project 2007 2015 | FCI Closed Investment 155
Social Assistance System Modernization Project 2006 2013 | SPL | Closed Investment 99
Hydropower Rehabilitation 2005 2016 = EAE | Closed Investment 106
Development of State Statistics System for Monitoring 2004 2014 | POV | Closed Investment 32
Socioeconomic Transformation Project

Rural Land Titling and Cadastre Development Project 2003 2013 | AGR | Closed Investment 105
State Tax Service Modernization Project (APL 1) 2003 2012 | GOV | Closed Investment 40
Total n.a. n.a. n.a. n.a. 1,677

Source: \World Bank Business Intelligence (December 15, 2021).

Note: 3R = Reconnect, Recover, Revitalize; AGR = Agriculture; APL = adaptable program loan; DEVSTAT = Development of the State Statistics System for Monitoring

the Social and Economic Transformation; DPF - development policy financing; DPL - development policy loan; EAE - Energy and Extractives; EDU - Education; FCI -
Finance, Competitiveness, and Innovation; FY = fiscal year; GOV = Governance; GP = Global Practice; HNP = Health, Nutrition, and Population; IBRD = International Bank
for Reconstruction and Development; MTI = Macroeconomics, Trade, and Investment; n.a. = not applicable; PforR = Program-for-Results; POV = Poverty; SPJ = Social
Protection and Jobs; SPL - Social Protection and Labor; SSNMP = Social Safety Nets Modernization Project; TDD - Transport and Digital Development; WAT - Water.



Table E.2. Guarantees Approved during Fiscal Years 2012—-20

Lending IBRD
Project Approval Project Instrument Commitment
ID Project Name FY Exit FY Status Type (US$, millions)
P164414 | Ukraine Policy-Based 2019 2020 Active — Adjustment 750
Guarantee
P155111 | Ukraine Gas Supply 2017 2021 Active S Investment 500
Security Facility

Source: World Bank Business Intelligence (January 30, 2021).
Note: DO - development outcome; FY - fiscal year; IBRD - International Bank for Reconstruction and Development; S - satisfactory; — - not rated.
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Table E.3. Advisory Services and Analytics for Ukraine, Fiscal Years
2012-20

Task Name
Ukraine Finance
and Enterprise
Recovery
Ukraine PMR

Support to PAR
and PFM Re-
forms

Ukraine FS Moni-
toring TA
Ukraine EE Fund
Development TA

Advancing
Energy Subsidy
Reform

Ukraine Re-
mittances and
Payments
Government of
Ukraine Leader-
ship Peacebuild-
ing-Recovery
Ukraine Conflict
Recovery
PFR-3

Program Model
for Pilot Road
Concessions
Eastern Ukraine
Socioeconomic
Growth Study
Policy Note on
the WSS Sector
Ukraine Health
Financing Re-
forms

Global FY
Practice Delivered
FCI 2021
EAE 2021
GOV 2021
FCI 2021
EAE 2021
EAE 2021
FCI 2021
SPJ 2021
SPJ 2021
MTI 2021
TDD 2021
MTI 2021
WAT 2021
HNP 2021

Total BB
(US$,

thousands)
198,609

0

283

1,245,004

88,526

215,283

54,947

177.377
0]

11,088

31,013

40,919

Total
Lifetime

Total BETF Expenditure

(USS,

thousands)

3,860,704

3156.303

2,026,035

610,083

409.412

412,368

249,289

]
579.390

796,780

(USS,
thousands)
4,059,313

3,156,303
2,026,319

1,245,004
698,610

624,695

412,368

249,289

54,947

177.377
579.390

808,767

31,013

40,919

(continued)



Task Name

Ukraine-
Supporting Anti-
Corruption Laws
and Institutions

Ukraine: Rural
Health and Tele-
medicine

Ukraine Country
Forest Note

Social Safety
Nets Rational-
ization including
HUS

Pension Reform
Assessment and
New Initiatives

Psychosocial
Support to
Conflict-Affected
Population

Ukraine #C013
Supporting the
Deposit Guaran-
tee Fund

Ukraine Sourc-
es of Growth
Analysis

Ukraine Pro-
grammatic Public
Finance Review 2

Integrated Ap-
proach toward
Modernization
of SP

Ukraine Com-
petitiveness and
Innovation for
Growth

Global FY
Practice Delivered
FCI 2020
HNP 2020
ENV 2020
SPJ 2020
SP 2020
SPJ 2020
FCI 2019
MTI 2019
MTI 2019
SPL 2019
FCI 2019

Total BB
(US$,

thousands)
215,465

105,463

68,821

114,518

72973

378,842

81,042

77.000

61,104

Total
M ElE

Total BETF Expenditure

(USS,
thousands)
494,855

123.459

399.875

201,262

(US$,

thousands)
710,320

105,463

102,280

114,518

72,973

399.875

201,262

378,842

81,042

77.000

61,104

(continued)
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Task Name

Ukraine's
Pension Policy
Dialogue |l

Ukrzaliznytsia
Modernization
Strategy

Review of Edu-
cation Sector of
Ukraine

Ukraine:
E-Government
Technical
Assistance

Port Sector Re-
form for Attract-
ing Private Sector
Participation

Ukraine Land
Reform Support

Ukraine—
Supporting the
District Heating
Sector

Market Assess-
ment of Small
Hydro Rehabilita-
tion in Ukraine

Ukraine: Recov-
ery and Peace-
building Support
Labor and Skills

Advancing
Energy Tariff and
Subsidy Reforms

Government of
Ukraine Capac-
ity Building for
Peacebuilding
and Recovery

Global FY
Practice Delivered
SPL 2019
TDD 2019
EDU 2019
GOV 2019
TDD 2019
Other 2019
EAE 2019
EAE 2019
URS 2018
SPL 2018
EAE 2018
URS 2018

Total BB
(US$,

thousands)
59.893

140,571

445,096

47.715

30,935

697.099

7715

251144

3.750

33.670

Total
M EnE

Total BETF Expenditure

(USS,
thousands)

139,288

119.914

149,640

209,306
905,643

241512

(USS,
thousands)
59.893

140,571

445,096

47.715

170,223

697.099

127,629

149,640

251144

299.306
909,393

275,182

(continued)



Task Name

Facilitating Elec-
tricity and Gas
Market Reforms
in Ukraine

Ukraine Agricul-
ture, Irrigation,
and Land TA

Facilitating Forest
Sector Reform in
Ukraine

Toward Greener
and More Effi-
cient Logistics in
Ukraine
Ukraine's
Pension Policy
Dialogue
Ukraine Compe-
tition Policy
Sustainable Mo-
bility for Odessa

Strategy for
Prioritization of
Investments,
Funding, and
Modernization of
Ukraine's Road
Sector

Ukraine—
Technical
Assistance to
Land Policy

Ukraine: Admin-
istrative Services
and EGovern-
ment
Sustainable
Urban Transport
for the City of
Kyiv

Global FY
Practice Delivered

EAE 2018
WAT 2018
ENV 2018
TDD 2018
SPL 2018
FCI 2018
TDD 2018
TDD 2018
URS 2018
GOV 2018
TDD 2017

Total BB
(US$,

thousands)
152,706

93.814

23,813

226,442

250,365

238,400

237,188

890.854

17,526

Total

M ElE

Total BETF Expenditure

(US$,

thousands)

402,016

400,834

146,385

1,067,324

172,442

474,988

(US$,

thousands)

554,722

494,648

146,385

1,001,137

226,442

250,365

172,442

238,400

237,188

89.854

492514

(continued)
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Improving Tax
Administration
Increasing Fiscal
Transparency
and Account-
ability

Financial Disclo-
sures and Pre-
ventive Anticor-
ruption Agency
Improving
Effectiveness in
Human Develop-
ment

Improving Trans-
parency and
Governance of
Infrastructure

Ukraine Pro-
grammatic Public
Finance Review 1

Ukraine Health
Policy Dialogue
Systematic
Country Diag-
nostic

Ukraine Trade
Finance

Advice to the
Design and Cre-
ation of Energy
Efficiency Fund

Rapid Actions to
Strengthen Court
Management
Lower Dnieper

River Waterway
and Port PPP

M EnE
Total BB Total BETF Expenditure
Global FY (USS, (USS, (USS,
Task Name Practice Delivered thousands) thousands) thousands)
GOV 2017 — 267,996 267,996
GOV 2017 - 597.273 597.273
GOV 2017 0,046 561,139 571,084
HNP 2017 15,864 494,516 510,380
TDD 2017 — 348,513 348,513
MTI 2017 — 249,991 249,901
HNP 2017 104,937 — 104,937
Other 2017 362,447 — 362,447
FCl 2017 — 73.848 73.848
EAE 2017 — 20,972 20,972
GOV 2017 — 300,739 300,739
TDD 2017 — 382173 382173
(continued)



Task Name

Socioeconom-
ic Impacts of
Conflict and
Displacement

Social Account-
ability Tools for
CSOs Monitoring

Public Invest-
ment System

Skills for Em-
ployment and
Productivity

Ukraine—
Agricultural
Trade, Transport,
and Logistic
Ukraine Urban-
ization Review

Effective
Response to
HIV/AIDS and TB
Epidemics
Ukraine: Ener-
gy Efficiency
Transformation in
Cities

Ukraine Country
Environmental
Analysis

Ukraine: Moving
Forward Energy
Tariff Reforms

Social Safety
Nets and Energy
Reform
Modernization of
Ukrzaliznytsia
Ukraine Shared
Prosperity FY16

Global FY
Practice Delivered
URS 2017
GOV 2016
GOV 2016
SPL 2016
AGR 2016
URS 2016
HNP 2016
URS 2016
ENV 2016
EAE 2016
SPL 2016
TDD 2016
POV 2016

Total BB
(US$,

thousands)
396,386

77156

47,150

149,423

46,522

40,965

281

125,138

97.366

11,541

154.451

137,696

59,566

Total
M ElE

Total BETF Expenditure

(US$,

thousands)

229,564

149,860

149,159

381419

637,169

1,097,182

145,996

(US$,

thousands)
396,386

77.156

276715

149,423

106,382

190,124

381,699

762,307

97.366

1,108,723

154.451

283,692

59,566

(continued)
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Task Name

Ukraine Agricul-
ture, Irrigation,
and Land TA

Ukraine Justice
Policy Dialogue
Conflict and
Displacement
Mainstreaming

Ukraine—Munic-
ipal Energy Effi-
ciency Financing
Mitigating the
Impact of Gas
and Heating Tariff
Increases

Ukraine Techni-
cal Assistance on
Consumer

Ukraine—Pro-
grammatic FS
Monitoring TA
Ukraine—Road
Sector Policy
Dialogue
Agriculture and
Land Monitor-
ing Il

Ukraine #A025
Building Capacity
at Deposit Guar-
antee Fund
Ukraine Policy
Notes

Ukraine Shared
Prosperity Note

Fiscal, Structural,
and Governance
TA

Global FY
Practice Delivered

AGR 2016
GOV 2016
URS 2016
EAE 2015
EAE 2015
FCI 2015
FCI 2015
TDD 2015
AGR 2015
FCI 2015
MTI 2015
POV 2015
MTI 2014

Total BB
(US$,

thousands)
163,977

82,413

42,022

11,270

458,432

42,519

74,521

35184

77.827

104,675

Total
M EnE

Total BETF Expenditure

(USS,
thousands)
199.071

-13,001

127,161

70,625

31587

382,611

825,855

(US$,

thousands)
363,048

69,322

42,022

138,431

70,625

458,432

42,519

106,108

382,611

35184

77.827

930,529

(continued)



Task Name

Effective Re-
sponse to AIDS
Epidemic
Agriculture and
Land Monitoring

Ukraine-Dissem-
ination-Personal
Insolvency

Municipal SWM
Sector Review

Ukraine Pro-
grammatic PSD
TA

TAIn Legal Re-
form Relative to
Business

TA on Regulatory
Reform

Ukraine Educa-
tion

Measuring
Governance in
Health and Edu-
cation

Public Invest-
ment Manage-
ment Assess-
ment

Ukraine: Munici-
pal Demand-Side
Governance

TA on Health
Sector Reform in
Ukraine

PEFA Dissemi-
nation

Ukraine—Financial
Sector TA

Global FY
Practice Delivered

HNP 2014
AGR 2014
FCI 2014
URS 2014
MTI 2014
FCI 2014
FCI 2014
EDU 2013
GOV 2013
GOV 2013
URS 2013
HNP 2013
GOV 2013
FCI 2013

Total BB
(US$,

thousands)
449,457

289,814

100,732

77446

109,182

241,245

1,006

102,362

162,247

330,917

140,376

Total
M ElE

Total BETF Expenditure

(USS,
thousands)

228,499

48,065

70,489

159,440

43.943

33.929

(USS,
thousands)
449,457

518,313

48,005

100,732

70,489

77446

109,182
241,245

160,446

146,305

162,247

33,929

330,917

140,376

(continued)
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Total

Lifetime
Total BB Total BETF Expenditure
Global FY (USS, (USS, (USS,
Task Name Practice Delivered thousands) thousands) thousands)
TA on Health HNP 2013 90,273 — 90,273
Sector Reform 2
Ukraine Analyti- FCI 2013 — 119,602 119,602
cal Note on PSD
Ukraine #10323 FCI 2013 327,300 — 327,300

Planning and
Implementing

PFM TA MTI 2012 89,573 79,996 169,569
Ukraine Financial FCl 2012 137,126 — 137,126
Sector TA

Labor Mobility SPL 2012 3.327 — 3,327
CA-Ukraine: URL 2012 — — —

Supporting Kyiv
in City Vision and
Strategy

PEFA Update GOV 2012 — — —
Creditworthiness EAE 2012 — — =
Improvements—
Ukraine Utilities
Ukraine Trust FCI 2012 — — —
Fund Seed
Money

Total na. na. 11,868,931 26,343,398 38,212,328

Source: World Bank Business Intelligence and Standard Reports (December 15, 2021).

Note: AGR = Agriculture; BB = Bank budget; BETF = Bank-executed trust funds; CA = Cities Alliance; CSO
= civil society organization; EAE = Energy and Extractives; EDU = Education; EE = Energy Efficiency; ENV
= Environment and Natural Resources; FCI = Finance, Competitiveness, and Innovation; FS = financial
sector; FY - fiscal year; GOV - Governance; HNP - Health, Nutrition, and Population; HUS - house-

hold utility subsidy; MTI = Macroeconomics, Trade, and Investment; n.a. = not applicable; PAR - Public
Administration Reform; PEFA - Public Expenditure and Financial Accountability; PFM = public financial
management; PFR = Program-for-Results; PMR = Partnership for Market Readiness; POV = Poverty;

PPP - public-private partnership; PSD - private sector development; SP = Social Protection; SPJ = Social
Protection and Jobs; SPL - Social Protection and Labor; SWM = solid waste management; TA = technical
assistance; TB = tuberculosis; TDD = Transport and Digital Development; URS = Social, Urban, Rural, and
Resilience; URL = Urban, Disaster Risk Management, Resilience, and Land; WAT = Water; WSS = Water
Services and Sanitation; — = not available.



Table E.4. International Finance Corporation Investment Commitments, Fiscal Years 2012-20 (US$, thousands)

Original Net Total Net
Commitment = Project Project Commitment Commitment Commitment
FY Status Primary Sector Size (IFC Balance)? (H\)) (LN + EQ)®
2020 Active Finance and Insurance 50,000 20,000 20,000 20,000
2020 Active Chemicals 70,000 35,000 35,000 35,000
2020 Active Agriculture and Forestry 20,000 20,000 20,000 20,000
2019 Active Public Administration 14,315 14,359 14,359 14,359
2019 Closed Plastics and Rubber 6,510 6,452 288 288
2018 Closed Plastics and Rubber 29,590 11,836 11,836 11,836
2018 Active Agriculture and Forestry 12,500 12,500 12,500 12,500
2018 Active Agriculture and Forestry 40,000 0 o] o]
2018 Active Agriculture and Forestry 151,500 30,000 30,000 30,000
2018 Active Agriculture and Forestry 17,000 17,000 17,000 17,000
2017 Active Transportation and Warehousing 37,000 37,000 28,549 28,549
2017 Active Collective Investment Vehicles 15,000 15,000 0 15,000
2017 Active Agriculture and Forestry 147,500 60,000 40,000 40,000
2016 Active Chemicals 15,000 15,000 7500 7500
2016 Closed Agriculture and Forestry 35,000 15,000 10,000 10,000
2016 Closed Agriculture and Forestry 33,327 3,184 2,790 2,790
2016 Closed Agriculture and Forestry 10,000 10,000 10,000 10,000
2016 Closed Agriculture and Forestry 25,000 10,000 10,000 10,000
2015 Active Agriculture and Forestry 25,000 25,000 15,000 15,000
2015 Active Finance and Insurance 457 454 0 454
2014 Active Agriculture and Forestry 50,000 30,000 30,000 30,000

(continued)
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Original Net Total Net
Commitment Project Project Commitment Commitment Commitment
FY Status Primary Sector Size (IFC Balance)? (M) (LN + EQ)®
2014 Closed Finance and Insurance 5,000 5,000 5,000 5,000
2014 Active Chemicals 100,000 15,000 90.583 90.583
2014 Closed Agriculture and Forestry 47,079 47,043 47,043 47,043
2014 Active Agriculture and Forestry 250,000 100,000 100,000 100,000
2014 Closed Agriculture and Forestry 65,000 65,000 64,157 64,157
2013 Closed \¥/holesale and Retail Trade 30,600 10,000 0 0.00
2013 Closed Agriculture and Forestry 50,000 40,000 40,000 40,000
2013 Active Chemicals 85,000 30,000 21,825 21,825
2013 Closed Agriculture and Forestry 50,000 30,000 0 0
2013 Active Agriculture and Forestry 110,886 21,087 0] 21,085
2013 Closed Agriculture and Forestry 16,000 16,000 16,000 16,000
2013 Active \¥/holesale and Retail Trade 75,000 45,088 45,088 45,088
2013 Closed Agriculture and Forestry 50,000 50,000 20,000 20,000
2012 Closed Transportation and \¥arehousing 87,600 32,000 22,000 22,000
2012 Closed Agriculture and Forestry 22,500 5,000 4,000 4,000
2012 Closed Agriculture and Forestry 5,000 5,000 5,000 5,000
2012 Closed Finance and Insurance 15,000 15,000 0 0
Total n.a. n.a. 1,869,364 919,003 714,518 751,057

Source: International Finance Corporation management information system (January 10, 2020).

Note: EQ - equity; FY = fiscal year; IFC = International Finance Corporation; LN = loan; n.a. = not applicable.
a. IFC investment commitments exclude short-term finance.
b. Net commitment = original commitment less loan and equity cancellation.



Table E.5. International Finance Corporation Advisory Services in Ukraine, Fiscal Years 2012—20

Project
ID

604205
603603

603667

602198
597667

602817
603138
601079

599789
600339

592348

599215

T0T

Project Name
Financial sector
IFC Digilab Finance ECA

Ukraine Financial Inclusion—Credit
Reporting
Ukraine Financial Inclusion—
Consumer Protection

Green Finance Project: Phase 1

ECA Financial Markets Risk Man-
agement Project

Energy sector
Ukraine Energy Efficiency Fund
ECA Cities Platform |l

Kyivenergo District Heating

Agriculture
Ukraine Crop Receipts Project

Europe and Central Asia Agri-
Finance Project

Ukraine Agri Aggregator

Agribusiness Standards Advisory
in ECA

Implementation
Start FY

2020
2020

2020

2019
2013

2019
2019
2016

2015
2015

2013

2013

»ued ployy, - dnolo uoienieas juspuadspu)

Implementation Project

End FY

2023
2024

2024

2023
2019

2023
2023
2018

2020
2021

2019

2017

Stage

Portfolio
Portfolio

Portfolio

Portfolio
Portfolio

Portfolio
Portfolio

Com-
pleted

Portfolio
Portfolio

Com-
pleted
Com-
pleted

Project
Status

Active
Active

Active

Active
Active

Active
Active
Closed

Active
Active

Closed

Closed

Primary
Business
Area

FIG
EFI

EFI

FIG
FIG

EFI
INR
CPC-PPP

EFI
EFI

MAS

MAS

Total Funds
Managed by IFC
(US$, millions)

0.95
190

1.80

199
325

1727
4.00
0.62

4.87
536

6.67

456

(continued)
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Primary Total Funds
Project Implementation Implementation Project Project Business Managed by IFC
ID Project Name Start FY End FY Stage  Status Area (US$, millions)
Business environment
602031 Ukraine Dairy Supply Chain Devel- 2018 2023 Portfolio | Active MAS 475
opment Project
600668 ECA FM Public Outreach 2016 2019 Portfolio | Active EFI 1.08
600664 | Ukraine Investment Climate Reform 2016 2019 Portfolio |  Active EFI 333
Project
584508 Ukraine Investment Climate: Agri- 2012 2016 Com- Closed TAC 2.86
business pleted
592347 ECA SME Crisis Resilience Program 2013 2017 Com- Closed FIG 236
pleted
509538 Direct Client Work—ECA Corporate 2013 2019 Portfolio | Active ESG-CG 1.00
Governance
PPP
602109 Kyiv Hospital Consolidation 2018 2021 Portfolio Hold CPC-PPP 142
602196 Olvia Port PPP 2018 2020 Portfolio |  Active CPC-PPP 0.51
603032 Kherson Port PPP Ukraine 2018 2020 Portfolio | Active CPC-PPP 0.32
Total n.a. n.a. n.a. n.a. n.a. 70.87

Source: International Finance Corporation management information system (January 10, 2020).

Note: CG = corporate governance; CPC - Corporate Portfolio Committee; ECA - Europe and Central Asia; EFI = Equitable Growth, Finance, and Institutions; ESG = Envi-
ronmental, Social, and Governance; FIG = Financial Institutions Group; FM = Financial Markets; FY = fiscal year; IFC = International Finance Corporation; INR = Infrastruc-
ture; MAS - Manufacturing, Agribusiness, and Services; n.a. = not applicable; PPP - public-private partnership; SME = small and medium enterprise; TAC = Trade and
Competitiveness.



Table E.6. Multilateral Investment Guarantee Agency Projects Active in
Ukraine, Fiscal Years 2012-21

Gross Exposure

Project Title FY Issued Sector (US$)

Insurance of Mandatory Reserve at the 2012 Financial 3,069,784

Central Bank

Whirlpool Ukraine 2012 Manufac- 6,566,957
turing

Raiffeisen Bank Aval—Joint Stock 2013 Financial 142,500,000

Company

Porsche Mobility—Porsche Leasing 2014 Financial 23,940,000

Lantmannen Axa 2017 Manufac- 6,350,472
turing

Aluminum Beverage Can Factory 2019 Manufac- 20,700,000
turing

ProCredit Mandatory Reserves 2021 Financial 20,937,240

Total n.a. n.a. 224,064,453

Source: Business Intelligence reporting database (December 15, 2021).

Note: FY = fiscal year; n.a. = not applicable.
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